0
>

S MeROSIW
THOMSON

PROCESSED

RN FINANCIAL |

ROOG PEEIII‘JU!JEML REPORT

|

l REODJH ( A BV
' J k: ‘.. "‘ '
1 APR ""u (007 i

r '.]‘,

' ‘“"'5 .[J"i‘*’ ’ :- g
v o 1088 L
R i By

- 0 ) - F o’
Lo . . CoL
T TR N SR N

@am%mﬂﬂﬁmmwh&%m
|
|
|




To drive our efforts moving forward, our leadership
team reframed our strategic goals along four fronts:
becoming consumer wanted: being distributor preferred:
leveraging our capital markets leadership; and being
people driven. Lets look at these more closely.

First, we are committed to deeply understanding
and responding to consumers’ real needs — and how
they think about those needs. We dare to dream that
we can forever alter the way consumers think about
insurance — creating products and services with such
compelling value that consumers will acrively seek
them out, versus having to be sold to, or simply avoid-
ing them all together.

Second, we believe we must provide distributors
with a value proposition so strong that they will simply
prefer to do business with Genworth over others. This
means our solutions focus must penctrate the value
chain of our distributors and improve continually.

Third, we recognize the need to expand our lead-
ership in accessing the capital markets to manage risk,
improve returns and broaden the array of solutions we

“can develop and offer. We have a great track record
here — in our term life and universal life insurance
businesses, through our innovative credit enhancement
tools for global mortgage securitization markets and in
our ongoing asset-liability management processes.

Fourth, we will continue our focus on being a
company that’s driven by and for our people, continu-
ing to help our associates develop their leadership,
strategic and technical skills while celebrating the
strength of our vibrane, diverse workforce. A collabo-
rative spirit guides us and ensures we leverage our
capabilities across the enterprise as one company.

Finally, we will unite these strategies with our
steadfast focus on being simple, fast, and reliable,
which will define us and differentiate us.

You will see us reach milestones during our jour-
ney and take decisive steps to move forward. For
example, we made bold moves in support of our
growth agenda. We combined our Retirement and
Protection businesses into a unified operating segment
under the leadership of Pam Schurtz, who was named
executive vice president of Genworth. We created a
new International segment thar encompasses all our
international businesses that contributed more than
30 percent'of Genworth's total operating earnings in
2006. The International segment and our U.S.

Mortgage Insurance segment are both under the lead-
ership of Tom Mann, who was also named executive
vice president. Finally, we announced the sale of our
group life and health business serving small employers,
to better focus our efforts where we have the most
competitive advantage. Smart choices have to be made
in investing for the future, allocating capiral, deciding
what to do and deciding what not to do. Genworth
will excel on all these fronts.

While pursuing these actions, we continue to add
talent to the Genworth team. [ am pleased to note thar
Pac Kelleher, who joined Genworth in January 2007,
assumed his role as chief financial officer in early
March.

We recognize that change takes time. And the
magnitude of the strategic shifts we're purting in place
is going to take just that. But we are excited about the
opportuniries these changes will bring Genworth and
our increased ability to make even greater positive
impact on the people we help.

We're transforming so that we can bring even
more support to people with dreams and aspirations.
People just like the more than 7,000 Genworth associ-
ates around the world who work each day to make a
difference. People like you. '

Our associates are proud to work alongside our
many partners to help more people own homes, have
peace of mind, achieve their aspirations, and enjoy
financial independence.

Thank you for being part of the Genworth story.
We hope you will join us on our next act — and the
many that will follow.

All the best,

Michael D, Fraizer
Chairman, President and Chief Executive Officer
March 2007
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We all have hopes and dreams. At Genworth, our
simple vision and purpose are to help millions of peo-
ple around the world achieve theirs. We provide solu-
tions to their financial security needs at key stages of
their lives. And as people’s needs are evolving,
Genworth is evolving to meet them. Our story contin-
ues to unfold, with exciting results and prospects. You
will see details of chat story and our performance in the
enclosed Annual Report on Form 10-K but [ wanred
to share some additional perspectives in this letter.

OUR STORY

Genworth’s story is one of change, and positive
change is woven into our very fabric. Change has
defined our existence from our earliest days when we
first entered the insurance and retirement businesses,
through our Initial Public Offering in May 2004 —

and it will propel us toward our future success.

Since the IPO, we have delivered more than a 70
percent sharcholder return, including common stock
dividends. And, Genworth clearly performed along
the way. We drove core growth and innovarion. We
accelerated our international expansion, and now have
a presence in more than 25 countries. We made nice
progress in enhancing service capabilities and tech-
‘nologies. We strengthened our growth platforms and
leadership positions, including our fee-based retire-
ment and wealth management, life insurance, and

international businesses. And, we gave back to our
communities, never forgetting our core values of
Ingenuicy, Clarity, Performance and Heart...which
continue to guide us.

Qur performance culminated with 2006 net
income in excess of $1.3 billion and net operating
earnings per diluted share (EPS) up 15 percent to
$2.89 — as we delivered our third consecutive year of
mid-teens operating EPS growth. Our operating
return on equity (ROE) increased to 11.3 percent at
the end of 2006, maintaining momenrum toward our
interim ROE goal of 12 percent in 2008 and rarget of
1314 percent in the 20102011 timeframe.

THE NEXT ACT

We believe rhatr great companies change before
they have to. That's why Genworth has embarked on
an exciting new phase that will define us for years to
come. Part of our natural evolution, this next act is
rooted firmly in our commirment to supporr con-
sumers’ financial security needs, while enabling us to
respond to demographic and marker trends that pro-
vide us with bright opportunities.

During the past year, we conducted rigorous inter-
nal and external analyses of our markets and competi-
tion. Consumers emphasized that they are looking for a
trusted partner who understands their financial security
needs and can satisfy those needs in a simple, straight-
forward manner with flexible solutions. At the same
time, distribution firms are gravitating toward insur-
ance companies that can be their true “growth partner,”
providing value across the business relationship.

As needs evolve, we believe it’s imperative to be
more rhan a traditional insurance company. That’s
why at Genworth, our vision is to be your financial
security company. We'll work to give consumers confi-
dence in the benefits our products offer today while
continuing to protect against future risk. We will
deliver innovative se/utions that have education, prod-
uct, service, ease of delivery and technology compo-
nents. We want to harness insurance, financing and
service competencies to grow and succeed. And, we'll
draw upon the talents of each and every member of
our Genworth team,




Genworth is a global financial security
company dedicated to providing trusted
solutions that help people realize their

dreams — of owning homes, building
peace of mind, achieving aspirations and
enjoying financial independence.

We have four core values: Ingenuity — We
constantly search for a better way to
work; Clarity — We aim to make thmgs
easier and more straightforward;
Performance — We honor our promises
and commitment to integrity; and,
Heart — We help people throughout their

lives, especially when they need us most.
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PART . .

in this Annual Report on Form-10-K, unless the context oth-
erwise requires, “"Genworth,” "we,” “us,” and "our"” refer to
Genworth Financigl, Inc. and its subsidjaries.

.

e

ITEM 1. BUSINESS

OVERVIEW

Genworth Financial is a leading financial security com-
pany dedicated to developing. solutions that help meet the
investment, protection, homeownership, retirement and inde-
pendent lifestyle needs of more than 15 million customers,
with a presence in more than 25 countries. We have teadership
posmons offering key products and solutions that we believe
will benefit from significant demographic, legislative and mar-
ket trends that increasingly are shifting responsibility for build-
ing financial security to the individual., We.distribute our
products and services through extensive qnd diversified chan-
nels that include: financial intermediaries, advisors, independ-
ent distributors and dedicated sales specialists. We are
headguartered in Richmaond, Virginia and had approximately
7,200 employees as of December 31, 2006.

Our protection products include fife insurance, long-term
care insurance, and suppleimental health offerings and pay-
ment protection coverages. Our retirement products help peo-
ple create dependable income streams for iife cor for specified
periods, and help them save and invest to achleve financial
goals. Retirernent offerings include annuities, financial plan-
ning services and managed accounts. We also enable home-
ownership, helping people purchase homes with low down
payments, -coupled with the use, of mortgage insurance that
protects lenders against the risk of default. Across all our busi-
nesses, we differentiate through product innovation and by
providing valued services such as education and training, well-
ness programs, support services and technology linked to our
insurance and mvestment products to create solutions
addressing consumer -and distributor ‘needs. These solutions
are intended to make us easier to do business with and help
our business partners grow more effectively.

As of December 31, 2006, we had three operating segments:

> Protection. In the United States, we are a leading provider of
life insurance and long-term care insurance, have developed
linked benefit products such as long-term care insurance

linked with life insurance or an annuity and offer selected

senior services and products including Medicare supple-
ment insurance. We also offer group life and health insurance
primarily to companies with fewer than 1,000 employees. In
January 2007, we announced an -agreement to sell the
group life and health business and expect to close the trans-
.. action in the second quarter of 2007. Outside the US., we
offer payment protection insurance, which helps con-
sumers meet ‘specified payment obligations should they

become unable tos pay due to accident, illness, involun-
tary unemployment, disability or death: For the year
-ended December 31, 20086, Protection segment net income
was $618 million and segment net operating income was
$614 million,

> Retirement Income and Investments. We offer our US. cus-
tomers a variety of wealth accurmulation, income distribu-
tion and institutional investment products. Retail products
include: individual fixed and variable annuities; _group vari-
able annuities offered through retirement plans single pre-
mium immediate annuities; variable life insurance; and a
variety of managed account programs and services, finan-
cial planning advisory services and managed proprietary and
third-party mutual funds. Institutional products include:
funding agreements, funding agreements backing notes
("FABNs"), asset management products and services, and
guaranteed investment contracts ("GICs"). For the year
ended December 31, 2006, Retirement Income and
Investments segment net income was $203 mitlion and
segment net operating income was $237 million. -

> Mortgage Insurance. In the U.S., Canada, Australia, New
Zealand, Mexico, Japan and multiple European countries,
we offer morigage insurance products that enable-borrow-
ers to buy homes with low-down-payments. We also pro-
vide mortgage insurance an a structured, or bulk basis, that
aids in the sale .of mortgages to the capital markets, and
which helps lenders manage capital and risks. Additionally,
we offer services, analytical tools and technology that
enable lenders to operaté more efficiently and more effec-
' tively managerisk. For the year ended December 31; 2006,
Mortgage Insurance segment rnet income was $618 million
and segment net operatlng income was $614 million.

We also have Corporate and Other activities, wh|ch con-
sist primarily of un_allocated corporate income and expenses,
results of a small, non-core business, and most interest and
other financing expenses. For the year ended December 31,
2006, Corporate and Other had net losses of $111 million and
net operating losses of $107 million.

On a consolidated basis, we had $13. 3 billion of total
stockholders’ equity and $110.9 blljlon of total assets as of
December 31, 2006. For the year ended December 31, 2006,
our revenues were $11.0 billion and net income was $1.3 bil-
lion. Our principal life jnsurance companies have financial
strength ratings of “"AA-" (Very Strong) from S&P, "Aa3"
{Excellent) from Moody's, "A+" {Superior} from A.M. Best and
"AA-" (Very.Strong) from Fitch, and our rated mortgage insur-
ance companies have financial strength ratings of “AA" (Very
Strong) from S&P. “Aa2” (Excellent) from Moody's, “AA" {Very
Strong) from Fitch andfor “AA" {Superior) from Dominion Bond
Rating Service (“DBRS"). The "AA" and "AA-" ratings are the
third- and fourth-highest of S&P's 20 ratings categories, respec-
tively. The “Aa2" and “Aa3" ratings aré the third- and fourth-
highest of Moody's 21 ratings categories, respectively. The
“A+" rating i$ the second highest of AM. Best's 15 ratings cat-
egories. The “AA” and “AA-" ratings are the third- and fourth-
highest of Fitch's 24 ratings categories, respectively. The “AA”
rating is the second highest of DBRS's 10 ratings categories.

[ form 10-k 3




Genwaorth Financial was incorporated in Delaware in 2003,
and our initial public offering of our comrmon stock was com-
pleted on May 28, 2004 {"IPO”). See note 1 in our consolidated
financial statements under “ltem 8 - Financial Statements and
Supplementary Data” for additional information.

MARKET ENVIRONMENT AND OPPORTUNITIES

As a leading financial security company, we believe we

are well positioned to benefit from significant demograp'_hic,
governmental and market trends, including the following:

>

Aging U.S. population with growing retirement income
needs. The percentage of the U.S. population ‘aged'55 or
older is expected to increase from approximately 22%, or
65 million, in 2004 to more than 29%;, or 97 million, by 2020
according 1o the U.S. Census Bureau. Life expectancy has
risen to 74:8 years for men and 79.6 years for women,
according to the U.S. Social Security Administration, and fur-
ther increases are projected. For a married couple, each
aged 65, there is a 50% likelihood that one will survive to
age 81.and a 26% chance, that one will survive to 85,
according to Society of Actuary tables. Meanwhile, fewer
companies are offering defined benefit plans than in the
past, and the Social Security Administration in 2006 pro-
jected that its reserves could be exhausted by 2040, poten-
tially creating the need for individuals tg identify alternate
sources of retirement income. U.S. savings rates overall
are at historic lows, according to the U.S. Commerce
Department’s Bureau of Economic Analysis and the nation's
personal savings rate in December 2006 was a negative
$116.6 billion. We believe this phenomenon will lead to
increased demand for innovative investment, insurance and
income distribution products of the type we currently offer
and are developing. For those with accumulated wealth,
especially among people within-10 years of retirement or
within the first five years of retirement, approximately
$6.6 trillion of financial assets are now held, with the vast
rmajority of these expected o be invested to meet income
needs, according to a survey conducted by SRI Consulting
Business Intelligence in 2004. We believe these trends will
also increase demand for wealth accumulation offerings,

' _income distribution solutions, and long-term care insurance

as part of a responsible financial plan. Similar trends are
occurring globally, as populations ‘age, and we see opportu-
nity to expand our retirement income and wealth accumula-
tion offerings to countries outside the U.S,

Growing lifestyle protection gap. The aging U.S. and world
population, coupled with other factors such as the decline in
defined benefit plans in the U.S, is creating a significant
lifestyle protection gap for many individuals. A growing
number of individuals have insufficient resources, including
insurance coverage, to ensure that assets and income wiill
be adequate 1o support desired lifestyles. Declining savings
rates, rising healthcare and nursing care costs, and shifting

_ burdens for funding protection needs from governments

and employers to individuals, are contributing to this gap.
Many individuals are faci,n_g increased personal debt levels,
with limited or no resources to manage against unforeseen

4 Sform 10k 1]

events. We expect these trends to drive increased demand
for life and long-term care insurance and linked benefit prod-
ucts we offer, as well as for our asset accumulation and
managed money products and services and income distri-
bution offerings. . : ,

> ‘Increasing opportunities for mortgage insurance internation-

.

ally and in the U.S. We expect that increasing homeowner-
ship and other factors in the U.S., Canada, Australia and
Europe will contribute to the growing use of mortgage insur-
ance related services. Globally, government housing poli-
cies and demographic factors are driving demand for
housing, particularly among underserved minority and immi-
grant populations. These needs are being met through the
expansion of low-down-payment mortgage loan offerings;

'legislative and regulatory policies that provide capital incen-

tives for lenders to transfer risk to rmortgage insurers; a new

‘U.S. law making qualified mortgage insurance payments

deductible for income taxes in 2007; and expansion of sec-
ondary morigage markets that require credit enhancements
such as mortgage insurance. A number of these factors also

- are emerging in some European, Latin American and Asian

markets, where lendérs increasingly are using mortgage
insurance to manage the risks of loan poertfolios and to
expand low—down-payment Iendmg :

COMPETITIVE STRENGTHS

We believe the following compstitive strengths will

enable us to capitalize on opportunities in our targeted markets:

>

Leading positions in diversified targeted markets. We
believe our leading positions in life and long- term care insur-
ance; retirement income and managed money services;
payment protection insurance in Europe; and international
mortgage insurance, provide us with a strong and differenti-
ated base of business that enables us to compete effec-
tively in these markets as they grow. We also believe our
strong presence in multiple markets provides a diversified
and balanced base of business, reducés our exposure 1o

" adverse economic trends affecting any one market and pro-

vides stable cash flow to fund growth opportunities.

Product innovation and breadth, plus service offerings. We
continue to inngovate and offer a breadth of products that
meet the needs of consumers through various stages of
their lives, and that are positioned to benefig from current
trends among distributors to limit the number of insurers
with which they maintain relationships to those with the
highest value-added product and service content. Our serv-
ice content includes targeted educational and support offer-
ings, including certified courses for distributors, and-
consumer programs such as wellness information, medical
screenings, care coordination and other services that com-
plement our insurance offerings. We strive to maintain
appropriate return and risk thresholds when we expand the
scope of our product offerings. B

Extensive, multi-channel gﬁstribution network. We have
extensive distribution reag:h across a broad network of finan-
cial intermediaries, independent producers and dedicated




sales specialists. We maintain strong relationships with
leading distributors by providing a high level of specialized
and differentiated support, technology and service solutsons
to enhance their sales efforts.

> Innovative capital markets solutions. We believe we are an
industry leader in developing capital markets solutions and
investment products that allow us to use capital more effi-
" ciently and in¢rease our returns, manage risk and support
new business models. In 2003, we were the first com-
_pany to securitize statutory term life insurance reserves
A"XXX securitizations”) and we were again the first com-
pany, in 2008, to create a similar solution for universal life
insurance reserves (“AXXX securitization”).

> Technology-enhanced, service- orlented scalable, Iow-cost
operating platform. We actively manage costs and drive
continuous customer service improvement, We use tech-
nology to enhance performance by automating key
processes to reduce response times and process variations.
In addition, we have centralized operations and established
scalable, low-cost operating centers in Virginia, North
Carolina and Ireland. We also outsource a variety of back
office support services to a team of professional service
providers in India.

> Disciplined risk management with strong compliance prac-
tices. Risk management and regulatory compliance are criti-
cal 10 our business. We employ comprehensive risk
management processes in virtually every aspect of our
operations, including product development, underwriting,
investment management, asset-liability management and
technology development programs.

> Strong balance sheet and high-quality investment porffolio.
We believe our size, ratings and capital strength provide us
with a competitive advantage. We have a diversified, high-
quahty portfolio with $71.2 billion of cash and invested
assets as of December 31, 2006. Approximately 95% of our
fixed maturities had ratings equivalent to investment-grade,
and less than 1% of our total investment portfolio consisted
of equity securities. We actively conduct agset-liability man-
agement, and we are expanding use of the capital markets
to more effectively enhance portfollo returns.

> Experienced management team. We have an established
track record for successfully developing managerial talent at
all levels and have instilled a performance- and execution-
oriented corporate culture.

GROWTH STRATEGIES

Our objective is to increase targeted revenues and oper-
ating income, and erhance returns on equity. We do this by
focusing on the following strategies:

> Capitalize on attractive growth prospects in key markets:
Retirement planning, money management and retirement
income. We believe growth wilt be driven by favorable demo-
graphic trends and products designed to help customers accu-
mulate assets and convert them into reliable income
throughout their retirement years or other desired periods.

Protection, including life and long-term care insurance as
well as payment protection insurance. In life insurance, we
believe growth will be driven by the significant protection gaps
among individuals and families. In long-term care insurance,
we believe growth will be driven by the increasing needs of an
expanding, aging population and the shifting burden for funding
these needs from government programs and corporations to
individuals. We also believe consumers will increasingly seek
linked benefit products that deliver vaiue under multiple sce-
narios. In payment protection insurance, we believe growth
will result from increasing consumer borrowing in Europe,
expansion of the European Union, reduced unemployment
benefits in key European markets and our expansnon beyond
Europe.-

U.S. Mortgage Insurance. We believe that demographics
supporting the U.S. housing market remain strong, with contin-
ued strength in the first-time homebuyers' market, which
includes ongoing growth in emerging market househeld forma-
tion and homeownership. We believe this demographic trend
will drive continued increases in high loan-to-value debt. We
also believe that various market forces, including recently
issued guidance from U.S. federal financial regulators to finan-
cial institutions on risks related to non-traditional mortgages,
may help increase the use of fixed rate mortgages and the use
of our martgage insurance products. '

International. We continue to see attractive growth
opportunities in’ international mortgage insurance as home-
ownership and the use of low-down-payment lending expands
globally. Our international mortgage insurance and payment
protection insurance businesses have established business
relationships or licenses in multiple countries in North America,
Australia, Europe, India and Asia. Net premiums written in our
international mortgage insurance business have grown at a
31% compounded annual growth rate for the. three years
ended December 31, 2006. We also believe global markets will
present increasing opportunities for other product expansion
beyond mortgage and payment protection insurance, as popu-
lations age and consumers seek products that help them
achieve financial security.

> Further strengthen and extend our distribution channels, We
intend to grow distribution by continuing.to differentiate in
areas where we believe we have distinct competrtwe
advantages. These areas include:

Product and service innovations. Examples include the
introduction of a number of products including ClearCourses™
for the retirement plan market, our global medium term notes
{"GMTN") product for institutional investors, return of pre-
mium term products, our Income Distribution Series of variable
annuity products and riders, our linked benefit products for cus-
tomers who traditicnally self-funded long-term care expenses,
our HomeOpenerss™ mortgage insurance products designed to
attract first-time homs buiyers, and private mortgage insurance
products in the European market. Additional service innova-
tions include programs such as automated underwriting in our
life, long-term care and mortgage insurance businesses, dedi-
cated customer service teams, and customer care programs
supporting wellness and homeownership.
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Collaborative approach te key distributors. Our collabora-
tive approach to key distributors includes our strong support
and educational offerings of consultative selling practices, joint
business improvement programs and tailored approach to
sales intermediaries addressing their unique service needs.
Additionally, we are expanding product and service offerings
broadly in the financial advisor and managed money arena as
we combine our asset accumulation businesses under the
leadership of the recently acquired AssetMark Investment
Services, Inc. (" AssetMark”).

Technology initiatives. These include proprietary under-
writing systems, which make it easier for distributors to do
business with us, improved our term life, long-term care and
morigage insurance underwriting speed and accuracy, and
lowered our operating costs.

> Enhance returns on capital and increase margins. We
employ five levers 1o drive higher returns on qapital and
increase margins. These levers include:
Adding new business at targeted returns and optimizing
mix. We have introduced new products, revised pricing and tar-
geted higher return distribution channels in multiple business
lines to increase returns. For exdmple, we leverage our inter-
national platforms for faster growth in markets in which we are
generating our highest returns. In our U.S. mortgage insurance
business, we are shifting our overall new business mix to distri-
bution segments that do not use captlve reinsurance, and
therefore offer higher returns, and also benefit from our serv-
ice-ariented marketing approach Ih our retirement business,
we have shifted capital to higher return, fee-based products
and in 2006 nearly tripled total fee-based assets under man-
agement to almost $22 billion, including assets related to the
acquisition of AssetMark. Assets under management from
products and platforms not including AssetMark were up 60%
to $12.2 billion at December 31, 2006 as compared to
December 31, 2005.

" Capital generation and redeployment. We generate sig-
nificant statutory capital from in-force business and capital effi-
ciency projects, which we then actively redeploy to new
business and acquisitions. We also consider share repurchases
or dividend in¢reases as alternative capital uses when we do
not -see additional opportunities to fund growth. We have a
number of blocks of business with low returns including some
of our retail and institutional spread-based products, older
blocks of long-term care insurance and some excess contin-
gency reserves backing our U.S. mortgage insurance business.
1In 2006, we released a significant amount of capital supporting
these lines, including capital released from the maturity of
older issued fixed annuities and GICs and the release of
approximately $300 million of statutory contingency reserves.
Additionally, wé expect to receive gross cash proceeds of
approximately $650 million by mid-year 2007 upon completion
of the pending sale of our group life and health business.

Targeted use of capital markets. We continue to make
progress in using the capital markets to optimize capital effi-
ciency and manage risk. In 20086, we were the first life insurer
to complete a securitization of Regulation AXXX reserves for
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universal life insurance, and we continued our leadership in
securitizing reserves for term life insurance. During 2006, we
completed nearly $1.4 billion of term and universal life insur-
ance reserve securitizations.

Operating cost reductions and effu:tencnes We focus on
reducing our cost base while maintaining strong service lev-
els. We are currently engaged in cost studies to identify signif-
tcant opportunities for improved efflClency and functional
consolidation to enhance growth and improve margins, based
on our recently announced orgamzatnonal realignment,
described below,

Investment income enhancements. We seek to enhance
investment yields by evaluating and gradually repositioning our
asset class mix, pursuing additional investrment classes, using
active management strategies, implementing best in class tech-
nology and hiring key experienced professionals in portfolio man-
agement, investments innovations and risk to significantly
enhance our flexibility and overall capabilities. in 2006, we
expanded our private placement and real estate portfolios to take
advantage of the liquidity premium that works well with many of
our longer duration product lines. We expect our investrment port-
folios to make a measurable contribution to Genworth’s return on
equity progression over the next several years.

REORGANIZATION

In January 2007, we reorganized our businesses into
three new operating segments: Retirement and Protection,
International and U.S. Mortgage Insurance. The reorganization
is intended to more directly align high-growth retirement and
protection and international business opportunities.. The
Retlrement and Protection segment will include the retirement
|ncome managed money, life insurance, long-term care insur-
ance, and institutional businesses. The International segment
will include the non-U.S. mortgage insurance and payment pro-
tection insurance businesses. The U.S. Mortgage Insurance
segment will consist of the U.S. mortgage insurance business.
We will continue to have Corporate and Other activities, which
consust primarily of unallocated corporate income and
expenses, the results of a small, non-core business that is
managed outside the operating segments, and most of the
interest and other financing expenses.

PROTECTION

In our Protection segment, we have the following busi-
ness units: life insurance, long-term care insurance, payment
protection insurance and group life and health insurance.
Effective January 1, 2006, our Mexico-domiciled insurer, previ-
ously included in Corporate and Other, is now being managed
within our Protection segment and whose results are now
included as part of the payment protection insurance business
for all periods presented. Additionally, as discussed further
herein, on~January 10, 2007, we agreed to sell our group life
and health insurance business: We expect to account for this
business as part of discontinued operatlons begmmng in the
first quarter of 2007.




The following table sets forth financial information
regarding our Protection segment as of or for the years ended
December 31, 2006, 2005 and 2004. For additional.selected
financial information 'and. operating perfermance measures
regarding our Protection segment as of or for these periods,
see "ltem 7 - Management’s Discussion and Analysis of
Financial Condition and Results of Operations - Protection.”

As of or for the years | -
ended Decemnber 31,

Amounts in millions) : 2006 2005 2004
Revenues . t ' o

Life insurance : $ 1807 %1623 $ 1,518
Long-term care insurance 2,626 2,347 2,311
Payment protection insurance 1,284 1,492 1,602

Group life and health insurance 743 77 686

Total revenues ' $ 6460 $ 6173 $ 6117
Segment net aperating income ! C
Life insurance $ 313 § 275 § 245
Long-term care insurance W o153 . 172 . 172
Payment protection insurance 113 90 83
Group life and health insurance 38 31 -30

Total segment net operating income 614 568 530
Net investment gains (losses), net of taxes ’

and other adjustmenis L R N

$ 618 $ 568 - $ 530
$38,6563 $33,945 $31,870

Total segment net income

Total segment assets

LIFE INSURANCE ' . W

Qur life insurance business markets and sells term and
universal life insurance products that provide a personal finan-
cial safety net for individuals and their families. These products
provide protection against financial hardship after the death of
an insured by providing cash payments to the beneficiaries of
the policyholder. Some types of life insurance.also offer a sav-
ings element that can be used to help accumulate funds to
meet future financial needs. Our life insurance business also
includes a runoff block of whole life insurance. According to
the American Council of Life insurers, sales of new life insur-
ance coverage in the U.S. were $3.0 trillion in 2005, and total
life insurance'coverage in the U.S. was $18.4 trillion as of
December 31, 20056. Excluding-variable life insurance sales,
annualized first-year premiums for life insurance increased by
an average of 12% per year from 2001 to 2006, according to
LIMRA International. . -

Our principal life insurance products are term life and uni-
versal life. Term life provides life insurance coverage with guar-
anteed level premiums for a specified period of time and
generally has little or no buildup of cash value that is payable
upon lapse of the coverage. We have been a leading provider
of term life insurance for more than two decades, and we are
also a leading provider of term life insurance through brokerage
general agencies {"BGA"} in the U.S.

Universal life insurance products are demgned to provide
permanent protection for the life-of the insured and may
include a buildup of cash value that can be used to meet partic-
ular financial needs during the policyholder's lifetime.

We price our insurance policies based primarily upon the
historical experience of our large black of business. Our pricing
strategy is to target individuals in preferred risk categories and
offer them attractive products at competitive prices. Preferred
risks include healthier individuals who generally have family
histories that do not present increased mortality risk. We also
have significant expertise in evaluating people with health
problems and offer appropriately priced coverage for people
who meet curunderwriting criteria.

Effective underwriting and pricing are S|gn|f1cam drivers
of profitability in.our life insurance business, and we have
established rigorous.underwriting and pricing practices to max-
imize our profitability. We retain most of the risk we currently
underwrite, thereby limiting the premiums ceded to reinsurers,
We have generally reinsured risks in excess of $1 million per
life. Beginning January 1, 2007, we increased our retention limit
to $5-million for new policies written, but may; from time-to-time,
reinsure any risk depending on the pricing terms of availabte rein-
surance: We set pricing assumptions for expected claims, lapses:
investment returns, expenses and customer demographics
based on our own relevant experience and other factors.

We offer our life insurance products through an exten-
sive network of independent BGA located throughout the U.S.
and through affluent” market producer groups, financial inter-
mediaries, and insurance marketing organizations. We believe
there are opportunities to expand our sales through 'each of
these and other distribution channels.

Competition in our life insurance business comes from
many sources, including from many traditional insurance com-
panies as well as from non-traditional sources, such as banks
and the capital markets. The life insurance market is highly
fragmented, with the top 10 term life insurance companies
having approximately 33% of industry sales and the top 10 uni-
versal life insurance companies having approximately 42% of
industry sales based on LIMRA International data for 2006.
Competitors have multiple access points to the market through
BGA, financiat institutions, career sales agents, multi-line exclu-
sive agents, e-retail and other life insurance distributors. We
operate predominantly in the BGA channel and are building out
our.capabilities in other channels. Term life insurance competi-
tion is highly price and service driven while universal life insur-
ance is more product, service and feature driven. We believe
our competitive advantage in the term life.insurance market
comes from our long history serving this market, our service
excellence, underwriting expertise and capital markets leader-
ship. We are currentty building out ‘our universal life insurance
product suite and have executed the first capital markets solu-
tion for funding statutory reserves associated with the
Valuation of Life Policies Regulation, as clarified by Actuarial
Guideline 38 {more commonly known as.” Regulation AXXX").

LONG-TERM CARE INSURANCE

“We established ourselves as a pioneer in long-term care
insurance over 30 years ago. Since that time, we have accumu-
lated extensive pricing and claims experience, which we
believe has enabled us to build what is the largest actuar-
ial database in the industry. Qur experience helps us plan for
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disciplined growth built on a foundation of strong risk manage-
ment, product innovation and-a diversified distribution strategy.
Our individual. and group long-term care insurance. products
provide defined amounts of protection against the high and
escalating costs of long-term care provided in the insured's
home-and in assisted living and nursing facilities. Insureds
become eligible for certain covered. benefits when they are
incapable of performing certain activities of-daily living or-when
they become cognitively impaired. tn contrast to health insur-
ance, long-term care insurance provides coverage for skilled
and custodial care provided outside of a hospital or health-
related facility. The typical claim has a duratlon of approm-
mately 1 to 4 years.: . o

The overall profitability of our. Iong -term careunsurance
policies depends to a large extent on the degree to which our
claims experience, morbidity and mortality experience, lapse
rates and investment yields match our pricing assumptions.
We believe we have the largest actuarial database in the indus-
try, derived from over 30 years of experience in offering iong-
term care insurance products. This database has provided
substantial claims experience and statistics regarding morbid-
ity risk, which: has helped us to develop a-sophisticated pricing
methodology for our newer policies tailored to segmented risk
categories, depending upon marital status, medical history and
other factors. When we issued our older policies, we did not
have the full benefit of this experience and. pricing methodol-
ogy and assumed higher than realized lapse rates and a stable
investment yield environment. As a result, profitability on our
older issued policies has been lower.than we originally priced.
We continually monitor trends and developments and update
assumptions that may affect the risk, pricing and profitability of
our long-term care insurance products.and adjust our new
product pricing and other terms as appropriate. We also work
with a Medical Advisory Beard, comprising independent
experts from the-medical technology and public policy fields,
that provides insights on-emerging morbidity and medical
trends, enabling us to be more proactive in our risk segmenta—
tion, pricing and product development strategies.

In 2006, we introduced a series of product upgrades
designed to provide a variety of pricing and benefit options,
enhance service capabilities, broaden types of.coverage and
simplify individual product features. In this connection, we

expanded our group'long-term care insurance business. We

also launched linked benefit products for customers who tradi-
tionally self-funded long-term care expenses and expanded our
Medicare supplement product in a majority of states and have
seen growth in these new states. To further expand our senior
supplementary product capabilities, we acquired Continental
Life Insurance Company of Brentwood, Tennessee ("Contin-
ental Life”), in the second quarter of 2006, for.$145 milfion,
plus additional contingent payments of up to $10 million.
Through the acquisition of Continental Life, we acquired addi-
tiona! expertise in Medicare supplement offerings and access
to extensive independent brokerage distribution. This acquisi-
tion more than doubles our existing annualized Medicare
supplement premium in-force and provides a platform for
expanding in cther senior supplementary products.
Competition in the long-térm care insurance mdustry IS
primarily limited to the top 10 insurance companies. in addi-
tion, we compete with non-insurance alternatives to funding
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* long-term care needs. Such-alternatives, among others,

inglude government programs such as-Medicaid designed for
the impoverished, continuing care retirement communities,
and reliance on family members to provide for care. Qur prod-
uct competes by providing peace of mind and independence to
our policyholder and effectively reducing-the family burden
associated with-other care alternatives. We believe our signifi-
cant historical experience and risk disciplines provide us with a
competitive advantage in the form of sound product pricing
and company stability.

' fn addition, we have a broad and diverse distribution
network for our products. We distribute our products
through diversified sales channels consisting of approximately
130,000 appointed independent producers, financial inter-
mediaries and 1,200 dedicated sales specialists. Approxi-
mately 200 employees support these diversified distribution
channels. We have made significant investments in our servic-
ing and support for both independent and dedicated sales spe-
cialists and we believe our product features, distribution
support and services are leading the industry. :

PAYMENT PROTECTION INSURANCE

Payment protection-insurance helps consumers meet
their payment obligations on outstanding financial commit-
ments, such as mortgages, personal loans or credit cards, in
the event of a misfortune such as illness, accident, involuntary
unemployment, temporary incapacity, permanent disability or
death. We currently provide this insurance in more than

" 15 countries. We continually look to pursue new markets for

further expansion.

Our payment.protection‘insurance currently is under-
written and priced on a program basis, by type of product and
by distributar, rather than an individual policyholder basis. In
setting-prices, we take into account the underlying obligation,
the particular product features and the average customer pro-
file ‘of ‘the distributor. We believe our experience in under-
writing-allows us to provide competitive pricing to distributors
and-generate targeted returns and profits for our business.

- We distribute our payment protection products primarily
through financial institutions, such as-major European banks,
which offer our insurance products in connection with underly-
ing loans or other financial. products they sell to their cus:
tomers. Under these arrangements, the distributors typically
take responsibility for'branding and marketing the products,
allowing-us to take advantage of their distribution capabilities,
while we take responsibility for pricing, underwrmng and
claims payment. -

The payment protection insurance market has several
large, highly rated international participants who provide these
products and services through financial institutions and ulti-
mately to their customers. We compete through our commit-
ment to high service levels, depth of expertise in providing
tailored product and service solutions and.our ab|l|ty to service
global clients at a local level for their customers.”

.C We continue to implement innovative methods for dis-
tributing our payment protection insurance products, including
using web-based tools that provide our distributors with a
cost-effective means of applying-and: selling our products in




combinationswith a broad range of underlying financial prod-
ucts. We believe these innovative methods also will make it
easier to establish arrangerments with new distributors. .

Qur payment protection business -also includes a small
Mexican property ‘and casualty insurance business. This busi-
ness provides motor vehicle coverage for personal and com-
mercial domestic vehicles, personal coverage for tourist
vehicles and a smalt amount of homeowners’, commercial
property, transport and life insurance through independent
agents in Mexico and, for the tourist auto business, through
agents located in key U.S. border locations.”

GROUP BIFE AND HEALTH INSURANCE® **

We offer a range of employment-based benefit products
and services targeted primarily at employers with fewer than
1,000 employees, as well as_select groups within larger com-
panies that require highly customized benefit plans. On
January 10, 2007, we entered into.a Stock Purchase Agree-
ment, whereby we have agreed to sell our group life and heaith
insurance business for $650 million in cash in order to concen-
trate our resources on areas where we believe we have more
competitive advantage. We expect 10 account for this business
as part of discontinued operations beginning in the first quarter
of 2007. The closmg is expected to occur in the second quar-
ter of 2007.

"
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RETIREMENT INCOME AND INVESTMENTS

OVERVIEW - e : K
R .ot M 1,

Through our Retirement Income and Investments seg-
ment, we offer customers various forms of wealth accumula-
tion, income distribution and institutional investment products.
These products include managed-money products and services,
variable annuities, single premium immediate annuities and fixed
annuities. We also offer specialized products, including FABNS,
funding agreements.and GICs..In"2007, we began offering.a sec-
ond FABN program. This program-is a GMTN program and prima-
rily targets non-U.S, investors” We sell these specialized
products té institutional-customers for investments in retirement
plans, money market funds and other ‘investment purposes.
Overall, we look to improve spreads on our spread-based prod-
ucts and expand our presence in fee-based products.

In connection with our emphasis to expand our fee-
based business, in October 2006, we acquired AssetMark.
AssetMark is a leading provider of open architecture asset
management solutrons to independent financial advisors, with
approximately $9. blIIlon in assets under rnanagement The
AssetMark acqwsmon increases our third- party assets under
management to over $17 billion.

The foilowmg table sets forth fmanual mformauon
regarding our Retirement Income and Investments segment as
of or for the years ended December 31, 2006, 2005 and 2004
Additional selected financial information’ and operatmg perform—
ance metrics regarding our Heurement Incomé and Invest-
ments segment as of or for the years. ended December 31,

~ '

f s 1 . ’

2006, 2005 and 2004 .are included.under “"ltem 7 -
Management's Discussion and Analysis of Financial Condition
and Results of Operatlons Het:rement Income and Investments

As of or for the vears

] ended December 31,
(Amounts in millions) ' " 2008 2005 2004
Revenues " st . :
Spread-based retail products $ 2012 $2224 § 2712
Fee-based products N 348 246 - 317
Spread-based institutional products ) 572 . - 442 . 332

Total ravenues - $2932 2912 § 3361

[ \ A *

Segment net operating income

Spread-based retall products $ 119 % .15 & 79

Fee—baseq producis 76 . 59 44

Spread-based institutional products 42 a7’ 30
Total segment_nef aperating incoma 237 247 153

Net investment gains {losses), net of . '

~_taxes and other adjustments (34) - .
Total segment net income $ 203 % 247 % 153

Total segment assets $59,391  $58.281 $56,610

PRODUCTS.

FEE-BASED PRODUCTS

Managed monay, .

‘We offer asset management services to affluent individual
investors. Through our affiliated retail broker/dealers, we offer
annuity and insurance products, including our proprietary prog-
ucts, as well as third-party mutual funds and other investment
products. Most of our clients for these products and services
have accumulated significant-capital, and'our principal asset
management strategy is to help protect their assets while taking
advantage of opportunities for capital appreciation. Our asset
management clients are referred to us through finandial advisers
and we .work with these advisers to develop-portfolios consist-
ing of individual securities, mutual funds {including our own.pro-
prietary funds), exchange traded funds and variable annuities
designed to meet each client’s particular investment objectives.
For each of these products we receive a management fee based
upon the amount of assets under management..

For the managed money market, the 10 largest compa-
nies comprise over 75% of .the market based on the fourth
quarter 2006 Managed Account Research published by Cerulli
Associates {“Cerulli Research”). This market is.highly competi:
tive, where service, convenience, ‘product offerings and price
differentiate competitors in the marketplace. We have targeted
to compete primarily-in the managed account service provider
market, otherwise known-as the turnkey asset management
platform market. We provide client advice, asset allocation,
products and prepackaged support, services and technology to
the independent advisor channel: Since many of our associates
have previous experience in this channel, we have been able 1o
effectively tailor our products and services to meet their needs.
This has.been a competitive advantage as we have seen
double-digit organic growth in the last few years. '
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We have expanded our presence in the turnkey asset
management platform market through the acquisition of
AssetMark. The combined resources of Genworth Financial
Asset Management (“GFAM”] and AssetMark, will provide us
with the opportunity to become a leading competitor in the
turnkey asset management platform marketplace. As of
December 31, 20086, we were ranked third by the Cerulli
Research in the turnkey asset management platform market
with more than 85,000 accounts and $17.2 billion of ‘assets
under managerment. We distribute these products and services
through more than 4,000 independent investment advisory
professionals and more than 2,400 financial professionals affili-
ated with our retail broker/dealers.

Variable annuities -

We offer variable annuities that allow the contractholder
to make payments into a separate account that is divided into
sub accounts that invest in underlying investments. The contract-
holder also has an option to make allocations to a guaranteed
interest-rate account that is a part of our general account. All
allocations are determined by the contractholder. Like a
deferred fixed annuity, a variable annuity has an accumulation
period and a payout pericd. The main difference between our
fixed annuity products and our variable annuity products is that
the variable annuities allow the contractholder to ailocate all or
a portion of his account value to separate accounts that invest
in investment accounts that are distinct from our general
account. Assets allocated to each separate account have sub
accounts that track the performance of selected investments.
Except as described below, there is no guaranteed minimum
rate of return in these sub accounts, and the contractholder
bears the entire risk associated with the performance of these
sub accounts. Some of our variable.annuities also permit the
contractholder to allocate all or a portion of his account value to
our general aceount, in which case we credit interest at speci-
fied rates, subject to certain guaranteed minimums.

Variable annuities provide us.with fee-based revenue-in
the form of expense and risk charges and, in some cases, mor-
tality charges. The fees equal a percentage of the contract-
holder's assets in the separate account and typically range
from 0.75% to 2.45% per annum depending on the features
and options within a contract, We also receive fees charged on
assets allocated to our separate account to cover administra-
tive costs and, in some cases, a distribution fee from the
underlying investments in which assets are invested. -

Cur variable annuity contracts generally provide a basic
guaranteed minimum death henefit ("GMDB"},-which provides
aminimum account value to be paid upon the annuitant’s death.
Contractholders also have the option to purchase through rid-
ers, at an additional charge, enhanced death benefits.-Assuming
every annuitant died on'December 31, 2006, as of.that, date,
coniracts with death benefit features not covered by reinsur-
ance had an account value of $4.2 billion and a related death
benefit exposure of $15 million net amount at risk.

QOur Income Distribution Series of variable annuity prod-
ucts and riders provides the contractholder with-a guaranteed
minimum income stream that they cannot outlive, along with
an opportunity 1o participate in market appreciation, but reduce
sorme of the risks to insurers that generally accompany traditional
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preducts with guaranteed minimum income benefits. We are
targeting people who are focused on building a perscnal
portable retirement plan or are moving from the accumulation
10 the distribution phase of their retirement planning.

With many employers moving away from traditional defined
benefit pension plans to retirement plans, in October 2005 we
responded by introducing ClearCourse® a group variable annu-
ity. ClearCourse® is designed to be an investment option within
a retirerment plan. It offers participants the ability to build guar-
anteed retirement income while maintaining liquidity and
growth potential. ClearCourse® provides participants with the
ability to access defined benefit-like features within a defined
contribution environment and is distributed via direct salespeo-
ple and through defined contribution plan record keepers. As of
December 31, 2006, five plan sponsors have selected
ClearCourse® as an investment option for their retirement
plans. In addition, we are working with three record keepers to
make ClearCourse® available as part of their standard service
offering. We anticipate these arrangements to be operational in
2007. We continue to see strong interest from plan sponsors
and record keepers.

There are numerous competitors in this market segment
within all. major distribution channels that we sell through -
banks; national stockbrokerage firms and independent
broker/dealers. We have focused on “income distribution”
products, where we believe consumers are seeking value and
where we offer a broad array of products allowing consumers
to opt for lifetime income beginning immediately or deferring
until such time as they wish to access the income stream. We
have been an early mover in this market space and we believe
we are well positioned to compete.

Institutional asset management services

Through an-arrangement with GE Asset Management
incorporated ("GEAM"), we offer a broad range of institu-
tional asset management services to third parties. Until
December 31, 2008, we managed a poo! of municipal GICs
issued by affiiates of GE. As of January 1, 2007, we now pro-
vide transition and consulting services to the GE affiliates for
their municipal GICs through December 31, 2008. For addi-
tional details on these arrangements, see note 17 to our con-
solidated financial statements under “ltem 8 - Financial
Statements and- Supplementary Data.”

SRAREAD-BASED RETAIL PRODUCTS:

Single premium immediate annuities . -

In exchange for a single prem:um immediate annuities
provide a fixed amount of income for elther a defined number
of years, the annuitant’s lifetime, or the longer of the defined
number of years or the annuitant’s life. Income can be paid
monthly, quarterly, semi-annually or annually and generally
begins within one year of recéipt of the premium. Fixed imme-
diate annuities also include annuitizations chosen as a settle-
ment option for an existing deferred annuity contract.

We compete with a large number of life insurance com-
panies in the single premium immediate annuity marketplace,
with the top ten representing more than half the market.
We continue to see long-term growth prospects for single




premium immediate annuities based both on demographics
and government policy trends that favor a greater role for pri-
vate solutions in meeting long-term retirement needs. We
believe long-term experience with mortality and longevity,
combined with disciplined risk management _provide competi-
tive advantages in how we segment and price our products.

Fixed annuities

We offer flxed smgle premlum deferred annuities
{"SPDAs") which provide for a single prermum payment at time
of issue, an accumulation period and an annuity payout period at
some future date. During the accumulation period, we credit
the account value of the annuity with interest earned at an inter-
est.rate, called the crediting rate. The crediting rate is guaran-
teed generally for one year at issue, but may be guaranteed for
up to seven years, at the contractholders’ option, and thereafter
is subject to annual changes at our discretion, based upon com-
petitive factors, prevailing market rates and product profitability.
Each contract also has a minimum'guaranteed crediting rate.
The maijority of our fixed annuity contracts are funded by our
general account, and the accruat of interest during the accumu-
lation period is generally on a tax-deferred basis to the owner.
The majority of our fixed annuity contractholders retain their

contracts for 5 to 10 years. After the period specified in the
annuity contract, the contractholder _may elect to take the pro-
ceeds of the annuity asa single payment or over time.

For fixed annuities, we Ieverage long-term bank relation-
ships that allow us to malntann the “shelf space” needed to
succeed in this highly competitive industry. Sales of fixed annu-
ities are strongly linked with the interest rate environment and
its impact on the relative competitiveness of alternative prod-
ucts, such as certificates of deposit and money market funds.
Therefore, we have seen variability in sales levels for this prod-
uct, and expect this to continue in the future, as we continue to
maintain pricing discipline to target return levels through vary-
ing interest rate environments.

Structured settlements

Structured settiement annuity contracts provide an alter-
native to a lump sum settiement, generally in a personal injury
lawsuit or workers compensation claim, and typicalty are pur-
chased by property and casuaity insurance companies forthe
benefit of an injured claimant. The structured settlements pro-
vide scheduled payments over a fixed penod or, inthe case of a
life-contingent structured settlement, for the life of the
claimant with a guaranteed minimurm period of payments. In
the third quarter of 2006, we decided to discontinue sales of
our structured settlement annuities while continuing to service
our retained and reinsured blocks of business.

SPREAD-BASED INSTITUTIONAL PRODUCTS ‘

We offer FABNs, funding agreements and GICs that are
deposit-type products that pay a guaranteed return to the
contractholder on specified dates. GICs are purchased by
ERISA qualified plans, including pension and 4011k} plans.
Funding agreements are purchased by. institutional accredited
investars for various kinds of funds.and accounts that are not
ERISA qualified. Purchasers of funding agreements include

money market funds, bank cemmon trust funds and other
corporate and trust accounts and private investors inctud-
ing Genworth Global Funding Trusts and Genworth Life
Institutional Funding Trust as part of our FABN programs.

Our funding agreements generally credit interest on
deposits at a floating rate tied to an external market index and
we generally invest the proceeds in floating-rate assets. When
we issue fixed rate funding agreements, we may enter into
counterparty “swap” arrangements where we exchange our
fixed rate interest payment for a floating rate that is tied to an
index in order to correlate to the floating-rate assets, Some of
our funding agreements are purchased by money market funds,
bank common trust funds and other short-term investors.

We also issue funding agreements to trust accounts-to
back medium-term notes purchased by investors. These con-
tracts typically are issued for terms of one to seven years. -

Substantially all of our GICs allow for the payment of bene-
fits at contract value to ERISA plan participants prior to contract
maturity in the event of death, disability, retirement or change in
investment election. We carefully underwrite these risks before
issuing a GIC to a plan and historically have been able to effec-
tively 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.

We compete with other large, highly rated insurance
companies in these institutional markets. Our credit quality,
both long- and short-term, liquidity and price differentiate us in
these'markets. Substantially all of our GICs allow for the pay-
ment of benefits at contract value to ERISA plan participants
prior to contract maturity in the event of death, disability, retire-
ment or change in investment election. We carefully under-
write these risks before issuing a GIC to a plan and historically
have been able to effectively manage our exposure to these
benefit payments. Qur GICs typically credit interest at a fixed
interest rate and have a fixed maturity generally ranging from
two to six years. These contracts are sold both directly’and
through investment managers. We place our funding agree-
ments directly and through specialized brokers. We launched
two proprietary funding agreement-backed note programs that
provide us with lower cost of funds in global markets. Our SEC
registered note program was faunched in 2005 and our GMTN
program was launched in January 2007. Both of these prod-
ucts are distributed through investment banks. We approach
these markets opportunistically and will only issue new busi-
ness when we can achieve targeted returns and maintain an
appropriate mix of institutional and retail businesses, Qur
approach may cause significant fluctuations in new deposits as
we will issue new business when spreads are favorable and
may issue no new business when rates are not favorable.

MORTGAGE INSURANCE

OVERVIEW

Through our Mortgage Insurance segment, we currently
provide mortgage insurance in the U.S., Canada, Australia, New
Zealand, Mexico, Japan and multiple European countries, while
we continue to pursue new markets for further expansion.
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Private mortgage insurance expands homeownership
opportunities by enabling 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 products
increase the funds available for residential mortgages by pro-
tecting mortgage lenders and investors against loss in the
event of a borrower's default. These products generally also aid
financial institutions in managing their capital efficiently by
reducing the capitalwrequired for low-down-payment mort-
gages. |f a borrower defaults on mortgage payments, private
maortgage insurance reduces and, in some instances, elimi-
nates the loss to the insured institution. Private mortgage
insurance may also facilitate the sale of mortgage Ioans in the
secondary mortgage market. )

We have been providing mortgage insurance products
and services in the U.S. since 1981 and operate in all 0 states
in the U.S. and the District of Columbia, According to /nside
Mortgage Finance, in 2006, we were the fourth-largest
provider of mortgage insurance in the U.S., based a1 flow new
insurance written. We expanded our operations internationally
throughout the 1990s and today we believe we are the largest
provider of mortgage insurance outside the U.S..In 2006, we
were the leading provider in Australia based upon flow new
insurance written and are the leading private mortgage insurer
in Canada. We are a leading private mortgage insurance
provider in Europe, based upon flow new:insurance written,
and have a growing presence in the developing private mort-
gage insurance markets in Mexico and Japan:

The following table sets forth selected financial informa-
tion regarding our U.S. and international- mortgage insurance
business, as of or for the periods indicated. Additional selected
financial information and operating performance measures
regarding our Martgage Insurance segment as of or for the
years ended December 31, 2008, 2005 and 2004 are included
under “ltem 7 - Management's Discussion and Analysis of
Financial Condition and Results of Operations.”

As of or {or the years
ended December 31,

{Amounts in millionsf . 2008 2005 * 2004

Total revenues ' T .
U5 mortgage insurance . $ 651, § 603 % 609

Iimtgmational mortgage insurance T 860 611 481
" Total revenues N $1,511  $1.214  $1.090
Segment net '()perating income ) )
U.S. mortgage insurance § 259 § 238 % 224
International mortgage insurance 355 263 202
Total segment net operating income . 614 807 426
Net investment {gain) losses, net of
_ _tgg(g_s_apg_ other adjusiments 4 - -
Total segment net income $ 618 % 507 & 428

Total segment assets - $8,456 37,118 $6,428
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U.S.MORTGAGE INSURANCE:

Qverviaw,

[ .

The U.S. private’mortgage insurance industry is defined
in part by the requirements and ‘practices of Fannie Mae,
Freddie Mac and other large mortgage investors. Fannie Mae
and Freddie Mac purchase residential mortgages from mort-
gage lenders and investors, as part of their governmental man-
dédte to provide |IC|UIdIt\/ in the secondary mortgage market.
Fannie Mae and Freddie Mac purchased approximately 28%
for the years ended December 31, 2006 and 2005 and 31% for
the year ended Dacember 31, 2004 of all the mortgage loans
originated-in the U.S., according to statistics published by
Inside Mortgage Finance. We believe the reduction in the per-
centage of mortgages purchased by Fannie Mae and Freddie
Mac has reduced the' market size for flow private mortgage
insurance. Mortgages or mortgage securities guaranteed or
held by Fannie Mae or Freddie Mac totaled more than $3.9 tril-
lion a@s of December 31, 2006, or approximately 39% of the
total outstanding mortgage debt in the U.S. In connection with
these activities, Fannie Mae and Freddie Mac alsc have estab-
tished mortgage loan crigination, ‘documentation; servicing and
selling requirements and standards for the loans they pur-
chase. In addition, Fannie Mae's and Freddie Mac's mortgage
insurance requirements include specified insurance coverage
levels and rminimum financial strength ratings, currently at least
“AA" by S&P and "Aa3” by Moody’s. Fannie Mae and Freddie
Mac are government—sponsored enterprises,” and we refer to
them as the "GSEs.”

The GSEs may purchase mortgages with unpaid principal
amounts up to a specified maximum. The maximum single-
family principal balance toan limit eligible for purchase by the
GSEs is called the “conforming loan limit.” It is currently
$417,000 and subject to annual adjustment. Each GSE's
Congressional 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 B0% of the value of the prop-
erty securing the mortgage is protectéd against default by
lender recourse, participation or by a qualified insuier. 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 major-
ity of the flow loans we insured as of December 31, 2006:

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. Most of our pri-
rmary mortgage insurancé policies are "flow” insurance policies,
which cover individual loans at the time the loan is originated.
We also enter into “bulk” insurance transactions with lenders
and investors in selected instances, under which we insure a
portfolio of loans for a negotiated price. Loans that we insure in
bulk transactions with loan-to-valie ratios above 80% also may
have flow mortgage insurance coverage. Bulk insurance consti-
tuted 6% of our new risk written for the year ended December 31,
2006 and less than 1% of our new risk written for each of the
years ended December 31, 2005 and 2004.

intaddition to flow and bulk primary mortgage insurance,
we have written a limited amount of mortgage instrance on a




pool basis. Under pool insurance, the mortgage insurer pro-
vides coverage on a group of specified loans, typicaily for
100% of all losses on every loan in the portfolio, subject to an
agreed aggregate loss limit.

Products and services
Primary mortgage insurance

Flow insurance. Flow insurance is primary mortgage
insurance placed on an individual loan when the foan is origi-
nated. Our primary mortgage insurance, covers default risk on
first mortgage loans generally secured by one- to four-unit resi-
dential properties and can be used to protect mortgage lenders
and investors from default on any type of residential mortgage
foan instrument that we have approved. Our insurance covers
a specified coverage percentage of a “claim amount” consist-
ing of unpaid ldan principal, delinquent interest and certain
expenses associated with the default and subsequent fore-
closure. As the insurer, we generally are required to pay the
coverage percentage of a claim amount specified in the pri-
mary 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 defauit and foreclosure,
and acquire title to the property. In addition, the claim amount
may be reduced or eliminated 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.

In connection with flow insurance, we perform fee-
based contract underwriting services for mortgage lenders.
The provision of underwriting services by mortgage insurers
eliminates the duplicative lender and mortgage insurer under-
writing activities and speeds the approval process. The princi-
pal contract underwriting service we provide is determining
whether the data relating to a borrower and a proposed |oan
contained in a mortgage loan application file complies with the
lender's loan underwriting guidelines or the investor's loan pur-
chase requirements. Under the terms of our contract under-
writing agreements, we agree to indemnify the lender against
losses incurred in the event we make material errors in deter-
mining whether loans processed by our contract underwriters
meet specified underwriting or purchase criteria, subject to
contractual limitations on liability. New risk written by our con-
tract underwriters represented 20% of our new risk written for
the year ended December 31, 2006, compared to 24% for both
years ended December 31, 2005 and 2004.

We also participate in reinsurance programs in which we
share portions of our US. mortgage. insurance risk written on
loans originated or purchased by lenders with captive reinsur-
ance companies affiliated with these lenders, In return, we cede
to the captive reinsurers an agreed portion of our gross premi-
ums on flow insurance written, New insurance written through
the bulk channel generally is not subject to these arrangements.

The following table sets forth selected financial informa-
tion regarding our captlve reinsurance arrangements as of or
for the periods indicated.

As of or tor the years
ended December 31,

2006 2005 2004

Primary risk in-forcé subject to captive

reinsurance arrangements, as a

percentage of total primary risk in-force 63% 65% 66%
Gross written premiums ceded pursuant

to captive reinsurance arrangements,

as a percentage of total gross

written premiums 23% 24% 24%
Primary new risk written subject to ¢aptive

reinsurance arrangements, as a

percentage of total primary

new risk written . 58% 61% 0%

We continue to develop innovative flow mortgage insur-
ance products that are designed to atiract first-time home-
buyers and expand the scope of the traditional mortgage
insurance market. For exampie, in 2004, we launched
our HomeQOpeners® products MonthlyPlus, PaymentPlus,
LenderPlus and in 2006, Value 40. Our MonthlyPlus product
combines a mortgage insurance policy with involuntary unem-
ployment coverage on mortgage payments for a specified
period of time in the event of involuntary job loss or accidental
death, Qur PaymentPlus and LenderPlus products are
designed to compete with simultaneous second morgages, as
described below under “~ Competition - Mortgage lenders and
other investors.” Our Value 40 product offers mortgage insur-
ance on loans by leveraging the combination of a 40-year term
with a 10-year interest only period. . .

Bulk insurance. Under our primary bulk insurance, we
insure a portfolio of toans in a single, bulk transaction. Generally,
in our bulk insurance, the individual loans in the portfolio are
insured to specmed levels of coverage and there may be
deductible provisions and aggregate loss. limits applicable to all
of the insured loans. We base the premium on our bulk insur-
ance 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. Prior to 2006,
the majority of our.bulk insurance business was related to loans
financed by lenders who participate in the mortgage programs
sponsored by the Federal Home Loan Banks ("FHLBs"}. In
2008, we increased our participation in the GSE low documen-
tation, or Alt A, programs and began to provide bulk insurance
on lender portfolios. With the recent issuance of guidance from
U.S. federal financial regulators to financial institutions on risks
related to non-traditional mortgage, specifically the identifica-
tion of mortgage insurance as a risk mitigant, we believe there
to be an incrementat opportunity for the mortgage insurance
industry to provide bulk insurance on lender portfolios. We have
participated in this opportunity and expect to continue to partici-
pate where we can adequately assess the underlying risk and
can achieve our targeted risk-adjusted returns. Premiums for
bulk transactions generally are paid monthly by lenders,
investors, or a securitization vehicle in connection with a securi-
tization transaction or the sale of a loan portfolio. )

The loans we insure in bulk transactions typically consust
of prime crednt—qualaty loans with loan-to-value ratios of 50% to
95%. We have generally avoided the sub-prime segments of
the market because we believe market pricing for mortgage
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insurance on sub-prime bulk transactions has not been ade-
quate and we have had concerns regarding the volatility of this
segment. However, we may consider insuring such 'oans in the
future when we believe conditions would allow us to achieve
our targeted risk-adjusted returns. Qur mortgage insurance cov-
erage levels in bulk-transactions typically range from 10% to
50%. Loans that we insure in bulk transactions with loan-to-
value ratios above B0% typically have flow martgage insurance,
written either by us or another private mortgage insurer, which
helps mitigate our exposure under these transactions.

Pool insurance. Pogl 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 aggre-
gate’loss limit on the pool. During 2005, we began writing pool
insurance selectwely for state housing finance agencies. In
2006, we began to write pool insurance on second lien mort-
gages, typically held in lender portfolios. These policies cover
prime credit quality second lien montgages and typically include
aggregate stop loss provisions. We expect to continue to
selectively participate where we can achieve our targeted risk-
adjusted returns.

Customers

Our principal mortgage insurance customers are origina-
tors of residential mortgage loans, such as mortgage banks,
savings institutions, commercial banks, mortgage brokers,
credit unicns and other lenders, who typically determine which
mortgage insurer or insurers they will use for the placement of
mortgage insurance written on loans they originate. Toobtain
primary insurance written on a flow basis, a mortgage lender
must first apply for and receive from us a mortgage guaranty
master policy. In our bulk business, our primary customers are
large lending institutions, the GSEs (Fannie Mae/Freddle Mac}
and lenders who participate in the mortgage programs spon-
sored by the FHLEBs.

We are focused on expandmg our presence throughout
the mortgage loan market by providing superior customer
sales support, product offerings designed to meet the specific
needs of our customers, and technology products designed to
enable customers to reduce costs and expand revenues. In
addition, as discussed under “- Operations and Technology,”
we have developed web-based technology services that
enable our customers to interact more efficiently with us.

Underwriting and pricing

Loan applications for all loans we insure are reviewed
to evaluate each individual borrower's credit strength and his-
tory, the characteristics of the loan and the value of the undEr-
tying property.

We use “FICO" score as one indicator of a borrower’s
credit quality. Fair Isaac Company, or “FICO," devsloped the
“FICO" credit scaring mode! to calculate a FICO score based
upon a borrower's credit histery. The higher the credit score,
the lower the likelihood that a borrower will defauli 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

a- ©
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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, 2006, on a risk in-
force basis, approximately 92% of our primary insurance foans
had FICO credit scores of at least 620, approximately 6% had
FICQ credit scores between 575 and 619, and approximately
2% had FICO scores of 574 or less.

. Loan applications for flow mortgage insurance are
reviewed by our employees directly as part of our traditional
underwriting process or by our contract underwriters as we
process mortgage ‘loan applications requiring mortgage insur-
ance. The majority of our mortgage lender customers under-
write 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.

In underwriting bulk insurance transacnons we evaluate
credit scores and loan characteristics of the loans in the port-
folio and examine loan files on a sample basis. Each bulk trans-
action is assigned an overall claim rate based on a weighted
average of the claim rates for each lndwldual loan that c0m-
prises the transaction.

We also provide mortgage insurance for "Alt A" loans,
which are ongmated under programs in which there is a
reduced level of verification or disclosure of the borrower's
income or assets; “Interest Only” loans which allows the bor-
rower flexibility to pay interest ‘only, or to pay interest and as
much principal as desired, during an initial period of time; and
Payment Option Adjustable Rate Mortgages, which typically
provides four payment options that a borrower may select for
the first 5 years of a loan.

See selected financial information regarding our U.S. primary
mortgage insurance loan portfolio in “ltem 7 -~ Management's
Discussion and Analysm of Financial Condmon and Results
of Operations.”

Distribution

We distribute our mortgage insurance products through
our dedicated salés force of more than 100 employees located
throughout the U.S. This sales force primarily markets to finan-
cial institutions and mortgage originators, which in turn offer
mortgage insurance products to borrowers. In addition to our
field sales force, we also distribute our products through a tele-
phone 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.

Competitign -,

‘We compete primarily with U.S. and state government
agencies, other private mortgage insurers, rnortgage lenders
and cther investors, theé GSEs and, potentially, the FHLBs. We
also compete, indirectly, with structured transactions in the
capital markets and with other finantcial mstruments designed
to mitigate credit risk.’ _

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-
ctes, principally the Federal Housing Administration {“FHA")
and, to a lesser degree, the Veeteran's Administration {"VA"}.




In addition to competition from the FHA and the VA, we
and other private mortgage insurers face competition from
state-supporied mortgage insurance funds in several states,
including California, lllinois and New Yark.

Private mortgage insurers. The private mortgage insur-
ance industry is highly competitive. The private mortgage
insurance industry currently consists of seven mortgage insur-
ers plus our company.

Mortgage lenders and other |nvestors We and other
mortgage insurers. compete with n_'ansactlons 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 simulta-
neous second mortgage for the excess portion of the loan.

We are developtng mortgage insurance products that
seek to enhance the appeal of private mortgage insurance in
view of the increasing volume of simultaneous second loans.
For example, in 2004, we launched our HomeOpeners® suite of
products designed to compete more effectively with simulta-
neous second loans by offering consumers lower monthly pay-
ments, more deductible interest and involuntary job loss
protection at no additional cost.

We also compete with structured transactions in the cap-
ital 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 (seif-insure) on loans held in their portfolios,
and with mortgage lenders who maintain captive mortgage
insurance and reinsurance programs.

The GSEs - Fannie Mae, Freddie Mac and The Federal
Home.Loans Banks. As the predominant purchasers of conven-
tional mortgage loans in the U.S., Fannie Mae and Freddie Mac
provide a direct link between morigage crigination and capital
markets. As discussed above under “— Primary mortgage
insurance,” most high loan-to-value mortgages purchased by
Fannie Mae or Freddie Mac are insured with private mortgage
insurance issued by an insurer deemed qualified by the GSEs.
Our mortgage insurance company is a qualified insurer with both
GSEs. 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.

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 require-
ments for mortgage insurers. They also have the authority to
change the pricing arrangements for purchasing retained-
participation mortgages as compared to insured mortgages,
increase or reduce required mortgage insurance coverage per-
centages, and alter or liberalize underwriting standards on low-
down-payment mortgages they purchase.

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

INTERNATIONAL MORTGAGE INSURANCE

We have significant mortgage insurance operations in
Australia and Canada, two of the largest markets for mortgage
insurance products outside the U.S., as well as smaller opera-
tions-in New Zealand and the developing markets in Europe,
Mexico and Japan. .

The moertgage !oan markets in Canada and Australia are
well developed. Although mortgage insurance plays an impor-
tant role in each of these markets, the markeis vary signifi-
cantly and are influenced in large part by the different cultural,
economic and regulatory conditions in each market.

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

> a desire by lenders 1o offer low-down-payment mortgage
loans to fatilitate the expansion of their business;

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

> government housing policies that support increased home-
ownership;,

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

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

We believe a number &f these factors are becoming evi-
dent in certain’markets throughout Europe, Latin America and
Asia and provide opportunities for us to expand our mortgage
insurance business in those markets.

Based upon our experience in the mature markets, we
believe a favorable regulatory framework is important to the
development of an environment in which lenders routinely
extend high loan-to-value loans and use products such as mort-
gage insurance to protect against default risk or obtain capital
relief. As a result, we have advocated governmental and policy-
making agencies throughout our markets to adopt legislative
and regulatory policies supporting increased homeownership
and capital relief for lenders and mortgage investors that insure
their loan portfolios with private mortgage insurance. Aithough
the products we offer in &ach of our international markets dif-
fer, they represent substantially similar risk propositions and
involve similar business practices. We have developed signifi-
cant expertise in mature markets, and we léverage this experi-
ence in developing markets as we continue to encourage
regulatory authorities to implerment incentives for private mort-
gage insurance as an effective risk management strategy.

We believe the revisions to a set of regulatory rules and
procedures goveming global bank capital standards that were
introduced by the Basel Commitiee of the Bank for Inter-
national Settlements, known as Basel Il, also may encourage
further growth of international mortgage insurance. Basel Il has
been designed to reward banks that have developed effective
risk management systems by allowing them to hoid less
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capital than banks with less effective systems. For example,
Basel 1l may reward a lender that transfers some risk of mort-
gage default to a third-party insurer by reducing the amount of
capital that the lender must hold to back a morigage. Basel i
was finalized and issued in June 2004; however, its adoption by
individual countries internationally and in the U.S. is ongoing.
Therefore, we cannot predict the benefits that ultimately will
be provided to lenders, or how any such benefits may affect
the opportunities for the growth of mortgage insurance.

Certain markets in Europe, Latin America and Asia have
strong demand for housing, but are underserved by the exist-
ing housing finance systems. As a result, we believe that mort-
gage insurance could enhance the overall scale, effectiveness
and efficiency of these mortgage markets.

We expect lenders in these countries will seek to expand
their consumer mortgage loan portfelios, while maintaining
strong risk and capital management routines. With the expected
implementation of the new Basel |l standards, we believe we
will be well positioned to assist lenders in these markets in
meeting those goals and in complying with the anticipated com-
plexity of the risk-based capital and operating standards.

CANADA

We entered the Canadian mortgage insurance market in
1995 with our acquisition of certain assets and employees
from the Mortgage Insurance Corporation of Canada, and we
now operate in every province and territory. We are currently
the leading private mortgage insurer in the Canadian market.

Products

. We offer two products in Canada: primary flow insurance
and portfolio credit enhancement insurance. Our principal prod-
uct is primary flow insurance, which is similar to the primary
flow insurance we offer in the U.S. Regulations in Canada
require the use of mortgage insurance for all, mortgage loans
extended by banks, trust companies and insurers, where the
loan-to-value ratic exceeds 75%.

Mortgage insurance .in Canada is typically single pre-
mium and provides 100% coverage, in contrast to the U.S,
where monthly premiums and lower coverage levels are typi-
cal. Under the single-premium plan, lenders usually include the
single premium as a part of the aggregate loan amount and pay
a single premium to us as the mortgage insurer. We, in turn,
record the proceeds to unearned premium reserves, invest
those proceeds and recognize the premiums over time in
accordance with the expected pattern of risk ermergence.

We also provide portfolic credit enhancement insurance
to lenders that have originated loans with loan-to-value ratios of
less than 75%. These policies provide lenders with immediate
capital relief from applicable bank regulatory capital require-
ments and facilitate the securitization of mortgages in the
Canadian market. In both prirnary flow insurance and portfolio
polictes, our morigage insurance in Canada provides insurance
coverage for the entire unpa:d loan balance, including interest,
selling costs and expenses, following the sale of the under-

lying property.
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Government guarantee

We have an agreement with the Canadian government
under which it guarantees the benefits payable under a mort-
gage insurance policy, less 10% of the original principal
armount of an insured loan, in the event that we fail to make
claim payments with respect to that loan because of insol-
vency. 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 purchasing our mortgage insurance to reduce their reg-
ulatory capital charges for credrt risks an mortgages by 90%.

Compemors

Currently, our primary mortgage insurance competitor in
Canada is the Canada Mortgage and Housing Corporation
{"CMHC") which is a Crown corporation owned by the
Canadian government, although there have been and ma'y con-
tinue to be new competitors entering the Canadian market.
Because CMHMC is a-government owned entity, its mortgage
insurance provides lenders with 100% capital relief from bank
regulatory requirements. We compete with CMHC primarily
based upon our reputation for high-guality customer service,
quick decrsron—maklng on insurance apphcatrons strong under-
writing éxpertise and flexibitity in terms of product develop-
ment. In addition, as in other markets, we corpete in Canada
with alternative products and financial structures, such as
credit default swaps, which are designed to transfer credit
default risk on mortgage loans

AUSTRALIA

We entered the Australian mortgage insurance market
in 1997 with our acquisition of the bperating asset$ of
the Housing Loans Insurance Corporation ("HLIC”) from the
Australian government. We also entered the New Zealand
mortgage insurance market in 1999 as an expansion of our
Australian operations. In 2006, we acqwred Vero Lenders
Mortgage Insurance Limited,

Products - ; ' .

In Australia and New Zealand, we offer primary fiow
insurance, known as "lenders mortgage insurance” {"LMI"),
and pertfolio credit enhancement policies "Our principal prod-
uct is LMI, which is similar to the primary flow insurance we
offer in Canada, with single premiums and 100% coverage
Lenders usuaily collect the single premium from prospective
borrowers at the time the loan proceeds are advanced and
remit the amount to us as the mortgage insurer. We in turn
record the proceeds to unearned premium reserves, invest
those proceeds and recognizeé the premiums over time ‘in
accordance with the expectéd pattern of risk emergence.

We provide LMI on a flow basis to two types of
customers: banks, building societies and &redit unions: and
non-bank mortgage originators, called mortgage managers,
Banks, building societies and credit unions generally acquire
LMI only for residential mortgage loans with loan-to-value
ratios above 80%. Under Australian Prudential Regulation




Authority ("APRA"} requirements, effective January 1, 2008,
reduced capital requirernents apply to high loan-to-value resi-
dential mortgages only if they have been insured by a mort-
gage insurance company that is regulated by APRA or is
subject to comparable regulation in its home jurisdiction and
is otherwise acceptable to APRA. After October 1, 2004,
“non-standard™ loans with a loan-to-value ratio above 60% are
entitled to a reduced capital requirement only if they meet
strict requirements as established by APRA or are insured by a
qualified LMI. APRA's regulations currently require APRA-
regulated lenders to determine the criteria-for determ:mng if a
loan is a non-standard type loan. = | B

Mortgage ‘managers fund their operatlons prlmarlly
through the issuance of mortgage-backed securities. Because
they are not regulated by APRA, they do not have the same
capital incentives as banks for acquiring LML However, they
use LM as the principal form of credit enhancement for these
securities and generally purchase insurance for every loan they
originate, without regard to the loan-to-value ratio.

We also provide portfolio credit enhancement pohmes to
APRA-regulated lenders that have originated loans for securiti-
zation in the Australian. market. 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 foans written by APRA-regulated institutions.
To date, a market for these portfolio credit enhancement poli-
cies has not developed in New Zealand to the same extent as
in Australia.

Competitors

The Australian and New Zealand flow mortgage insur-
ance markets currently are served by one cther independent
LMI company, as well as various lender-affiliated captive mort-
gage insurance companies. We compete primarily based upon
our reputation for high-quality customer service, quiick decision
rmaking on insurance applications, strong underwriting expert-
ise and flexibility in terms of product development. As in
Canada, our products also compete in Australia and New
Zealand with alternative products and financial structures that
are designed to transfer credit default risk on mortgage loans.
We believe other U.S. mortgage insurance providers are con-
sidering opportunities in Australia. -

-APRA's license conditions require Australian morigage
insurance companies, including.ours, to be monocline insurers,
which are insurance companies that-offer JUS'[ one type of
insurance product.

EURQPE

We began our European operations in‘the UK., which is
Eurcpe's largest market for mortgage loan originations. In recent
years, we expanded into seven additional countries and we con-
tinue to explore opportunities in other European countries.

Products

Our European business currently consists principally of
primary flow insurance. As is the case in our other non-U.S.
markets, most primary flow insurance policies written in

Europe are structured with single premium payments. Our pri-
mary flow insurance generally provides firstloss coverage in
the event of default on a portion (typically 10% to 20%) of the
balance of an individual mortgage loan. We afso offer portfolio
credit enhancement.to lenders that have originated loans for
securitization in select European markets. .

Competitors

Qur European business faces competition from both tra-
ditional meortgage insurance companies as well as providers of
alternative credit enhancement products. Qur competitors are
both public and private entities including public mortgage
guarantee facilities. Competition from alternative credit enhance-
ment products include personal guarantees on high loan-io-
value loans, second mortgages and bank guarantees, captive
insurance companies organized by lenders, and alternative
forms of risk transferrincluding capital markets solutions. We
believe that our global expertise, coverage flexibility, and
strong ratings provide a valuable offering compared with com-
petitors and alternative products. .

Internatfonal Dlstrlbuucn and Customers

We maintain a dedicated sales force that markets our
martgage insurance products internationally to lenders in coun-
tries where we provide mortgage insurance. As in the U.S. mar-
ket, our sales force markets to financial institutions and
mortgage originators, who in turn offer mortgage insurance
products to borrowers.

The ten largest mortgage originators in Canada and
Australia, consisting of banks, trust companies, morigage man-
agers and credit unions, collectively provide the majority of the
financing for residential mortgage financing in their respective
countries. Other market participants include regional banks,
trust companies, credit unions and building societies. In Europe
our customers are primarily banks and mortgage investors. - -

CORPORATE AND OTHER

Our Corporate and Other activities include debt financing
expenses that are incurred at our holding company level, unal-
located corporate.income and expenses, and the results of a
small, non-core Bermuda-based reinsurance business, -that is
managed outside our operating segments.

INTERNATIONAL OPERATIONS

Information regarding our U.S. and international opera-
tions is presented in note 21 to the consolidated financial state-
ments under "ltem 8 - Financial Statements and
Supplementary Data” of this Annual Report on Form 10-K.

MARKETING

We promote and differentiate our products and services
through breadth of offerings, technology services, specialized
support for our distributors and innovative marketing programs
tailored to particular consumer groups.

We offer a range of products that meet the needs of con-
sumers throughout the various stages of their lives. We are
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selective in the products we offer and strive to maintain appro-
priate return and risk thresholds when we expand the scope of
our product offerings. We believe our reputation for innovation
and our selective breadth of products enable us to sustain
strong relationships with our distributors and position us to
benefit from the current trend among distributors to reduce the
number of insurers with whorm they maintain relationships. We
also have developed sophisticated technological tools that
enhance performance by automating key processes and reduc-
ing response times and process variations. These toals also
make it easier for our customers and distributors to do busi-
ness with us.

We have focused our marketing approach on promoting
our brand to key constituencies, including sales intermediaries,
employees, investors and consumers, These programs include
advertising on television and in trade and business periodicals
that are likely to reach those demographic groups. We also
seek to build recognition of our brand and maintain strong rela-
tionships with leading distributors by providing a-high level of
specialized and differentiated distribution support, such as
product training, advanced marketing and sales solutions,
financial product design for affluent customers and technology
solutions that support the distributors’ sales efforts and by pur-
suing joint business improvement efforts. In addition, we spon-
sor various advisory councils with independent sales
intermediaries and dedicated sales specialists to gather their
feedback on industry trends, new product suggestions and
ways to enhance our relationships.

We also have been actively marketing our products and
services to U.S. Latino customers, who we believe are substan-
tially underserved by insurance and investment products,
despite being the largest minority group in the U.S. As part of
this campaign, we support Hispanic-focused distribution, trans-
late various marketing materials into Spanish, advertise our
services'on Spanish language media and participate in Latin
American cultural events. We operate a Spanish-language
website devoted to financial education for U.S. Latinos. in addi-
tion, we introduced our new emerging market web-based
mortgage platform, TuCasaAhora.com, which was designed to
help Latinos become homeowners. The product combines
bilingual education, discounts, and incentives to support Latino
first time homeownership.

RISK MANAGEMENT

OVERVIEW

Risk management is a critical part of our business and
we have adopted an enterprise risk management framework
that includes rigorous risk management processes in virtually
every aspect of our operations, including product development
and management, business acquisitions, underwriting, invest-
ment management, asset-liability management and technol-
ogy development projects. The risk management framework
includes the assessment of risk, a proactive decision process
to determine which risks are acceptable, and the ongcing maon-
itoring and management of those risks. The primary objective
of these risk management processes is to reduce the varia-
tions we experience from our expected resutts. We have an
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experienced group of professionals, including actuaries, statis-
ticians and other specialists, dedicated exclusively to our risk
management process. We have emphasized our adherence to
rigorous risk management techniques and leveraged the bene-
fits into a competitive advantage in marketing and managing
our products.

NEW PRODUCT INTRODUCTIONS

Our risk management process begins with the develop-
ment and introduction of new products and services. We have
established a rigorous product development process that spec-
ifies a series of required analyses, reviews and approvals for
any new product. For each proposed project, this process
includes a review of the market opportunity and competitive
landscape, major pricing assumptions and methodologies,
return expectations, reinsurance strategies, underwriting crite-
ria and business risks and potential mitigating factors. Before
we introduce a new product, we establish a monitoring pro-
gram with specific performance targets and leading indicators,
which we maonitor frequently to identify any deviations from
expected performance so that we can take prompt corrective
action when necessary. Significant product introductions
require approval by our senior management team. We use a
similarly rigorous process to introduce variations to existing
products and to offer existing products in new markets and
through new distribution channels.

NEW BUSINESS ACQUISITIONS

When we consider an acquisition of a new block or book
of business, we use our exiensive risk management process
tc evaluate the new business opportunity and assess its strate-
gic fit with our current business model. We have a rigorous
review process that includes a series of required analyses,
reviews and approvals similar to those employed for new prod-
uct introductions. .

PRODUCT PERFCRMANCE REVIEWS

Product performance reviews are performed by senior
operating management and by.our Capital and Risk Committee
on a regular cycle. Our Capital and Risk Committee includes
our Chief Executive Officer, Chief Risk Officer, Chief Financial
Officer, Chief Investment Officer, Chief Actuary, and our
General Counsel. These reviews include an analysis of the
major drivers of profitability, underwriting performance, varia-
tions from expected results, regulatory and competitive envi-
ronment and other factors affecting product performance. In
addition, we initiate special reviews when a product's perform-
ance f{ails to meet any of the indicators we established during
that preduct’s introductory review process. If a product does
not meet our performance criteria, we consider adjustments in
pricing, design and marketing or ultimately discontinuing sales
of that product. In addition, in our mortgage insurance business,
we also review the profitability of lender accounts to assess
whether our business with these lenders is achieving antici-
pated performance levels and to identify trends requiring reme-
dial action, including changes to underwriting guidelines,




product mix or other customer performance. We review our
underwriting, pricing and risk selection strategies on a regular
basis 16 ensure that our products remain progressive, competi-
tive and consistent with our marketing'and profitability objec-
tives. We are also subject to périodic external audits by our
reinsurers, which provideé us with valuable insights mto other
innovative risk management practlces '

ASSET-LIABILITY MANAGEMENT - *

We maintain segmented invesiment portfolios for the
maijority of our product-lines. This enables us to perform an
ongoing analysis of the interest rate risks associated with each
major product fine, in addition to the interest rate risk for our
overall enterprise. We analyze-the behavior of our lability cash
flows across a wide variety of future-interest rate scenarios,
reflecting policy features and expected palicyholder behavior.
We also analyze the behavior of our'asset portfolios across the
same scenarics. We believe this analysis shows the sensitivity
of both otr assets and liabilities to large and small changés in
interest rates and enables us to manage our assets and liabili-
ties more effectively.

PORTFOLIO DIVERSIFICATION

We useslimits to ensuré a spread of risk in our business.
We have strict limitations on credit risk to avoid concentration
in our investment portfolio. Our product portfolios have consid-
erable diversification due to'the wide variety of products we
have sold over a number of years. We also manage unique
product exposures in our business segments. For example, in
managing our mortgage insurance.risk exposure, we carefully
monitor geographic concentrations iri'our portfolio and the con-
dition of housing markets in each country in which we operate.
We monitor our concentration of risk in-force at the regional,
state and major metropelitan area levels on a quarterly basis. fn
the U.S., we evaluate the condition of housing markets in major
metropolitan areas with our proprietary OmniMarket model,
which rates housing' markets based on vériables such-as eco-
nomic activity, unemployment, mortgage delinquencies,-home
sales trends and home price chariges. We also regularly moni-
tor factors that affect home prices and their affordability by
regicn and major metropolitan area.

ACTUARIAL DATABASES AND INFORMATION SYSTEMS

Qur extensive actuarial databases and innovative infor-
mation systems technolegy are important tools in our risk
management programs. We believe we have the largest actu-
arial database for long-term care insurance claims 'with over
30 years of experience iri offering those products. We -also
have substantial experience in offering individua! life insurance
products, and we have developed a large database of claims
experience, particularly in preferred risk classes, which pro-
vides significant predictive experience for mortality.

Woe use advanced and, in some cases, proprietary tech-
nology to manage variations in our underwriting process. For
example, our GENIUS® new husiness processing system uses
digital underwriting technology that has increased the speed,

consistency and accuracy. of our underwriting process hy
reducing decision-making variation. In our mortgage insurance
business we use borrower credit scores, our proprietary. mort-
gage scoring model, OmniScore® andfor our extensive data-
base of mortgage insurance experience along with external
data including rating agency data to evaluate new products and
portfolio performance..In the US. and Canada, OmniScore®
uses 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 likelihood of having to
pay a claim. In the U.S., OmniScore® also incorporates
our assessment of the housing market in which a property
is located, as evaluated with our OmniMarket model. We
believe this additional mortgage data and housing market
assessment significantly enhances OmniScore’s® predictive
power over the life of the loan. We perform portfolio analysis on
an angeing basis to determine if modifications are required to
our product offerings, underwriting guidelines or premium rates.

COMPLIANCE . '

Legal and regulatory. compliance are critical parts of our
business and we are recognized in the insurance industry for
our excellence in these areas. In recognition of our commit-
ment, we have twice received the American Council of Life
Insurers’ “Integrity First Award” for our compliance programs.
Throughout our company we instill.a strong commitment to
integrity and ethics in business dealings and compliance with
applicable laws and regulations. [n addition, we are an
Insurance Marketplace Standards Assocciation qualified com-
pany. We have approximately 200 professmnals dedlcated to
Iegal and cornphance matters. -

OPERATIONS AND TECHNOLOGY

SERVICE AND SUPPORT ) ' .
. 1 L

We have a dedicated team of approximately 3,800 serv- .
ice and support personnel, supplemented by a service and sup-
port staff of approximately 1,400 personnel through an
arrangement with an outsourcing provider in India, GENPACT,
who assist our sales intermediaries and customers with their
service needs. We use advanced and, in scme cases, propri-
etary, patent-pending technology to provide product design
and underwriting, and we operate service centers that-lever-
age technology, integrated processes, and process manage-
ment techniques. . .

in our Protection and Retirement Income and Invest-
ments segments, we interact directly and cost-effectively with
our independent sales intermediaries and dedicated sales spe-
cialists through .secure websites that have enabled them to
transact business with us electronically, obtain information
about our products, submit applications, check application and
account status and view commission information. We also pro-
vide our independent sales intermediaries and dedicated sales
specialists with account information to disseminate to their cus-
tomers through the use of industry-standard communications.
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We also have introduced technologically advanced serv-
ices to customers in our Mortgage Insurance segment.
Advances in technology enable us to accept applications
through electronic submission and to issue electronic insur-
ance commitments and certificates to varying degrees across
the jurisdictions in which we do business. Through our
Interriet-enabled information systems, lenders can receive
information about their loans in our database, as well as make
corrections, file notices and claims, report settlement
amounts, verify loan information and access payment histo-
ries. In the U.S,, we also assist in workouts through what we
believe is the mortgage insurance industry’s first on-line work-
out approval system, allowing lenders to request and obtain
authorization from us for them to provide.workout solutions to
their borrowers. For the years ended December 31, 2006, 2005
and 2004, we issued approximately 86% of our U.S. mortgage
insurance commitments electronically.

OPERATING CENTERS

We have centralized most of our operations and 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 substantial team of
professionals in India who provide a variety of services o us,
including customer service, transaction processing, and func-
tional support including finance, investment research, actuarial,
risk and marketing resources to our insurance operations.

TECHNOLOGY CAPAB!LITIES AND PROCESS IMPROVEMENT

We rely on proprietary pmcesses for project approval,
execution, risk management and benefit verification as part of
our approach to technology investment. We have been issued
22 patents and have filed more than 50 pending patent applica-
tions. Our technology team is experienced in large-scale proj-
ect delivery, including many insurance administration system
consolidations and the development of Internet-based servic-
. ing capabilities, We continually manage technology costs by
standardizing our technology infrastructure, consolidating appli-
cation systems, reducing.servers and storage dewces and
managing project execution risks. -

We believe we have greatly enhanced our operating effi-
ciency, generated significant cost savings, and created com-
petitive .advantages by using a variety of process tools
designed to address all aspects of process management. Qur
tools enable us to more effectively operate processes, improve
our process performance, and build new processes. Qur team
of operational quality experts is focused on driving our process
and project execution and championing process management
disciplines. We always tailor the application of our tools to the
specific needs of each project or process resulting in more
effective execution.

20 form 10-k [1)

RESERVES

We calculate and maintain reserves for estimated future
benefit payments to our policyhoiders 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 necessarily reflect
estimates and actuarial assumptions with regard to our future
experience. These estimates and actuarial assumptions
involve the exercise of significant judgment that is subjected 1o
a variety of internal and external independent reviews. Our
future financial results depend significantly upon the extent 1o
which our actual future experience.is consistent with the
assumptions we have used in pricing our products and deter-
mining our reserves. Many factors can affect fuiure experi-
ence, including economic and social conditions, inflation,
healthcare costs, and changes in doctrines of legal liability and
damage awards in litigation. Therefore, we cannot determing
with complete precision the ultimate amounts we will pay for
actual future benefits or the timing of those payments.

REINSURANCE

We follow the industry practice of reinsuring portions of
our insurance risks with reinsurance companies. We use rein-
surance both to diversify our risks and to manage loss expo-
sures and capital effectively. The use of reinsurance permits us
10 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 busi-
ness where the underlying risks meet certain predetermined
criteria. To a lesser extent, we cede insurance risks on a facul-
tative 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 o pay the full amount
of our insurance obligations even in circumstances where we
are entitled or able to receive payments from our reinsurer. The
principal reinsurers to which we cede risks have A.M. Best
financial strength ratings ranging from “A+"” t0 “B++,” with
one reinsurer not rated but whose balance is fully collateral-
ized. Historically, we have not had significant concentrations of
reinsurance risk with any one reinsurer. However, prior to the
completion of the IPO, we entered into reinsurance trans-
actions with Union Fidelity Life Insurance Company ("UFLIC"),
an affiliate of our former parent, which resulted in a significant
concentration of reinsurance risk with UFLIC, whose obliga-
tions to us are secured by trust accounts as described in note 9
in our consolidated financial statements under "ltem 8 —
Financial Statements and Supplementary Data.”




The following table sets forth our exposure to our princi-
pal reinsurers, including reinsurance recoverable as of
December 31, 2006 and the A.M. Best ratings of those reinsur-
ers as of that date:

.
Reinsurance

"AM. Best
{Amount in millions} + recoverable rating
UFLICT ., ) $15.010 A-
Phoenix Life Insurance Company® - . 770 A
Riversource Life Insurance Company®@/ ' . " 712 A+
Swiss Re Life & Health America Inc. ) ! " 215 A+
Munich American Reassurance Company ; 197 ' A+
Employers Reassurance Corporatlon g7 B++

Revios Reinsurance® '~ 70 Not Rated

(1} Prior to our IPO, we entered into .t:wm.l significant reinsurance transactions wish n:hrr
affiliates of GE. In these ransactions, we ceded so UFLIC, in-force blocks of structured set-
tlements, subssansially all of our in-force blocks of variable annuities and a block of lang-
term care insurance policies that we reinsured in 2000 from Travelers Insurance Company.

lenders with captive reinsurance companies, or captive reinsur-
ers, affiliated with these lenders. In return, we cede an agreed
portion of our gross premiums on insurance written to the cap-
tive reinsurers. Substantially all of ‘our captive mortgage rein-
surance arrangements are structured on an excess-of-loss
basis."As of December 31, 2006, our total mortgage insurance
risk reinsured to all captive reinsurers was $3.1 billion, and the

total capital held in trust for qur benefit by all captive reinsurers
‘was $0.7 billion. These captive reinsurers are "not rated, and

their claims-paying obligations to us are secured by an amount
of capital held in trust.. We believe the capital held in trust by
these captive reinsurers is sufficient to meet their anticipated
obligations to us. However, we.cannot ensure that each cap-
tive with which we do business can or will meet all its obhga—
tions to us.

FINANCIAL STRENGTH RATINGS

See ntose 9 in our consolidared financial statements under “ltem 8 — Financial S ts
and Supplementary Dasa.” '
2 Our reinsurance arrangement with Phoenix covers a runoff block of corporare-oumned life
insurance policies included in our group busines, .
3} Our reimsurance arrangemens with Riversourre Life Insurance Company. ﬁmnrr{y knotun
as IDS Life Insurance Company, covers a runaff block of single-premivm life insur-
A ance policies.
) Revios Reinsuranee refers to Revios Reinsurance International, which is not a formally
rated company. However, the reinsurance meequerable balance is Sfully collaseralized on 2
ﬁm:i; held basis.

In the US., we have entered into a numbeér of reinsur-
ance agreements in which we share portions of our mortgage
insurance risk written on loans criginated or purchased by

. S

Ratlngs with respect to f|nanC|aI strength are an impor-
tant factor in establishing the competitive position of insurance
companies. Ratings are important to maintaining public confi-
dence 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 obligations
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, typi-
cally one year orless.” . L

Our principat life i insurance sub5|d|ar|es are rated by A M Best, S&P- Moodys and Fltch asfaliows:~ . :

gompany AM. Best rating S&P raung Moody's rating, R Fitch rating
Genworth Life Insurance Company of New York A+ (Superior).  AA- (Very Strong) Aa3 (Excellent)  AA-{Very Strong)
Genworth Life and Annuity Insurance Company A+ (Superior),  AA- (Very Strong) -Aa3 (Excellent),  AA-{Very Strong)
Genworth Life and Annuity Insurance Company (Short-term rating) Not rated A-1+ (Strong) P1, {Superior) Not Rated
Genworth Life and Health Insurance Company A (Excellent)  AA-(Very Strong) Not Rated Not Rated
Genworth Life Insurance Company ‘ A+ (Superior)  AA--(Very Strong) Aa3 (Excellent)  AA-{Very Sirong)
Genweorth Life tnsurance Company (Short-term rating) Not rated A1 (Strong) P1 (Superior} Not Rated
Continental Life Insurance Company of Brentwood, Tennessee Ac {(Excellent) ' Notrated Not rated Not rated
" Our mortgage insurance subsidiarigs are rated by S&P, Moody’s, Fitch and DBRS as follows:
% . .'. . . [ .

- . Dorrinion Bond

Cornpany S&Prating 1+ Moody'srating Fltch rating _Rating Service

Genworth Mortgage Insurance Corporation AA (Very Strong)
Genworth Residential Mortgage Insurance Corporation of North Carolina AA (Very Strong}

Genworth Financist Mortgage Insurance Company Pty. Ltd AA (Very Strong}
Genworth Financial Mortgage Insurance Limited AA Very Strong)
Genworth Financial Mortgage Insurance Company Canada AA Very Strong)
Private-Residential Mortgage Insurance Corporation -, Not rated

Aa? (Excellent)
Aaz (Excellent}
AaZ (Excellent)
Aa2 (Excellent)

Not rated
Aa2 (Excellent}

AA(Verv Strong) N

AA Mery Strong)
AA (Very Suong)
AA [Very Strong)

Not rated
AA (Very Strong}

Not rated
Not rated
Not rated
Not rated
AA {Superior)
Not rated

Genworth Financial M

-

The A.M. Best, S&P:Moody's, 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.

A.M. Best states that its "A+" (Superior} rating is
assigned to those companies that have, in its opinion, a superior

ability to meet their ongoing obligations to policyholders. The
“A+" {Superior) rating is the second-highest of fifteen ratings
assigned by A.M. Best, which range from "A++"” to "8.”

S&P 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. The “"AA" range is the second-highest
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of the four ratings ranges that meet these criteria, and also is
the second-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.
Accordingly, the "AA"” and “AA-" ratings are the third- and
fourth-highest of S&P’s 20 ratings categories. The short-term
“A=1" rating is the highest rating and shows the capacity to
meet financial commitments is strong. Within this category,
the designation of a plus sign (+} indicates ¢apacity to.meet its’
financial commitment is extremely strong.. - .

*  Moody's states that insurance companies rated Aa
{Excellent) offer excellent-financial security. Moody's states
that companies in this group,constitute what .are generally
known as high-grade companies. The “Aa” range is the second-
highest 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. Accordingly, the "Aa2" and
"Aa3” ratings are the third- and.fourth-highest of Moody's 21
ratings categories.- The shori-term rating “P1” is the highest
rating and shows superior ability for repayment of short-term
debt obligations. .

Fitch states that-"AA" (Very Strong) rated insurance
companies are viewed as possessing-very strong capacity to
meet policyholder and contract obligations. Risk factors are
modest, and the impact of any adverse business and economic
factors is expected to be very small:The "AA" rating category
is the second-highest of eight financial strength rating cate-
garies, which range from “AAA" to “D.” The symbal (+) 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 “CCC"

category. Accordingly, the "AA" and “AA-" ratings are the

third- and fourth-highest of Fitch's 24 ratings catégories.

DBRS states that long-term debt rated “AA” is of supe-
rior credit quality, and protection of interest and principal is con-
sidered high. In many cases they differ from long-term debt
rated “AAA " exceptional, only to a small dégree. Given the
extremely restrictive definition DBRS has for the "AAA" cate-
gory, entities rated “AA" are also considered to be strong cred-
its, typically exemplifying above-average strength in key areas
of consideration and unlikely to be significantly affected by rea-
sonably foreseeable events.

A.M. Best, S&P Moody’s, 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
solicited or an unsolicited basis. ‘
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- Cash and cash equivalents 2,459

INVESTMENTS

N .

OVERVIEW -

»

H . .

As of December 31, 2006, we had total cash, cash equiv-
alents and invested assets of $71.9 billion and-an additional
$10.9 billion held in our separate accounts, for which we do not
bear investment risk. We manage our assets to meet diversifi-
cation, credit quality, vield and liquidity requirements of our pol-
icy and contract liabilities by investing primarily in fixed
maturities, including government, munlc:lpal and corporate
baonds, mortgage-backed and other asset-backed securities
and mortgage loans on commercial real estate. We also invest
in short-term securities and other investments, including a
small position in equity securities. In all cases, investments for
our.particular insurance company subsidiaries are required to
comply with restrictions imposed by apphcable laws and insur-
ance regulatory authorities.

The following table sets forth our cash, cash equivalents
and invested assets as of the dates indicated:

December 31,
2006 ) 2005
X " Canrying %of Corrying % of
{Amounts in mitlions) valua total value " total
Fixed-maturities, \
_available-for-sale ‘
Public’ . $40,160 56% $40,539 59%
Private * 15288 21 13398 19
Commercial mortgage loans 8.491 12 7,658 11
QOther investments 3.846 6 3,174 5
Poiicy loans * e 1,494 2 1,350 2
Restricted investments held
by secuntization entities - - 685 1
Equity securities, P
available for sale t 197 - 206 -
3 1,875 3

Total cash, cash equivalents

and invested assets $71,945 100% $68,785 100%

For a discussion of our investment résults, see "Manage-
ment's Discussion and Analysjs of Financial Condition and
Results of Operations — Investment Results.”

Qur 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 qual-

ity portfolio, income producing securities and other assets Our
investment strategy focuses pnmarlly on; '

il

+

.» mitigating interest rate risk through management of asset dura-

tions relative to policyholder and contractholder obligations;

> selecting assets based on fundamentél’, research-driven
strategies;




> emphasizing fixed-income, low-volatility assets whlle pursu-

" ing active strategies to enhance yield;

> maintaining sufficient liguidity 10 meet unexpected finan-
cial obligations;

> regularly evaluating our asset class mix and pursumg addi- -

tional investment classes including catastrophe bonds and
collateralized debt obligations; and -

> continuousty monitoring asset quality.

Looking forward, we expect to become a more active
investor in alternative asset classes to enhance risk adjusted
returns. Such alternative asset classes include cred:t defauit
swaps, bank loans, hedgefunds infrastructure funds and mez-
zanine and equity commercial real estate investments.

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 tlmely payments
of principal and interest; and

» interest rate risk, redating to the market price and cash flow
variability associated with changes in market interest rates.

We rmanage credit risk by analyzing issuers, transaction
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placed debt securities and derivatives. GEAM. provides invest-
ment management sérvices for significant portions of our U5
and Bermudan. investment. partfolios pursuant to investment

. management and services agreements.and investment guide-

lines approved by the boards of directors of our insurance sub-
sidiaries. Over time we expect other external managers to
manage a greater percentage of our externally managed assets,

. with GEAM managing a lesser share than it does currently.

' ‘Management of investments for our non-U.S. operations
is overseen by the managing director and boards of directors of
the applicable non-U.S. legal entities in consultation with our

-Chief Investment Officer. Substantially all the assets of our
payment protection and European mortgage insurance busi-
nesses are managed by GE Asset Management Limited
{"GEAML") pursuant to agreements that are substantially simi-
lar to our agreements with GEAM in the U.S. The majority of
the assets of our Canadian, Australian and New Zealand mort-
gage insurance businesses continue 1o be managed by unaffili-
ated investment managers located in their respective
countries. Approximately 9% and 8% of our invested asssts,
as of December 31, 2006 and 2005, respectively, were held by
« our international operations and were invested primarily in non-

. « US-denominated securities.

structures and any associated collateral. We use sophisticated - -

analytic techniques to monitor credit risk. For example, we con-
tinualty measure 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 manage credit
risk through geographic, property type and product type diver-
_sification and asset allocation.

We mitigate interest rate risk through rlgorous manage-
ment of the relationship between the duration of our assets
and the duration of our fabilities, seeking to minimize risk of
loss in both rising and falling interest rate environments. For -

further information on odr management of interest rate risk,” " v

see “ltem 7A — Quantitative and Qualitative Disclosures About
Market Risk."”

oL Lt

ORGANIZATION
Qur investment department, which comprises of mare
than 160 individuals, includes portfolio management, risk man-
agement, finance and accounting functions. Under the direc-
tion of the Investment Committee, it is responsible for.
establishing investment policies and strategies, reviewing
asset liability management and performing asset allocation.

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 manage certain asset classes for our domestic insurance
operations, including commercial mortgage 1oans, privately

-

FIXED MATURITIES

Fixed maturities, which are primarily classified as available-
for—sale: including tax-exempt bonds, consist principally of pub-
licly traded and privately placed debt securities, and
represented 77% and 78% of total cash and invested assets as
of December 31, 2006 and 2005, respectively.

We invest in privately placed fixed maturities to increase
diversification and obtain higher yields than can ordinarily be
obtained with comparable public market securities. Generally,
private placements provide us with protective covenants, call
_protection features and, where applicable, a higher level of col-
"lateral; However our private placements are not generally
freely transferable because of restrictions imposed by federal
and state securities laws, the terms of the securities and illig-
uid trading markets.

The Securities Valuation Office of the National Associa-
tion of Insurance Commissioners (*NAIC") evaluates bond
investhents of U.S. insurers for regulatory reporting purposes
and assigns securities to one of six investrerit categories
called " NAIC designations.” The NAIC designations parallel the

“- .« credit ratings of the Nationally Recognized Statistical Rating

Organizations for marketable bonds. NAIC designations 1 and
2 include bonds considered investment grade (rated.“Baa3" or

_higher by Moody's, or rated "BBB-" or higher by S&P) by such
rating organizations. NAIC designations 3 through 6 include
bonds considered below investment grade {rated "Bal” or
lower by Moody's, or rated "BB+" or lower by S&P).
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The following tables present our public, private and aggregate fixed maturities by NAIC and/or equivalent ratings of the
Nationally Recognized Statistical Rating Organizations, as well as the percentage, based upon estimated fair value, that each desig-
nation comprises. Our non-U.S. fixed maturities generally are not rated by the NAIC and are shown based upen their equivalent rating
of the Nationally Recognized Statistical Rating Organizations. Similarly, certain privately placed fixed maturities that are not rated by
the Nationally Recognized Statistical Rating Organizations are shown based upon their NAIC designation. Certain securities, primarily
non-U.S. securities, are not rated by the NAIC or the Nationally Recognlzed Statistical Hatlng Organizations and are so deS|gnated

December 31,
Public fixed maturities ' . 2006 2065
NAIC Amortized Estimated % of Amortized Estimated % of
rating Rating agency equivalent desngnatlon . cost fair value total cost fair value total
{Amaounts in mitlions) . o ' : '
17 ¢ 7 AaafAeiA va $30,144 . $30,485° 76% $28,681  $29.295 72%
2 Baa ! 7,535 7.639 19 8.787 ' 9,072 23
3 Ba Coe 1,302 1,333 3 - 1,456 1,466 4
4 B . 610 618 2 550 " 557 ' 1
5 Caa and lower 76 76 = v 87 79 -
6 In or near default . 9 - LR 13 -
Not rated “ . = R - - 57 57 -
. Total public fixed maturities - $39,675 $40,160 100% £39,629 $40,639 100%
i December 31, e
Privata fixed maturities - . T 2008 ) 2005
NAIC R .Amortized - Estimated Sof T *Amortized Estimated % of
rating Rating agency equivalent designation cost fair value . total : cost , fair valua . total
{Amounts in millions) o .,
1 AaafhalA $ 8922 £ 8,970 59% $7,326- $7,452 56%
2 Baa,, . ., . bd9z 5,558 36 . . 5,147 .. 5,262 39
3 Ba ' 584 597 4 . v , 451 470 4
4 B ' 127 132 1 ) 187 157 1
5 Caa and lower ‘5 K] - ) 15 16 -
6 In ornear default - ‘6 7 - f 41 34 -
Not rated S -t 1B 18 - 16 17 -
Total private fixed maturities $15,154 " $15,288 100% $13,153 $13,398 100%
. December.31,
Total fixed maturities : 2006 . 2005 . ,
NAIC Amortized Estimated % of Amortized Estimated % of
rating Rating agency equivalent de5|gnat|on cost {air value total * * cost fair velue total
rAmounrs in millions) o ) '
1 AaafbalA $39,066 - $39,455 71% $£36,007 $36,747 " ' 68%
2 Baa 13,027 4 13,197 24 13,934 14,324 27
3 Ba 1,886 1,930 1,907 1,936 4
4 .B . - 737 750 1 707 714 1
5 Caa and lower y o B1 82 - ! 102 95 -
6 In or near.default 14 16 - . oy 52, 47 -
Notrated 18 ) 18 - - C.. 13 , 74 -
+ Tota! fixed maturities . . 454,829 $55,448 . $62,782 100%

1

100“/0‘

$53,937 .

Based upon esumated fair value, public flxed maturities represented 72% and 75%"of total fixed matuntaes as
of December 31, 2006 and 2005, respectively. anate fuxed maturities represemed 28% and 25% of total f}xed maturmes as of

Decembér 31, 2006 and 2005, reSpectwely
1N

¥ +
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We diversify our fixed maturities by security sector. The fol-
lowing table sets forth the estimated fair value of our fixed matu-
rities' by sector'as well as the percentage of the total fixed
maturities holdings that each security sector comprised as of
the dates mdlcated i -

- - - e

Vo . 2 .December 31,
2006 2005

) Estimated %of Estimated -~ % of
tArnounts in millions} fair value total  fair value total
U.S. government, agencies

and government - . . ) -

sponsorad entities $ 888 .2% ‘$ 805 2%
Tax exempt : , 2,234 4+, 28% - 6
Government ~ non-U.S. - 1,765.. .3 1,806 3
.S, corporate 25008 . 45 26,122 48
Corporate - non-US. 10,741 19 9,390 17
Mortgage-backed 9,406 17 8,834 18
Asset-backed 5409 - 10 4090 8
Total fixed maturities $55,448 100% $53,937 - 100%

The following table sets forth the major industry types
that comprise our corporate bond holdings, based primarily on
industry codes established by Lehman Brothers, as well as the
percentage of the total corporate bond holdings that each
industry comprised as of the dates indicated: .

) ”‘

B Dt-acemtgar 31,

2008 2005
_ _Estimated . %of Estimated  %of
{Amounts in millions) fair value - total falrvalue total

v

Finance and insurance . $12,594 35;% $11,385 32%

Utilities and energy 6313 18 6836 . 19
Consumer — non cyclical 4,190 12, 4,632 13
Consumer - cyclical 2524 7, 2642 7
Technology and communications =~ 2,489~ 7 2,424 7
Capital goods 2148 6 2,043 6
Industrial 1803 - 5 2,141 6
Transportation ~ 1,250 3 1,325 -4
Other . - 2,438 7 2,084 5]
Total : $35749  100% $35,512 -7 100%

r

We diversify our corporate bond holdlngs by industry,and
issuer. The portfolio does not have s:gmflcant exposure to any
single issuer. As of December 31, 2006, our combined corpo-
rate bond holdings in the ten issuers to which we had the
greatest exposure was $2.6 billion, which was approximately
3.6% of our total cash and invested assets as of such date. The
exposure to the largest single issuer of corporate bonds held
as of December 31, 2006 was, $£302 m|l||on which was less
than 1% of our total cash, cash equwalents and invested
assets as of such date.

" We do ndt have material untiedged exposure to foreign
currency risk in our invested assets. In our non-U.S. insurance
operations, both our assets and liabilities are generally denomi-
nated in local currencies.

COMMERCIAL MORTGAGE LOANS
AND OTHER INVESTED ASSETS

Our mortgage loans are collateralized by commeruai
properties, including multifamily residential buildings.
Commercial mortgage loans are 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 5 to'our consoli-
dated financial statements under “ltem 8 - Financial Statements
and Supplementary Data” for additional information on distribu-
tion across property type and*geographic region for commer-
cial mortgage loans, as well as information on our interest in
equity securities and other investments.

Selected financial information regarding our derivative
financial instruments as of December 31, 2006 and 2005 is
included under “ltem 8 - Financial Statements and Supplementary
Data” in note 18 to our consolidated financial statements.

EMPLOYEES

As of December 31, 2006, we had approximately
7,200 full-time and part-time-employees. We believe our employee
relations are satisfactory. To the best of our knowledge, none
of our employees are subject to collective bargaining agree-
ments. Some of our employees in Europe may be members of
trade unions, but local data privacy laws prohibit us from asking
them about their membership in trade unions, and they are not
required toinform us. . :

DIRECTORS AND EXECUTIVE QFFICERS

See Part I, Item 10. of this Annual Heport 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 furmished pursuant to Section 13(a} or
15(d) of the Exchange Act are available, without charge, on our
waebsite, www.genworth.com, as soon as reasonably practica-
ble after:we.file such reports with the SEC. Our SEC filings are
also accessible through the Internet at 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. This Annual Report on Form 10-Kis being
distributed to stockholders in lieu of a separate annual report.
QOur website also includes the charters of our Audit
Committee, Nominating and Corporate Governance Committee,
Legal and Public Affairs Committee, and Management Develop-
ment and,Compensation Committee, any key practices of
these committees, our Governance Principles, and our com-
pany's code of ethics, Copies of these materials also are avail-
able, 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.
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On June 12, 2008, 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 Exchanges corporate governance list-
ing standards. ° . . - '

TRANSFER AGENT AND REGISTRAR

Qur Transfer Agent and Registrar is The Bank of New
York, RO. Box 11258, Church Street Station, New York, NY
10286. Telephone: {800) 524-4458; {610} 382-7833 (outside
the U.S: call cotlect); and {888} 269-5221 (for hearing impaired).

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 regulate most
aspects of our U.S. insurance businesses, and our U.S. insur-
ance subsidiaries are regulated by the insurance departments
of the staies in"which they are domiciled and licensed.: Qur
non-U.S, insurance operations are principally regulated by insur-
ance 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. Insurance products that
constitute “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 reguiations. The Securities
and Exchange Commission ("SEC"), the National Association
of Securities Dealers ("NASD"), state securities authorities and
non-U.S. authorities regulate and supervise these products.

Our securities operations are subject to U.S, federal and
state and non-U.S. securities and related laws. The SEC, .state
securities authorities, the NASD and similar non-U.S. authori-
ties are the principal regulators of these operations.

The purpose of the laws and regulations affecting our
insurance and securities businesses is primarily to protect.our
customers and not our stockholders. Many of the laws and reg-
ulations to which we are subject are regularly re-examined, and
existing or future laws and regulations may become more
restrictive or otherwise adversely affect our operations.

In addition, insurance and securities regulatory authorities
{including state law enforcement ‘agencies and attorneys gen-
eral or their non-U.S. equivalents) increasingly make inquiries
regarding compliance by us and our subsidiaries with insurance,
securities and other laws and regulations regarding the conduct
of our insurance and securities businesses. We cooperate with
such inquiries and take corrective action when warranted:

Many of our customers and independent sales inter-
mediaries also operate in regulated environments. Changes in
the regulations that affect their cperaticns alse may affect our
business relationships with them and' their decision to pur-
chase or distribute our products.
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U.S. INSURANCE REGULATION

Our US insurance subsidiaries are licensed and regulated
in all jurisdictions in which they conduct insurance business.
The extent of this regulation varies, but most jurisdictions have
laws and regulations governing the financial condition of insur-
ers, including standards of solvency, types and concentration
of permissible investments, establishment and maintenance of
reserves, credit for reinsurance-and requirements of capital ade-
quacy, and the business conduct of insurers, including market-
ing and sales practices and claims handling. In addition, statutes
and regulations usually reguire the licensing of insurers and
their agents, the approval of policy forms and related materials
and the approval of rates for certain lines of insurance.

The types of LS. insurance laws and regulations applicable
1o us or our U.S. insurance subsidiaries are described below. Qur
U.S. mortgage insurance subsidiaries are subject to additional
insurance laws and regulations applicable specifically to mort-
gage insurers discussed below under " Mortgage Insurance.”

INSURANCE HOLDING COMPANY REGULATION
\ - . - .
Al U.S, jurisdictions in which our U.S. insurance sub-
sidiaries conduct insurance business -have enacted legislation
that requires each U.S."insurance company in a holding com-
pany system, except captive insurance companies, to register
with the insurance regulatory authority of its jurisdiction of
domicile and to furnish that regulatory authority financial and
other information concerning the operations of, and the inter-
relationships ‘and transactions among, companies within its
holding company system that may materially affect the opera-
tions, management or financial condition of the insurers within
the system. These Jaws and regulations also regulate trans-
actions between insurance companies and their parents and
affiliates. Generally, these laws and regulations require that all
transactions within & holding company system between an
insurer and its affiljates be fair and reasonable and that the
insurer's statutory surplus following any transaction with an affili-
ate be both reasonable in relation to its outstanding labilities and
adequate to its financial needs. Statutory surplus is the excess of
admitted assets over the sum of statutory liabilities and capital.
For certain types of agreements and transactions between an
insurer and its affitiates, these laws and regulations require prior
notification to, and non-disapproval or approval by, the insurance
regulatory authority of the insurer's jurisdiction of domicile.

PERIODIC REPORTING _
. . .
Our insurance sub5|d|ar|es must file reports, including
detailed annual financial statements, with insurance regulatory
authorities in each of the jurisdictions in which they do busi-
ness, and their operations and accounts are subject to periodic
examination by such author:tles

L e

POLICY FOAMS

Our U.S. insurance subsidiaries’ policy forms are subject
to regulation in every U.S. jurisdiction in which such sub-
sidiaries are licensed to transact insurance business. In most




U.S. jurisdictions, policy forms must be filed prior to their use;
and in some U.S. jurisdictions, the filed forms must be
approved prior to use. : )

DIVIDEND LIMITATIONS

As a holding company with no significant business oper-
ations of our own, we depend oh dividends or other distribu-
tions 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. The payment of
dividends or other distributions to us by our LS, insurance sub-
sidiaries is.regulated by the insurance laws and-regulations of
their respective states of domicile. In general, an insurance
company subsidiary may not pay an “extraordinary” dividend
or distribution until 30 days after the applicable insurance regu-
lator has received notice of the intended payment and has not
objected in such. period or has approved the payment within
the. 30-day period. In general,-an “extraordinary” . dividend or
distribution is defined by these laws and regulations.as a divi-
dend or distribution that, together with other dividends and dis-
tributions 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 oo .

Coa,

" the statutory net gain from the insurer's operations (if a life

insurer) or the statutory net income (if not a life‘insurer) dur- -

*

'ing the prior calendar year. -

The iaws and regulations of sore of these iurisdictions
also prohibit an insurer from declaring or paying a diwdend
except out of its earmned surplus or require the insurer to obtain
regulatory approval before it may do so. 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 policyholders or contractholders

~ . ' '

MARKET CONDUCT REGULATION

The Iawsland regdlatidns of U.S. jurisdictions in'clude
numerous provisions governing the marketplace activities of
insurers, including provisions governing the form and content
of disclosure to consumers, product illustrations, advertising,
product replacement, sales and underwriting practices, com-
plaint handling and claims handling. The regulatory authorities
in U.S. jurisdictions generally enforce these provisions through
periodic market conduct examinations. '

STATUTORY EXAMINATI‘ONS

[

N

As part of their regulatory overSight process, ‘insurance
departments in’ US. Jurisdictions conduct periodic detailed
examinations of the books, records, accounts and business
practices of insurers domiciled in their |ur|sdictions These

examinations generally are ¢conducted in cooperation with the
insurance departments of two or three other states or jurisdic-
tions, representing each of the NAIC zones, under gurdelines
promulgated by the NAIC. -

-In the three-year period ‘ended December 31, 2006, we
have not received any material adverse findings resulting from
any insurance department examinations of our U.S. insurance
subsidiaries. .

; )

GUARANTY ASSOCIATIONS AND SIMILAR ARRANGEMENTS
Most of the jurisdictions in which our U.S. insurance:sub-
sidiaries are licensed to transact business require life insurers
doing business within the jurisdiction to participate in guaranty
associations, which are organized to pay contractual benefits
owed pursuant to insurance policies of insurers who become
impaired or insolvent, These associations levy assessments, up
to prescribed limits, on all member insurers in a-particular juris-
diction on the basis of the proportionate share of the premiums
written by member insurers in the lines of business in which the
impaired, insclvent or failed insurer is engaged. Some jurisdic-
tions permit member insurers to recover assessments paid
through full or partial premium tax offsets. Aggregate assess-
ments levied against our U.S, insurance subsidiaries were not
material to our consolidated financial statements.

- i ' . ‘s

CHANGE OF coNTROL

The laws and regulations of the jurisdictions in which our
U.S. insurance'subsidiaries are domiciled require that a person
obtain the approval of the insurance commissioner of the insur-
ance company’s jurisdiction of domicile prior to acquiring con-
trol of the insurer. Generally, such laws provide that control
over an insurer is presumed to exist if any person, directly
or indirectly, owns, controls, holds with the power to vote, or
holds proxies representing, 10% or more of the voting securi-
ties of the insurer. In considering an application t¢ acquire con-
trol of an insurer, the insurance commissicner generally will
consider such factors as the experience, competence and
financial strength-of ‘the applicant, the integrity of the appli-
canit's board of directors and executive officers, the acquirer’s
plans for the management and operation of the insurer, and any
anti-comipetitive results that may arise from the acquisition.
Additionally, in some states, a person seeking to acquire con-
trol of an insurance company must make filings prior 1o com-*
pleting an acquisition if the acquirer and the target insurance
company and their affiliates have sufficiently large market
shares in the same lines of insurance in those states. Approval
of an acquisition is ‘not required in these states, but the state
insurance departments could take action to impose conditions
oh an acquisition that could delay or prevent its consummation.
These laws may discourage potential acquisition proposals and
may delay, deter or prevent a change of control involving us,
including through transactions, and in particular unsolicited
transactions, that sorme or all of our stockholders might con-
sider to be desirable. : .

[ |
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POLICY AND CONTRACT RESERVE-SUFFICIENCY ANALYSIS .

2

Under the laws and régu|ati0_ns of their jurisdictions of

domicile, our US. life insurance subsidiaries are required to con-
duet annual analyses of the sufficiency of their life and health
insurance and annuity statutory reserves. In addition, other juris-
dictions in which these subsidiaries are licensed may have cer-
tain reserve requirements that differ from those -of their
domiciliary jurisdictions. In each case, a qualified actuary must
submit an opinion that states that the aggregate statutory
reserves, when considered in Yight of the assets held with
respect to such reserves, make good and sufficient provision for
the associated contractuat obligations and related expenses of
the insurer. If such an opinion cannot be provided, the affected
insurer must set-up additional. reserves.by moving funds from
surplus. Qur U.S. life insurance subsidiaries submit these opin-
ions annually to applicable insurance regulatory authorities.
Different reserve requirements exist for our U.S, mortgage insur-
ance subsidiaries. See "~ Reserves — Mortgage Insurance.”

SURPLUS AND CAPITAL REQUIREMENTS . . -

lnsurance regulators have the dISCI’BIIOHaI’Y authority, in
connection with the ongoing licensing of our U.S. insurance
subsidiaries, to limit or prohibit the ability of aninsurer to issue
new policies if, in, the regulators’ judgment, the insurer is not
maintaining a minimum amount of surplus or is in hazardous
finaneial condition. Insurance regulators may also limit the abil-
ity of an insurer to issue new life insurance poelicies and annuity
contracts above an amount based upon the face amount and
prermiums of policies of a similar type issued in the prior year,
We do not believe that the current or anticipated levels of
statutory surplus- of our LS, insurance subsidiaries present a
material risk that any such regulator would limit the amount of
new policies that our U.S. insurance subsidiaries may issue.

RISK-BASED CAPITAL ' A

The NAIC has established risk-based .capital standards
for U.S. life insurance companies as well as a model act with
the intention that these standards be applied at the state level.
The model act provides that Yife insurance cormpanies must
submit an annual risk-based capital report to state regulators
reporting their risk-based capital based upon four categories of
risk: asset risk, insurance risk, interest rate risk and business
risk. For each category, the capital requirement is determined
by applying factors to various assei, premium and reserve
items, with the factor being higher for those items with greater
underlying risk and lower for less risky items. The formula is
intended to be used by insurance regulators as an early warn-
ing tool to identify possibly weak capitalized companies for pur-
poses of initiating further regulatory action,

If an insurer’s risk-based capital falls below specmed lev-
els, the insurer would be subject to different degrees of regula-
tory action depending upon the level. These actions range from
requiring the insurer to propose actions to correct the capital
deficiency to placing the insurer under regulatory control. As of
December 31, 2006, the risk-based capital of each of our U.S.
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life insurance subsidiaries exceeded the level of risk-based
capital that would require any of thern to take or become sub-
ject 1o any corrective action, . .

STATUTORY ACCOUNTING PRINCIPLES

Statutory. accounting principles (*SAP") is a basis of
accounting developed by U.S. insurance regulators to monitor
and regulate the sclvency of insurance companies. In develop-
ing SAP, insurance regulators were. primarily concerned with
assuring an insurer's ability to pay all its current and future obfi-
gations to policyholders. As a result, statutory accounting
focuses on conservatively valuing the 'assets and liabilities of
insurers, .generally in accordance with standards specified by
the insurer's domiciliary jurisdiction. Uniform statutory account-
ing practices are established by the NAIC and generally
adopted by regulators in the various U.S. jurisdictions. These
accounting principles and.related regulations determine,
among other things, the amounts our insurance subsidiaries
may pay to us as dividends.

U.S. GAAP is designed to.measure a business on a going-
concern.basis. It gives consideration to matching of revenue
and expenses and, as a result, certain expenses are capitalized
when incurred and then amortized over the life of the associ-
ated policies. The valuation of assets and liabilities under U.S.
GAAP is based in part upon best estimate assumptions made
by the insurer. Stockholders’ equity represents hoth amounts
currently available and amounts expected to emerge over the
life of the business. As a result, the values for assets, liabilities
and equity reflected in financial statements prepared in accor-
dance with U.S. GAAP are materially different from those
reflected in financial statements prepared under_SA|P.

REGULATION OF INVESTMENTS Co

Each of our U.S. insurance subsidiaries is subject to laws
and regulations that require diversification of its investment
portfolio and limit the proportion of investments in certain
asset categories, stich as below investment grade fixed matu-
rities, equity real estate, other equity investments and deriva-
tives. Failure to comply with these laws and regulations
renders assets invested contrary 1o such regulatory limitations
to be treated as non-admitted assets for purposes of measur-
ing surplus, and, in some instances, would require divestiture
of such non-complymg mvestments We believe the invest-
ments made by our US. |nsurance subsidiaries comply with
these laws and reguiatmns

FEDERAL REGULATION

Our variable life insurance and variable annuity products
generally are "securities” within the meaning of federal and
state securities laws. As a result, they are registered under the
Securities Act of 1933 and are subject to regulation by the SEC,
the NASD and state securities authorities. Federal and state
secunUes regulatlon similar to that discussed below under

— Securities Regu1at:on affect 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 policigs in several other areas, including taxation,
financial services regulation and pension and welfare benefits
regulation, can also significantly affect the insurance industry. .

M 1

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 vark-
ety of ways. From time to time, federal measures are proposed
which may significantly affect the insurance business, including
limitations on antitrust immunity, tax incentives for lifetime
annuity payouts, simplification bills affecting tax-advantaged or
tax-exernpt savings and retirement vehicles, and proposals to
modify or make permanent the estate tax repeal enacted in
2001. In addition, various forms of direct federal regulation of
insurance have been proposed in recent years. We cannot pre-
dict whether any such proposals will be adopted, or what
impact, if any, such proposals or, if adopted, such laws may
have on our business, financial candition or results of operation,

CHANGES IN TAX LAWS

Changes in tax laws could make some of our products
less attractive to consumers. For example, the gradual repeal
of the federal estate tax, begun in 2001, is continuing to be
phased in through 2010. The repeal and continuing uncertainty
created by the repeat of the federal estate tax has resulted in
reduced sales, and could continue to adversely affect sales and
surrenders, of some of our estate planning products, including
survivorship/second-to-die ||fe insurance poiicies. In May 2003,
the Jobs and Growth Tax Relief Reconciliation Act of 2003'was
signed into law to lower the federal income tax rate on capital
gains and certain ordinary dividends. This reduction may pro-
vide an incentive for certain of our customers and potential
customers to shift assets inta mutual funds and away from our
products, including annuities that are designed to defer taxes
payable on investment returns. On the other hand, individual
income tax rates are scheduled to revert to previous levels.in
2010, and that could have a positive influence on the interest
of investors in our products. Similarly, the 2008 expiration of
favorable income tax rates for dividend income could increase
interest in our products.

U.K. INSURANCE REGULATION

GENERAL

Insurance and reinsurance businesses in the UK. are
subject to close reguiation by the Financial Services Authority
{"FSA"}). We have UK. subsidiaries that have received authori-
zation from the FSA to effect and carry out contracts of insur-
ance in the UK. An authorized insurer in the UK. is generally
able to operate throughout the Eurgpean Union, subject to sat-
isfying certain requirements of the FSA and in some cases,

certain local regulatory requirements. Certain of our UK. sub-
sidiaries operate in other member states of the European
Union through the establishment of branch offices.

SUPERVISION .

The FSA has adopted a risk-based approach to'the super-
vision of insurance companies. Under this approach the FSA
periodically performs a formal risk assessment of insurance
companies or groups carrying on business in the UK. After
each risk assessment, the FSA will inform the insurer of its
views on the insurer's risk profile. This will include details of
any remedial action that the FSA requires and the likely conse-
guences if this action is not taken. .

The FSA also supervises the management of insurance
companies through the approved persons regime, by which
any appointment of persons to pérform certain specified “con-
trolled functions™ within a regulated entity, must be approved
by the FSA.

In addition, in January 2005, the FSA began to supervise
the sale of general insurance, including payment protection
insurance and morigage insurance. Under FSA rules, persons
who are 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 gen-
eral insurance that is-likely to conflict materially with their
duties to insureds. Although the rules do not generally require
disclosure of broker compensation, the insurer or distributor
must disclose broker compensation at the insured's request.

SOLVENCY REQUIREMENTS

Under FSA rules, insurance companies must mainiain a
minimum amount of capital resources for solvency purposes at
all times, the calculation of which in any particular case
depends on the type, amount and claims history of insurance
business a company writes.- Failure to maintain the required
minimum amount of capital resources is one of the grounds on
which wide powers of intervention conferred upon the FSA
may be exercised. In addition, an-insurer that is part of a group
is required to perform and submit to the FSA a capital
resources calculation return in respect of the following:

> The solvency capital resources available to the European
group to which the UK. insurance company belongs. The
European group is defined by reference to the UK. insur-
ance company’s uitimate parent company domiciled in the
European Economic Area. Prior to December 31, 2008, this
requirement was only a reporting requwement However,
after December 31, 2006, the FSA will be required to take
action where the solvency capital requireménts of the
European group exceed that group's available capital
resources. ' T

t

> The solvency capital resources available to the worldwide
group to which the UK. insurance company belongs. The
worldwide group is defined by reference to the UK. insur-
ance company's ultimate insurance parent company. This
requirement is cnly a reporting requirement. '
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RESTRICTIONS ON DIVIDEND PAYMENTS . “

English company taw prohibits our U.K. subsidiaries from
declaring a dividend to their stockholders unless they have
“profits available for distribution.” The determination of
whether a company has profits available for distribution is
based on its audited accumulated realized profits less its accu-
mulated realized losses. - .

CHANGE OF CONTROL

The acquisition of “control” of any UK. insurance com-
pany will require prior FSA approval. For these purposes, a
party that “controls” a UK. insurance company includes any
company or individual that (together with.its or his associates)
directly or indirectly acquires 10% or more of the shares in a
UK. authorized insurance company or its parent company, or
{amongst others) is entitled to exercise or ¢ontrol the exercise
of 10% or more of the voting power in such authorized insur-
ance company or its parent company or is able to exercise sig-
nificant influence over-the management of the authorized
insurance company or its parent company by virtue of its share-
holding or voting power. The requirement for prior FSA
approval also exists where an existing approved controller
increases its “control” through certain thresholds {20%, 33%
and 50%]). in considering whether to approve an application for
approval, the FSA must be satisfied that both the acquirer is a
* fit and proper person to have such control” and that the inter-
asts of consumers would not be threatened by such acquisi-
tion of “control.” Failure to make the relevant prior application
could result in action being taken against our UK. subsidiaries
by the FSA.

INTERVENTION AND ENFORCEMENT

The FSA has extensive powers to intervene in the affairs
of an insurance company or authorized person and has the
power, among other things, to enforce, and take disciplinary
measures in respect of, breaches of its rules, which includes
the variation,or withdraw of any authorizations.

MORTGAGE INSURANCE

STATE REGULATION

s

General e

v

* Mortgage insurers generally are restricted by state insur-
ance laws and régulations to writing mortgage insurance busi-
ness only. This restriction prohibits our mortgage instrance
subsidiaries from directly writing”other types of insurance.
Mortgage insurers are not subject to the NAIC's risk-based cap-
ital 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 in-force to capital ratic not to exceed 25;1. As of
December 31, 2008, none of our LS. mortgage insurance sub-
sidiaries had a nsk in-force to capital ratio.in excess of 25:1.
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Reserves : t .. R

Our US. mortgage insurance subsudtarues are required
under state tnsurance ‘laws 1o establish a special statutory con-
tingency reserve in their statutory financial statements to pro-
vide for losses in the event of significant economic declines.
Annual additions fo the statutory contingency reserve must be
equal to the greater of {f) 50% of net earned premiums or
(i} the required level of policyholder's position, as defined by
state insurance laws. These contingency reserves generally
are held until the earlier of (i} the time that loss ratios exceed
36% or i} ten years. The statutory contingency reserve as of
December 31, 2006 for our U.S. mortgage ihsurance sub-
sidiaries waé approximately $2.4 bl”lOl’l This reserve reduces
our pol:cyholder surplus

t

FEDERAL REGULATION ‘

In addition to federal laws that directly affect mortgage
|nsurers 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. Foi 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 éligible for FHA or VA mortgages could
have a materially adverse effect on our abtllty to compete wnh
the FHA or VA, '

The Homeowners Protection Act provides for the auto-
matic termination, or cancellation upon a borrower’s request,
of private morigage insurance upon satisfaction of certain con-
ditions. The Homeowners Protection Act applies to owner-
occupied residential mortgage loans regardiess of lien priority
and to borrower-paid mortgage insurance closed after July 29,
1999. FHA IQans‘ are not covered by the Homeowners
Protection Act. Under the Homeowners Protection Act, auto-
matic termination of mortgage insurance would generally occur
once the loan-to-vaiue 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

“original value: For borrower-initiated ‘cancellation of mortgage

insurance, the borrower must have a “good payment history”
as defined by the Homieowners Protection Act.

The Real Estate Settlement and Procedures Act of 1974
(“RESPA") applies to most residential mortgages insured by
private martgage insurers. Mortgage insurance has been con-
sidered 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 lenders free of charge, charging fees for services
that are lower than their reasonable or fair market value, and
paying fees for services that others pri)vide that are higher than
their reasonable or fair market value. In addition, RESPA pro-
hibits persons from giving or adcepting any portion or percent-
age 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 inter-
preted to cover many non-fee services as well. Both mortgage
insurers and their customers are subject to the possible sanc-
tions of this law,” which may be enférced by 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
credit information in credit transactions and requires nonces to
CONSUMErs in certain circumstances.

Most originators of mortgage loans are required to col-
lect 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'possi-
ble impermissible discrimination in home lending and, through
disclosure, to discourage such discrimination. Mortgage insur-
ers are not required to report HMDA data although, under the
laws of several states, mortgage insurers currently are prohib-
ited from discriminating on the basis of certain classifications.
Mortgage insurers have, through MICA, enteréd veluntarily
into an agreement-with the Federal-Financial Institutions
Examinations Council to report the same data on loans submii-
ted for insurance as is requued for most mortgage lenders
under HMDA. - e

INTEANATIONAL REGULATION ’ v

Canada

The Office of the Supenntendent of Financial institutions
{"OSFI*) provides oversight to all federally incorporated finan-
cial institutions, including our Canadian mortgage: insurance
company. OSFl does not have enforcement powers over mar-
ket conduct issues in the insurance industry. Market coriduct
issues are a provincial responsibility. The Federal Bank Act,
Insurance Companies Act and Trust and Loan Companies Act
prohibits Canadian banks, trust companies and insurers from
extending mortgage loans where the loan value exceeds 75%
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 ratic exceed-
ing 75% must be insured by a qualified insurer or the CMHC.

On November 27, 2008, legislation was introduced in the
Canadian Parliament to raise from 75% to 80% the léan-to-
value threshold above which mortgage insurance is required by
federal statute. This was a result of a periodic review of the
federal financial services regulatory framework that was*com-
menced in February 2005 by the Canadian Department of
Finance and may be passed by the Canadian Parliament before
the end of April 2007. The increase in the loan-to value'thresh-
old from 75% to 80% above-which mortgage insurance is

required by federal statute.may result in.a reduction in the
amount of business we write in future years in Canada.

We have an agreement with the Canadian government
under which it guarantees the benefits payable under a mort-
gage insurance policy, less 10% of the original principal
amount of an insured loan, in the event that we fait to make
claim payments with respect to that-loan because of insol-
vency. We pay the Canadian government a risk premium for
this guaraniee 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 purchasing our mortgage insurance to reduce theirreg-
ulatory capital charges for credit risks on mortgages by 90%.

The legisiative requirement in Canada to obtain mort-
gage insurance on high loan-to-value mortgages and the favor-
able capital treatment given-to financial institutions because of
our 90% sovereign guarantee effectively precludes these
financial institutions from issuing simultaneous second mort-
gage products similar to those offered in the U.S.

Australla

APRA regulates aII ﬂnanmal mstltutlons in Australia,
including general, life and mortgage insurance companies.
Effective July 1, 2002, APRA provided new regulatory stan-
dards for all general insurers, including mortgage insurance
companies. APRA’s license conditions currently require
Australian mortgage insurance companies, including us, to be
mono-ine insurers, which are insurance companies that offer
just one type of insurance product.

APRA also sets authorized capital levels and regulates cor-
porate_governance requirements, including our risk manage-
ment strategy. In this regard, APRA reviews our management,
controls, processes, reporting and methods by which all risks are
managed, including a periodic review of outstanding insurance
liabilities by an approved actuary, and a reinsurance manage-
ment strategy, which outlines our use of reinsurance in Australia.

In addition, APRA determines the capital requirements
for depository institutions and provides for reduced capital
requirements for depository institutions that insure residential
mortgages with an “acceptable” mortgage insurance company
with loan-to-value ratios above 80% (in the case of standard
loans) and, from October 1, 2004, with loan-to-value ratios
above 60% (in the case of non-standard type loans). APRAs
regulations currently set out a number of circumstances in
which a loan may be considered to be non-standard from a
depositary institution’s perspective.

Effective January 1,.2008, APRA adopted new regula-
tions regarding;

> Minimum capital reqmrements 'for 'mortgage insur-
ance companies;

> Reporting obligations of mortgage insurance companies; and

> The conditions under which depositary institutions will be’
entitled to reduced capital requirements for insured loans.
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The new regulations impose significantly higher mini-
mum capital requirements on mortgage insurance .companies
to assure that they have sufficient capital to withstand a hypo-
thetical three-year stress loss scenario. in addition, the new
regulations increase mortgage insurance companies’ capital
requirements for.insured loans that are considered to be non-
standard. Our Australian mortgage insurance subsidiary met
these new minimum capital requirements as of January 1,
2006 by holding capital sufficient to maintain financial-strength
ratings of “AA" {Very Strong) from S&P and Fitch and “Aa2"”
(Excellent) from Moody's. - ¢

The new regulations also impose additional quarterly
reporting obligations on mortgage insurance companies with
respect to risk profiles and reinsurance arrangements, amend
the definition of an ‘acceptable’ mortgage insurance company
and eliminate the reduced capital requirements for depositary
institutions in the event that the mortgage insurance company
has contractual recourse to the depositary institution or a fnem-
ber of its consolidated group. The new regulations did not
make any change to the loan-to-value-ratios at which a loan
may be eligible for reduced capital treatment if insured with an
'acceptable' mortgage insurance company {which ratios
remain at 80% and 60% in the case of standard and non-
standard [oans, respectively).

United Kingdom and Europe ‘ o

The UK. 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 insur-
ance in the UK. 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 regu-
lations and must rmaintain required risk capital reserves, We are
also subject to the oversight of other regulatory agencies in
other countries where we do business throughout Europe. For
more information about U.K. insurance regulation that affects
our mortgage subsidiaries that operate in the UK., see "- UK.
Insurance Regutation.” ‘

OTHER NON-U.S. INSURANCE REGULATION T

We operate in a number of countries around the world in
addition to the U.S,, Canada, Australia and the United Kingdom.
These countries inctude Mexico, Japan, Spain, Guernsey and
Bermuda. Generally, our subsidiaries (and in some cases our
branches} conducting business in these countries must cbtain
licenses from local regulatory authorities and satisfy local regu-
latory requirements, including those relating to rates, forms,
capital, reserves and financial reporting.
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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 the NASD. Certain. of our
L.S. subsidiaries are investment advisers 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
Investment Company Act of 1940. In addition, some of our
insurance company separate accounts are registered under the
Investment Company Act of 1940. Some annuity contracts and
insurance policies issued by some of our U.S. subsidiaries are
funded by separate accounts, the interests in which are regis-
tered under the Securities Act of 1933. Certain of our U.S, sub-
sidiaries are registered-and regulated as broker/dealers under
the Securities Exchange Act of 1934 and are members of, and
subject to regulation by, the NASD, as well as by various state
and local regulators. The registered representatives of our
broker/dealers are also regulated by the SEC and NASD and are
further subject to applicable 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 regis-
tration, 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 exermnptions from regis-
tration under the Investment Company Act of 1940 and the
Securities Act 0f.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. The Investment Company Act of 1940,
the Investment Advisers Act of 1940 and the Securities Act
of 1933, including-the rules promulgated thereunder, are sub-
ject to change, which may affect our U.S. subsidiaries that
sponscr and manage such investment vehicles.

The SEC, NASD,.stat'e attorneys general, other federal
offices and the NYSE may conduct pericdic examinations, in
addition, to special or targeted examinations of us and/or, spe-
cific products. These examinations or inquiries may include,
but are not necessarily limited to, product disclosures and
sales issues, financial and accounting disclosure and opera-
tional issues. Often examinations are “sweep exams " whereby
the regulator reviews current issues facing the financial or
insurance industry.




ENVIRONMENTAL CONSIDERATIONS

+ As an owner and operator of real property, we are sub-
ject to extensive U.S. federal and state and non-U.S. enviren-
mental laws and regulations. Potential environmental liabilities
and costs in connection with any required remediation of such
properties also is 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 envi-
ronmental laws and regulations or any remediation of such
properties will not have a material,adverse effect on our busi-
ness, financial condition or resuits of operations.

ERISA CONSIDERATIONS

We provide certain products and services to certain
employee benefit plans that are subject to 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 requirement under ERISA that fiduciaries
must perform their duties solely in the interests of ERISA plan
participants and beneficiaries and the requirement under
ERISA and the Internal-Revenue Code that fiduciaries may not
cause a covered plan to engage in certain prohibited trans-
actions 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 Laber, the 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, con-
tains anti-money laundering and financial transparency laws and
mandates the implementation of various new regulations appli-
cable to broker/dealers and other financial services companies
including insurance companies. The Patriot Act seeks to pro-
mote cooperation among financial institutions, regulators and
law enforcement entities in identifying parties that may be
involved in terrorism or money laundering. Anti-money launder-
ing laws outside of the U.S. 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, procedures 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 will be applicable under the
Patriot Act in May 2006, and we will comply with these new
provisions as they become applicable. - - :

PRIVACY OF CONSUMER INFORMATION-

U.S. federal and state laws and regulations require finan-
cial institutions, including insurance comgpanies, 1o protect the
security and confidentiality of consumer financial information
and to notify consumers about their policies and practices relat-
ing to their collection and disclosure of consumer information
and their policies relating to protecting the security and confi-
dentiality of that information. Similarly, federal and state laws
and regulations also govern the disciosure and security of con-
sumer heaith information. In particular, regulations promul-
gated by the U.S. Department of Health and Human Services
regulate the disclosure and use of protected health information
by health insurers and others, the physicat and procedural safe-
guards employed to protect the security of that information and
the electronic transmission of such infarmation. Congress and
state legislatures are expected to consider additional legislation
relating to privacy and other‘aspects of consumer information.

» |n 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 require-
ments that EU member states are obliged to enact in their
national legislation. European countries that are not EU mem-
ber states have similar privacy requirements in their national
laws. These requirements generally apply to all businesses,
including insurance companies. In general, companieés may
process persona! information only if consent has been
obtained from the persons concerned or if certain other condi-
tions are met. These other requirements include the provision
of notice to customers and other persons concerning how their
personal information is used and disclosed, limitations on the
transfer of personal information to countries outside the
European Union, registration with the naticnal privacy authori-
ties, wheré applicable, and the use of appropriate information
security measures against the access or use of personal infor-
mation by unauthorized persons. Similar laws and regulations
protecting the security and confidentiality of consumer and
financial information are also in effect in Canada, Australia
and other countries in which we operate.
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ITEM 1A. RISK FACTORS

You should carefully consider the following risks. These
risks could raterially affect our business, results of operations
or financial condition, cause the trading price>of our commaon
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 behaif These
risks are not exclusive, and additional risks to which we are
subject include, but are not fimited to, the factors mentioned
under “ltem 7. Management's Discussion and Analysis of
Financial Condition and Results of Operations — Cautionary
note regarding forward-loocking statements” and the risks of
our businesses described elsewhere in this Annual Report on
Form 10-K. o :

RISKS RELATING TO OQUR BUSINESSES

INTEREST RATE FLUCTUATIONS 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 will reduce our “spread,”..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 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 of
thermn have guaranteed minimum crediting rates, declines in inter-
est rates may adversely affect the profitability of those 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 an our financial condition and results of operations.

" Our term life and long-term care insurance products also
expose us to the risk of interest raie fluctuations. The pricing
and expected future profitability of these products are based in
part on expected investment returns. Over time, term life and
long-term care insurance products generally produce positive
cash flows as customers pay periodic premiums, which we
invest as we receive them. Low interest rates may reduce our
ability to achieve our targeted investment margins and may
adversely affect the profitability of our term life and long-term
care insurance products.

In the U.S. mortgage market, rising interest rates gener-
ally reduce the volume of new mortgage originations. A decline
in the volume of new mortgage originations would have an
adverse effect on our new mortgage insurance written. Rising
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interest rates also can increase the monthly mortgage pay-
ments for insured homeowners with adjustable rate mortgages
{"ARM") which could have the effect of increasing default rates
ort ARM loans and thereby increasing our exposure on our mort-
gage insurance policies. This is particularly relevant in our non-
.S. mortgage insurance business, where ARMs are the
predeminant mortgage product. ARMs also have increased as a
percentage of the U.S. mortgage loans that we insure. - :

Declining interest rates increase the rate at which
insured borrowers refinance their existing mortgages, thereby
resulting in cancellations of the mortgage insurance covering
the refinanced loans. Declining interest rates may also con-
tribute to home price appreciation, which may provide insured
borrowers in the U.S. with the option of ¢anceling their mort-
gage insurance coverage earlier than we anticipated in pricing
that coverage. These cancellations could have an adverse
effect on our results from our mortgage insurance business.

Interest rate fluctuations also could have an adverse
effect on the results of our investment portfolios. During peri-
ods of declining market interest rates, the interest we receive
on variable 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 instru-
ments to maintain comparable returns. Issuers of fixed-income
securities also may 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 securi-
ties in lower-yielding or lower-credit instruments. Interest rates
during 2003 reached an historic low and have increased
through 2006. ' s

DOWNTURNS AND VOLATILITY IN EQUITY MARKETS COULD
ADVERSELY AFFECT OUR BUSINESS AND PROFITABILITY.

Significant downturns and volatility in equity markets
could have an adverse effect on our financial condition and
results of operations in two principal ways. First, market down-
turns and volatility may discourage purchases of separate
account products, such as variable annuities and variable life
insurance, that have returns linked to the performance of the
equity markets and may cause some existing customers to
withdraw cash values or reduce investments in those products.

Second, downturns and volatility in equity markets can
have an adverse effect on the revenues and returns from our
mutual fund wrapped and. separately managed account prod-
ucts and services. Because these products and services gener-
ate 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. .

DEFAULTS tN OUR FIXED-INCOME SECURITIES
AND COMMERCIAL MORTGAGE LOAN
PORTFOLIO MAY REDUCE OQUR INCOME.

Issuers of the fixed-income securities and commercial
mortgage loans that we own may default on principal and inter-
est payments. As of December 31, 2006 and 2005, we had




fixed maturities in or near defauit (where the issuer has missed
payment of principal or interest or entered bankruptcy) with a
fair value of $16 million and $47 million, respectively. An
economic downturn, or a variety of other factors could cause
declines in the value of our fixed maturltles portfollo and
cause our net income to dechne

A DOWNGRADE OR'A POTENTIAL DOWNGRADE N OUR

FINANCIAL STRENGTH OR.CREDIT RATINGS COULD RESULT

IN A LOSS OF BUSINESS AND ADVERSELY AFFECT CUR

FINANCIAL CONDITION AND RESULTS OF OPERATIONS:

Financial strength ratings, which various ratings organiza-
tions publish as measures of an insurance company’s ability to
meet contractholder and policyhoider obligations, are impor-
tant to maintaining public confidence in our products, the ability
to market our products and our competitive position. OQur prin-
cipal life insurance companies currently have financial strength
ratings of "AA-" {Very Strong) from S&P and Fitch and “Aa3”
(Excelient} from Moody's. Our mortgage insurance companies
curréntly have financial strength ratings of "AA" {Very Strong)
from S&P and Fiteh, “Aa2” {Excellent) from Moody's andfor
“AA" {Superior) from DBRS. The "AA" and "AA-" ratings are
the third- and fourth-highest of S&P's 20 ratings categories,
respectively. The “Aa2” and "Aa3" ratirigs are the third- and
fourth-highest 'of Moody’s 21 ratings categories, respectively.
The “"AA" and "AA-" ratings are the third- and fourth-highest of
Fitch's 24 ratings categories. The “AA" rating is the second
highest of DBRS'S 10 ratings categories. ;

A downgrade in our financial’ strength ratings,- or the
announced potential for a downgrade, could have a signifi-
cantly adverse effect on our financial condition and results of
operanons in many ways, mcludmg B

> reducmg new sales of insurance products, annuities and
other investment products;

> adversely affecting our relationships wuth independent sales
- intermediaries and our dedicated sales specialists;

> materially incréasirjg the number or amount of policy surren-
ders and withdrawals by contractholdérs and policyholders:

> requiring us to reduce prices for. many of our products and
services to remain competitive; -

> - adversely affectlng our ability to’ obtaln reinsurance or obtaln
reasonable pricing on remsurance and

> increasing our cost ofJborrowmg.

i our mortgage insurance companies’ financial strength
ratings decrease below the thresholds established by Fannie
Mae and. Freddie Mac ("AA-" by S&P and “Aa3" by Moody’s),
we would not be able 1o insure mortgages purchased by Fannie
Mae or Freddie ‘Mac. As of December 31, 2006, Fannie Mae
and Freddie Mac purchased the majority of the flow loans we
insured in the U.S. An inahility to insure- mortgage loans sold to
Fannie Mae or Freddie Mac, or-their transfer of our existing poli-
cies to an alternative mortgage insurer, would have an adverse
effect on our financial condition and results of operations.

* L4

IF OUR RESERVES FOR FUTURE-POLICY+CLAIMS ARE
INADEQUATE, WE .MAY BE REQUIRED.TO INCREASE QUR _ .
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 necessarily reflect
estimates and actuarial assumptions with regard to our future
experience. These estimates and actuarial assumptions
involve the exercise of significant judgment. Qur future finan-

cial results depend significantly 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, pol-
icyholder persistency {resulting in adverse ¢laims experiencel,
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.

We regularly monitor our reserves. If we conc|ude that
our reserves are insufficient to cover actual or expected policy
and contract benefits-and ctaims payments, we would be
required to increase our reserves and incur income statement
charges for-the period in which we make the determination,
which could adversely affect our resulis of operations and
financial condition,

AS A HOLDING COMF‘ANY, 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 insurance sub-
sidiaries 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 pay stockholder dividends and
to meet our obligations. These obligations include our operat-
ing expenses, interest and principal .on our current and any
future borrowings and contract adjustment payments on our
Equity Units. These obligations also include amounts we owe
to GE under the tax matters agreement that we and GE
entered into in connection with our IPO. If the cash we receive
from our subsidiaries pursuant to- dividend payment and tax
sharing arrangements is.insufficient for us to fund any of these
obligations, we may be required. to raise cash through the
incurrence of debt, the issuance of additiona! equity or the sale
of assets. .
The payment.of dwldends and other distributions to us
by our insurance subsidiaries is regulated by insurance laws
and regulations. In generat, 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 ¢r ather payments by our
insurance subsidiaries 10 us {such as a _payment under & tax
sharing -agreement or for-employee or other services) if they

. -
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determine that such paymenti-could be adverse to our policy-
holders or contractholders. The ability of our insurance sub-
sidiaries to pay dividends to us, and our ability to pay dividends
10 our stockholders, are also subject to various conditions
imposed by the rating agencies for us to maintain our ratings.

INTENSE COMPETITION 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 prod-
ucts are product features, price, commission structure, market-

ing and distribution arrangements, brand, reputation, financial

strength ratings and service.

Many other companies actively compete for sales in our
protection and retirement income and investments markets,
inctuding other majorinsurers, banks, other financiat institu-
tions, mutual fund and money asset management firms and
specialty and capital markets providers. In addition, alternative
products that leverage the capital markets could compete with
traditional insurance products and reduce our market.share.
The principal direct and indirect competitors for our U.S. and
increasingly, international mortgage insurance businesses
inélude other private mortgage nsurers and structured trans-
actions in the capital markets and with other financial instru-
ments designed to manage credit risk, such as credit default
swaps and credit linked notes, with lenders who forego mort-
gage insurance, or self-insure, on loans held in their portfolios,
and with lenders that provide mortgage reinsurance through
captive mortgage reinsurance programs. Further, we also com-
pete with governmental and quasi-governmental agencies,
including in the U.S,, the FHA and to a lesser degree, the VA,
Fannie Mae and Freddie Mac. In Canada and some European
countries, our mortgage insurance business competes directly
with government entities, which provide comparable mortgage
insurance. Government entities with which we compete typi-
cally do not have the same capital requirements and do not
have the same profit objectives as we do. .

In many of our product lines, we face competition from
competitors that have greater market share-or breadth of distri-
bution, offer a broader range of products, services or features,
assume a greater level of risk, have lower profitability expecta-
tions or have higher financial strength ratings than we do.
Many competitors offer similar-products and use similar distri-
bution channels. The substantial expansion of banks’ and insur-
ance companies’ distribution capacities and expansion of
product features in recent years have intensified pressure on
margins and preduction levels and have increased the level of
competition in many of our business lines. In addition, in recent
years, banks, insurance companies and other financial services
companies, many of which offer products .similar to ours and
use simitar distribution channels, have consolidated. Further
consolidation among banks, insurance companies and other
financial services companies-could have an adverse effect on
our financial condition and results of operations if the surviving
entity requires more favorable terms than we had previously
been offering to one or more of the' combined companies or if
it elects not to continue to do business with us following the
consclidation,
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REINSURANCE MAY NOT BE AVAILABLE, AFFORDABLE
OR ADEQUATE TO PROTECT US AGAINST LOSSES.

As part of our overall risk and capacity. management strat-
egy, we purchase reinsurance for certain risks underwritten by
our various business segments. Market conditions beyond our
control determine the availability and cost of the reinsurance
protection we purchase. Accordingly, we may be forced to incur
additional expenses for reinsurance or may not be able to obtain
sufficient reinsurance on acceptable terms, which could
adversely affect our ability to write future business.

IF THEECOQUNTERPARTIES TO OUR REINSURANCE
ARRANGEMENTS OR TC THE DERIVATIVE INSTRUMENTS

WE USE TO HEDGE OUR BUSINESS RISKS DEFAULT OR

FAIL TQO PERFORM, WE MAY BE EXPOSED TO RISKS WE HAD
SOUGHT TO MITIGATE, WHICH COULD ADVERSELY AFFECT
OUR FINANCIAL CONDITICN AND RESULTS OF QPERATIONS.

We use reinsurance and derivative instruments to miti-
gate our risks in various circumstances. Reinsurance does not
relieve us of our direct liability to our policyhalders, even when
the reinsurer is liable to us. Accordingly, -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 unwilling-
ness 10 make paymenis under the-terms of its reinsurance
agreement with us could have an adverse effect on our finan-
cial condition and results of operations.

Prior to the completion of the IPO, we ceded to UFLIC,
effective as of January 1, 2004, policy obligations under our
structured settlement contracts, which had reserves of
$12.0 billion, and our variable annuity contracts, which had gen-
eral account reserves of $2.8 billion and separate account
reserves of $7.9 billion, in each case as of December 31, 2003.
These contracts represent substantialty all of our contracts that
were in-force as of December 31, 2003 for these products. In
addition, effective as of January 1, 2004, we ceded to UFLIC
policy obligations under a block of long-term care insurance
policies that we reinsured from The Travelers Insurance
Company {"Travelers"}, which had reserves of $1.5 billion 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 Corporation, an indi-
rect subsidiary of GE, or GE Capital, has agreed to maintain
UFLIC’s risk-based capital 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 vari-
ous business risks, We enter into a variety of derivative instru-
ments,.including options, interest rate and currency swaps
with a number of counterparties. If our counterparties fail or
refuse to honor their obligations under the derivative instrurents,
our hedges of the related risk will be ineffective. Such failure
could have an adverse effect on our financial condition and
results of cperations.




FLUCTUATIONS IN FOREIGN CURRENCY EXCHANGE
RATES AND INTERNATIONAL SECURITIES MARKETS
COULD NEGATIVELY AFFECT QUR PHOFITABIHTY

Our international operations generate revenues denomi-
nated in local currencies. For-the years ended December 31,
20086, 2005 and 2004, 19%, 20% and 19% of our revenues,
respectively, and 35%, 32% and 29% of our net ingome from
continuing operations, respectively, were generated by our
international operations.-We generally invest cash generated
by our international operations in securities denominated,in
local currencies. As of December 31, 2006 and 2008, approxi-
mately 9% and 8%, respectively, of our invested assets were
held by our international operations and were invested prima-
rily in non-U.Si-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 opera-
tions into our 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. For example, our net income for the year
ended December 31, 2006 included approximately $12 million,
net of tax, due to the favorable impact of changes in foreign
exchange rates. In addition, because we derive a significant
portion of our income from non-U.S.-denominated revenue, our
resuits of operations could be adversely affected to the extent
the dollar value of non-U.S.-denominated revenue is reduced
due to a strengthening U.S. dollar. 1

+ Qur investments in nen- US—denomlnated secuntles are
subject to fluctuations in non-U.S. securities and currency mar-
kets, and those markets can be volatile. Non-U.S. currency flue-
tuations also affect the value of any dividends-paid by our
non-U.S. subsidiaries to their parent companies in the U.S,

OUR INSURANCE BUSINESSES ARE HEAVILY r '
HEGULATED, AND CHANGES IN REGULATION MAY oo
REDUCE OUR PROFITABILITY AND LIMIT"OUR GROWTH. v

Owr insurance operations are subject to a wide variety of
laws and regulations. State insurance laws regulate most
aspects of our US. insurance businesses, and ourinsurance sub-
sidiaries 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 regu-
tatory authorities in the jurisdictions in which they are domiciled.

-State laws in the U.S. grant insurance regulatory author-
ities broad administrative: powers wrth respect to, among
other things: :

> licensing companres and agents to transact business;

» calcutatrng the value of assets to determine complrance
with statutory requirements; .

> mandating certain insurance benefits;
> fegulating certain premium rates;
» reviewing and approving policy forms;

> regulating unfair trade and claims practices, including through
the imposition of .restrictions on marketing and sales prac-
tices, distribution arrangements and payrment of inducements;

s establishing statutory capltal and reserve requrrements and
’ ‘solvency standards;

> fixing maximum interest rates on insurance policy loans and
minimum rates for guaranteed crediting rates on life insur-
.ance policies and annuity contracts; .

> approving changes in control of insurance companies,; -

» restricting the payment of drvldends and other transactions
between affiliates; and ‘

> regulatrng the types, amounts and valuation of investments.

) State irisurancé regulators and the NAIC regllarly reex-
amine existing laws and regulations applicable to insurance
companies and their products. Changes in these laws and reg-
ulations, or in'interpretations thereof, can be made for the ben-
efit of the consumer at the expense of the insurer and thus
could have an adverse effect on our financial condition and
results of operations.

Our mortgage insurance business is subject to addi-
tional laws and regulations. For a discussion of the risks asso-
ciated with those laws and regulations, see “- Risks Relating
10 Our Mortgage Insurance Business — Changes in regulations
that affect the mortgage insurance business could affect our
operatlons srgmfrcantly and could reduce the demand for
mortgage insurance.”’ :

WE HAVE SIGNIFICANT OPERATIONS INTERNATIONALLY * ~
THAT COULD BE ADVERSELY AFFECTED BY '
CHANGES IN POLITICAL OR ECONOMIC STABILITY

on 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 Forexample, our oper-
_tlons are subject to local regulations; which in many ways are
similar to the ‘state regulations outlined above. Many of our
international customers and independent Sates intermediaries
also operate in regulated environmenfs. Changes in the regula-
tions that affect their operations also may affect our business
relationships with them and their ability to purchase or to dis-
tribute our products. These changes could have an adverse
effect on our financial condition and results of operations. In
addition, comphance with applicable laws and regulations 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 frnancral condition and
results of operatlons S -

 Locat economic conditions, including inflation, recession
and currency fluctdations; as discussed abaove, also affect our
international businesses. Political changes, some of which may
be disruptive, can 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.
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We also outsource certain services to international
providers. For example, through arrangements with outsourc-
ing providers in tndia, we have a substantial team- of profes-
sionals who provide a variety of services to our insurance
operations, including customer service, transaction process-
ing, and functioral support including finance, investment
research, actuarial, risk and marketing. A significant change in
India's economic liberalization and deregu1atlon policies could
adversely affect business and economic conditions in India
generally and our business in particular. .o “

The political_or regulatory climate in the US Europe
or elsewhere could change so that it would not be practical or
legal for us 1o use international operations centers, ‘such as call
centers. For example, changes in privacy regulations, or more
stringent interpretation or enforcement of these, regulations,
could require us to curtail our use of low-cost operat:ons in
india to service our businesses, which could reduce the cost
benefits we currently realize from these operations.

LEGAL AND REGULATORY INVESTIGATIONS AND
ACTIONS ARE (NCREASINGLY COMMON IN THE
(NSURANCE BUSINESS AND MAY RESULT IN
FINANCIAL LOSSES AND HARM OUR REPUTATION.
We face a significant risk of litigation and regulatory inves-
tigations 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 spe-
cific to us and others generally applicable to business practices
in the industries in which we operate. In our insurance opera-
tions, we are, have been, or may become subject to class
actions and individual suits alleging, among other things, issues
relating io sales or underwriting practices, payment of contin-
gent ar other sales commissions, claims payments and proce-
dures, product design, product disclosure, administration,
additional premium charges for premiums paid on a periadic
basis, denial or delay of benefits, charging excessive_or imper-
missible fees on products, recommendmg unsuitable products
to customers, our pricing structures and business practaces in
our mortgage insurance husiness, 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. In our invest-
ment-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 relatlonshlps Plaintiffs in class
action and other lawsuits against us may seek very large or
indeterminate amounts, including punitive and treble damages,
which may remain unknown for substantial periods of time. We
are also subject to various regulatory inquiries,-such as informa-
tion requests, subpoenas and.books and record examinations,
from state, federal and international regulators and other author-
ities. A substantial legal liability or a sugnmcant regulatory action
against us could have an adverse effect on our business, financial
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condition and results of operations. Moreover, even if we ulti-
mately prevail in the litigation, regulatory action or investigation,
we could suffer significant reputational harrm, which could have
an adverse effect on our business, flnancsal condltlon and results
of operanons

" "For further discussion of current mvestlgations and pro-
ceedings in which we are involved, see “ltem 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. tn 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 ourbusiness, financial conditiont and results of
operation. For example, the NAIC and certain state insurance
departments have adopted or proposed additional reporting and
disclosure requirements relating tofinite risk reinsurance.

QOUR COMPUTER SYSTEMS MAY FAIL OR THEIR

SECURITY MAY BE COMPRCMISED, WHIGCH COULD
DAMAGE OUR BUSINESS AND ADVERSELY AFFECT"

OUR FINANCIAL CONDITION AND RESULTS OF OPERATION.

. . -
'

Our business is highly dependent upon-the effective
operation 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 disrup-
tive 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, finan-
cial condition or results of operation.

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 com-
puter systems could access, view, ‘misappropriate, alter, or
delete any information in the systems, including personally iden-
tifiable customer information and proprietary business informa-
tion. 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 custormer information could damage our reputation
in the marketplace, deter people from purchasing our products,
subject’us to significant civil and criminal liability and require us
to incur significant technical, legal and other expenses.
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THE DCCURRENCE OF NATURAL OR MAN-MADE DISASTERS
OR A DISEASE PANDEMIC COULD ADVERSELY AFFECT
OUR FINANCIAL CONDITION AND RESULTS OF OPERATION.

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 disease pandemics (such as could arise from
the Avian fiu). For example,'a natural or man-made disaster or a
disease pandemic could lead to unexpected changes in persis-
tency rates as policyholders and contracthelders who are
affected by the disaster may be unable to meet their contrac-
tual obligations,” such as payment of premiums on our insur-
ance policies, deposits into our investment products, and
mortgage payments on joans insured by our mortgage insur-
ance policies. They could also significantly increase our mortal-
ity and morbidity experience above the assumptions we used
in pricing our insurance and investment products. The contin-
ued threat of terrorism and ongoing military actions may cause
significant volatility in global financial markets, and a natural or
man-made disaster or a disease pandemnic could trigger an eco-
nomic 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 pricesin those areas,
which could result in increased loss experience in our-mort:
gage insurance business. Disasters or a disease pandemic also
could disrupt public and private infrastructure, including com-
munications and financial services,. WhICh could dlsrupt our Nor-
mal business operations.

A natural or man-made disaster or a disease pandemic
also could 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 disease
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 disease pandermic could
adversely affect the value of the assets in our investment port-
folio if it affects companies’ ability to pay principal or interest on
their securities. See “— We may face losses if there are signifi-
cant deviations from our assumptions regarding the future per-
sistency of our insurance policies and annuity contracts” and
“— A deterioration in economic conditions or a decline in home
price appreciation may adversely affect our loss experience in
mortgage insurance.”

RISKS RELATING TO OUR PROTECTION AND
RETIREMENT INCOME AND INVESTMENTS SEGMENTS

WE MAY FACE LOSSES IF MORBIDITY RATES,
MORTALITY RATES O& UNEMPLOYMENT RATES DIFFER
SIGNIFICANTLY FROM QUR PRICING EXPECTATIONS.

We set prices for ourinsurance and some annuity prod-
ucts based upon expected claims and payment patterns, using
assumptions for, among other things, morbidity rates, or likeli-
hood 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 example, if mor-
bidity rates are higher, or mortality rates are lower, than our
pricing assumptions, we could be required to make greater
payments under 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 and payment protec-
tion insurance policies and annuity contracts with guarantesd
minimum death.benefits than we had projected.

"The risk that our claims experience may differ signifi-
cantly from our pricing assumptions is particularly significant
for our-long-term care insurance preducts. Long-term care
insurance policies provide .for long-duration coverage and,
therefore, cur actual claims experience will emerge over many
years after pricing assumptions have been established.
Moreover, as a relatively new product in the market, 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 hrnuted
than for life insurance.

In pricing our payrnent protection insurance, we aiso use
assumptions regarding-unemployment levels: {f unemploy-
ment levels are higher than our pricing assumptions, the claims
frequency could be higher for our payment protecuon insur-
ance busmess than we had prOJected . .

WE MAY BE REQUIRED TO ACCELEHATE THE AMORTIZATICN OF DEFERRED
ACQUISITION COSTS AND THE PRESENT VALUE OF FUTURE PROFITS,
WHICH WOULD INCREASE OUR EXPENSES AND REDUCE PROFITABILITY.
Deferred acquisition costs ("DAC") represent costs
which vary with and are primarily related to the sale and
issuance of our insurance palicies and investment contracts
that 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 print-
ing 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 prefits. In addi-
tion, when we acquire a block of insurance -policies or invest-
ment cantracts, we assign a portion of the purchase price to
the right to receive future net cash flows from existing insur-
ance and investment contracts and policies. This intangible
asset, called the present value of future profits (*PVFP"}, rep-
resents 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.
. Qur amortization of DAC and PVFP generally depends
upon anticipated profits from investments, surrender and other
policy and contract charges, mortality, morbidity and mainte-
nance expense margins. Unfavorable experience with regard
to expected.expenses, investment returns, mortality, morbid-
ity, withdrawals or lapses may cause us to increase the amorti-
zation of DAC or PVEP, or both, or to récord a charge 1o
increase.benefit reserves: v
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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
withdrawals do not fully offset the unamortized acquisition
costs refated to those policies or annuities, we would be
required ta recognize the additional DAC amortization as a
current-period expense. As of December 31, 2006 and 2005,
respectively, we had.$6.3 hillion.and $5.6 billion of DAC, and
£0.7 billion and $0.7 billion of PVYFR Qur net amortization of DAC
and PVFP was $0.7 billion, $0.8 billion and $1.1 billion for the
years ended December 31, 2006, 2005 and 2004, respectively..

WE MAY BE REQUIRED TO RECOGNIZE IMPAIRMENT
IN THE VALUE OF OUR GOODWILL, WHICH woUuLD .
INCREASE QUR EXPENSES AND REDUCE OUR PROFITABILITY.
Goodwill represents the excess of the amount we paid
to acquire our subsidiaries and other businesses over the fair
valug of their net asseis at the date of the acquisition. Under
U.S. GAAP, we test the carrying value of goodwill for impair-
ment 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 vatue 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 individual identifiable assets and liabil-
ities. This may occur for various reasons, including changes in
actual or expected income or cash flows of a reporting unit,
generation of income by .a reporting unit at a lower rate of
return than similar businesses or declines in market prices {or
publicly traded businesses similar to our reporting units. If any
portion.of our goodwill becomes:impaired, we would be
required to recognize the amount of the impairment as a cur-
rent-period expense. As of December 31, 2006 and. 2005, we
had $1.7 billion and $1.4 biflion, respectively, of goodwill
related to our Protection -and Retirement Income and
investments segments. S

OUR REPUTATION IN THE LONG-TERM CARE ~
INSURANCE MARKET/MAY BE ADVERSELY AFFECTED
'F WE WERE TO RAISE PREMIUMS ON OUR . -
IN-FORCE LONG-TERM CARE.INSURANCE PRODUCTS.

- ‘While we have not increased premiums on any direct in-
force long-term care policies that we have issued, the terms of
all our long-term care insurance policies permit us to increase
premiums during the premium-paying period. Any premium
increase could have an adverse. effect on our reputation, ‘our
ability to market and sell new long-term care insurance prod-
ucts, our ability to retain existing policyholders, agent attrition,
independent channel market share and morbidity trends.
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MEDICAL ADVANCES, SUCH AS GENETIC RESEARCH
AND DIAGNQOSTIC IMAGING, AND RELATED LEGISLATION
COULD ADVERSELY AFFECT THE FINANCIAL
PERFORMANCE OF QUR LIFE INSURANCE, LONG-TERM
CARE INSURANCE AND ANNUITIES BUSINESSES.

1 o P - i "

Genetic.research includes procedures focused on identi-
fying 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 technoic-
gies,. 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 predis-
posed to particular conditions that'may reduce life longevity or
require long-term care, they will be more likely to-purchase our
life and long-term.care insurance policies or not to permit exist-
ing polices 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 fife and long-term care insurance products but
mare'likely to purchase certain annuity products: In addition,
such individuals that are existing policyholders will be more
likely to permit their policies to lapse..

If we were to gain access to the same genetic or medlcal
information as our. prospective policyholders and contract-
holders, 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 are a number of legisla-

" tive and regulatory actions and proposals that make, or could

make, geneti¢c and other medical information confidential and
unavailable to insurance companies. Pursuant to these legisla-
tive and regulatory actions and proposals, prospective policy-
heolders and contractholders would only disclose this
information if they chose to do so voluntarily. These factors
could.lead us to reduce sales of products affected by these leg-
islative and regulatory actions and proposals and could result in
a deterioration of the risk profile of our portfolio, which couid
lead to payments to our policyholders and contractholders that
are higher than we anticipated.

Medicat advances also could lead to new forms of preven-
tative care. Preventative care could extend the life and improve
the overall health of individuals. If this were to occur, the duration
of payments under certain of our annuity products likely would
increase, thereby reducing net income.in that business.

WE MAY FACE LOSSES IF THERE ARE SIGNIFICANT
DEVIATIONS FROM OUR ASSUMPTIONS

REGAADING THE FUTURE PERSISTENCY OF

OUR INSURANCE POLICIES AND ANNUITY CONTRACTS.”

The prices and expected future profitability of our insur-
ance 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 persis-
tency,, which is the probabitity that a policy or contract will
remain in-force from one period to the next. The effect of per-
sistency on profitability varies for different products. For most
of our life insurance, group life and health insurance, and
deferred annuity products, actual persistency that is lower than




our persistency assumptions could have an adverse impact on
profitability, especially in the early years of a policy or contract
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 settlements, could have an
adverse impact on profitability beqat]ge 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 requ1red to make greater benefit
payments than we had anticipated when we priced these prod-
ucts. This risk is particularly significant in our long-term care insur-
ance business because we do not have the experience history
that we have in many of our other businesses.

As a result, our ability to.predict persistency for Iong-term
care insurance is more limited than for many other products.
Some of our long-term care insurance policies have experi-
enced higher persistency than we had assumed, which has
resulted in adverse cfalms experience.

Because our assumptions regarding persistency expen—
ence are inherently uncertain, reserves for future policy bene-
fits and claims may prove to be |nadequate if actual persistency
experience is different from those assumptlons Although
some of our products. permit Us. 10 increase . premiums during
the life of the.policy or contract, we cannot guarantee that
these increases would be sufficient to maintain profitability.
Moreover, many of our products do not permit us to increase
premiums or limit those increases during the life of the policy
or contract. Significant deviations in experience from pricing
expectations regarding persistency could have an adverse
effect on the profitability of our products.

REGULATION XXX MAY HAVE AN ADVERSE EFFECT . .
ON OUR FINANCIAL CONDITION AND RESULTS OF -
OPERATIONS BY REQUIRING LS TO INCREASE OUR
STATUTORY RESERVES FOR TERM LIFE AND UNIVERSAL
LIFE INSURANCE OR INCUR HIGHER OPERATING COSTS.

The Model Regulation éntitled "Valuation &f Life
Insurance Policies,? commonly known as “Regulation XXX, "
requires insurers to.establish additional statutory reserves for
term life insurance: policies with long-term premium guaran-
tees. In addition, Valuation of Life Insurance Policies
Regqulation, as ctarified by Actuarial Guidgline 38 {more com-
monly known as “Regulation AXXX") requires insurers to
establish additional statutory reserves for certain universal life
policies with secondary guarantees. Virtually all our newly
issued term and universal life insurance business is now
affected by Regulation XXX and AXXX, respectively.

In response to this regulation, we have increased term
and universal life insurance statutory reserves and changed our
premium rates for term life insurance products. We also have
implemented reinsurance and capital management actions to

mitigate the capital-and tax impact of Regulation XXX and
AXXX. However, we cannot assure you that there wili not be
regulatory, tax or other challenges 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
andfor tax costs. Any change to or repeal of Regulation XXX or
AXXX could reduce the competitive advantage of our reinsur-
ance and capital management actions and could adversely
affect our market position in the life insurance market:

«+  We also cannot assure you that we will be able to con-
tinue to implement actions to mitigate the impact of Regulation
XXX or AXXX-on future sales of term and universal life insur-
ance products. 1f we are unable to continue to implement
those actions, we may be required to increase statutory
reserves, incur higher operating costs than we currently antici-
pate, or reduce our sales of these products. We also may have
to implement measures that may be disruptive to our busi
ness. For example, because term and universal life insurance
are particularly price-sensitive.products, any increase in premi-
ums charged on these products in order to compensate us for
the increased statutary reserve requirements or higher costs of
reinsurance may result in a significant loss of volume and
adversely afiect our life insurance operations. :

IE DEMAND FOR LONG-TERM CARE INSURANCE CONTINUES
TG DECLINE, WE WILL NOT BE ABLE TO EXECUTE OUR
STRATEGY TQ EXPAND OUR LONG-TERM CARE BUSINESS.

We have devoted significant resources to developing our
long-term care insurance- business, and our growth strategy
relies partly upen continued growth of the sale of this product.
In recent years, industry sales of individual long-term care
insurance have declined. Annualized first-year premiums for
individual long-term care insurance achieved a historical high in
2002 at approximately $1.0 billion and decreased by 41% to
$607.7 million in 2006, according to LIMRA International. We
believe this decrease was due primarily 10 decisions by several
providers to cease offering long-term care insurance, to raise
premiums on in-force policies andfor to intraduce new prod-
ucts with higher prices. These actions resulted in decreased
purchases of long-term care insurance products and have
caused soeme distributors to reduce their sales focus on these
products. While our individual long-term.care sales have grown
11% over the preceding year, our annualized first-year premi-
ums of long-term care insurance from 2004 to 20086 were rela-
tively flat. If the market for long-term care insurance continues
to decline, we may be unable to realize our growth strategy in
this area and our financial condition and results of operations
could be adversely affected.

RISKS RELATING TO OUR MORTGAGE INSURANCE SEGMENT

FANNIE MAE, FREDDIE MAC AND A-SMALL NUMBER

OF LARGE MORTGAGE LENDERS EXERT SIGNIFICANT

INFLUENCE OVER THE U.S. MORTGAGE INSURANCE MARKET.
Qur mortgage insurance products protect mortgage

lenders and investors from default-related losses on residential

first mortgage loans made primarily to home buyers with high
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loan-to-value mortgages - generally, those home buyers who
make down payments of less.than 20% of their home's pur-
chase price. The largest purchasers and guarantors of mortgage
foans in the U.S. are Fannie Mae and Freddie Mac, which were
created by Congressional charter to ensure that mortgage
lenders have sufficient funds to continiie to finance home pur-
chases. Fannie Mae and Freddie Mac purchased approximately
28% for the years ended December 31, 2006 and 2005 and
31% for the vear ended December 31, 2004 of all the mortgage
loans originated in the U.S., according to statistics published by
Inside Mortgage Finance. We believe the reduction.in the per-
centage of mortgages purchased by Fannie' Mae and Freddie
Mac has reduced the market size for flow 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.
These provisions in Fannie Mae's and Freddie Mac's charters
create much of the demand for private mortgage insurance in
the U.S. Fannie Mae and Freddie Mac are also subject to regula-
tory oversight by HUD and OFHEQ, As of December 31, 2006,
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 could have an adverse
effect on our financial condition and results of operations,

increasing consolidation among mortgage lenders
resulted 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 influence our
business and the mortgage insurance industry in general,
Although we actively monitor and develop our relationships
with Fannie Mae, Freddie Mac and our largest mortgage lend-
ing customers, a deterioration in any of these relationships, or
the loss of business from any of our key customers, could have
an adverse effect on our financial condition and results of opera-
tions. In addition, if the FHLB's reduce their. purchases of mort-
gage loans, purchase uninsured mertgage loans or use other
credit-enhancement products, this could have an adverse affect
on our financial condition and results of operations.

A DECREASE IN THE VOLUME OF HIGH LOAN-TO-VALUE

HOME MORTGAGE QRIGINATIONS OR AN (NCREASE 7
IN THE VOLUME OF MORTGAGE INSURANCE

CANCELLATIONS 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 inciude:

> achange in the level of home mortgage interest rates; '
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> 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 homeowner-
ship rates; -

> high rates of home price appreciation, which in ti:fnes of
heavy refinaricing affect whether refinanced loans have
loan;to-value ratios that require mortgage insurance; and

> changes in government housing policy encouraging loans to
first-time homebuyers.

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 US. mortgage insurance business are
renewal premiums from insurance policies written in previous
years. We estimate that approximately 85% of our U.S. gross
premiums written in each of the years ended December 31,
2006 and 2005, were renewal premiums. As a result, the
length of time insurance remains in-force is an important deter-
minant of our mortgage insurance revenues. Fannie Mae,
Freddie Mac and many other mortgage investors in the US
generally permit a homeowner to ask his loan servicer to can-
cel 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 insur-
ance 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 reguest can-
cellation of the mortgage insurance; and

> changes in mortgage insurance cancellation requirements
under applicable federal law or mortgage insurance cancel-
lation practices by mortgage lenders and investors.

Our U.S. policy persistency ratesincreased from 46% for
the year ended December 31, 2003 to 65% and 73% for the
years ended December 31, 2005 and 2006, respectively. A
decrease in persistency in the U.S. generally would reduce the
amount of our'insurance in-force and have an adverse effect on
our financial condition and results of operations. These factors
are less significant in our international mortgage insurance
operations because we generally receive a single payment for
mortgage insurance at the time & loan closes, and this pre-
rnium typically is not refundable if the policy is canceled.




THE AMOUNT OF MORTGAGE INSURANCE WE WRITE

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. These alternatives include:

> origihation of mortgages consisting of tvvo simultaneous
]oans known as “simultanecus seconds,” compnsung a first
i mortgage with a loan-to-value ratio of 80% and a simultane-
"ous second mortgage far the excéss port1on ‘of the loan,
instead of a single mortgage witha Ioan-to-value ratio of
_more than 80%. Over the past several years, the volume
. Vof srmultaneous second loans as an alternative 1o loans requir-
~‘tng private mortgage msurance has |ncreased substantially;

> using government mortgage.lnsurance programs, ,mcludlng
those of the FHA, the VA and CMHC;

> holding mortgages in the lenders own toan portfollos and
- eselfi |nsur|ng. ’ - ! -

N .usmg programs such as those offered by Fanme Mae and
Freddie Mac, requiring Iower mortgage msurance cover-
.agelevels; . . .

Bl

> originating and securitizing Ioans in mortgage backed securi-
ties whose underlying mortgages are not insured with pri-
vate mortgage insurance or which are structured so that the
risk of default-lies with the investor, rather than a pnvate
martgage insurer; and: o L

> using credit default swaps or similar instruments, instead
of private mortgage insurance, to transfer credit risk
on mortgages.

A decline in the use of private mortgage insurance in
connection with high loan-tc-value home mortgages for any
reason would reduce the demand for flow mortgage insur-
ance. We believe in recent quarters there has been a reduc-
tion in this demand in part as the result of increasing
originations- of mortgages that do not meet the eligibility
requirements of Fannie Mae and Freddie Mac and mortgages
that are securitized in morngage-backed securities that do not
use private mortgage .insurance. A prolonged decline of this
nature could have an adverse effect_on our financial condition
and results of operatlons. e -

OUR CLAIMS EXPENSES WOULD INGREASE AND QUR

RESULTS OF ORERATIONS WQULD-SUFFER-IF THE

RATE OF DEFAULTS ON MORTGAGES COVERED BY:

OUR MORTGAGE INSURANCE-INCREASES OR THE :

SEVERITY OF SUCH DEFAULTS EXCEEDS OUR EXPECTATIONS
Our Premium rates vary wrth the percetved I’lSk ofa clalm

on the insured loan, which takes:into account factors such as

the loan-to-value ratio, our long-term historical Joss 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 bor-

rower's income and assets. Our ability to properly determine

eligibility and accurate pricing for the mortgage insurance we

issue is dependent upon our underwriting and other opera-
tional routines. These routines  may vary across the jurisdic-
tions in which we do business. Deficiencies 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 pol-
icy 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 prowde for the entire life of
that policy. :

* The long-term profltablllty of our mortgage insurance
business depends upon the accuracy. of our pricing assump-
tions and availability.and reliability of underwriting data, which
may vary across jurisdictions. If defaults on mortgages
increase because of an economic:downturn or for reasons we
failed to take into account adequately, we would be required to
make greater claim payments.than we planned when we
priced our policies. Future claims on our mortgage insurance
policies may not match the assumptions made in our pricing:
An increase in-the amount or frequency of claims beyond the
levels contemplated by our pricing assumptions could have an
adverse effect on our financial condition and results of opera-
tions. In recent years, -our results of operations have benefited
from historically low loss ratios because of significant home
price appreciation and low levels of defaults. Increases from
these recent historic lows could have an adverse effect on our
financial condition and results of-operations.

- Asof December 31, 2006, approximately 63% of our U. S
mortgage insurance risk in-force and 61% of our international
mortgage insurance risk in-force-had not yet reached its antici-
pated highest claim frequency years, which are generally
between the third and seventh year of the loan. As a result, we
expect our loss experience-on these loans will increase-as poli-
cies continue to age. If the claim frequency on the risk in-force
significantly exceeds the claim frequency that was assumed in
setting premium rates, our financial condition, results of opera-
tions and cash flows would be adversely affected.

In our U.S. mortgage insurance business, we also provide
mortgage insurance for “Alt A" loans, loans with an initial
“Interest Only" payment option and other “non-traditional”
loans. 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. Alt A loans typically have-a higher default
rate than fully documented loans, .and we generally charge
higher premiums for mortgage insurance on Alt A loans than
on fully documented loans. The Interest Only payment option
allows the borrower flexibility to pay interest only.or pay inter-
est.and as much principal as desired, during an initial period of
time. We.impose credit score, occupancy type and loan-to-
value restrictions on these loans. Although.histerical informa-
tion is limited, we believe interest only loans may peose a higher
risk of claims due to features such as deferred amortization of
the loan. If defauits on Alt A’or Interest Only or other “non-
traditional™ loans are higher than the assumptions we made in
pricing our mortgage insurance an those:loans, then‘'we would
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be required to make greater claims payments than we had pro-
jected, which could have an adverse effect on our financial con-
dition and results of operations.-

WE CEDE A PORTION OF QUR U.S. MORTGAGE
INSURANCE BUSINESS TC MORTGAGE REINSURANCE
COMPANIES AFFILIATED WITH OUR MORTGAGE LENDING
CUSTOMERS, AND THIS REDUCES OUR PROFITABILITY.

A DETERIORATION IN ECONOMIC CONDITIONS OR A
DECLINE IN HOME PRICE APPRECIATION MAY ADVERSELY
AFFECT QUR LOSS EXPERIENCE.IN MORTGAGE.INSURANCE.

Losses in our mortgage insurance business generally
result from events, such as reduction of income, unemploy-
ment, divorce, illness and inabikity 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 price appreciation, whether or not in conjunction with
deteriorating economic conditions, may alsc increase our risk
of loss.

A substantial economic downturn or decline in recent
significant home-price appreciation across the entire U.S. or
globally:could have a significant adverse effect on our financial
condition and results of operations. We also may be particularly
affected by economic downturns or declines in recent signifi-
cant home-price appreciation in states where a large portion of
our business is concentrated. As of December 31, 20086,
approximately 49% of our U.S. risk in-force was concentrated
in 10 states with 9% in Florida, 7% in Texas and 6% in New
York. Similarly, our mortgage insurance operations in Canada,
Australia and Europe are coneentrated primarily in or around
the largesi cities in those countries. Continued and prolenged
adverse economic conditions or declines in recent significant
home-price appreciation in these siates or cities could result in
high levels of claims and losses, which could have an adverse
effect on our financial condition and results of operations.

A SIGNIFICANT PORTION QF QUR RISK IN-FORCE CONSISTS
OF LOANS WITH HIGH LOAN-TO-VALUE RATIOS, WHICH
GENERALLY RESULT IN MORE AND LARGER CLAIMS

THAM LOANS WITH LOWER LOAN-TO-VALUE RATIOS.

Mortgage loans with higher:loan-to-value ratios typically
have claim incidence rates substantially higher than mortgage
loans with lower loan-to-value ratios. In Canada, Australia, and
New Zealand, the risks of having & portfolio with a significant
pertion of high loan-to-value mortgages are greater than in the
U.S. and Europe because we generally agree to cover 100% of
the losses associated with mortgage defaults in those mar-
kets, compared to percentages in the U.S. and Europe that are
typically 12% to 35% of the loan amount.

Although mortgage insurance premiums for htgher Ioan-
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 asso-
ciated with mortgage loans bearing higher loan-to-value ratios.
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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 mongage
insurance business. Many of the major mortgage lenders with
whrch we do busrness have established captive mortgage rein-
surance subsidiaries. These rernsurance subsidiaries assume &
portlon 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 wrth d limited band of exposure for the reinsurer.
This means that we are required to pay the fitst 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 thereinsurer's obligations. The effect of
these arrangements historically has been a reduction in. the
profitability and return on capital of this business to us.
Approximately 58% of our US. primary new risk written as of
December 31, 2006 was subject to captive mortgage reinsur-
ance, compared to approximately 61% as of December 31,
2005. U.S. premiums ceded to these reinsurers were approxi-
mately $136 million, $135 million and $143-million for the years
ended December 31, 2008, 2005 and 2004, respectively.
These premium cessions have adversely-affected our prof-
itability and-could further reduce profitability.if the terms of
these arrangements require greater premiurn cessions.

WE COMPETE WITH GOVERNMENT-OWNED AND GOVERNMENT-
SPONSORED ENTITIES IN OUR MORTGAGE INSURANCE
BUSINESS, AND THIS MAY PUT US AT A COMPETITIVE
DISADVANTAGE ON PRICING AND OTHER TERMS AND CONDITIONS.

~ Qur mortgage insurance husiness competes with many
diffefent government-owned and government-sponsored enti-
ties in the U.S., Canada and some European countries. In the
U.S.. these entities include principally the FHA and, to a lesser
degree, the VA, Fannie Mae and Freddie Mac, as well as local
and state housing finance agencies. In Canada, we compete
with'the CMHC, a Crown corporation owned by the Canadian
governmeni. In Europe, these entities include public mortgage
guarantee facilities in a number of countries:

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 maximizing
return on capital or other profitability measures. In addition,
those governmental entities 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 dis-
advantage in some respects. 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 cther credit enhancement prod-

ucts in furtherance of social or other goals rather than a profit
. . . A Lo




motive, we may be unable 1o compete in that market effec-
tively, which could have an adverse effect on our financial con-
dition and results of operations.

- We compete in Canada with the CMHC, which is owned
by the Canadian government and, as a sovereign entity, pro-
vides mortgage lenders with 100% capital relief from bank reg-
ulatory requirements on loans that it insures. in contrast,
lenders receive only 90% capital relief on loans we insure.
CMHC also operates the Canadian Mortgage Bond Program,
which provides lenders the ability to efficiently guaranty and
securitize their mortgage loan portfolios. If we are unable to
effectively distinguish ourselves competitivety with our
Canadian mortgage lender customers, we may be unable to

compete effectively with the CMHC as a result of the more
favorable capital relief.it can provide or the other products and
incentives that it offers to Ienders
CHANGES IN REGULATIONS THAT AFFECT THE ~
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 heav-
ily regulated, and changes in regulation may reduce our prof-
itability and limit our growth,” we are also affected by various
additional regulations relating particularly to our 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 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 reductifons in the
mortgage insurance premiums the FHA charges, can reduce
the demand for private mortgage insurance. The FHA has also
streamlined its down-payment formula and made FHA insur-
ance more competitive with private mortgage insurance in
areas with higher home prices. These and other-legislative and
regulatory changes could cause demand for prwate mortgage
insurance to decrease.

Qur U.S. mortgage insurance business, as a credit
enhancement provider in the residential mortgage lending
industry, alsc is subject to gompliance with various federal and
state consumer protection and insurance laws, including the
Real Estate Settlement Procedures Act, the Equal Credit
Opportunity Act, the Fair Housing Act, the Homeowners
Protection Act, the Federal Fair Credit Reporting Act, the Fair
Debt Collection Practices Act and others. Among other things,
these laws prohibit payments for referrals of settlement serv-
ice business, require fairness and non-discrimination in grant-
ing or facilitating the granting of credit, require cancellation of
insurance and refund of unearned premiums under certain
circumstances, govern the circurmstances under which compa-
nies 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 mortgage insur-
ance business. For example, the Department of Housing and
Urban Development was considering a rule that would exempt
certain mortgages that provide a single price for a package of
settlementi:services from the prohibition in RESPA against pay-
ments for referrais of settlement service busingss. If mortgage
insurance were included among.the settlement services that,
when offered as a-package, would be exempt from this prohibi-

tion, then mortgage lenders would  have: greater leverage in

obtaining'business concessions from mortgage insurers.

In May 2002, the Office of Thrift Supervision amended
its capitai regulations-to remove the 80% loan-to-value stan-
dard from the definition of “qualifying mortgage loan,” instead
incorporating the federal Interagency Guidelines for Real
Estate lending, which do not contain an explicit loan-to-value
standard but provide that an institution should require credit
enhancement for a loan with a loan-to-value equal 1o or exceed-
ing 90%. The capital regulations assign a lower risk weight to
gualifying mortgage loans than to non-qualifying loans. As a
result, these amended regulations no longer penalize OTS-reg-
ulated institutions for retaining loans that have loan-to-value
ratios between 80%.and 90% without credit enhancements.
Other regulators, including the U.S. Federal Deposit Insurance
Corporation, also do not explicitly refer to a loan-to-value stan-
dard but do refer to the Interagency Guidelines.

Regulations in Canada require the use of mortgage insur-
ance for all mortgage toans extended by banks, trust compa-
nies and insurers with loan-to-value ratios greater than 75%. In
November 20086, as a result of a periodic review of the federal
financial services regulatory framewaork, the Canadian govern-
ment introduced a bill on setting out a wide variety of changes
1o the regulations of financial services, including increasing the
statutary requirement for mortgage insurance on all icans with
loan-to-value ratios from 75% LTV to greater than 80% LTV
This may result in-a reduction in the amaunt of business we
write in future years in Canada.

The Canadian Department of Finance has informed us
that they intend to review the guarantee agreement with the
Canadian government and target completion of this by the end
of 2007. Although we believe the Canadian government will
preserve the guarantee and maintain competition-in the
Canadian mortgage industry, we cannot be sure what, if any,
changes will be made to-the terms of the guarantee. The fail-
ure of the Canadian government to maintain the guarantee on
terms similar to the current guarantee could have an adverse
effect on our ability to offer mertgage insurance products in
Canada and could adversely affect our financial condition and
results of operations.

APRA regulates all financial institutions in Australia,
including general, life and mortgage insurance companies.
APRA also determines the minimum regulatory capital require-
ments for depository institutions. APRA’s current regulations
provide for reduced capital requirements for deposttory institu-
tions that insure residential mortgages with loan-to-value ratios
above B0% l{in the case of "standard” loans} and, from
QOctober 1, 2004, .with loan-to-value ratios above 60% (in the
case of “non-standard” type loans). APRA's regulations cur-
rently require APRA-regulated lenders to determine the criteria
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for determining if a loan is a “non-standard” type loan within
certain-parameters determined by APRA. . . . :

Under proposed rules released by APRA during 2005 in
connection with the Basel Il framewaork, certain approved
deposit-taking institutions ("ADIs") in Australia would be
required to hold less capital-on high lcan-to-value- mortgage
loans and would also receive a capital incentive for using mort-
gage insurance, but at a reduced level when compared to cur-
rent regulations in Australia. APRA has also proposed that ADls

would need to acquire mortgage insurance.coverage levels.

lower than existing requirements in order to-cbtain these
reduced capital incentives. We continue to work with APRA on
this propoesed rulemaking; which-is.expected to become effec-
tive January 1, 2008. i the final rules retain these provisions,
lenders in Australia may be able to reduce their use of mort-
gage insurance for high loan-to-value ratio- mortgages, which
may have an adverse affect on our Australian business.

We believe the revisions to a set of regulatory rules and -

procedures governing gtobal bank capital standards that,were
introduced by the Basel Committee of the Bank for inter-
national Settlements, known as Basel.ll, may encourage
growth:of international mortgage insurance. Base! Il has been
designed to reward banks. that have developed effective risk
management systems by allowing them to hoid less capital
than banks with less effective systems. Basel 1] was finalized
and issued in June 2004; however, its adoption by individual
countries internationally and in the U.S. is ongoing. Therefore,
we cannot predict the benefits that ultimately will be provided
to lenders, or how any such benefits may affect the opportuni-
ties for the growth of mortgage insurance. If countries imple-
ment Basei Hl in a manner that does not reward lenders for using
mortgage insurance as a credit risk mitigant on high ican-to-value
mortgage loans, or if lenders conclude that mortgage insurance
does not provide-sufficient capital incentives, 'ithen we may
have to revise our product offerings to meet the new require-
ments and our results of operations may be adversely affected.
OUR U.S. MORTGAGE INSURANCE BUSINESS COULD BE
ADVERSELY AFFECTED BY LEGAL ACTIONS UNDER RESPA.
. - . ‘ . '

RESPA prohibits paying lenders for the referral of settle-
ment services, including mortgage insurance, This precludes us
from providing services to mortgage fenders free of charge,
charging fees for services that are lower than their reasonable
or fair-market value, and paying fees for services 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.
A number of lawsuits; including some that were class actions,
have challenged the actions of private martgage insurers,
including our company, under RESPA, alleging that the insurers
have provided or received products or services at improperly set
prices-in return for the.referral of mortgage insurance. We and
several other mortgage insurers, without admitting any wrong-
doing, reached a settlement in these cases. We cannot predict
whether plaintiffs' will institute new litigation against private

- . I . . - DL
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mortgage insurers, including us, seeking damages or under
relief under. RESPA. In addition, U.S. federal and state officials
are authorized to enforce RESPA and to-seek civil and criminal
penaities, 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. L :
POTENTIAL LIABILITIES IN CONNECTION WITH
QUR U.S, CONTRACT UNDERWRITING SERVICES
COULD HAVE AN ADVERSE EFFECT ON-CUR
FINANGIAL CONDITION AND RESULTS OF OPERATIONS.

)

We offer contract underwriting services to many of our
mortgage lenders in the U.S., pursuant to which our employees
and contractors work directly with the lender to determine
whether the data relating to a borrower and a proposed loan
contained in a mortgage loan application file complies with the
lender’'s loan underwriting guidelines or the investor's loan pur-
chase requirements. In connection with that service, we also
compile the application data and submit it to the automated
underwriting systems of Fannie Mae and Freddie Mac, which
independently analyze the data to determine if the proposed
loan complies with their investor requirements.

Under the terms of our contract underwriting agree-
ments, we agree to indemnify the fender against losses
incurred in the event that we make material errors in determin-
ing whether loans processed by our contract underwriters meet
specified underwriting or purchase criteria; subject to contrac-
tual dimitations 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 labilities to.increase and have an
adverse effect on our financial condition and results of opera-
tions. ‘Although we -have established reserves to provide for
potential-claims in connection with our contract underwriting
sarvices, we have limited-historical experience that we can use
to establish reserves for these potential liabilities, and these
reserves may not be adequate to cover liabilities that may arise.

IF THE EUROPEAN AND OTHER MORTGAGE
INSURANCE -MARKETS DO NOT GROW AS WE EXPECT,
WE WILL NOT BE ABLE TO EXECUTE OUR STRATEGY -
TO EXPAND QUR BUSINESS INTO THESE MARKETS.

We have devoted resources to marketing our mortgage
insurance products in Europe and other parts of the world, and
we plan.to continue these efforts. Our growth strategy
depends partly upon the-development of favorable. legislative
and regulatory policies throughout Europe that support
increased homeownership and provide capital relief for institu-
tions that insure-their mortgage loan portfolios with-private
rortgage insurance. tn furtherance of these policies, we have
collaborated with. government agencies to develop hank regu-
latory capital requirements that provide incentives to lenders to
implement risk transfer strategies suchras martgage insurance,




as well as governmental policies that encourage homeowanership
as a wealth accumulation strategy for borrowers with limited
resources to make large down payments. We have- invested,
and we will continue to invest; significant resources to
advocate such a regulatory environment at the national and
regional levels. However, if legislative and regulatory agencies
fail to adopt these policies, then these markets for high loan-to-
valie lending and mortgage insurance may not expand as.we
currently anticipate, and-our growth strategy in those markets
may not be successiui.

. 1

OTHER RISKS ~

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 IPQO. 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,

We entered into a tax matters agreement with GE in con-
nection with the IPO. We refer to this agreement as the Tax
Matters Agreement. Under the Tax Matters Agreement, we
have an obligation to pay GE a fixed amount over approxi-
mately the next 16 years. This fixed obligation, the estimated
present values of which were $380 million and $379 million as
of December- 31, 2006 and 2005, respectively, equals 80%
(subject to a cumulative $640 million maximum amount) of the
tax savings projected as a result of the IPO. 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 operation. 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. |n connec-
tion with the sale of our group life and health insurance busi-
ness previously mentioned, we are required to pay GE
approximately $30 million pursuant to the Tax Matters
Agreement at or prior to the closing of the sate. This payout
represents accelerated tax benefits.

PROVISIONS OF OUR CERTIFICATE OF INCORPORATION
AND BY-LAWS AND OQUR TAX MATTERS AGREEMENT
WHTH GE MAY DISCOURAGE TAKECVER ATTEMPTS

AND BUSINESS COMBINATIONS THAT STOCKHOLDERS
MIGHT CONSIDER IN THEIR BEST INTERESTS. ~

‘Our certificate of incorporation and by-laws include provi-
sions that may have anti-takeover effects and may delay, deter
or prevent a takeover attempt that our stockhelders might con-
sider in their best interests. For exampIe our certificate of
mcorporatlon and by-laws:

> permit our board of directors to issue one or more series of
preferred stock;

> limit the ability of stockholdars to remaove d|rectors

> 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

> 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 10 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, 2006 was
$380 million. Similarly, 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 conditions are met. The acceleration of payments
would be subject to the approval of certain state insurance reg-
ulators, and we are obligated to use our reasonable best efforts
to seek these approvals. 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, Wwith adverse implications for any business strat-
egy dependent on such dispositions.

ITEM 1B. UNRESOLVED STAFF COMMENTS

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

3

ITEM 2. PROPERTIES

We own our headquarters facility in Richmond, Virginia,
which consists of approximately 461,000 sqguare feet in four
buildings, as well as several facilities in Lynchburg, Virginia with
approximately 462,000 square feet. in addition, we lease approx-
imately' 743,000 square feet of office 'space in 66 locations
throughout the U.S. We also own two buildings outside the US.
with approximately 40,000 square feet, and we lease approxi-
mately 419,000 square feet in 72 locations outside the U.S,

Most of our leases in the U.S. and other countries have
lease terms of three to five years, although some leases
have terms of up to 17 years, Our aggregate annual rental
expense under all these leases was $29 million during the year
ended December 31, 2006.

We believe our propernes are adequate for our business
as presently conducted.
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ITEM 3. LEGAL PROCEEDINGS

We face a significant 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 prac-
tices 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 alleglng, among other things,
issues relating to sales or underwrltlng_practaces 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 dis-
closure, administration, additional premium charges for premi-
ums pald on a periodic basis, denial or delay of benefits,
charging excessive or impermissible fees on products, recom-
mending unsuitable products to customers, our pricing struc-
tures and business practices in our mortgage insurance
business, such as capital reinsurance arrangements with
lenders and contract underwriting services, viofations 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 indetermi-
nate amounts, including punitive and treble damages, 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 relation-
ships. We are also subject to various regulatory inquiries, such
as information requests, subpoenas and books and record
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, financial condition and results of operations.
Moreover, even if we ultimately prevail in the litigation, regula-
tory action or investigation, we could suffer significant reputa-
tionat harm, which could have an adverse effect on our
business, financial condition and results of operations.

Recently, the insurance industry has become the focus
of increased scrutiny by regulatory and law enforcement
authorities concerning certain practices within the insurance
industry. In this regard, in May 2005, we received a subpoena
from the Northeast Regional Office of the SEC, requiring the
production of documents related to “certain loss mitigation
insurance products,” such as frnlte risk reinsurance. We
responded to the SEC's subpeena in June and July 2005, and
will cooperate with respect to any follow-up requests or
inquiries. Additionally, in May and June 2005, certain of our
subsidiaries received information requests from the State
of Delaware Department of Insurance and the State of
Connecticut Insurance Department on the same general sub-
ject, to which we responded. We will cooperate with respect
to any follow-up requests or inguiries. In June 2005, GE
received a subpoena from the United States Attorney’s Office
for the Southern District of New York, also on the same general
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subject. In the subpoena, GE is defined as including, among
other things, its subsidiaries and. affiliates. We cooperated with
GE in connection with GE's response to the subpoena, and will
cooperate with respect to any follow-up requests or inquiries.
In May 2005, each of ocur US. mortgage insurance subsidiaries
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
subsidiary any form of payment, compensation or other consid-
eration in connection with issuance of a policy covering a mort-
gagor of the lending institution. In February 2006, we received
a follow-up industry-wide inquiry from New York requesting
supplemental information. In addition, in January 2006 as part
of an industry-wide review, our U.S, mortgage insurance sub-
sidiary 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 transactions. We
have responded to these industry-wide regulatory inquiries and
follow-up inquiries, and wilt cooperate with respect to any fol-
low-up requests or inquiries.

. 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. 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 plan to cooperate fully with respect tothese
investigations and responding to the subpoenas.

Antitrust authorities in the U.K.,conducted an investiga-
tion of the store card sector of the retail financial services
market in the U.K. to ascertain whether there are any character-
istics that restrict or distort competition in this market. As part
of the investigation, the authorities also examined various
insurance products sold to store cardholders. These products
include payment protection insurance, purchase protection and
price protection. Our UK. payment protection insurance busi-
ness currently underwrites these products that are sold by one
of the largest providers of store cards in the UK. As part of that
investigation, we responded to an information request. The
provisional findings of the UK. antitrust authorities were pub-
lished in September 2005. In March 2006, the U.K. antitrust
autherities published their final report confirming their prowvi-
sional findings that there are features in the store card sector
that have had an adverse effect on competition. The report
contains remedies (aimed at mitigating these adverse eifects
on competition} relating to the various insurance products sold
to store cardholders, including a requirement thai the store
card sector of the retail financial services market in the UK.
offer payment protection insurance separately from other ele-
ments of store card insurance. The report requires these reme-
dies to be implemented by March 2007. We cannot predict the
effect that this final report, including the remedies, may have
on the store card sector in the UK. and the sale of insurance
products linked to store cards, the wider payment protection




insurance sector in the UK. or our payment protection busi-
ness in the UK.

The U.K. antitrust authorities have also conducted a
review of the payment protection insurance sector. The review
was initiated in response to a complaint lodged under UK. anti-
trust law by a consumer activist group {the Citizens Advice
Bureau}. In October 2006, the antitrust authorities published
their provisional findings, which concluded that there are fea-
tures of the payment protection insurance market; which may
be adversely affecting competition. In February 2007, the
antitrust authorities announced that a further and more thor-
ough investigation of the payment protection insurance market
is being undertaken. Further to that investigation, we have
received an information request from the antitrust authorities.
We are responding to this industry-wide information request,
and we will cooperate with the respect to any follow-up
requests or inquiries.

Also in the UK., the FSA has conducted an industry-wide
review of payment protection insurance products in 2005 and
issued a report that was critical of some of the sales methods
used by distributors of payment protection insurance products.
Our UK. payment protection insurance business only acts as an
underwriter of payment protection insurance products. The FSA
in 2006 completed a further review of payment protection insur-
ance products. Althoughthe FSA concluded that there have
been improvements since 2005, the FSA identified a number of
areas of concern, in particular relating to sales practices. During
2007, the FSA intends to examine whether additional regulation
of-payment protection insurance products is required.

We cannot predict the effect these investigations may
have on the wider payment protection insurance sector in the
U.K or our payment protection business in the UK.

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 operation.

One of our insurance subsidiaries was named as a defen-
dant in a lawsuit, Wima Juanita Kern, et al, v. General Electric
Capital Assurance Company, filed on February 16, 2005 in the
Circuit Court for the Third Judicial Circuit in Madison County,
llinois. The plaintiffs sought to proceed on the basis of a class
action; brought on behalf of lllinois purchasers of long-term
care insurance. Plaintiffs alleged the improper refusal to pro-
vide long-term care benefits to long-term care insureds who
were cared for in unlicensed facilities in Illinois, and the
improper sale of policies requiring insureds to reside in

licensed assisted care facilities during a time period when no

licensed facilities, or too few licensed facilities were available
in {llinois. Plaintiffs sought unspecified damages for breach of
contract, violation of the lilinois Consumer Fraud Act and unjust
enrichment. On January 10, 2007, the Court approved the set-
tlerment agreement reached by the parties and dismissed the
case with prejudice.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF
SECURITY HOLDERS

" “None.

PART Il

ITEM 5. MARKET FOR REGISTRANT'S COMMON
EQUITY, RELATED STOCKHOLDER
MATTERS AND ISSUER PURCHASES OF
EQUITY SECURITIES

MARKET FOR COMMON STOCK

Our Class A Commeon 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.

High Low
2006
First Quarter $35.37 $31.53
Second Cuarter $35.22 $31.37
Third Quarter $36.27 $33.06
Fourth Quarter $36.47 $32.18
High Low
2005
First Quarter $28.80 $25.72
Second Quarter $31.00 $26.80
Third Quarter $3350 $29.76
Fourth Quarter $35.25 $29.73

As of February 15, 2007, we had 133 holders of record of
our Class A Common Stock.
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COMMON STOCK PERFORMANCE GRAPH

The following performance graph and related information
shall not be deemed "soliciting material” or 1o be “filed” with
the SEC, nor shail such information be incorporated by refer-
ence 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 incarporate it by reference into
such filing.

The following graph compares the cumulative stock-
holder return on our Class A Common Stock with the cumula-
tive total return on the Standard & Poor's 500 Stock Index and
the Standard & Poor’'s 500 Insurance Index. The graph
assumes that $100 was invested on May 25, 2004 (the date on
which public trading in our Class A Common Stock commenced)
in our Class A Common Stock and each of the indices
described, and that all dividends were reinvested.
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May 25, December 31, December 37, December 31,

2004 2004 2006 2006
Genworth Financial $100.00 $138.83 $179.47 $179.17
S&P 500 Insurance Index $100.00 $101.52 $115.84 $133.69
S&P 500 $100.00 $110.05 $115.46 $128.47

-

ISSUER PURCHASES CF EQUITY SECURITIES

{Dollar amounts in millions, except per sharg amounis)

CIVIDENDS

In the first and second quarters of 2006, we declared
common stock dividends of $0.075 per share, or $34 million and
$35 million, respectively,"which were paid in the second and
third quarters of 2006, respectively. During the third quarter of
2008, we raised the guarterly dividend by 20% to $0.09 per
share and declared dividends on our common stock of $40 mil-
lion, which was paid during the fourth quarter of 2006. In the
fourth quarter, we declared common stock dividends of
$0.09 per share, or $40 million, which was paid in January 2007.
The declaration and payment of future dividends to holders of
our common stock will be at the discretion of our board of direc-
tors and will depend on many factors including our receipt of
dividends from our insurance and other operating subsidiaries,
financial condition, net income, capital requirements of our sub-
sidiaries, legal requirements, regulatory constraints and other
factors as the board of directors deems relevant.

In the first and second quarter of 2005, we declared
guarterly dividends of $0.065 per share of commoen stock of
our Class A and Class B Common Stock, or $61 miltion in the
aggregate, which were paid in the second and third quarters of
2005, respectively. In the third and fourth.quarters of 2005, we
declared quarterly dividends of $0.075 per share of common
stock, or $71 million in the aggregate, which were paid in the
fourth qguarter of 2005 and first quarter of 2008, respectively.
The third quarter dividend represented an increase of 15% per
share from our previous quarterly dividends. )

Our Series A Preferred Stock bears dividends at an
annual rate of 5.25% of the liquidation value of $50 per share.
We also pay quarterly contract adjustment payments with
respect to our Equity Units at an annual rate of 2.16% of the
stated amount of $25 per Equity Unit.

We are a holding company and have no direct operations.
As a result, cur 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 "ltem 1 -
Business - Regulation.”

N Total number
. of shares
purchased as part of

+ Approximate doflar
value of shares
that may yet be

October 1, 2006 through October 31, 2006
November 1, 2006 through November 3G, 2008
December 1, 2006 through December 31, 2006
Total

Total number of Average price publicly announced , purchased under the
l_m‘;hares purchased paid per share pla‘rnrg‘?[ programs 7\_p|ans or programs )
360,000 $33.56 360,000 . $313
9,756,875 $32.06 _9.?56,875 $ -
e T $ -
10,116,875 $32.11 10,116,875 5 -

() On December 21, 2005, our Board of Directors approved a stock repurchase program, authorizing Genworth to repurchase up 1o $750 million of our comman stock over the succeeding
18 months. Additionally, on Octaber 26, 2006, our Board of Directors increased the size of the stock repurchase program by $250 million w0 $1.0 billion. On November 8, 2006, we com-
Pplesed our planned repurchases under this program. Additionally on December 8, 2006, our Board of Direciors approved another siock repurchase program, authorizing the repurchase of up

10 8500 million of our common stock over the 12-month period commencing January I, 2007.
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ITEM 6. SELECTED FINANCIAL DATA

The following table sets forth selected financial informa-
tion. The selected financial information as of December 31, 2006
and 2005 and for the years ended December 31, 2006, 2005 and
2004_has been derived from our consoiidated financial state-
ments, which have been audited by KPMG LLP and are included
elsewhere in this Annual Report on Form 10-K. You should read
this information in conjunction with the information under "ltem
7 ~ Management's Discussion and Analysis of Financial
Condition and Results of Operations,” our consolidated financial
statements, the related notes and the accompanying independ-
ent registered public accounting firm’s report {which refers to
changes in accounting for share-based payments and pension
and other postretirement plan obligations in 2006 and for certain
nontraditional long-duration contracts and for separate accounts
in 2004), which are included elsewhere in this Annual Report,

The selected financial information as of December 31, 2003 and
2002 and for the years ended December 31, 2003 and 2002 has
been derived from our consolidated financial statements, which
have been audited by KPMG LLP, but are not included in this
Annual Report on Form 16-K. .

The financial information in this Annual Report on Form; 10 K
has been derived from our financial statements, which have
been prepared as if Genworth had been in existence throughout
all periods. Our consolidated financia! statements include, for all
periods, the insurance businesses that we acquired from GE
subsidiaries in connection with our corporate formation on
May 24, 2004. Until the corporate formation, our financial state-
ments also included the businesses that were owned by
GEFAHI but not transferred to us in connection with our corpo-
rate formation.

Years ended December 31

_{_Ajp_ounts in mJIJ.vons except per share amounts) 2006 2005 2004 200301 ‘__500_2
Consolidated Statements of Income Informatlon
Revenues: : ' .
Premiums $ 6,487 $ 6,297 $ 6,559 % 6,707 $ 6,107
Net investment income 3,837 3,536 3648 4,051 3979
Net investment gains (losses) (69} (2} 26 - 10 . 204
Policy fees and other income o 774 - 673 824 915 939
" Totalrevenues . 11,029 10,504 11,057 11,683 11,229
Benefiis and expenses:
Benefits and operating expense 8,747 " 8,413 9,202 10,161 9,314
_Interest expense ! 364 23 A7 o 1
~__Total benefits and expenses L o L8m 8708 "9 9 A19 - 10_:_391_______ 9,438
Income from continuing operations before i |ncome taxes " 1,918 1.798 1,638 1,382 1,791
Provision forincome taxes ~ 594 577 493 ooM3 o an
income from contlnumg operations © $ 1,324 $ 1,221 $ 1,145 $ 9869 $ 1.380
Net earnings from continuing operations per common sharat2k ' )
Basic $ 290. % 257 $ 234 % 198 § 282
Diluted § 282 $ 252 $ 233 $ 198 $ 282
Shares outstanding@ .
Basic 4559 475.3 489.5 - 489.5 4885
Diluzed 469.4 484.6 4390.5 489.5 489.5
Cash dividends declared per common share® $ 033 $ 028 $ 013
Selected Segment Information
Total revenues: ) . .
Protection $ 6460 - 56,179 $ 86,117 $ 6,193 -$ 5,651
Retirement Incorne and lnvestments 2,932 © 2,912 3,361 3,803 " 3,756
' Mortgage Insurance ) 1511 . 1,214 1,080 0982- . 846
| Affinity® ' - - 218 566 588
Corp_giata and Other 126 199 271 139 288
Total ' ¢ $11,029 $10,504 $11,057 $11,683 $11,220
Income {loss} from continuing operations:
Protection $ 618 § 568 $ 530 $ 489 $ 551
Retirernent Incorme and Investments 203 247 153 151 186
Mortgage insurance 618 507 426 369 451
Affinity? - - (14) 16 3)
_Corporate and Other s a0y 50 {56} 195
Total $ 1,324 g 1,22 $ 1,145 § 969 $ 1,380
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December 31,

(Amoums in miflions, except per sharg amounts) 2006 2005 2004 EHDSE) T 2002
Consolidated Balance Sheet Information
Total investments . ITe $ 69476 - § 66,910 $ 65,176 $.78,693 $ 72,080
_ Allotherassets®™ . ' e 4139% 38744 . 38,702 24,738 45,271
Total assets - ©o ' $110.871 $105,654 - $103,878 $103,431 $117,357
Paolicyho'der liabilities ! $ 72350 - % 71,267 § 69,262 $ 66,545 $ 63,195
Non-recourse funding obligations 2,765 1,400 00 600 - -
Short-term borrowings 199 - 152 559 2,239 1,850
Long-term borrowings " .- S . ot . - 3,321 2,736 2,442 + 529 . 472
Al other liabilities - 18,906 16,788 - 17,849 17,718 35,088
Total liabilities $ 97541 '§ 92,344 % 91,012 $ 87,631 $100,605
" Accumulated other comprehensive income $ 1157 " $-1404° 3 1,608 $ 1,672 $ 835
Total stockholders’ equity - foa $ 13,330 $ 13310 § 12,866 $ 15,800 $ 16,752
LS, Statutory Financial Information®@ : , . .
Statutory capital and surplus® . $ 7,234 $ 6672 $ 6,439 $ 7.0 $ 7207

Asset valuation reserve , .

1) On August 29, 2003, we rold our Japanese life insurance and domestic auto and honre-
owners' insurance businesses for aggregate cash proceeds of approximarely 82,1 billion,
consisting of $1.6 billion paid 10 us and 30.5 billion paid 1o other GE affiliases, plus pre-
elosing dividends. Refer ta note 4 in our consolidated financial statemenss under “Ftem 8 —
Financial Statements and Supplementary Data.”

12) Basic and diluted ner carnings from consinuing operations per common share are calcu-
lated by dividing net income from continuing operations for the year ended December 31,
2006 and 2005 67 455.9 mitlion and 475.3 million wel;g'htrd average basic shares out-
standing, respectively, and by 469.4 million and 484.6 million weighted average diluted
shares outstanding, respectively Weighted average shares ousstanding for the year ended
December 31, 2004 are desermined as if our reorganization had occurved at the beginning
of the year. Basic and diluted net earnings from continuing operations per common share
are calculated by dividing net income from consinuing operations by 489.5 million shares
outstanding for the years ended December 31, 2003 and 2002. The number of shares used
in our caleulation of diluted net earnings per common ihare in 2004, 2005 and 2006 i
aﬂ?nm’ &y the addirional shares af Class A Common Stock issuable under Equity Unirs,
stock options and restriceed stock units and is calculated using the measury method,

) Following the completion of the IPO, we declared quarterly dividends of $0.065 per com-
ron share in the third and fourth quarters of 2004 and first and second quarters of 2005.
We declared quarterly dividends of $0.075 per common share in the third and fourth
guarters of 2005 and first and second quarter of 2006. During the third quarter of 2006,
we increased the quarterly dividend 20% and declared dividends of $0.09 per commoan
share in the third and fourth quarsers of 2006,

() Reflects the resulss of businesses ehat were owned by GEFAHI bus were not transferred io us
in conmecsion'with our corporate formation, including (a) the Partnership Marketing
Group business, (b) an insticutional aser managemens business, and (c) several other
small businesses thas were not part of our core ongoing business, See “ltem 7 —
Management’s Discussion and Analysis of Financial Condirion and Rﬂﬂ[fs of Operations
- Overview — Our financial information.” .

3) Prior to the completion of the PO, we entered inso mm[ sign ﬁfam reinsurance trans-
actions with UFLIC, an indirect, wholly-owned sibsidiary of GE, in which we ceded cer-
tain blocks oﬂ structured settlement annuities, variable annuitiescand long-term care
insurance. As a result of these transactions, we trangferred invesment securities to UFLIC
and recorded a refnsurance recoverable that is included in “all other assets.” For a discuis-
sion of this rransaction, refer to note 9 in our consolidared financial scatements under

“Item 8 — Financial Statements and Supplementary Data.”

(6) We derived the U.S. Statutory Information from Annual Statements of our U.S. insur-

ance company subsidiaries thar were filed with the insurance departments in siases where
we are domiciled and are prepared in accordance with statutory accounting practices pre-
scribed or permitted by the insurance deparrmenss in states where we are domiciled. These
statutory accounsing practices vary in certain material respeets from U.S, GAAP

17 Combined statutory capisal and surplus for onr U.S. domiciled insurance subsidiaries
includes surplus notes issued by our ULS. life subsidiaries and statutorily required contin-
gency reserves held by our U.S. mortgage insurance subsidiaries.

g
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RECONCILIATION OF - ’
NET INCOME TO NET OPERATING INCOME

Net operating income for the years ended December 31,
20086, 2005 and 2004 were $1,358 million, $1,222 million and
$1,058 million, respectively. We define net operating income
as net income from continuing operations, exciuding aftertax
net investrment gains (losses) (which can fluctuate significantly
from period to period) and other adjustments, changes in
accounting principles and infrequent or unusual non-operating
items. There were no infrequent or unusual non-operating items
excluded from net operating income other than a $46 million
IPO-related net tax benefit recorded during 2004 and a $25 mil-
lion after-tax gain related to our waiver of contractual rights
under an outsourcing services agreement with a third-party
service provider recorded during 2004.

We believe that analysis of net operating income
enhances understanding and comparability of performance by
highlighting underlying business activity and profitability drivers.
However, net operating income should not be viewed as a sub-
stitute for U.S. GAAP net income. In addition, our definition of
net operating income may differ from the definitions used by
other companies. The table below includes a reconciliation of
net income from continuing operations to net operating income:

.. .. Years ended Decomber 31,
{Amounts in millions) 2006 2005 2004

Net income from continuing operations  $1,324 $1,221 $1,145
Net investment {gains} losses, net of

taxes and other adjustments ‘ 34 1 (6}
Net tax benefit related to IPQ - - {46)
Gain on outsourging service agreements,
_ netoftaxes e - - 125
Net operating income $1,358 $1,222 $1,058




ITEM 7. MANAGEMENT'S DISCUSSION AND
ANALYS!IS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS

The following discussion and analysis of our financial
condition and results of operations should be read in conjunc-
tion with our audited frnancral statements and re!ared notes
included herein. - - . .

CAUTIONARY NOTE.-REGARDING -
FORWARD-LOOKING STATEMENTS

t

This Annual Report contains certain “forward-looking

staternents” within_the meaning of the Private Securities

thlgatlon Reform Act of 1995, Forward -looking statements
may be identified by words such as expects " "intends,"
“anticipates,” "plans believes,” “seeks,” "estimates,”
“will,” or words of similar meaning and include, but are not lim-
ited to, statements regarding the outlook for our futtire busi-
ness and financial performance. Forward-looking statements
are based on management’s current expectations and assump-
tions, which are subject to inherent uncertainties,-risks and
changes in circumstances that are difficuit to predict. Actual
outcames and results may differ materially due to global politi-
cal, economic, business, competrtwe market, regulatory
and other factors, including the items |dent|fred above under
“Item 1A — Risk Factors.”
We undertake no obligation’ to publrcly update any for-
ward-ooking statement, whether as a'result of new informa-

tion, future developments or otherwise.
- ' PR ) L -
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OVERVIEW

OUR BUSINESS

We are a leading financial security company in the U.S,
with an expanding international presence. We have three oper-
ating segments: Protection,. Retirement Income and
Investments, and Martgage Insurance.

> Protection.’In the United States, we are a leading provider of
life insurance and long-term care insurance, have developed
iinked benefit. products such as long-term care insurance
linked with life. insurance or an annuity and offer selected
.senior services and products including Medicare supple-
ment insurance. We also offer group life and health insur-
ance primarily to companies with fewer than 1,000 employees.
In January 2007, we announced an agreement to sell the
group life-and health busingss and expect to close the trans-
action in the second guarter of 2007. Cutside the U.S,, we
offer payment protection insurance, which helps con-
sumers 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, 2008, our Protection segment had segment
net operating income of $614 million. ’ !

> Retirement Income and Investments. We offer our. U.S. ¢cus-
tomers a variety of wealth accumulation, income distribu-
tion and institutional investment products: Retail products
include: individual fixed and variable annuities: group vari-
able annuities offered through retirement plans; single pre-
mium immediate annuities; variable life insurance; and a
variety of managed account programs and services, finan-
cial planing advisory services and managed proprietary and
third-party mutual funds. Institutional products include:
.funding agreerments FABNs, asset management producis
and services and GICs. For the year ended December 31,
2006, our Retirement Income and Investments segment
had segment net operating income of $237 million.

> Mortgage Insurance. In the U.S.; Canada, Australia, New
Zealand, Mexico, Japan and multiple European countries,
we offer mortgage insurance products that énable borrow-
ers to ‘buy homes with low-down-payments. We also pro-
vide mortgage insurance on a structured, or bulk basis, that
‘aids in the' sale of mortgages to the capital markets, and
which helps lenders manage caprtal and risks. Additionally,
we offer services, analytical tools and technology that
enable lenders to operate more efficiently and more effec-
tively manage risk. For the year ended December 31, 2006,
our Mortgage Insurance segment had segment net operat-
ing income of $614 million,

- We alsc have Corporate and Other activities, which con-
sists primarily of unallocated corporate income and expenses,
the results of a small, non-core business that is managed out-
side our operating segments, and most.of our interest.and other
financing.expenses. For the year ended December 31, 2006,
Corporate and Other had net operating losses of $107 million.

QOUR CORPORATE FORMATION

We were ingarporated in Delaware on October 23, 2003
in preparation for our corporate formation and the IPQ. In con-
nection with the IPO, we acquired substantially all of the assets
and liabilities of GEFAHI. GEFAHI is an indirect subsidiary of GE
and prior to the completion.of the IPO, was a holding company
for a group of companies that provide life insurance, long-term
care insurance, group life and health insurance, annuities and
other investment products and U.S. mortgage insurance. We
also acquired certain other insurance businesses that were
owned by other GE subsidiaries but managed by members of
the Genworth .management team. These businesses include
international mortgage insurance, payment protection insur-
ance based in Europe, a Bermuda reinsurer and mortgage con-
tract underwriting. In consideration for the assets that we
acquired and the liabilities that we assumed in connection with
our corporate formation, we issued to GEFAHI 489.5 million
shares of our Class B Common Stock, $800-million of our
Equity Units, $100. million of our Series A Preferred Stock, a
$2.4 hillion short-term note and a $550 million contingent non-
interest-bearing note, We refinanced the $2 .4 billion note with
$1.9 billion of senior notes and $500 million of commercial
paper shortly after the IPQ, and we repaid the contingent note
in December 2004.
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In connection with our corporate formation and the IPO,
we entered into a number of arrangements with GE governing
our separation from GE and a variety of transition and other
matters, inciuding our relationship with GE while GE remained
a significant stockholder in our company. These arrangements
include several significant reinsurance transactions with
UFLIC, an indirect subsidiary of GE. As part of these trans-
actions, effective as of January 1, 2004, we ceded to UFLIC all
of our structured setttement contracts and substantially all of
our variable annuity contracts, and a block of long-term care
insurance policies that we reinsured in 2000 from The Travelers
Insurance Company. In the aggregate, these blocks of busi-
ness did not meet our target return thresholds, and although
we remain liable under these contracts and policies as the ced-
ing insurer, the reinsurance transactions have the effect of trans-
ferring the financial results of the reinsured blocks to UFLIC. We
continue to service the blocks of business that we reinsured,
which preserves our operating scale and enables us to service
and grow our new sales of these products. In addmon as part of
the reinsurance transactions, UFLIC ceded to'us substantlaliy all
of its in-force blocks of Medicare supplement insurance.

OUR FINANCIAL INFORMATION

" The financial information in this Annual Report on Form
10-K has been derived from our financial statements, which
have been prepared as if Genworth had been in existence
throughout all periods. Our financial statements include, for all
periods, the insurance businesses that we .acguired from GE
subsidiaries in connection with our corporate formation on
May 24, 2004, Until the corporate formation, our financial state-
ments also'included the businesses that were owned by GEFAH|
but not transferred to us in connection with our corperate forma-
tion. In addition to our three operating segments and our
Corporate and Other activities, our financial statements also
include the results of (1} the Partnership Marketing Group busi-
ness, which offers life and health insurance, auto club member-
ships and other financial products and services directly to
consumers through affinity marketing arrangements with a vari-
ety of organizations, (2} an institutional asset management busi-
ness owned by GEFAHI, and (3) several other small businesses
owned by GEFARI that are not part of our core ongoing business.

The Partnership Marketing Group historically included
UFLIC, a subsidiary that offered life and health insurance prod-
ucts through affinity marketing arrangements. In connection
with the IPQO, GEFAHI transferred UFLIC to General Electric
Capital Services, Inc., a direct wholly-owned subsidiary of GE.
We did not acquire the Partnership Marketing Group business,
the institutional asset management business or these other
small businesses from GEFAHI, and their results are'presented
as a separate operating segment under the caption Affinity. .

Our financial statements also include our Japanese life
insurance and domestic auto and homeowners' insurance busi-
nesses, which we sold on August 29, 2003, and which are pre-
sented in our financial statements as discontinued operations.
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REVENUES AND EXPENSES

Qur revenues consist primarily of the following:

> Protection. The revenues in our Protection segment consist
primarily of:

> net premiurns earned on individual life, individual and group
long-term care, Medicare supplement insurance, group life
and health and payment protection insurance policies;

> net investment income and net investment gains
{losses) on the separate investment portfolio held by our
payment protection insurance businéss, and net invest-
ment income and net investment gains {losses) allocated
1o this segment s other lines of busmess and

> policy fees and other income, |nclud|ng fees for mortality
and surrender charges primarily from universal life insur-
. ance pohmes, and other administrative charges.

> Retirement Income and Investments' The revenues in our
Retirerment Income and Investments segment consist pri-
marily of:

> net premiums earned on single premium immediate annu-
' ities and structured settlements with life contingencies;

> ' net investment income and net mvestment gains {losses})
allocated to this segment and

» policy fees and other income, mcludlng surrender charges
mortality and expense charges, investment manage-
ment fees and commissions.

> Mortgage Insurance. The revenues in our Mortgage Insurance
segment consist primarily of:

> net premiums earned on mortgage insurance policies;

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

> «policy fees and other income, mcludlng fees from con-
tract underwriting services.

> Corporate and Other. The revenues |n Corporate and Other
consnst primarily of:

..» net premiums, policy fees and other income from small
non-core insurance businesses.in this segment; and

> unallocated net investment income and net investment
gains (Iosses) ' v !

in 2006, ‘we began to allocate net- investment gains
{losses) from Corporate. and Other to our Protection (except
payment protection insurance) and Retirement Income and
Investments-segments using an approach based principally
upon the investment portfolios established to support each of
those segments’ products and targeted capital levels. We do
not allocate net investment gains (losses) from Corporate and
Other to our Mortgage Insurance segment or to our payment
protection insurance business within the Protection segment




because they have their own separate investment portfolios,
and net investment gains-{losses) from those portfolios are
reflected in the Mortgage Insurance and Protection segment
results, respectively.

Prior to 20086, all net investment gains {losses} were
recorded in Corporate and Other and were not reflected in the
results of any of our other segments.

Our expenses consust primarily of the followmg

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

> interest credited on general account balances;

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

> amoartization of deferred policy acquisition costs and other
intangible assets;

> interest and other financing expenses; and
> income taxes.

We allocate corporate expenses.to each of our operat-
ing segments based on the amount of capital allocated to
that segment. , . ) .

BUSINESS TRENDS AND'CONDITIONS

In recent years, our business has heen, and we expect
will continue to be, influenced by a number-of industry-wide
and product-specific trends and conditions. For discussion of
the market and economic environment, see "ltem 1 —
Business — Market Environment and Opportunities.”

General conditions and trends affecting our businesses ~

Interest rate fluctuations. Fluctuations in market interest
rates and the related yield curve may have a significant eifect
on our sales of insurance and investment products and our
rmarging on these products. Interest rates are highly sensitive
to many factors, including governmental monetary policies,
domestic and international economic and political conditions
and other factors beyond our control.

_ In our Retirement Income and Investments and Protection
segments, low market-interest rates may reduce the spreads
between the amounts we credit fixed annuity and individuat life
poficyholders and contractholders and the yield we earn on the
investrments that support these obligations. In response to the
unusually low interest rates that have prevailed during the last
several years, we have reduced the guaranteed minimum cred-
iting rates on newly issued fixed annuity contracts and have
reduced crediting rates on in-force contracts where permitted
to do so. These actions have helped mitigate the adverse
impact of low interest rates on our spreads and profitability on
these products. In addition, the recent inverting of the yield
curve reduces the attractiveness of certain fixed annuity prod-
ucts relative to other short-term investment alternatives. A
gradual increase in longerterm interest rates along with an

upwardly sloping yield curve generally will have a favorable
effect on the profitability of these products. However, rapidly
rising interest rates also could result in reduced persistency in
our spread-based retail products as contractholders shift
assets into higher yielding investments. - . .

In cur Protection segment, the pricing and expected
future profitability of our long-term care insurance products are
based in part on expected investment returns. Over time, term
life and long-term care insurance products generally produce
positive cash flows as customers pay periodic prefmiums,
which we invest as we receive them. Low interest rates may
reduce our ability to achieve our targeted.investment margins
and may adversely affect the profitability of. our long-term care
insurance products. The impact of interest rate fluctuations on
our term life insurance products is similar, but less than its
impact on long-term care products.

In our Mortgage Insurance segment, increasing interest
rates in 2004 through 2006 contributed to a general decreasein
new mortgage originations in the U.S. since 2003, The level of
new mortgage originations was $2,980 billion, $3,120 billion
and $2,920 billion for the years ended December 31, 2006,
2005 and 2004, respectively. This compares to $3,945 billion of
new mortgage originations for the year ended December 31;
2003. We believe the decrease in mortgage originations since
2003 was principally driven by two factors. First, increasing
interest rates in 2004 through 2006 made refinancing of existing
mortgages less' attractive to consumers than in recent years.
Second, with historically. low interest rates in 2002 and 2003,
many mortgages for which refinancing would otherwise have
been economically attractive were already refinanced. This
reduction in refinancing activity in turn contributed to an
increase in persistency in our U.S. flow business, from 46% for
the year ended December 31, 2003 to 65%, 65% and 73% for the
years ended December 31, 2004, 2005 and 20086, respectively.
Continued interest rate increases may have a favorable impact
on persistency and could have an adverse impact on new maort-
gage originations. In -addition, home- price appreciation has
slowed in 2006, causing policy cancellations to decline, which
has positively affected our U.S. flow persistency rate.

Investment portfolio. Qur current investment strategy is
to optimize investment.income without relying on realized
investrment gains. Our overall investment yield increased from
55% for the year ended December 31, 2004 t0.5.6% for the
year ended December 31, 2005 and increased to 5.8% for the year
ended December 31, 2006, We seek to improve our invest-
ment vield by continuously evaluating our asset class mix, pur-
suing additionai investment classes and accepting additional
credit risk with higher returns when we believe that it is pru-
dent to do so.

Credit default risk.;As a result of the economic downturn in
2000 through 2002 and some high-profile corporaté bankrupt-
cies and scandals, the number of companies defaulting on their
debt obligations increased dramatically in 2001 and 2002. These
defaults and other declines in the value of some of our invest-
ments resulted in impairment charges. Credit defaults have
decreased in recent years as the economy has improved.
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Charges associated with impairments of investments were
$£8 million, $71 million and $26 million for the years ended
December 31, 2006, 2005 and 2004, respectively. A weakening
in the economic recovery could lead to increased credit defaults.

Globalization. Historically, we have derived a majority of
our net income from our operations in the .S However, in
recent years, our-international business has grown and has had
an increasing tmpact on our financial condition and resuits of
operations. For the years ended December 31, 2006, 2005 and
2004, 37%, 32% and 29% of our net income from ¢ontinuing
operations, respectively, were generated by our international
operations. These increases were largely due to growth in our
international mortgage insurance business. We are exposed to
the impact of fluctuations in exchange rates as we translate the
operating results of our foreign operations into our financial
statements. As a result, period-to-period comparability of our
results of operations is affected by fluctuations in exchange
rates. Our net income for the years ended December 31, 20086,
2005 and 2004 included approximately $12 million, $4 million
and $31 million, respectively, due to the favorable impact of
changes in foreign exchange rates. Our four principal foreign
currencies are the Canadian dollar, the Australian dollar, the
British pound and the Euro.

Ongoing operating cost reductions and efficiencies. We
continually focus on efficiently managing our cost base while
maintafning strong service levels for our customers. We expect
to accomplish this goal in each of our operating units through a
wide range of cost management disciplines, including consoli-
dating operations, using low-cost operating lacations, reducing
supplier costs, leveraging process improvement efforts, form-
ing dedicated teams to identify opportunities for efficiencies
and investing in new technology, partlcularly for web—based
digital end-to-end processes. N .

De_velopments a_ffectmg our produgt lines

Life insurance. Results in our life insurance business are
impacted by sales, mortality, persistency, investment yields,
and statutory reserve requirements. Additionally, sales of our
products are dependent on pricing and other competitive prod-
uct features, distribution penetration, and custormner service.
Regulation XXX requires insurers to establish additional statu-
tory reserves for term life insurance policies with long-term
premium guarantees, which increases the capital required to
write these products: For term life insurance, we have.imple-
mented capital management actions that improve our new
business returns and have, in part, enabled us to decrease our
premium rates.. Several competitors have executed similar cap-
ital management actions. Additionally, we have seen some
competitors lower their term prices, which has made the mar-
ket more competitive and could affect our future sales levels.

in addition, Regulation -AXXX requires insurers to estab-
lish additional statutory reserves for certain universal life poli-
cies with secondary guarantees. In 2006, we were the first
company to issue non-recourse funding obligations to fund
statutory reserves required by Regulation AXXX for certain
blocks of our universal life business.-
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As previously noted, we have recently experienced
heightened price .competition in the term life.marketplace and
we have experienced a shifted focus-by our distribution cus-
tormers to universal life products. In response to this, we are
broadly building our universal life capahilities and maintaining a
disciplined approach to term life sales. Qur, future sales levels
and returns on new business-could be impacted by the
increased.competition and shift in distribution focus.

Long-term care insurance. Results of our long-term care
insurance business are influenced by morbidity, persustency,
investment yields, new product sales, expenses and reinsur-
ance. Industry-wide first-year annualized premiums of individ-
ual long-term care insurance decreased approximately 8% for
the year ended December 31, 2006 compared to the year
ended December 31, 2005 according to the most recently pub-
lished data by LIMRA International. Our sales growth in a chal-
lenging market reflects the breadth of our distribution and
progress across multiple growth initiatives with an emphasis
on broadening our product offerings, although, sales growth
has been slower than anticipated over the last couple of years.
However, the continued low interest rate environment and the
impact of lower termination rates on older issued policies,
some with expiring reinsurance coverage, are causing higher
benefits and other changes'in policy reserves, resulting in
lower net operating income. In response to these trends, we
will continue to pursue multiple growth initiatives, invest in
claims process improvements, maintain tight expense man-
agement, actively explore reinsurance and capital market solu-
tions, execute investment strategies and, if appropriate,
consider rate increases to improve profitability of the block.

During the second quarter of 2006, we completed the
acquisition of Continental Life, a provider of Medicare supple-
ment insurance, for approximately $145 million, plus contin-
gent consideration of up to $10 million. This acquisition
enhances our presence in the senior supplemental insurance
market by more than doubling our existing annualized premi-
ums for this product and giving us access to approximately
4,200 independent agents. '

Payment protection insurance. Growth of our payment
protection insurance business is'dependent on economic con-
ditions including consumer lending levels, client account pene-
tration and the number of countries and markets'we enter.
Additionally, the types and mix of our products will vary based
on regulatory and consumer acceptance of our products. Our
payment protection insurance business continues to show
growth from increased penetration of existing relationships,
and the addition of new distribution relationships in existing
and new countries:

Retirernent products, Retirement Income and Investments
segment résults are affected by investment performance;
interest rate levels, slope of the interest rate yield curve, net
interest spreads, equity market fluctuations, mortality and the
impact of new product sales and lapses. In addition, our com-
petitive position within"many of our distribution channels, as
well as our abitity to retain business, depends significantiy




upon product features, including current and minimum credit-
ing rates on spread-based products relative to our competitors,
surrender charge ‘periods in fixed annuities as well as guaran-
teed features we offer in variable products. We continually
evaluate our competitive position based upon each of those
features, and we make adwstments as appropnate to meet our
target return thresholds.

The recent flat to inverted yield -curve has reduced the
attractiveness of certain fixed annuities relative to investment
alternatives, such as certificates of deposit. These trends are
having an adverse impact on both sales and retentior of fixed
annuities with the latter resulting in-an acceleration of DAC
amortization. In recent.quarters, we have experienced
improved spreads in fixed annuities primarily dus to the runoff
and crediting rate resets of lower return business. We expect
these trends to continue. '

We continue to focus on duf Income Distribution Series
of variable annuity products and riders. We have witnessed a
decline in defined benefit retirement plans in favor of defined
contribution plans with more of the responsibility for retire-
ment incomé planning falling on the individual. Additionally,
U.S. savings rates are at historical lows. We believe these fac-
tors suppert demand for individual and group retirement
income: products that provide various forms of guaranteed
benefits with the opportunity to realize upside market perform-
ance. Our Income Distribution Series provides the contrac-
tholder with the ability to receive a guaranteed minimum
income stream that they canriot outlive, along with an opportu-
nity to participate in markét appreciation. However, through
variols techniques, these products are designed to reduce
some of our risks that generally accompany traditional products
with guaranteed living benefits. We are targsting individuals
who are focused on building a personal portable retirement
plah or aré moving from'the accumulation to the distribution
phase of their retirement planning. e e

We offer asset management products to individual
investors and support services for independent broker-dealérs
and registered investment advisors. The industry is witnessing
rapid-increases of independent broker-dealer representatives
and registered investment advisors as registered representa-
tives are leaving large national firms to form their own small
firms. These new small firms need client and back office sup-
port services and access to technology. Further, individuals are
increasingly transferring their assets to managed.products
from mutual funds. We expect thesé trends to continue and
possibly accelerate in the future. As a result of these trends
we are expanding our presence in this market and have com-
pleted the acquisition of AssetMark, a leading provider of -open
architecture asset management solutions to independent
financial advisors, with more than $9 billion in assets under
management. Our asset management products consist of sep-
arately’'managed accounts and managed mutual fund
accounts. We réceive a management fee based upon the
amount of asséts undér management. The results of our asset
management business are a functicn of net flows and invest-
ment performance of assets under management, which are

influenced by the relative performance of our praducts’ under-
lying investments and the overall equity market environment,

Meortgage insurance. The results of our Mortgage
Insurance segment are affected by employment and other eco-
nomic and housing markets trends, including interest rate
trends, home price appreciation, mortgage origination- volume
ahd levels of mortgage delinquencies (including seasonal
effects). In-addition, movements in foreign currency exchange
rates affect our international mortgage insurance results:

We believe the U.S. economy overall remains relatively
strong based on continued gross domestic product growth and
low levels of unemployment. However, we beligve the US.
housing market has slowed and home price appreciation has
declined. In particular, certain areas of the. Great Lakes region
have experienced an economic slowdown and have seen a
more pronounced weakness in their housing market as well as
a'decline in home prices. While our portfolio concentration in
the impacted areas is limited to less than 10% of our total risk
in-force, these areas of weakness have contributed dispropor-
tionately to'the increase in our U.S. losses and loss ratio.
Continued low home price appreciation may cause further
increases in our U.S. losses and loss ratio.

The recent rise in interest rates and lower home pnce
appreciation in the U.S. have contributed to rising persistency
rates. We believe that sustained higher interest rates,
increased persistency and our ongoing growth strategy will
lead to stable to growing levels of insurance in-force. Primary
insurance in-force in our U.S. mortgage insurance business
increased from $100 billion-as of December 31, 2005 to $113 bil-
lion as of December 31,.2006. This increase in primary insur-
ance-in-force reflects an increase in our bulk product writings
and the first year-over-year increase in flow insurance. in-force
in 5 years. . L -

Thé demand for flow prwate mortgage insurance
declined in the year ended December 31, 2006'as compared to
the same period in 2005, according to data published by Inside
Mortgage Finance. We believe this was driven principally by
the arigination of mortgages that did not meet the eligibility
requurements of Fannie Mae and Freddie Mac and mortgages
that were securitized in mortgage-backed securities that did
not Lse private mortgage insurance, in addition to the contin-
ued usage of simultaneous second mortgages as an alternative
to private mortgage insurange. However, we believe the usage
of simultaneous second mortgages began to decline during
2006 driven by a smaller spread between short-term and long-
term interest rates, which reduced the competmve advantage
of simultaneous second loans. ' '

The bulk mortgage insurance market is increasing as a
percentage of the overall primary mortgage insurancé market,
which we believe is driven i in part, by an increase in non-prime
mortgage-backed security issuances. We have increased our
participation in selected segments of thé bulk market where
we believe we will be able to mest our targeted risk-adjusted
returns and continue to evaluate addmonal oppor‘tunltles this
market presents

" 1 .
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- Our international mortgage insurance business has con-
tinued to expand with favorabie operating results. We expect
that the growth of our established- international mortgage
insurance business and our entry into new -international mar-
kets will continue to contribute an increasing portion of this
segment’s total revenues and profits.

As a result of the significant U.S. refmancmg activity
since 2002 and the expansicn of our international business in
recent years, as of December 31, 2006, approximately 63% of
our U.S, risk in-force and 61% of our international risk in-force
have not yet reached its anticipated highest claim frequency
years, which are generally between the third and seventh year
of the loan. We expect our loss experience on these oans will
increase as these books of business continue to mature.

In the second quarter of 2006, the Canadian governmeant
passed legislation expanding its authority to guarantee mort-
gage insurance to cover any Canadian licensed mortgage
insurar without the need for further legislation, which may
enable potential new competitors to enter the market. The
aggregate cap for all-Canadian licensed mortgage insurers
guaranteed policies .was also increased to CON $200 biliion,
which facilitates our ongoing ahility 1o offer mortgage insur-
ance products under the guarantee.

ARRANGEMENTS WITH GE

GE historically has provided a variety of products and
services to us, and we have provided various products and serv-
ices to GE. In-€onnection with the IPO, we entered into a transi-
tion services agreement and various other agreements with GE
that, together with a number of agreements that were in effect
before the IPO, govern the relationship between GE and us.
Many of these agreements were entered into to pravide for our
transition to a stand-alone -company following the IPO. As of
Decemnber 31, 2006, wé no longer utilize any significant serv-
ices from GE, although we continue to be a party to the follow-
ing significant financial arrangements as noted below:

> Tax Matters Agreement. As a consequence of our separation
from GE, and our election jointly made with GE to treat that
separation as an asset salé under section 338 of the Interrial
Revenue Code, we became entitled to additianal tax deduc-
tions for post-IPQ periods. For further discussion of our Tax
Matters Agreement, see note 14 to our consolidated finan-
cial statements under "ltem 8 - Financial Statements and
Supplementary Data

> UFLIC reinsurance arrangements Prior to the complet:on of
the IPO, we entered into several significant reinsurance
transactions with UFLIC, an indirect subsidiary of GE. For
further discussion of our UFLIC reinsurance arrangements,
see note 9 to our consolidated financial statements under
"Itern 8 — Financial Statements and Supplementary Data.”

- For informatian regarding other arrahgéments with GE,
see note 17 to our consolidated financial statements under
“ltem 8 — Financial Statements and Supplementary Data.”
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CRITICAL ACCOUNTING POLICIES

The accounting, policies discussed in this section are
those that we consider to be particularly critical to an under-
standing of our 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 forecast, and our management’s best esti-
mates may require adjustment.

.+ Valuation of investment securities. We obtain values for
actively traded securities from external pricing services. For
infrequently traded securities, we obtain quotes from brokers
or we estimate values using internally developed pricing mod-
els. These models are based upon common valuation tech-
nigues and require us to make assumptions regarding credit
quality, liquidity and other factors that affect estimated values.
We regularly review investment securities for impairment in
accordance with our impairment policy, which includes both
guantitative and qualitative criteria. Quantitative criteria include
length of time and amount that each security position is in an
unrealized loss position, and for fixed maturities, whether the
issuer is in compliance with terms and covenants of the secu-
rity. Qualitative criteria include the financial strength and spe-
cific prospects for the issuer as well as our intent to hold the
security until recovery. Our impairment_reviews involve our
finance, risk and asset management teams, as well as the port-
folio management and research capab:lmes of GEAM, and
cther third-party managers, as required. We actively perform
comprehensive market research, monitor market conditions
and segment our investments by credit risk in order to mini-
mize impairment risks.

-Deferred acquisition costs. DAC represents costs which
vary with and are primarily related 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. These costs include commissions in excess
of ultimate renewal commissions, selicitation and printing
costs, sales material and some support costs, such as under-
writing and contract and policy issuance expenses. DAC is
subsequently amortized to expense over the lives of the under-
lying contracts, in relation to the anticipated recognition of pre-
miums or gross profits. . .

The amortization of DAC for traditional long-duration
insurance products-{including guaranteed renewable term life,
life-contingent structured settlements and immediate annuities
and long-term care insurance) is determined as a level propor-
tion of premiurn based on commonly accepted actuariai meth-
ods and reasonable assumptions, established when the
contract or policy is issued, about mortality, morbidity, lapse
rates, expenses, and future yield on related investments. U.S.
GAAP requires that assumptions for these types of products
not be modified (or unlocked) unless recoverability testing
deems them to be inadequate or a re-pricing event occurs.
Amortization is adjusted each period to reflect policy lapse or




termination rates as compared to anticipated experience.
Accordingly, we could ‘experience accelerated amortization of
DAC if policies terminate earlier than originally assumed. .

- Amortization of DAC for annuity contracts without-signif-
icant mortality risk and investment and universal life 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, invest-
ment 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
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.amortiza-
tion for these products include material changes in withdrawal
or lapse rates, investment spreads-or mortality assumptions.
For the years ended December 31, 2006 and 2005, key
assumptions were unlocked in our Protection and Retirement
Income and Investments segments to reflect our current
expectation of- future investment spreads and mortality.

+ The amortization of DAC for mortgage-insurance is
based on expected gross margins. Expected gross margins,
defined as premiums-less tosses, are. set based on assump-
tions for future persistency and loss development of the busi-
ness. These assumptions are updated :quarterly for actual
experience to-date or as our expectations of future experience
are revised.based on experience studies. Due ito the inherent
uncertainties in making assumptions about future events,
rnaterially different experience from expected results in persis-
tency or loss development could result in a material increase or
decrease to DAC amortization for this business. For the years
ended December 31, 2006 and 2005, key assumptions were
unlocked in ourMortgage Insurance segment to reflect our
current expectation of future persistency. . .

The following table sets forth the increase (decrease) on
amortization of DAC related to.unlocking of key assumptions
by segment for the periods:indicated; ** ¥ Ly

Tt

. ioa- .YearsehdedDecemberSL
{Amounts in millions) N e . 2006 . 2005

~2004

Protection _ _ I v/ B~ X )
Retirement Income andlnves{tments T2 1 3
Mortgage insurance T 2 4 e
Total N 87 87 . s(1)

. The DAC amor‘tization methodology for our variable prod-
ucts (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 this mean over a

3- to:5-year pericd, subject to the imposition of ceilings and
floors. The assumed returns over this reversion period are lim-
ited to the B5th percentile of historical market performance.
Variation in equity market returns that could be considered rea-
sonably likely would not have a matenal effect on.the amortiza-
tion of.DAC. -

< We regularly review DAC to determingiif it is recoverable
from future income. For deposit products, if the current pres-
ent value of estimated future gross profits is less than the
unamertized DAC for a line of business, a charge to income is
recorded for additionat DAC amortization or for increased bene-
fit reserves. For other products, if the benefit reserves plus
anticipated future premiums and interestincorme-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 amoruzauon or for
increased benefit reserves.

As of December 31, 2006, we believe all of our busi-
nesses have sufficient future income, where the related DAC
would be recoverable under adverse variations in morbidity,
mortality, withdrawal or lapse rate, maintenance expense or
interest rates that could.be considered reasonably likely to
occur. For the years ended December 31, 2006, 2005 and
2004, there were no material charges to income as a result of
our DAC recoverability testing. . .

Present value of.future profits. [n. conjunction with the
acquisition of a block of insurance policies or investment con-
tracts, a portion of the purchase price is assigned 10 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 simitar to the amortization of DAC.

We regularly review our assumptions and periodically
test PVFP for recoverability.in a manner S|m||ar to our treat-
ment of DAC. . .

. As of ‘December 31, 2006, we believe -all of our busi-
nesses have sufficient future income, where the related PVFP
would be recoverable under:adverse variations in morbidity,
mortality, withdrawal or lapse rate, maintenance expense or
interest rates that could be considered reasonahly likely to
occur. -For the years ended December 31, 2006, 2005.and
2004, there were no material charges to income as a result of
our PVFP recoverability testing.

* Valuation of goodwill. Goodwill represents the excess of
the amount paid to acquire a business over the fair value of its
net-assets at the.date of acquisition: Subsequent to acquisi-
tion, goodwill could ‘become impaired if the fair value of a
reporting unit as a whole were to decline below the value of its
individual identifiable assets and liabilities. This may occur for
various reasons, including changes in actual or expected
income or cash flows of a reporting unit, generation of income
by a reporting unit at a lower rate of return than similar
businesses or declines in market prices for publicly traded busi-
nesses similar to our reporting unit.
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Under US. GAAP, we-test the carrying value of goodwill
for impairment 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 circum-
stances change that would more likely than not reduce the fair
value of a reporting unit below its carrying value. -

The initial recognition of goodwill and subsequent test-
ing for impairment require management to make assump-
tions concerning how the reporting unit will perform in the
future. These assumptions are based on our historical experi-
ence and our expectations of future performance. Our esti-
mates are subject to change given the inherent uncertainty in
predicting future performance and cash flows, which are
impacted by such as things as policyholder behavior:competi-
tor pricing, new product introductions. and spemﬂc industry
and market conditions.

For the years ended December 31, 2006, 2005 and 2004
there were no charges to income as a result.of our goodwnl
impairment iesting. : '

Insurance liabilities and reserves. We calculate and main-
tain reserves for the estimated.future payment of claims to our
policyholders and contractholders based on actuarial assump-
tions and in accordance with industry practice and U.S. GAAP
Many factors can affect these reserves, including economic
and social conditions, 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 experi-
ence. Qur 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 preducts. 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 and annuity contracts. Measurement of
long-duration insurance reserves {such as guaranteed renew-
able term life, whole life and long-term care insurance policies}
is based on approved actuarial-methods, but necessarily
includes assumptions about expenses, mortality, morbidity,
lapse rates and future yield on related investments. Short-
duration contracts (such as payment 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 con-
tract loss estimates rely on actuarial observations of ultimate
loss experience for similar historical events.

N -
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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 assump-
tions 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, loss reserves are not established for future
claims on insured loans that are not currently in default.

Unearned premiums. For single premium insurance con-
tracts, we recognize premiums over the policy life in accor-
dance 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 earned over time in accordance with
the expected pattern of risk emergence. If single premium poli-
cies are canceled 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 can-
cellation. The expected pattern of risk emergence on which we
base premium recognition is inherently judgmental and is
based on-actuarial analysis of historical experience.

As of December 31, 2006 and 2005; we had $4.2 billion
and $3.6 billion, respectively, of unearned premiums of which
$2.3 billion and $1.8 billion, respectively, related to our interna-
tional mortgage insurance business. We recognize international
mortgage insurance unearned premiums over a period of up to
25 years, most of which'are recognized between 3 and 7 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 his-
torical experience and our expectations of future performance,
which are highly dependent on assumptions as to long-term
macroeconomic conditions including.interest rates, horme price
appreciation and the rate of unemployment. We periodically
review our expected pattern of risk emergence and make
adjustments based on actual experience and changes in our
expectation of future performance with any adjustments
reflected in current period income. For the years ended
December 31, 2006 and 2005, increases to international mort-
gage insurance earned premiums as a result of adjustments
made to our éxpected pattern of risk emergence and policy
cancellations were $74 million and $21 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 undarlying loss development

-and policy cancellation assumptions and the long duration of
‘our international mortgage insurance policy contracts. Actual

experience that is different than assumed for loss develop-
ment or policy cancelations 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 cancella--

tion variations that could be considered reasonably likely to
occur in the future would result in-accelerated or decelerated
recognition of earned premiums that would result in an
increase in net income of up to $50 million or a decrease in net
income of up to $25 million, depending on the magnitude of
variation experienced. 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.

The remaining portion of our unearned premiums relates
to our payment protection insurance and long-term care insur-
ance businesses where the underlying assumptions as to risk
emergence are not subject to significant uncertainty.
Accordingly, changes in underlying assumptions as to premium

recognition we consider being reasonably likely for these busi-

nesses would not result in a material impact on net income.
Derivatives. We enter into freestanding derivative trans-
actions primarily to manage the risk associated with variabitity
in cash flows or changes in.fair values related to our financiat
assets and liabilities. We also use derivative instruments to
hedge certain currency exposures. We also purchase invest-
ment securities, issue certain insurance policies and engage in

certain reinsurance contracts that have embedded derivatives. -

The associated financial statement risk is the volatility in net
income which can result from {1} changes in fair value of deriv-
atives not qualifying as accounting hedges; {2) ineffectiveness
of designated hedges; and (3) counterparty default. Accounting
for derivatives is complex, as evidenced by significant authori-
tative interpretations of the primary accounting standards
which continue to evolve, as well as the significant judgments
and estimates involved in determining fair value in the absence
of quoted market values. These estimates are based on valua-
tion methodologies and assumptions deemed appropriate in
the circumstances. Such assumptions include estimated
volatility and interest rates used in the determination of fair
value where guoted market values are not available. The use of
different assumptions may have a material effect on the esti-
mated fair value amounts. ‘ ‘
Valuation of deferred tax assets. Deferred tax assets rep-
resent the tax benefit of future deductible temporary differ-
ences 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.
Under U.S. GAAP, we test the value of deferred tax assets for
impairment on a quarterly basis at the taxpaying component
level of our Company within each tax jurisdiction, consistent
with our filed tax returns. Deferred tax assets are reduced by a

valuation allowance if, based on the weight of available evi-
dence, 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 valuation allowance we consider carryback capacity;
reversal of existing temporary differences, future taxable
income, and tax planning strategies. The determination of the
valuation 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 perfermance. 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. At December 31, 2008, we have a net
deferred tax liability of $1,550 million with a $56 million valua-
tion allowance related to state and foreign.gross deferred tax
assets. We have a gross deferred tax asset of $239 million
related to net operating loss carryforwards of $684 million at
December 31, 2006, which, if not used, will expire beglnnmg
in 2020.-

.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 managemaent'’s esti-
mates 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 probable 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, invalves the use of critical esti-
mates, assurmptions and judgments. Management's estimates
are based on their belief that future events will validate the cur-
rent assumptions regarding the ultimate outcome of these
exposures. However, there can be no assurance that future
events, such as court decisions or Internal Revenue Service
positions, wilt not differ from management's assessments.
Whenever practicable, management consults with third-party
experts {including attorneys, accountants and claims adminis-
trators} to assist with the gathering and evaluation of informa-
tion related to contingent liabilities. Based on internally and/or
externally prepared evaluations, management makes a deter-
mination whether the potential exposure requires accrual in
the financial statements.
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RESULTS OF OPERATIONS

The following table sets forth our resuits of operations. Our results of operations include the results of operations of the
Affinity segment and the blocks of business that we ceded to UFLIC for all periods presented through May 24, 2004, the date of
our corporate formation. See "— Overview — Our Corporate Formation” for a discussion of our corporation reorginazation, including our
reinsurance transactions with UFLIC, .

Increase (decrease) and

{1) Net meaningful
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Years ended December 31, - A percentage change
tAmounts in millions) 2006 2005 2004 2006 vs. 2005 2005vs, 2004
Revenues: ‘ ) :
Premiums $ 6,487 $ 6,297 $ 6,559 $190 3% $(262) {4i%
Net investment income 3,837 3.536 3.648 30 9% e o 112) (3)%
Met investment gains {losses} (69) 2) 26 {67) NN .{28) {108)%
Policy fees and other income 774 673 824 101 15% - 151) {18)%
Total revenues 11,029 10,504 * 11,087 525 5% {553} 5)%
Benefits and expenses: P : :
Benefits and other changes in polzcy reserves 4,485 4,205 4,804 280 7% {599) {12)%
Interest credited 1,522 1,425 1,432 g7 7% (N -%
Acquisition and operating expenses, net of deferrals 2,013 1,989 1,902 24 1% v 87 5%
Amortization of deferred acquisition ¢costs and intangibles 727 794 1,064 167 181% (270 {251%
Interest expense __ 364 293 217 , N 24% 78 35%
- Totat benefits and expenses 911 8,706 9,419 . 405 5% . (M3 81%
Income before income taxes, gain on sale of
discontinued operations and cumulative effect .
of accounting change 1,918 1,798 1,638 120 7% 160 10%
Provision for income taxes 594 577 493 7 3% .-, o4 17%
Income before gain on sale of discontinued operations
and cumulative effect of accounting change 1,324 1,221 - 1,145, 103 8% 76 7%
Gain (loss) on sale of discontinued operations, : : : .
_ netoftaxes . . . - . - 7 - % i (1001%
lncome before cumulative effect of accounting change 1,324 1,221 1,152 103 8% . 69 6%
_Cumulative effect of accounting change, net of taxes 4 - 5. , .4 NMm 151 {100+%
Netincome : 1,328 1,221 1,157 107 9% 64 6%
Adjustments to net income; .
Net investment {gains) losses, net of taxes and o
other adjustments 34 1 (16} 33 NMre 17 106%
Net tax benefit related 1o IPO o= - {46) - ~% 46 100%
Gain on outsourcing services agreement, net of taxes - - {25) - -% 25 100%
Gain {loss) on sale of discontinued operatlons :
net of taxes ' - : - {7 - -% 7 100%
Cumula_tjye afiect of aééounting change, net of taxas {4) ’ - ) {5) () NMU?” B N L5 100%
Net operating income $ 1,358 $ 1,222 $ 1,058 $136 1% $164 16%
Net earnings per common share . :
Basic : $ 29 $ 257 $ 236
Diluted ) : . $§ 283 $ 262 "% 236
Net operating earnings per common share .
 Basic : ) g $ 298, § 257 .- % 216
Dituted . $ 289 $ 252 $ 216
Weighted-average common shares outstanding: .
Basic 455.9 4753 - 489.5
Diluted 469.4 484.6 4390.5




2006 VS, 2005

Premiums. Premiums consist primarily of premiums
earned on insurance products for individual life, long-term care,
Medicare supplement, group life and health, payment protec-
tion, single premium immediate annuities and structured set-
tlerments with life contingencies and morigage insurance
policies. Increases from our Mortgage Insurance and Protec-
tion segments of $250 million and $73 million, respectively,
were oifset by decreases in Retirement Income and Invest-
ments and Corporate and Qther of $119 million and $14 mil-
lion, respectively. Premiums in our Mortgage Insurance
segment increased $250 million reflecting growth and aging of
our of our international mortgage insurance in-force block of
business and the periodic update and methodology refine-
ments to the Australian and Canadian prermium recognition fac-
tors. Premiums increased $73 million. in our Protection
segment primarily due to a $178 million increase in our tong-
term care business mainly from growth in the in-force block
principally driven by new sales and renewal premiums and the
Continental Life acquisition, which closed in May 20086.
Additionally, our Protection segment increased $115 million pri-
marily from growth in the in-force of our term life insurance and
group business, Partially offsetting these increases in the
Protection segment was a $220 million decrease from our pay-
ment protection business as a result of continued runoff of low
return blocks of business, our exit from travel insurance and
the reclassification of certain reinsurance assumed business
from reinsurance accounting to the deposit method of account-
ing. Our Retirement Income and Investments segment
decreased $119 million primarily attributable to a reduction in
our life-contingent structured settlement annuities due to our
continued pricing discipline in the current relatively low interest
rate environment and our decision in the third quarter of 2006
to discontinue sales of this product.

Net investment income. Net investment rncome repre-
sents the income earned on our investments. Net investment
income increased primarily as a result of an increase in average
invested assets in our Protection segment attributable to
growth of our long-term care in-farce block and an increase
related to assets purchased using proceeds-from cur issuance
of non-recourse funding obligations supporting certain term
and universal life insurance excess statutory reserves.
Additionally, our Retirement Income and Investments segment
average invested assets increased as a result of higher sales of
our registered notes. Our Mortgage Insurance .segment
increased due to an increase in invested assets associated
with the growth.of our international mortgage business.
Additionally, higher net investment income was due to an
increase in- weighted average investment vields to 5.8% for
the year ended December 31, 2006 from 5.6% for the year
ended December 31, 2005. The increase in weighted average
investment yields was primarily attributable to increased yields
on floating rate investments, as a result of a generally high
short-term interest rate environment. Net investrment incorme
for the year ended December 31, 2006 included $98 million of
investment income related to bond calls, commercial mort-
. gage loan prepayments, limited partnership investments and

the release of commercial morigage loan loss reserves as
compared to $121- million in 20085. . -

Net investment gains {losses). Net investment gains
{losses) consist of realized gains and lesses from the sale or
impairment of our investments, unrealized and realized gains
and losses from our trading securities, fair value hedging rela-
tionships, and embedded derivatives. For the year ended
December 31, 2006, gross investment gains.were $81 million
and ‘gross investment (losses) were ($150} miliion, including
($8) million ‘of impairments. Gross investment gains for the
year ended December 31, 2006 were primarily attributable to
$72 million in gains on the sale of available-for-sale fixed matu-
rities and equity securities. Gross investment losses include
$118 million of interest rate related losses as a result of the dis-
pasition of available-for-sale securities primartly for portiolio
repositioning activities, $17 million on the derecognition of
assets and liabilities 'associated with certain securitization enti-
ties, and $8 million for impairment charges. For the year ended
December 31, 2005, gross investment gains on available-for-
sale securities were $108 million and gross investment
(losses) on available-for-sale: securities were {$110} million,
including {$71) million of impairments. The available-for-sale
securities impairments related primarily to fixed maturity secu-
rities issued by companies in the automotive, transportation,
finance and retail industries ($17 million, $16 million, $10 mil-
lion and.$9 million, respectively).

Policy fees and other income. Policy fees and other
income consist primarily of cost of insurance and surrender
charges assessed on universal life insurance policies, fees
assessed against policyholder and contractholder account val-
ues, and commission income. The increase in policy fees and
other income was primarily due to higher sales and growth in
assets under management in our Retirement Income and
Investments’ fee-based products that resulted in a $106 million
increase in policy fees and other income. This was partially off-
set by a $14 million reduction in our mortgage insurance busi-
ness largely driver: by lower contract underwriting fees in the
U.S. mortgage insurance business and the elimination of
Canadian application fees. . :

Benefits and other changes in pollcy reserves. .Benefits
and other changes in policy reserves consist primarily of bene-
fits paid and reserve activity related to current claims and
future policy benefits on insurance and investment. products
for life, long-term care, Medicare supplement, group life and
health,. payment protection, structured settlements and single
premium immediate annuities with life contingencies and
claim costs incurred related to mortgage insurance producis.
The-increase in benefits and other changes in policy reserves
was primarily driven by a $244 million increase in our long-term
care business as a-result of aging and growth in the in-force
block, some with expiring reinsurance coverage, continued low
termination rates on older issued policies as well as the
Continental Life acquisition. Adding to this increase was a
$131 million increase in our Mortgage Insurance segment pri-
marily driven by higher losses from portfolio seasoning in our
international mortgage insurance business, increased losses
from a limited number of Australian distribution relationships
and ‘higher reserves as a result of a periodic update to our

W] form 106 63




Australian loss reserve factors. Additionally, cur U.S. mortgage
insurance business increase was primarily attributable to
higher average reserves per delinquency associated with
higher Ioan balances in more recent books of business and
aging of delinquent loans. Offsetting these increases was a
$96 million decrease in our Retirement Income and Invest-
ments segment principally from a decrease in sales of life-
contingent structured settlement annuities due to our
continued pricing disciplineg in the current relatively low interest
rate environment and our. decision in the third quarter of 2006
to discontinue sales of this product.

Interest credited. Interest credited represents interest
credited on behalf of policyholder and contractholder general
account balances. The increase in interest credited from our
Retirement Income and Investments segment was primarily
due to a $129 million increase related to spread-based institu-
tional products as a result of higher crediting rates on floating
rate products, as a result of a generally high short-term interest
rate environment, and higher assets under management. This
increase was partially offset by a $49-million decrease in inter-
est credited related to spread-based retail products, primarily
due to fixed annuities ‘crediting rates being reset to current,
lower rates as the fixed annuities reach.the end of their initial
crediting rate guarantee period. In addition, interest credited
increased $12 million in our long-term care insurance business
mainly driven by growth in acceunt value of our corporate
owned life insurance block of business.

Acquisition and operating expenses, net of deferrals.
Acqguisition 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 under-
writing 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. Acquisition and operating expenses, net of
deferrals, increased primarily from a $53 million increase in our
long-term care business growth of in-force and the Continental
Life acquisition. In addition, our Fee-based products in our
Retirement Income and Investments ségment increased
367 million primarily due to higher sales and growth in assets
under management. These increases were partially offset by a
£64 million decrease in our payment protection business and
a decline of $27 million in our Corporate and Other.

Amortization of deferred acquisition costs and intangi-
bles. Amortization of deferred acquisition costs and intangibles
consists primartly of the amortization of acquisition costs that
are capttalized, PVFP and capitalized software. Amortization of
deferred acquisition costs and intangibles decreased as a
result of a $109 million decrease in our Protection segment pri-
marily attributable to an $88 million decrease in our payment
protection insurance business and a $12-million decrease in
our life insurance business: The decrease in our payment pro-
tection insurance business was largely driven by the reclassifi-
cation of certain reinsurance assumed business from
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reinsurance accounting to the deposit method of accounting
and lower amortization from our runoff UK. block of business.
These decreases were offset by an $43 million increase in our
Retirement Incorme and investments segment primarily from
accelerated amortization and unlocking of lapse assumptions
for our spread-based retail products due to higher. lapses in our
fixed annuities.

Interest expense. fnterest expense increased primarily as
a result of the issuances of additional non-recourse funding
obligations and- an increase in average variable rates paid on
those obligations. This was partially offset by a decrease in
interest expense associated with the defecognition of barrow-
ings related to securitization entities in the first quarter of 2006.

Provision for income taxes. The effective tax rate
decreased to 31.0% for the year ended December 31, 2006
from 32.1% for the year ended December 31, 2005. This
decrease in effective tax rate was primarily attributable to
favorable examination developments, a reduction in excess
foreign tax credits and an lncrease in Iower taxed foreign earn-
ings in 2006. . '

Net operating income. The increase in net operating
incorme reflects increases in our Protection and Mortgage
Insurance segments net operating income, offset by
decreases in Retirement Income and Investments and
Corporate and Other net operating income, as discussed in the

- Results of Operations by Segment.” Included in net operat-
ing income is a $12 million, net of tax, increase attributable to
favorable changes in foreign exchange rates. .

2006 VS. 2004

Premiums. Premiums 'decreased primarily due to the
$239 million'decrease.in our Retirement Income and
Investrments segment primarily attributable to our continued
pricing discipline on our life-contingent structured settlements
and single premium immediate annuities in a low interest
rate environment. ‘Also contributing to the decrease was an
$88 million decrease in‘our Affinity segment due to our corpo-
rate formation in 2004 in which we did not acquire the opera-
tions of this segment. Partially offsetting these decreases was
an $82 million increase in our Mortgage Insurance segment
driven by the continued growth and agmg of our international
mortgage insurance business.

Net investment income. Net investment income decreased
as a result of a decrease in average invested assets, primarily
due to the transfer of assets to UFLIC in connection with the
reinsurance transactions, partially offset by new asset pur-
chases. The decrease in net investiment incorme was partially off-
set by an increase in weighted average investment yields to
5.6% for the year ended December 31,-2005 from 5.5% for the
year ended December 31, 2004. The increase in weighted aver-
age investment vields was primarily attributable to a $32 milion
release of commefcial mortgage loan reserves, higher derivative
and iimited partnership income, partially offset by purchases of
new assets in an interest rate environrment where current mar-
ket yields were lower than existing portfolio yields.




-

Net investment gains (losses). For the year ended
December 31, 2005, gross realized gains were $108 million
and gross realized {losses) were ${110) million, including
$71 million of impairments. These impairments were primarily
attributable to fixed maturities, - limited partnership investments
and common stock investments (364 million, $5 million and
$1 million, respectively). The fixed maturities impairments pri-
marily related to securities issued by companies in the automo-
tive, transportation, finance and retail industries ($17 million,
%16 million, $10 milion and $9 million, respectively). Realized
gains for the year ended December 31, 2005 were attributable

to $80 miilion in gains on the sales of fixed maturities and pre- -

ferred equities and reéoverle's on previously, impaired securi-
ties of $28 million. For the’ year ended December 31, 2004,
gross realized gains were '$90 million and gross realized losses
were ${64) million, including $26 milion of impairments. These
impairments were atfributable to fixed maturities, mutual
funds and limited partnership investments {$17 million, $5 mil-
lion and $4 million, respectively). The fixed maturities impair-
ments primarily related to securities issued by companies in
the timber products, healthcare and consumer products indus-
trigs ($6 million, $4 million and $3 million, respectively).

Policy fees and other income. Policy fees and other
income decreased primarily due to a $104 million decrease in
our Affinity segment resultlng from our corporate formation
in 2004. Also contributing to the decrease was a $36 million
decrease in Corporate and Other primarily attributable to a gain
recorded in 2004 related to our waiver of contractual rights
under an outseurcing services agreement with GE's global out-

sourcing provider, 60% of which was sold in 2004. Qur”

Retirement Income and Investments segment also experi-
enced a $27 million decrease primarily attributable to the rein-
surance transactions with UFLIC, partially offset by increased
product fees, management fees, commissions earned and
other fees driven by the growth in assets under management.

Benefits and other changes in policy reserves. The
decrease in benefits and other changes in policy reserves was
primarily driven by a $522 million decrease in our Retirement
Income and Investments segment primarily attributable to our
reinsurance transactions with UFLIC and lower sales of struc-
tured setttements and single premium immediate annuities
resulting from cur continued pricing discipline. Also contribut-
ing to the decrease was an $80 million decrease in our Affinity
segment due to the corporate formation in 2004.

interest credited. The decrease was primarily driven by a

$14 million decrease in our Retirement Income and
Investments segment primarily attributable to the reinsurance
transactions with UFLIC, partially offset by an increase in inter-
est credited on floating rate products driven by higher average
interest crediting rates in 2005 due to an increase in the short-
term interest rates.

° Acquisition and operating expenses, net of deferrals.
Acquisition and operating expenses, net of deferrals, increased
primarily due to a $153 million increase in our Protection seg-
ment, a $27 million increase in our Mortgage Insurance
segment and a $21 million increase in Corporate and Other. The
increase in our Protection segment was primarily attributable to

an increase in commissions and other expenses in our pay-
ment protection insurance runoff block and higher non-
deferrable acquisition costs in our long-term care and life
businesses, The increase in our Mortgage Insurance segment
was primarily attributable to increased costs in‘our existing
international platforms and continued investments in potential
new international mortgage insurance platforms. The increase
in Corporate and Other is attributable to an increase in stand-
along costs as we transition towards full independence from
GE and increased equity based compensation expense. These
increases were partially offset by a $123 million decrease in our

‘Affinity segment due to our corporate formation in 2004,

Amortization of deferred acquisition costs and intangi-

" bles. Amortization costs decreased primarily due t¢ a $189 mil-

lion decrease in our Protection segment primarily attributable
to a decrease in our payment protection insurance business

runoff black. Also contributing to thé decrease was a $47 mil-
" lion decrease in our Affinity segment due to our, corporate for-

mation and a $39 million decreasé in our Retirement Income
and Investments segment primarily due to the reinsurance
transactions with UFLIC.

Interest expense. Interest expense increased primarily as
a result of the change in our capital structure in connection with
our corporate formation in 2004, and an increase in interest
paid on non-recourse funding obligations related to our term
life insurance capital management strategy. .

Provision for income taxes. The effective tax rate
increased to 32.1% for the year ended December 31, 2005
from 30.1% for the year ended December 31, 2004. This
increase in effective tax rate was primarily attributable to non-
recurring |PO related transaction tax benefits in 2004, offsetin
part by reductions in excess foreign tax credits and favorable
examination developments in 2005.

Net operating income. The increase in net income from
continuing operations reflects increases in segment net
income in each of our segments, except for Corporate and
Other and our Affinity segment.

RESULTS OF OPERATIONS BY SEGMENT

'Management regularly reviews the performance of each
of our operating segmenits {Protection, Retirement income and
Investments and Mortgage Insurance) based on the aftertax
net operating income {loss) of the segment, which excludes;
(1) cumulative effect of accounting changes and (2) infrequent
or unusual non-operating items. Certain other items, including
most of our interest and other financing expenses and advertis-
ing, marketing and other corporate expenses, are included in
Corporate and Other. Although these excluded items are signif-
icant to our consolidated financial performance, we believe that
the presentation of segment net operating income -(loss)}
enhances our understanding and assessment of the results of
operations of our operating segments by highlighting net
income (loss} attributable to the normal, recurring operations of
our business. However, segment net operating income (loss} is
not a substitute for net income determined in accordance with
US. GAAP
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PROTECTION SEGMENT

We offer US. customers life insurance, long-term care
insurance; linked benefit products, Medicare supplement
insurance and, primarily for companies with fewer than
1,000 employees, group life and health insurance,.In Europe,
we offer payment protection insurance in over 15 countries,

SEGMENT RESULTS OF OPERATIONS

which helps consumers meet their payment obligations in the
event of illness, involuntary unemployment, disability or death.
Effective January 1, 2008, our Mexico-domiciled subsidiary,
previously included in Corporate and Other, is now being man-
aged within our Protection segment and whose results are
now included as part of the payment protection insurance busi-
ness for the years ended December 31, 2006, 2005 and 2004.

The followmg table sets forth the results of operatmns relating to our Pretectlon segment. Prior to our corporate formation;,
we entered into several sngnlﬂcant reinsurance transactions with UFLIC in which we ceded to UFLIC a block of Jong-term care
insurance policies that we reinsured from Travelers in 2000, and we assurned from UELIC in-force blocks of Medicare supplement
insurance policies. The Travelers long-term care block was ceded to UFLIC in connection with our corporate formation on May 24,
2004, and its results are not included after that date. Similarly, the Medicare supplement blocks were assumed from UFLIC in con-
nection with our corporate formation on May 24, 2004, and its results are included after that date. As a result of the faregaing, our
results of operations for the years ended December 31, 2006 and 2005 are not comparable to this segment s results of operations

for the year ended December 31 2004,

Years ended December 31,

Increase (decrease) and
percentage change

2006

@r_‘."l_ogrzs_ i_n_mjffions) . ' o @95 2004 2006 vs. 2005 2005 vs. 2004
Revenues: ' . . .

Premiumns $4,594 $4.521 $4.527 $ 73 - 2% $ {6 -%
Net investment income ) . 1,482 1,287 +1,226 185 15% 61 5%
Net investment gains (Iosses] L - N 5 NM(T - -%
Policy feesand otherincome 3719 371 364 8 2% S 2%
Total revenues 6,460 6,1 79 6,117 281 5% . 62 1%
Benefits and expenses:

Benefits and other changes,in policy resenves. . 3175 2,926 2,520 249 9% 6 -%
Interest credited : 384 369 362 15 4% 7 2%
Acquisition and operating expenses, net of deferrals 1.339 1,350 1,197 {11} {1 )% 153 13%
Amortization of deferred acquisition costs and intangibles 488 597 786 {109} 18)% {189} {24)%
Interestexpense ) 141 52 15~ - "89 7% 37 247%
Total benefits and expenses . ' 5627 5294 5,280 _ 233 4% 14 -%
Income before incame taxes 933 885 BI7 . 48 5% 48 €%
Provision for income taxes 315 317 307 {2} Mm% 0 3%
Segment net income 618 568 530 50 9% 38 7%
Adjustments to segment net income:

Net investment (gains) losses, net of taxes and :

__other adjustments ) L - L= {4) NMm@ - -%
Segment ngt operating income $ 614 ¢ 568 § 530 $ 46 8% $ 38 7%

(1) Not meaningful )

The following table sets forth net operating income for the products included inour Protection segment:

Increase [decrease) and

Years ended December 31, percentage change -
fAmounts in miflions) . 2006 2005 2004 2006 vs, 2005 2005 vs. 2004
Segment net operating income: .
Life insurance ] $313 $£275 $245 338 14% $30 12%
Long-term care insurance - 153 172 172 19} 1M% - -%
Payment protection insurance 113 90 83 | 23 26% 7 8%
Group life and health insurance 35 31 30 4 13% 1 3%
Total segment net operatlng income . $614 $568 $530 $46 8% $38 7%

'3

66 form 10k [31)




2006 V5. 2005 . .

Segment net operating income.

Segment net operating income in our life insurance busi-
ness increased primarily due to in-farce growth in term life
insurance and continued favorable mortality. The increase in our
payment protection insurance busingss net operating incormie
was primarily associated with growth in continental Eu'ropean
and Ireland production and a lower effective tax rate, partially
offset by lower income in the UK. and included a $1 million
decrease, net of tax, attributable to changes in foreign
exchange rates. The decrease in our long-term care msurance
business was principally the result of lower terminations on
older issued policies and lower investment Yields from the
investment of net ingurance’ cash flows at new money rates
below our current portfollo yield. These factors more than offset
growth from the acquisition of Continental Life as well as new
business growth. ' '

Qur long-term care business net operating income in
2006 benefited from $8 million, net of tax, from reserve and
other adjustments and $11 million from the Continental Life
acquisition. We benefited in 2005 from an $18 million, net of
tax, reserve and other ad;ustments Net operating income in our
life insurance business for 2005 was reduced by an $8 million
unfavorable ad]ustment net of tax, on relnsured term life i |nsur—
ance policies.

Revenues

Premiums increased $73 million driven by $178 million in
our long-term care insurance busiriess, $87 million in our life
business and $28 million in our group business, offset by a
decrease of $220 million in our payment protéction business:
The increase in our long-term care insurance business was
attributable to growth in the long-term care insurance ‘in-force
block from new sales and renewal premiums and a $114 million
increase in Medicare supplement prim'arily'relat'ed to the
Continental Life acquisition, which closed in May 2006. The
increase in our life insurance business was due to in-force
growth from new and renewal premiums of term life insurance.
The 'increase in our group insurance business was principally
from growth in our non-medical products and individual volun-
tary products, partially offset by decreases in medical products.
Our payment protection instrance business decreased fargely
from the UK. market including a $13 million dedrease attributa-
ble to changes in foreign exchange rates. The decrease from
the U.K. market was the result of continued runoff of low return
blocks of business and our exit from travel insurance. Also,
there was a $73 million decrease related 10 the reclassification
of certain reinsurance assumed business from reinsurance
accounting to the deposit method of accounting {"“reinsur-
ance accounting change") This change had no impact on net
income and prior year amounts have not been reclassified. as
such amounts were not material to our financial statements.
Partially offsetting these decreases was growth in continental
Europe and Ireland from new distribution relationships and an
increase in consurner lending in those markets.

The increase in net investment income was primarily the
result of growth of our long-term care in-force block and an

1

increase in assets purchased using proceeds from our issuance
of non-recourse funding obligations supporting certain term and
universal life insurance policies. Net investment income also
includes an $1 million increase attributable to changes in foreign
exchange rates in our payment protection insurance business.
The increase in the payment protection business alsc included
$22 million attributed to the reinsurance accounting change.
For a discussion of net investment gains (losses), see the
cormparison for this ling itern under - Results of Operations.”
Policy fees and other income increased $8 million attribut-
able to $8 million in our long-term carg insurance business and
$8 million in our life insurance business, offset by $4 million
decreases in our group and payment protection insurance busi-
nesses. The decrease in our group insurance business was
related to an expected drop in lives from exiting a third-party
administrator business. The decrease in gur payment protection
business was largely due to the reinsurance accounting change
of $8 million. The increase in our life insurance business was
largely due to growth of our universal life.insurance products.
Partially offsetting this-was a $13 million decrease related to an
adjustment in unearned revenue in 2008, a $9 million increase
related to an adjustment to unearned revenue on a closed block
of non-standard business in 2005, and a $12 million decrease
related to an adjustment on a.reinsured block of term life
insurance policies in 2005. The increase in our long-term care
insurance business for 2006 is primarily the result of a $6 million
reclassification from premiums.
Benefits and expenses .
Benefits and other changes in policy reserves increased
$249 million attributable to a $244 million:increase in our long-
term care insurance business, a $52 million increase in our life
insurance business and a $29 miflion increase in our group
insurance business, partially offset by a decrease of $76 million
in our payment protection business. The increase in our long-
term care insurance business was.the result of aging and
growth of the in-force block, continued low termination rates on
older issued policies, some with expiring reinsurance coverage,
and also included a $80 million increase from the Continental
Life acquisition which closed in May 2006. The increase in our
life insurance business was due mainly to growth of our term
and universal life in-force that was partially offset by continued
favorable mortality in 2008. The increase in our group insurance
business was principally driven by growth and higher claims in
our non-medical insurance preducts and individual voluntary
products. The decrease in our payment protection insurance
business was largely due to a decrease of $26 million related to
the reinsurance accounting change and a reduction of claims in
our run-off block of business within the UK., cfiset by a $2 mil-
lion increase attributable to changes in foreign exchange rates.
Our long-term care business benefits and other changes
in policy reserves also included reserve adjustments in both
years. 2006 includes a $27 million decrease due to a favorable
adjustment related to group long-term care policies. 2005
included $35 million of net favorable reserve adjustments.
Interest credited increased $15 million principally from
$12 million in our tong-term care insurance business driven by
growth in account value of our corporate owned hfe ingurance
block of business.

[ 4
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Acquisition and operating expenses, net of deferrals,
decreased $11 million driven by decreases of $64 million in
our payment protection insurance business and $8 million in our
group insurance business, offset by a $53 million increase from
our long-term care insurance business and an $8 million
increase from our life insurance business. The increase in our
long-term care insurance business was largely the result of
growth of the in-force block, $17 million from the Continental
Life acquisition and $8 miltion increase related to a reinsurance
adjustment in 2006. The increase in our life insurance business
was primarily due to 2005 expense favorability that did not recur
in 2006. The decrease in our payment protection insurance busi-
ness was principally from the $13 million reinsurance account-
ing change and our run-off block and included a $6 million
increase attributabte to changes in foreign exchange rates. In
addition, there was a decrease of $13 million due to the release
of a contingent liability resuiting from the settlerment reached
with one of our distribution relationships. :

Amortization of deferred acquisition costs and intangibles
decreased $109 million largely the result of a $88 million
decrease in our payment protection insurance business and a
$12 million decrease in our life insurance business. The
decrease in our payment protection insurance business was pri-
marily due to the reinsurance accounting change of $26 million
and lower amortization from our runoff block and was partially
offset by a $4 million increase attributable to changes in foreign
exchange rates. Qur long-term care insurance business
decreased $8 million as a result of a $27 million unfavorable cor-
rection of a long-term care policy rider in 2005. This decrease
was partially offset by higher amortization from growth of the in-
force block of long-term care insurance and higher terminations
in our Medicare supplement product. -

Ameortization in our life insurance business for 2006
included decreases in our universal life insurance products of
$7 million due to an unearned revenue adjustment and $7 mil-
lion associated with revisions to estimated gross profit assump-
tions. Amortization for 2005 also included a $10 million
adjustment in our universal life product.

Interest expense increased $89 million in our life insur-
ance business primarily attributable to the issuance of additional
non-recourse funding obligations and an increase in average
variable rates paid on those obligations. This increase was off-
set by a $6 million reinsurance accounting change in our pay-
ment protection business.

Provision for income taxes

The effective tax rate decreased to 33.8% for the year
ended December 31, 2006 from 35.8% for the year ended
December 31, 2005. This decrease in effective tax rate was pri-
marily attributable to a reduction in excess foreign tax credits,
an increase in lower taxed foreign earnings and favorable exam-
ination developrnents in 2006.

2005 VS. 2004

Segment net operating income

The increase in life insurance net income was primarily
attributable to growth of the in-force block, lower claims experi-
ence and improved universal life insurance investment spreads.
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The increase in our payment protection insurance net income
business was attributable to an increase resulting from growth
of our continental European business and $3 million attributable
to changes in foreign exchange rates. Net income in our'long-
term care business benefited from growth of the in-force block,
which was more than offset by lower than expected termina-
tions and lower portfolio yields. In addition, our long-term care
business benefited from reserve corrections, which were offset
in part by strengthening of certain ¢laim reserves.

Revenues

Premiums decreased primarily as a result of a $104 mil-
lion decrease in the payment protection business. This
decrease was due to a decrease of $295 miillion in the UK. mar-
ket partially offset by a $163 million increase in continental
Europe and an increase of $29 million attributable to changes in
foreign exchange rates. The decrease in the UK. market was
attributable to the continued runcif of tow return blocks of busi-
ness. The increase in continental Europe was attributable to the
growth due to new distribution relationships and the growth of
consumer lending in those markets. The decrease was partially
offset by a $54 million increase in our life insurance business
primarity related to growth of the term life insurance in-force
blocks and a $36 million increase in our group business that was
due to growth of the non-medical in-force blocks. Qur long-term
care business increased modestly as growth in the in-force
block was partially offset by an $83 million decrease attributable
to the reinsurance transactions with UFLIC.

The increase in net investment income, which included
$2 million due to changes in foreign exchange rates, was prima-
rily the result of an increase in average invested assets, partially
offset by declining yields on investments. The increase in aver-
age invesied assets was primarily the result of new assets
backing growth of our long-term care in-force block and an
increase related to assets purchased using proceeds from our
issuance of non-recourse funding obligations supporting certain
term life insurance policies. This increase was partiatly offset by
a decrease of $46 million as a result of a decline in average
invested assets related to the reinsurance transactions with
UFLIC and a runoff block of payment protection business in
Europe. The decrease in weighted average invesiment vields
was attributable to purchases of new assets in an interest rate
environment where current market yields are lower than exist-
ing portfolio rates as well as investments in floating-rate securi-
ties from proceeds of our issuance of non-recourse funding
obligations related to our term life insurance capital. manage-
ment strategy.

Benefits and expenses

Benetits and other changes in policy reserves increased
primarily due to a $30 million increase in our life business prima-
rily due to growth of term life in-force block and less favorable
universal life mortality offset in part by favorable term life mor-
tality, and a $24 million increase in our group business primarily
due to growth of the in-force blocks. The increases were par-
tially offset by a $30 million decrease in our payment protection
business. The decrease was primarily attributable to a decrease
in claims in our runoff business, partially offset by $4 mitlion
attributable to changes in foreign exchange rates. Our long-term




care business decreased $18 million attributable to a $102 mil-
lion decrease related to the reinsurance transactions with

UFLIC, and a $40 million correction of reserves related to a long-
term care policy rider which had been incorrectly coded in our
policy valuation system. These decreases were partially offset
by an increase of $101 million primarily attributable to lower pol
icy terminations and an increase associated with the aging of
the in-force block. Additionally, our long-term care business had
a $23 million increase relating to the strengthening of certain
claim reserves.

Acquisition and operating expenses, net of.deferrals,

increased primarily due to a $117 million mcrease in our pay-

mant protection business. This increase was dus to an increase
in commissicns and other expenses in our runoff block and an
increase of $11 million attributable to changes in foreign
exchange ra;eé. Our long-term care business increased $24 mil-
lion due to higher non-deferrable acquisition costs partially off-
set by a 317 million decrease related to the reinsurance
transactions with UFLIC. Our life business increased $17 million
primarily due to higher non-deferrable acquisition costs related
to growth of new business sales.

Amortization of deferred acquisition costs and intangibles
decreased primarily due to a $202 million decrease in our
payment protection business. This decrease was primarily

attributable to our runoff block partially offset by a $12 million
increase attributable to changes in foreign exchange rates. Qur
life business decreased $14 million due to reduced software
amortization ‘and less favorable mortality in universal life that
contributed to lower amortization. The decreases were partiatly
offset by an $18 million increase in our long-term care primarily
attributable to a $27 million increase to correct amortization
related to an incorrectly coded long-term care policy rider, par-
tially offset by an $8 million decrease attributable to the reinsur-
ance transactions with UFLIC. Also partially offsetting the
decrease was an increase of $9 mitlion in our group business
attributable to growth of the in-force block.

Interest expense increased $37 million as the result of an

" increasein average variable rate ylelds paid on non-recourse fund-

ing obligations supporting our term life insurance capital manage-

" ment strategy and the issuance of additional non-recourse

funding obligations in the second and third quarters of 2005.

. Provision for income taxes

The effective tax rate decreased to 35.8% for the year
ended December 31, 2005 from 36.7% for the year ended
December 31, 2004. This decrease in effective tax rate was pri-
marily attributable to a reduction in excess foreign tax credits
and a favorable examination development in 2005,

PROTECTION SELECTED OPERATING PERFOBMANCE MEASURES

. ° )
Life insurance

The following table sets forth selected operatnng performance measures regarding our life insurance products as of or for the
dates indicated: -~

As of or for ‘Increase (decrease) and
“years ended Decamber 31, percentage change
{Amounts in millions} 2006 2005 2004 2008 vs. 2005 2005vs, 2008
Term life insurance R v .
Net earned premiums $ 876 $ 779 $ 721 3 97 12% $ 58 8%
Annualized first-year premiums 140 138 102 2 1% 36 35%
Life insurance in-force, net of reinsurance {face amount) 429,803 379,378 328,014 50,425 13% 50,364 15%
Life insurance inforce before reinsurance (face amount) 595,045 540,257 ° - 481,985 ' 54,788 10% 58,272 12%
Universal and whole life insurance . : : .
Net earned premiums and deposits s 4an $ 408 $ 373 $ 63 15% $ 35 9%
Universal life annualized first-year deposits 41 27 24 14 52% 3 13%
Universal life excess deposits 98 46 18 52 113% 28 156%
Life insurance in-force, net of reinsurance {face amount) 40,669 40,711 41,745 (42) -% (1,034} 21%
tife insurance in-force before reinsurance (face amount) 49,572 49,353 50,775 219 % {1,422} {3)%
Total life insurance ’ ’ :
Net earned premiums and deposits ' $ 1,347 $ 1,187 $ 1,094 $ 160 13% 3 93 9%
Annualized first-year premiums . ' 140 138 102 2 1% 36 35%
Annualized first-year deposns 41 27 24 14 52% 3 13%
Excess deposits ' 98 46 18 52 113% 28 156%
Life insurance in-force, net of reinsurance {face amount) 470,472 - 420,089 370,759 50,383 12% 49,330 13%
:Life insurance in-force before reinsurance (face amount) 644,617 598,610 . 532,760 46,007 8% 65,850 12%

2006 VS, 2006

. Term life insurance..The increase in term life insurance
net earned premiums and insurance in-force was primarily due
to growth of the in-force block of business as a result of an
additional layer of annualized first-year premium from the cur-
rent and prior year. Annualized first-year premiums were flat as
a result of increased price competition.and a shift to universal
life products by our distribution customers.

Universal and whole:life insurance. Universal life annual-
ized first-year deposits increased primarily from a shift from
term life products by our distribution customers and new prod-
uct offerings gaining momentum in the market. The inforce
block remained flat mainly as a result of the growth in universal
life being offset by the continued runoff on our closed block of
whale life insurance.
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2005 VS. 2004

Term life insurance. The increase in term life insurance
in-force during 2005 was primarily due to net growth of the
in-force block as a result of increased competitiveness of our
product offerings. This increase was also the primary driver for
the increase in term life insurance net earned premiums. Term
life, annualized first year premiums increased as a result of

Long-term care insurance.

competitive pricing, our expanded distribution and consnstent
service performance. | ‘ -~ o

Universal and whole life insurance. Universal life annual-
ized first-year deposits increased during 2005 primarily due to
new product offerings acceptance in the market. The 2005
decrease in our in-force was due to lapses and cancellations on
a block of single-premium universal fife insurance policies and
the runoff on our closed block of whole life insurance.

. . ot

The following table sets forth selected operating performance measures regarding our long-term care insurance business,
which includes individual and group long-term care insurance, Medicare supplement msurance as well as severa1 runoff blocks of

accident and health i insurance and corporate- owned I|fe insurance for the penods |ndlcated

B : For the . Increase {decrease} and
) years ended December 31, . percentage change

tAmounts in millions) 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Net earned premiums: T )

Long-term care $1,647 $1,572 $1,571 %75 5% K1 -%

Medicare supplement and other A&H 2n 108 . 101 103 95% | 7 7%

T Ly B e I .

Total $1,858 $1.680 31,672 $178 1% $8 %

Annualized first-year premiums 202 170 + 32 19% . B 5%

2006 VS. 2005 '« T . o

The increase in earned premiums was primarily due to
growth in Medicare supplement product premiums driven by
the Continental Life acquisition and growth in the individual
tong-term care block. - -

The increase in annualized first-year premiums was prima-
rily due to growth in Medicare supplement product sales driven
by the Continental Life acquisition and growth in individual long-
term care sales primarily from our independent sales channel®
where we have placed greater focus for our future growth.

Peyment protection insurance

- 162,

2005 vS. 2004 . T : . i

"The increase in annualized first-year premiums during
2005 is primarily due to the broadening of our product offering
in Medicare supplement and an increase in coverage elections
by existing group long-term care participants. Annualized first-
year premiums in individual long-term care products remained
relatively flat due in part to the continued transition in the long-
term care market.

The following table sets forth selected operating performance measures regardmg our payment protecnon insurance. and
other related consumer protection insurance products for the periods |nd|cated

Increase (decreasa) and

For the
years ended December 31, percentage change )
{Amounts in millions) 2008 2005 2004 2006 vs, 2005 2005 vs. 2004
Payment protection insurance gross written premiums, . L o ‘
premium eguivatents and deposits $2,162 $1,829 $1,501 $333 18% $328 22%
Mexico operations gross writien premiums 67 54 * 48 13 24% 5 10%
Net earned premiums 1,149 1,369 1,473 {220} {16)% (104) . {11%

2006 VS. 2005

Gross written premiums, premium equivalents and
deposits, gross of coded reinsurance and cancellations, for
2006 includes $164 million of gross deposits on a reciprocal
reinsurance transaction, which we accounted for under the
deposit method of accounting, and growth from continental
Europe and lIreland. The year ended December 31, 2006
included a decrease of $9 million attributable to changes in for-
eign exchange rates.

Net earned premiums decreased primarily due to contm-
ued runoff of low return blocks of business in the U.K. market,
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the exit from travel insurance and a decrease of .$8 million
attributable to changes in foreign exchange rates, partially off-
set by growth in the continental European and lreland markets.

2005 V5. 2004

Gross written premiums, premium equivalents and
deposits,'gross of ceded reinsurance and cancellations,
increased during 2005 due to growth in the continental
European market. Net earned premiums decreased due to con-
tinued runoff of low return blocks of business in the UK. mar-
ket, partially offset by growth in the contmental European and
Ireland markets.




Group life and health insurance

The following table sets forth selected operating performance measures regarding our group products for the periods indicated:

.-

For the Increase (decrease) and
years ended Decermbar 31 percentage change .
{Amounts in millions) 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Net earned premiums $687 |, $659 $622 $28 4% $36 6%
Annualized first-year préamiums 180 174 171 6 3% 3 2%

2006 VS, 2005

_ The increase in annualized first-year-premiums was the
result of growth in sales in non-medical products, partially off-
set by lower sales of medical products due to competitive
pricing in that market. Growth in net eafned premiums is the
result of sales growth predominantly in the non-medical and
individual products, partially offset by lapses pr|marlly in med-
ical products

2005 VS, 2004

The increase in annualized first-year premiums during
2005 is attributable to an increase in sales in the non:medical
products, partially offset by lower sales in the medical prod-
ucts due to competitive pricing in that market. Competition in

.

SEGMENT RESULTS OF OPERATICNG

the non-medical market- has increased as insurance compa-
nies that have historically concentrated on the large case
groups have recently begun entering the small case group
market, where we primarily compete. This has increased com-
petition and pricing pressure.

RETIREMENT INCOME AND INVESTMENTS SEGMENT
We offer U.S. customers fixed annuities, individual vari-
able annuities, group variable annuities designed for retire-
ment plans, single premium immediate annuities, variable life
insurance, specialized products, including GICs, funding
agreements and FABNSs, and asset managerment products and
services. In 2007, we began offenng a GMTN program to tar-
get prlrnanly non-U.S, mvestors

The following table sets forth the results of operations relating to our Retirement Income and Investments segment. Prior to

our corporate formation, we entered into several significant reinsurance transactions with UFLIC in Which we ceded to UFLIC all 6
our in-force structured settlements contracts and substantially all of our in-force variable annuity contracts. These blocks of busi-
ness were ceded to UFLIC in connection with our corporate formation on May 24, 2004, and those results are not'included in our
resulis after that date. As a result of the foregoing, our resulis of operations for the years ended December 31, 2008 and 2005 are

not comparable to this segment’s results of operations for the year ended_Deéember 31, 2004,

Years ended December 31,

Increase [decrease) and
percentage change

fAmounts in millions)

2006 2005 2004 2006 vs. 2005 2005 vs, 2094__

Revenues:
Premiums $ 736 $ 855 $1,094 301 1_9) (14)% $(239) (22)%
Net investment income 1,915 1,813, 1,996 102 6% (183). H%
Net investrent gains (losses} (69) - - " 69) NM - —%
Policy fees and other income ) 350 244 271 106 3% @20 (10%
_ Total revenues C 2,932 2912 3,361 20 1% .1449) (13)%
Benefits and expenses: e : : .
Benefits and other changes in poncy reserves © 1,016 1 1,633 (96) 9% ., (622  B2%
Interest credited . ~ 1,138 1,056 1,070 82 8% (14} (11%
Acquisition and operating expenses, net of deferrals 3 259 250 55 21% 9 4%
Amortization of deferred acguisition costs and intangibles - 74 131 ] 170 43 33% (39 (23}%
Interest expense 5 3 1 2 B7%_ 2 200%

Total benefits and expenses 2,646 2,560 3,124 86 3% 1564 L 18)%
Income before income taxes 286 352 237 B8 . (9% 115 A49%
Provision for income taxes 83 105 84 (22} % 21 25%
Segment net income 203 247 153 (44) (18Y% 84 61%
Adjustments to segment net income:
Net investment {gains} losses,

net of taxes and other adjustments 34 - - 34 NM) - -%
Segment net operating income $ 237 $ 247 $ 153 $ 110) (4% $ 94 61%

() Not meaningful
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The following table sets forth net operating income for the products included in our Retirement Income and Investments segment;

1

Years ended December 31,

increase {décrease) and
percentage change

{Amounts in millions 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Segment nat operating income: . .
Spread-based retail products $119 $151 879 $(32} (21}% $72 N%
Fee-based products 76 5% 44 17 29% 15 34%
Spread-based institutional products 42 37 ‘ 30 5 14%_____'____ 7 '23%
Total segment net operating income $237 $247 $153 $(10} {4)% 594 61%

2006 V5. 2005

Segment net operating income N

Segment net operating income’ from spread-based retail
products decreased $32 million primarily due to an increase in
DAC amortization resulting from higher lapses on fixed annu-
ities, unfavorable mortality on life-contingent annuities, lower
assets under management from withdrawals of older pre-2004
issued blocks of business cutpacing new deposits. We continue
to experience the runoff of older pre-2004. issued blocks as initial
bonus crediting rates are being reset to lower rates. The
decrease in net operating income was also the result of lower
net investment income in 2006 as a result of bond calls, mort-
gage loan prepayments, derivative income and less favorable
release of our commercial mortgage loan loss provision in 2006.

Segment net operating.income from fee-based products
increased $17 million principally as a result of growth in assets
under management, the acquisition of AssetMark, and income
tax benefits from dividends received deductions.

Segment net operating income from spread-based insti-
tutional products increased $5 million pnmanly due to higher
spreads and growth in assets under management related

1o our FABNSs, offset by lower net investment income related to |

bond calls, mortgage loan prepayments, derivative income and
less significant adjustments to ocur commercial mortgage loan
loss provision in 2006.

Revenues

The decrease in premiums was primarily the result of a
$169 million reduction in our life-contingent structured settle-
ment annuities due to our continued pricing discipline in the
current relatively low interest rate environment and our deci-
sion in the third quarter of 2006 to discontinue 'sales of this
product. This decrease was partially offset by a $47 million
increase in our life-contingent single premium immediate annu-
ities sales from new distribution relationships and increased
penetration into key channels. '

The increase in net investment income was principally

due to increased yields on floating rate investments backing

floating rate spread-based institutional products, and higher
assets under management. Partially offsetting this increase
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was lower net invesiment income related to bond calls and
mortgage prepayments of $19 million in 2006 _compared to
$53 million in 2005, lower. derivative income and a less favor-
able release of our commermal _mortgage loan loss provision.

For a discussion of. net investment gains (Iosses] see the
comparison for thls line |tern under "~ Results of Operatlons

The increase in policy fees and other income was prima-
rily attributable to a $101 million increase in fee-based praducts
as a result of increased sales and growth in assets under man-
agement from distribution expansion, favorable equity mar-
kets, continued product introduction and enhancements, and
$15 million from the acquisition' of AssetMark. In addition, sur-
render fees in our spread-based retail products increased
$7 million from higher lapses of SPDAs as a result of the cur-
rent flat-to-invérted yield curve environment making alternative
investments more attractive.

Benefits and expenses

Benefits and other changes in policy reserves decreased

primarily as a result of a $160 miliion decrease in life-contingent
structured settlement annuities due to our continued pricing
discipline in the current relatively low interest rate énvironment
and our decision in the third quarter of-2006 to discentinue
‘sales of this product. These decreases were partially offset by
a $60 million increase in life-contingent single premium imme-
diate annuities driven largely by higher sales. Also partially off-
setting the decrease is unfavorable mortality experience,
primarily on our older blocks, resulting in lower amounts of
reserves released upon deaths in 2006 compared te 2005.

The increase in interest credited was principally due to a
£129 million increase from spread-based institutional products
as a result of higher crediting rates on floating rate products and
higher assets under management. This increase was partiatly
offset by a $49 million decrease in interest credited on fixed
annuities associated with surrenders outpacing sales and cred-
iting rates being reset to current, lower rates as the fixed annu-
ities reach their initial crediting rate guarantee pericd.

‘The increase in acquisition and operating expenses, net
of deferrals, was primarily from increased expenses of $68 mil-
lion associated with higher sales and growth in assets




under management in fee-based products. This was partially
offset by $11 million of lower expenses associated with our
deferred annuities.

The increase in amortization of deferred acquisition costs

and intangibles was largely the result of a $45 million.increase .

associated with accelerated amortization and a $12 million
unlocking of the lapse assumption in spread-based retail prod-
ucts driven by hlgher lapses from the current relatively low
interest rate environment, offset by a $16 million reduction in
DAC amortization attributable to investment losses. Addi-
tionally, fee-based products increased by $6 million attributable
to growth in assets under management.

Provision for income taxes ot :

The effective tax rate decreased to 29.0% for the year
ended December 31, 2006 from 29.8% for the year ended
December 31, 2005. This decrease in the effective tax rate
was primarily attributable to favorable examination develop-
ments and an increase in benefits from dividends received

deductions, including a change in prior year estimate, partially

offset by an increase in state income taxes.

.

2005 VS. 2004

Segmeni net cperating mcome

Segment net operating income frorn spread-based retail
products increased $72 million primarily due to growth in
assets under management, improved spreads a $23 million
increase primarily attributable to an adjustment to-our commer-
cial mortgage loan loss provision, an increase in bond calls and
higher derivative income. This increase was also the result of a
one-time charge of $32 million {after-tax) in 2004 related to an
adjustment of reserving processes related to a small runoff
block of equity-indexed annuities. Segment net income on
spread-based institutional products increased $7 million prima-
rity due. to.improved spreads and a $4 million increase in
income on derivatives. Segment net income on fee-based
products increased $15 million due pnmarlly 10 growth in
assets under management o :

Revenues

The decrease in premiums was the result of a $238 mil-
lion decrease in premiums attributable to lower sales in our life-
contingent structured settlement and single premium immediate
annuities due to our continued pricing discipline in a contlnued
low lang-term interest rate environment.

The decrease in net.investment income was pnmanly
attributable to a decline in average.invested assets related
to reinsurance transactions with UFLIC in 2004 resulting in a
$414 million decrease in investment income. This.decrease

“
[

was partially offset by a $113 million increase related to spread-
based retail products due primarily to growth in assets under
management and a $110 million increase in investment
income related to spread-based institutional products due
primarily to increased yields on floating rate investments.
Included in the spread -based retail and spread-based institu-
tional increases are higher derivative income, an adjustment to
our commercial mortgage loan loss provision and higher bond
call and mortgage prepayment income totaling $53 million.

The decrease in policy fees and other income was prima-
rily due to a $56 million reduction related to the reinsurance
transactions with UFLIC in 2004. This decrease was partially
offset’by a $29 million increase due primarily to growth in
assets under management in fee-based products.

- Benefits and expenses

Benefits and other changes in pdlicy reserves ‘decreased
primarily as a result of a $281 million deciease related to the rein-
surance transactions with UFLIC in 2004, This decrease was
also the result of a $182 miltion decrease in structured
settlements and single premium immediate annuities due prima-
rily to lower life-contingent sales of these products. Additionally,
this decrease was the result of a one-time charge of $41 miliion
in 2004 resulting from an adjustment of the reserving processes
of a small runoff block of equity-indexed annuities.

Interest credited decreased primarily due to'a $113 mil-
lion decrease related to the UFLIC reinsurance transactions in
2004. Partially offsetting the decrease was a $94 million
increase in interest credited on spread- based institutional prod-
ucts due primarily to higher average interest credmng rates on

‘floatlng rate products.

The increase in acquisition and operating expenses, net
of deferrals, was primarily due to an increase of $30 million in
expenses due primarily to increased assets under manage-
ment on fee-based and spread-based retail products. Partially
offsetting the increase was a decrease in costs of $21 million
resultmg from the UFLIC reinsurance transactions in 2004.

The decrease in amortization of deferred acquisition
costs 'and intangibles was primarily attrlbutable to decreased
amortization of $48 million’ resulting from the UFLIC reinsur-
ance ‘transactions in 2004. Partnally offsetting this decrease
was an increase of $9 million driven primarily by increased
assets under management and improving investment spreads.

Provision for income taxes

The effective tax rate decreased to 29.8% for the year
ended December 31, 2006 from 36.4% for the year ended
December 31, 2004 This decrease’ m the efféctive tax rate
was pnmanly attnbutable to favorable examlnatlon ‘develop-
ments in 2005.

.4
‘



RETIREMENT iNCOME AND INVESTMENTS | R
SELECTED OPERATING PERFORMANCE MEASURES | .

Spread-based retail products . P .

The following table sets forth selected operating performance measures regardrng our spread- based retail products as of or
for the dates indicated;
Increase (decrease) and
percentage change
2005 vs, 2004

As of or for the years ended
December 31,

{Amounts in m.'.'.'.'ons) . ‘- N 2006 2005 2004
Fixed annuities .
Account value net of reinsurance, beglnnmg of period

3006 vs. 2005

15113 $14,166 $ 438 3% % 947 7%

$15,547 .
Deposits ) _ 1,262 o8N 1,741 {(609) (33)% 130 7%
Interest credited ) 554 606 600 (52) A% 6 1%
Surrenders, benefits and product charges (3,391)  * {2,043} (1,394} (1,348) €6%  (649) 471%

Account value net of reinsurance, end of period $13,972 $15,547 $15,113 $(1,575) 0% __ & 434 3%

Single premium immediate annuities ) . - .

Account value net of reinsurance, beginning of period $ 5,680 $ 5344, $ 5,008 $ 336 6%. $, 336 7%
MNet earned premiums and deposits .. 1,103 898 876 205 23% . 22 3%
Interest credited ) .32 313 305 10 3% 8 3%
Surrenders, benefits and product charges ) {932) (875} (845) = - (57} (71% - (301 )%

Account value net of reinsurance, end of period $ 6174 % 5,680 $ 5,344 § 494 9% % 336 6%

Structured settlements

Account value net of reinsurance, beginning of period . 8 871§ 533 $12.017 $ 338 683% ${11,484) NMr
Ceded t6 UFLIC, effective as of January 1, 2004 - - (12,017 - % 12,017 MM
Net earned premiums and deposns L 149 351 544 (202) (58)% (193] (35)%
interest credited 63 44 25 9 20% 19 76%

Surrenders benefits and product charges ) (62} {57} (36) 5 % 2 (58)%

Account value net of remsurance end of penod $ 1,011 £ 8gn § 533 $ 140 . 16% $ 338 63%

Total premiums from spread-based retail products $ 736 $ 855 $.1,004 3 (119) {14)% ', (239) (22)%

Total deposits on spread-based retail products $ 2,265 {22)% $ 198 - 10%

$ 1778
(0 Not meaningfid .

$ 2,067 $ {487

2008 V$. 2008 ) ;
Fixed annuities. Surrenders have outpaced sales as |n:t|al
bonus credmng rates have begun to enter their rate reset
period resulting in lower crediting rates. In addition, the recent
flat-to-inverted yield curve has reduced the attractiveness of
certain fixed annuities relative to investment alternatives, such
as certificates of deposit. These trends are having an adverse
impact on both sales and retention of fixed annuities and we
expect these trends to continue if the current yield environ-
ment remains unchanged. In recent quarters, we have experi-
enced improved spreads in fixed annuities principally from
runoff and crediting rate resets on lower return business.
Single premium immediate annuities. The account value,
net of reinsurance, increased primarily due to higher deposits.
Structured settlerments. The account value, net of reinsur-
ance, increased primarily as the result of additional earned pre-
miums and deposits. Qur continued pricing discipline in a
challenging and competitive long-term interest rate environ-
ment was the primary cause for lower earned premiums and
deposits of these products during 2006. As a result, and upon
completion of a strategic review of our structured settlement
annuities, we decided in the third quarter of 2006 to discontinue
sales of this product based on relative profitability in this market
compared to our other product lines. This exit is not expected to
have a material impact on current or future income. We will,
however, continue to service our current blocks of business.

74 form 10-% (1)

2005 V5. 2004 t ‘e -

Fixed annuities. The account value net .of reinsurance
increased for 2005 and 2004 primarily due to the interest cred-
ited onthe account value for each year. During 2005, the flat-
tening of the yield curve resulted in a shift in demand to shorter
duration instruments like bank certificates of deposit and
money market funds from longer duration products like fixed
annuities, Additionally, during 2005, we had several blocks of
fower-return, high guaranteed.rate fixed maturity business
mature. As we lowered crediting rates, we experienced a
higher than historical level of. surrenders. We expect this trend
to continue in 2006 and 2007. To date, these surrender levels
have been at or near our expected levels,

Single premium immediate annuities. The account value
net of reinsurance increased for 2005 primarily due to the inter-
est credited on the account value for each year. .

- Structured settlements. Effective January 1, 2004, we
ceded to UFLIC all of our structured settlements in-force as of
December 31, 2003. We continued to write structured settle-
ments in 2004 and 2005 to the extent that we were able to
achieve our targeted returns. Our continued pricing discipline
in the low long-term interest rate environment was the pri-
mary reason for the lower sales of these products during 2005
and 2004.




Spread-based institutienal products

.The following table sets forth selected gperating performance measures regarding our spread- based institutional products as
of or for the dates indicated: .

T - ‘ . a1

' ‘ 1 -

- o S As of or for the years ended <" Incréase (decrease) and
' o o R I : December 31, . . percentage change
{Amounts in rmillions) « . 2008 2005 2004 - 2006 vs. 2005 . 2005 vs. 2004
Account value, beginning of period : $.9777 $ 9,641 $9,527 $236 2% $ 14 . -%
Depositst . . . - .., 3128 3699 - 3,066 . -(574) (161% , - 643 . . 21%
Interest credited . o - 504 375 281, 129 _34% . 94 33%
Surrenders and benefits( , (2923) . (3.838) {3,323} 915 24% . t515) (16Y%
Account value, end of period =« noooL . $10,483 . $9,777 $9,541 $ 706 7% - 8236 . 2%

€1} “Surrenders and benefits” include contracts thar bave mammz’ but are redeposited with us and reflected as drpa.rm In the years ended December 31, 2006 2005 and 2004, surrenders
and dtpoms included $475 m:ﬂwn S 1378 rm![wn and $927 million, respectively, that was redeposited and reﬂemd una'er “Deposits.”

2006 V5. 2005 i 2005 v§. 2004

R
) - . LI . ' R . " ' -

The increase in account values was primarily the'result of the © Spread-based institutional account values remained fairly
launch of the FABN registered note program and increases in inter- consistent in 2005 as we maintained our pricing discipling in
est credited offset by scheduled maturities of GICs. The FABN reg- order to achieve our targeted returns.’Included in deposits is a
istered notes program was launched in the fourth quarter of 2005. $300 million funding agreement we issued in the fourth quarter
This program resulted in an issuancé of $300 million of FABNSs in of 2006 from a registered notes program we initiated. The
2005 and $2,250 million ‘during 2006. The increase in interest cred- increase in interest credited in 2005 was due to an increase in
ited was driven by higher crediting rates on our floating rate prod- crediting rates on our floating rate products due to an increase
ucts largely due 10 an increase in short-term interest rates. in the short-term rates.

Fee-based products

The following table sets'forth setected epereting performance measures regarding our fee-based products as of or for the
dates indicated:

* . As of or for the years ended Increase {decrease) and
' . December 31, percentage change

fAmounts in mitlions) 2006 2005 . 2004 2008 vs. 2005 2005 vs, 2004

Income Distribution Series(! - : :

Account valus, net of reinsurance, beginning of period $ 9N $ 462 § 202 $ 448 97% $& 260 129%
Deposits 1376 - 456 250 920 N . 206 82%
Interest credited and investment perfo:mance 227 23 16 204 NM2 7 A4%
Surrenders, benefits and product charges (112} @Eo (6) (82) NMm@ — (24) NM

Account value, net of reinsurance, end of period $2402 % 9N $ 462 % 1,49 164 % $ 449 97%

Traditional variable annuities ‘ .. .

Account value, net of reinsurance, beginning of period  -$ 1,182 . § 632 -$10,702 § 550 . 87% _ $(10,070 . 94%
Ceded to UFLIC, effective January 1, 2004 - - {10,686) - -% 10,686 N
Deposits 510 548 " 589 (38} 7% 41) (71%
Interest credited and investment performance 217 ' 83 LA 1 134 161% 22 - 36%
Surrenders, benefits and product charges {129) . {81) {34) (48} NN 47y 138%

Account value, net of reinsurance, end of period - $ 1,780 $1,182 '$ 632 $ 598 51% $ 550 87%

Variable life insurance :

Account value, beginning of period $ 363 $ 345 $ 313 % 18 5% § ° 32 10%
Deposits - 30 ‘ 40 () (12)% @ (5%
Interest credited and invesiment performance . 46 ) 27 41 19 70% - (14) (34)%
Surrenders, benefits and product charges {48} 43) {49} {5} 2% 6 12%

Account value, end of period $ 3INn $ 363 $ 345 $ 28 8% $ 18 5%

Managed money

Account value, beginning of period $ 5,180 $3,974 $ 3147 $ 1,206 30% $ 827 26%
Acquisition of AssetMark 9,110 - - 9,110 NM2 - - %
Deposits 3,044 1,603 1,143 1.441 90% 460 40%
Interest credited and investment performance 945 185 258 760 NMrz {73) (281%
Surrenders, benefits and product charges {986) (582) (574} (404) 9% 8 1%

Account value, end of period $17,293 $5.180 $ 3974 $12,113 234% $ 1,206 30%

{1 The Income Distribution Sevies are comprised of our resivement income and annuity products and variable annuity riders that provide similar income features.
2} Not meaningful
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2006 VS. 2005

Income Distribution Series. We experienced an increase
in assets under management attributable to the launch of our
guaranteed minimum withdrawal for life benefit rider in the
fourth quarter of 2005. Sales of this product remained strong
during 2008, achieving the highest quarterly production to date
in the fourth quarter of 20086.

Traditional variable annuities, The increase in assets”

under management was principaily the result of ongoing sales
of our traditional variable annuity products and favorable equity
markets during 2005 and 2006.

Managed money. Managed money |ncludes thlrd -party
assets managed by Genworth Financial Asset Management,
AssetMark and Genwarth Financial Advisers. The increase in
these assets was primarily due to the acquisition of AssetMark
and core growth in managed money accounts from new and
existing clients, as well as favorable equity market perform-
ance. Additional growth in depasits was the result of the
expansion of our distribution network, growth in our sales force,
and changes in our fee structure. We_ acquired AssetMark,.an
investment management and advisor company with more than
3 billion in third-party assets under management in October 2006.

- v

SEGMENT RESULTS OF OPERATIONS

The following table sets forth the results of operations relating to our Mortgage Insurance segment.

Years ended December 31,

2005 V5. 2004

Effective January 1, 2004, we ceded to UFLIC substan-
tialty all of our variable annuities in-force -as of December 31,
2003. During 2005, we experienced an increase in variable
annuity deposits driven by additional product features intro-
duced during the year.

Third-party asset management deposits increased during
2005 due primarily to increased sales to new and existing
clients. This increase was the result of the expansion of our
wholesalers as well as the growth in our sales force of financial
professiorials from approximately 2,000 in 2004 to approxi-
mately 2,400 in 2005.

4

. v

MORTGAGE INSURANCE SEGMENT

In the U.S., Canada, Australia, Europe, New Zealand,
Mexico and Japan, we offer mortgage insurance products that
facilitate homeownershlp by enabling borrowers to. buy homes
with low-down-payment mortgages. Additionally, we offer
mortgage related services for our flnanc:al services customers.
These products generally also aid finanmal institutions_in man-
aging their capital efftc:emly by reducing the capital required for
low down-payment mortgages.

.

Increase {decrease) and
percentage change

_(:r:'lmounts in miffions} 2006 2005 2004 2006 vs, 2005 2005 vs. 2004
Revenues:

Premiums $1,132 $ 882 $ 800 $250 28% $82 10%
Net investment income 34 287 254 54 19% 33 13%
Net investment gains {losses) 7 - - 7 N - - %
Poycy fees and other income n 45 36 {14) (31]%__9 25%
_ Total revenues ' 151 1,214 1,090 27 4% 124 1%
Benefits and expenses: .o S

Benefits and other changes in policy reservas ’ 293 . 162 165 131 81% (3} (2)%
Acquisition and operating expenses, net of deferrals 296 289 . 262 7 2% - 27 10%
Amortization of deferred acquisition costs and intangibles 61 56 51 o 5 9% o "5 10%
__Total benefits and expenseé 7777 " 650 507 478 143 28% W_W'__' 29 " 6%
Income befare income taxes 861 w07 - 812 154 22% - .95 . 16%
Provision for income taxes - - 243 200 .. 1BB 43 2% . .- 14 8%
Segment net ingome - 618 507 . 428 111 22% 81 19%
Adjustments to segment net income:; .

Net investment (gains) losses, net of taxes and L ) ,
_other adjustments ) _ (4) - - (4) NM - -%
Segment net operating income $ 614 $ 507 § 426 107 21% $81 19%

(1) Not meaningful
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The following table sets forth net operating income for the products included in our Mortgage [nsurance segment:

*

. .
Increase (decrease} and

_ Y_eq_rs ended December 31, o _percenlage_ﬂa_r_!ge o
{Amounts in milfions) ' " 2006 2005 2004 2006 vs. 2005 2005 vs. 2004
Segment net operating income: ' . : .
U.S. mortgage insurance ! " $259 $238 $224 521 9% $14 6%
International mortgage insurance o ____;f_ 355 268 202 . 86 32% 67 33%
Total segment net operating income $614 $507 $426 $107 . 19%

2006 VS. 2005

Segment net operating incorne

Qur U.S. mortgage insurance business net operating

income increased $21 million as a result of lower expenses,
increased premiums, higher net investment income and an
increase of $15 million from our intra-segment reinsurance and
capital maintenance arrangement with’our international mort-
gage insurance business. This was partially offset by an
increase in losses and a higher effective tax rate.
' Our international mortgage insurance business net oper-
ating income increased $86 miillion, including $13 million, net of
tax, attributable to changes in foreign exchange rates, driven by
growth of the business, seasoning of our insurance in-force,
and a decredse in the effective tax rate. These were partiaily off-
set by an increase in losses from portfolio seasoning and higher
losses from a limited number of Australian distribution relation-
ships, as well as expenses related to the continued investment
in our global expansion. The year ended December 31, 2006
included a $15 miflion; net of tax, benefit from a periodic update
of international mortgage insurance premnum recognition fac-
tors and Australian loss reserve factors.

Revenues

Our international mortgage insurance premiums increased
by $211 million, $19 million of which was attributable to
changes in foreign exchange rates, driven by the growth and
aging of our international in-force block of business. The
increase included a $60 million release of unearned premium in
the fourth guarter of 2006 as a result of a pericdic update and
methodology refinements to the Australian and Canadian pre-
mium recognition factors. Premiums in 2005 included a
$10 million release of unearned premium in the first quarter
due to the completion of a European cancellation study. The
increase in our U.S. mortgage insurance business of $39 million
was primarily attributable to an increase of $19 million from
premiums assumed fromi our international mortgage insurance
business through our intra- -segment reinsurance and capital
maintenahce arrangement as well as growth in primary insur-
ance in- -force.

The increase in net investment income, which included
an increase of $6 million attributable to changes in foreign
exchange rates, was largely the result of an increase in
invested assets associated with the growth of our international

21%- $81

mortgage insurance business and increased yield resulting
from our vield-enhancing strategies in the investment portfolio
of our U.S. mortgage insurance business.

Policy fees and other income decreased by $14 million
primarily due to lower contract underwriting fees in our U.S.
mortgage insurance business and the elimination of Canadian
application fees in our international mortgage insurance business.

Benefits and ex;ﬁenses

QOur international mortgage insurance benefits and other
changes in policy reserves increased $107 million, including a
$3 million increase attributablé to changes in foreign exchange
rates. This increase was primarily driven by a $34-million
increase from a periodic update of loss reserve factors in
Australia, higher losses in Australia reflecting the seasoning of
more recent in-force blocks of business, increased losses from
a limited number of Australian distribution relationships and
%9 million of favorable ‘adjustments in 2005 that did not recur,
The increase in our U.S. mortgage insurance business of
$24 million was primarily attributable o an increase in our aver-
age reserve per delinquency associated with higher loan bal-
ances in more recent books of business and aging of
delinquent loans. This was partially offset by $10 million in paid
claims favorability and a decrease in reserves for severely
impacted areas associated with Hurricanes Katrina and Rita.

" Acquisition and operating expenses, net of deferrals
decreased in our U.S. mortgage insurance business-primarily
driven by continued productivity initiatives and other expense
reductions and lower contract underwriting volume. Acquisi-
tion and operating expenses, net of deferrals in our interna-
tional mortgage insurance business increased as a result of
continued investment-in our existing international mortgage
insurance platforms and potential new international platforms
as well as a 3 million increase attnbutable to changes nn for-
eign exchange rates.

" Amortization of deferred acqmsmonlcosts and intangi-
bles increased $5 million primarily due to growth and season-
ing of our insurance’in-force in our international mortgage
insurance business and $3 million associated with a periodic
‘update and methodology refinements to the Australian pre-
mium recognition factors. This was partially offset by an accel-
eration of amortization of deferred acquisition costs in 2005
related to low persistency rates in our U.5. mortgage |nsurance
business that did not recur in 2006. - -
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Provision for income taxes

Provision for income taxes increased $43 million, which
included a $6 million increase attributable to changes in foreign
exchange rates. The effective tax rate decreased to 28.2% for
the year ended December 31, 2006 from 28.3% for the year
ended December 31, 2005. This decrease in effective tax rate
was primarily attributable to the reduction in excess foreign tax
credits and the increase in lower taxed foreign earnings, largely
offset by nonrecurring favorable examination developments in
200% and a decrease in tax-exempt investment income in pro-
portion to pretax income. . N

2005 V5. 2004

Segment net operating income

The increase in our US. mortgage insurance business
net operating income of $14 million was driven primarily by an
increase in contract underwriting. fees, a reduction in losses,
$10 million of additional operating income. related to intra-
segment reinsurance and capital maintenance agreements
with our international mortgage insurance business and a
lower effective tax rate primarily due to favorable tax examina-
tion developments. Partially offsetting these items was a
decling in premiums earned due to the runoff of insurance in-
force. The.increase in our international mortgage insurance
business operating income of $67 million, including $18 million
due to changes in foreign.exchange rates, was driven primarily
by the growth of the business and seasoning of our insurance
in-force, offset partially by continued investments in our global
expansion. Also included in international operating income was
$6 million after-tax as a result of the release of unearned pre-
mium reserves on our single premium product relating to the
cormpletion of an European cancellation study in the first quar-
ter of 2005, $6 million after-tax decrease in losses due to an
adjustment to paid claims and a reserve factor update and the
impact of increased reinsurance premiums ceded to our US.
mortgage business. .. : 1
Revenues ‘

In our international mortgage insurance business, premi-
ums increased by $95 million, including $26 million. due to
changes.in foreign exchange rates, driven by the growth and
aging of our international in-force block, which resulted in
increased earned premiums from new insurance written
in prior years. Included in our international premiums was
$10 million related to the release of unearned premium
reserves on our single premium product due to the completion
of a European.cancellation study in the first quarter of 2005 and
the impact of increased premiums ceded to our U.S. business
of $12 million due to a reinsurance support agreement. The
increase in international premiums was offset, in part, by a
$13 million decrease in U.S. mortgage insurance premiums as a
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result of the continued decline in our in-force block due to an

excess of policy cancellations over new insurance written. Also
included in our U.S. premiums was the impact of increased
international reinsurance premiums assurmed.

The increase in net investment income, which included
$9 million due to changes in foreign exchange rates, was pri-
marily the result of an increase in invested assets associated
with the growth of our international business.

The increase in policy fees and other income was prima-
rity attributable to increased fees for contract underwriting
services in our U.S. mortgage insurance business.

Benefits and expenses

Benetits and other changes in poilcy reserves decreased
prlmarliy due to a $10 million decline in losses in our U.S. mort-
gage insurance business, primarily driven by favorablé develop-
ments in reserves per delinquency. Included in'the year ended
December 31, 2005, was a favorable adjustment to reserves on
our prime bulk busmess of $5 million ofiset by an increase in
losses for severely |mpacted areas associated with Hurricanes
Katrina and Rita of $5 million. The reserve impact associated
with Hurricanes Katrina and Rita was based on preliminary esti-
mates from available information and may be affected by fac-
tors such as the pace of economic récovery in the affected
areas. Accordingly, this reserve may change as new information
becomes available. The U.S. decline was partially offset by a
$7 million increase in our international mortgage business,
£3 million of which was attributable to changes in foreign
exchange rates. The international increase was primarily due to
in-force growth and normal seasoning offset by a $9 million
decrease in losses resulting primarity from favorable loss devel-
opment as a result of updating loss development factors.

Acquisition and gperating expenses increase was prima-
rily attributable to an increase in costs in our existing inter-
national ptatferms, continued investment in potential new
international mortgage insurance platforms and $5 milhon from
changes in fore|gn exchange rates.

The i mcrease in amortization of deferred acquisition cost
and intangibles was primarily attributable to accelerated amorti-
zation of deferred acquisition :_:qsts' in our U.S. mortgage insur-
ance business principally related to continued low persistency

rates during the year.

Provision for income taxes

Provision far income taxes increased $14 million, $9 mil-
lion of which was attributable to changes in foreign exchange
rates. The effective tax rate decreased to 28.3% for the vear
ended December 31, 2005 from 30.4% for the year ended
December 31, 2004. This decrease in effective tax rate was pri-
marily attributable to a favorable examination development and
a reduction in excess foreign tax credits. Our Mortgage
Insurance segment’s effective tax rate is below the statutory
rate primarily as a result of tax-exempt mvestment income.




MORTGAGE INSURANCE SELECTED OPERATING PERFORMANCE MEASURES

+  The foliowmg table sets forth selected operatlng performance measures regarding our U S and mternatlonal mortgage bus;—

nesses as of or for the dates indicated:

As of or for the years ended

1 o T

Increase {decrease) and

December 31, percentagechange - -
(Amounts in milfions) 2006 2005 004 2008 vs. 2005 © 2005vs. 2004
Prirnary insurance in-force:
U.S. mortgage insurance ' $113,400 $100,200 $108,900 $ 13,200 13% $ (8.700) 81%
1Q£ernationa| mortgage insurance 332,000 244,200 192600 87,800 36% 51,600 27%
Total primary insurance in-force $445.400  $344.400 $301,500 $101,000 28% $42,900 14%
Risk in force: ) .
us mortgage insurance $ 23,700 $ 22,300 § 23700 .3 1,400 6% L 31,400 (6%
tnternational mortgage insurance 106,300 79,000, 62,000 27,300 3% 17,000 27%
Total risk in-force $130,000 $101,300 $ 85,700 $ 28,700 28% $15,600 18%
Net premiums written: .
U.S. mortgage insurance s . 493 $ 444 $ -483 $ 49 1% $ - ® (2)%
_Ip"t'erna:ional rmortgage insurance L 1.041 720 620 321 45% o ”‘IMOQ 16%
Total net premiums written , | $ 1,534 $ 1,164 $ 1,073 $ 370 32% ko o 8%
Net premiums earned: ' ' )
U.S. mortgage insurance § 486 $ 447 & 460 % 38 8% 3 (13 (3%
International mortgage insurance 646 43%  34p 21 49% 95 28%
Total net premiums earned | $ 1132 $ 882 § 800 $§ 250 ' 28% $ 82 10%
New insurance written: ' ) . :
U.S. mortgage insurance . . . $ 38,800 $ 26800 3§ 28,100 $ 12,000 5% $(1,3000 _ B1%
International mortgage insurance 96,400 78,500 51,800 ~ 17,900 23% 26700 52%
Total new insurance written $135,200 $105,300 $ 79,800 £ 29,900 28% $25,400 32%

2006 vS. 2005

Primary insurance in-force and risk in-force

The increases in primary insurance in-force and.risk in-
force were driven primarily by new insurance written in our
international mortgage nsurance business as we continue to
execute our global expansion strategy and from higher policy
persistency combined with new insurance written in our U.S.
mortgage insurance business. Our U.S. flow persistency was
73% and 65% for the years ended December 31, 2006 and
2005, respectively. We believe that sustained higher interest
rates, increased persistency and our ongoing growth strategy
will lead to stable to growing levels of insurance in-force.
Primary insurance in-force in our U.S. mortgage insurance busi-
ness increased from $100 billion as of December 31, 2005 to
$113 billion as of December 31, 2006. This iricrease in primary
insurance in-force reflects an increase in our butk product writ-
ings and the first year-over-year increase in flow i insurance in-
force in 5 years.

Our businesses.in Austraha New Zealand and Canada
currently provide 100% coverage qn 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 an 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, 2006 and
2005, this factor was 35%.

Net premiums written

For the year ended December 31, 2006, the increase in
net premiums written was primarily due to increases in new
insurance written in our international mortgage insurance busi-
ness. The increase in our international business, which
included an increase of $29 million attributable to changes in
foreign exchange rates, was primarily the result of new insur-
ance written growth in our Canadian and European businesses.
The increase.in net premiums written in our U.S. mortgage
insurance business of $49 million was principally from
increased reinsurance premiums assumed from our interna-
tional rmortgage insurance business, growth in primary insur-
ance in-force and higher sales of our single premium product.

Most of our international mortgage insurance policies pro-
vide 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 agcordance with the expected pattern of risk emergence.
As of December 31, 2006, our unearned premium reserves. in
our international mortgage insurance business increased ta
$2.3 billion from $1.8 billion as of December 31, 2005.

New insurance written

For the year ended December 31, 2008, the increase in
new insurance written was driven by both our U.S. and interna-
tional mortgage insurance businesses. International new insur-
ance written increased $17.9 billion, which 'included an
increase of $1.4 hillion attributable to changes in foreign
exchange rates. The increase -in international new insurance
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written was primarily due to growth in international flow new
insurance written which was the result of the ongoing expan-
sion of our customer-base in Europe, continued account pene-
tration in Canada, and strong sales by key customers in
Australia. U.S. new insurance written increased $12.0 billion
primarily due to an increase in our bulk product writings and a
modest increase in flow new insurance written. -

2005 VS. 2004

Primary insurance in-force and risk in-force

The increase in primary insurance in-force and risk in-
force during 2005 was driven primarily by new insurance writ-
ten in our international business, as we continue 10 execute
our global expansion strategy. Offsetting strong international
increases in insurance in-force and risk in-force was a decling in
our U.S. business, This decline was driven by continued low
persistency rates, which have caused policy cancellations to
exceed new insurance written.

Our businesses in Australia, New Zealand and Canada cur-

rently 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 inforce” 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

Loss and expense raties,

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 2004 through 2005, this factor was 35%.

Net premiums written

The increase in net premiums written during 2005 was
driven primarily by increases in new insurance written in our
international business, partially offset by a decline in our US.
net premiums written due to lower levels of insurance in-force.
The increase in our international business during 2005 of
$100 million, which includes $43 million of favorable foreign
exchange movements, was primarily driven by new insurance
written growth in our Australian and European businesses.

New insurance written

The increase in new insurance written during 2005 was
driven by our international business. International new insurance
written increased $26,700 million, which included $3,900 million
of favorable foreign exchange movements, as a result of ongo-
ing expansion of our custormer base, continued account penetra-
tion and the selective expansion of our prime bulk product.
Partially offsetting the international increase was a decling in U.S.
new insurance written, which was driven entirely by lower new
insurance written from our prime bulk product. Excluding the
impact of bulk, our US. flow new insurance written increased
3% driven entirely by strong customer penetration.

As of or for the years ended Increase {decrease) and

-

December 31, percentage change
2006 vs. 2005 vs.
2006 2005. 2004 2005 2004
Loss ratio; ' ’ ’ ‘ T ‘

U.S. mortgage insurance 29% 26% 28% 3% {2}%
International rortgage insurance 24% " 10% v 11% - 14% - (%
Total loss ratio 26% 18% 21% . . B% - (3%

Expense ratio: -, ) -
U.S. mortgage insurance. , 32% 44% 43% 2% - 1%
International mortgage insurance 19% L 21% . 19% (2)% 2%
Total expense ratio 23% 30% 29% % 1%

The loss ratio is the ratio of incufred losses and loss
adjustment expense to net premiums earned.

The expense ratio is the ratio of general expenses to net
premiums written. In our business, general expenses consist
of acquisition and operating expenses, net of deferrals, and
amortization of deferred acquisition cost and intangibles.

. . - o

v

2006 VS. 2006

For the year ended December 31, 2006, our U.S. loss
ratio increased 3 percentage points primarily driven by an
increase in our average reserve per delinquency associated
with higher loan balances in more recent books of business
and aging of delinquent loans. The international loss ratio
increased 14 percentage points principally from higher losses
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in Australia reflecting the .seasoning of more recent in-force
blocks of business and increased losses from a limited number
of Australian distribution relationships.

During the fourth quarter of 2008, we performed a peri-
odic update of our Australian loss reserve factors as weil as our
Australian and Canadian premium recognition factors. These
updates also included ‘certain methodology refinements. The
effect of this update was to increase our reserve for losses in
Austratia by $34 millioh and to accelerate the recognition of
earned premium in Canada and Australia by $80 million in total.
Excluding the effect of these updates our mternatlonal Ioss
ratio was 20% in 2006.

H

For the year ended December 31 2006 the decrease in
the expense ratio was primarily driven by continued productiv-
ity improvemnents and other expense reductions in our U.S.
mortgage insurance business and strong net premiums written




growth iin our international mortgage insurance business,
partially offset by an increase in costs in our existing inter-
national platforms-and continued investment in potential new
international mortgage insurance platforms. i

2005 VS. 2004 S i e

0 . .

" During 2005, our loss ratic declined primarily due to loss
favorablllty in our U.S. business and favorablé reserve adjust~
menits as a result of updating our lo$s development factors in our
mternatlonal business. Our international loss ratio, without the
impact of favorable adjustments in 2005, would have increased
madestly as a result of in-force 'growth and normal seasonlng

4

The mcrease in our 2005 expense ratlo was prlmarlly
driven by our global expansion strategy as we continue to
make investments in.our current platforms and new markets.
The U.S. expense ratio in 2005-has increased as a.result of
accelerated amortization of deferred acquisition costs, due to
contmued low persistency throughout the year '

4.5 MORTGAGE lNSURANCE LOAN PORTEOLIC a

The foliéwing table sets forth selected financial informa-
tion regarding our U.S. primary mortgage msurance Ioan port-
folio as of the dates indicated:

LY
‘ Tox

December 31,
{Dollar amounts in millions) s 2006 -, 2005 2004
Primary risk-in-force lender concent_ratiorl
{by original applicant} $23,267 $21,738° $22,969
Top 10 lenders 8,829 8,608 9,755
Top 20 lenders 11,456 10983 11,938
Loan-to-value ratio :
95.01% and above $5378 $ 4105 § 3,601
90.01% 10 95.00% - 8,141 8,362 9,450
80.01% t0 890.00% : 9,028 8,859 9,855
80.00% and below 720 412 363
Total o $23267 $21,738 522,969
Loangrade . .
. Prime $20,670 $19482 $20,704
A minus and sub-prime 2,597 2,256 2,265
Total ’ '$23,.267 $21,738  $22,969
Loan typel’ ! o ’
" Fixed rate mortgage $21,729 $20,325 $21,492
Adjustable rate mortgage 1,538 1413 1,477
Total . .. $23,267 $21,738 $22,969 -
Type of documentation - ) ,
Alt A - . $ 1517 $1,104 % . 633
Standard 21,750 20634 22,336
. Total $23,267 - $21,738 $22,969
Mortgage term . i - c
15 years and under N o $ 441 § 737 % 1,163
More than 15 years ) - 22,826 21,001 21,806
Total $23,267 $21,738 $22,969

) For loan type in this table, any loan with an interest rase that is fixed for an initial term of
[five years ar more is categorized as 4 fixed rate morigage.

LOANS IN DEFAULT AND CLAIMS | _

1 R

Our default management process begins with notifica-
tion by the loan servicer of. a ‘default on an insured loan,
“Default” 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 default no-later than ten days after the borrower has been in

" default by three monthly payments. In most cases, however,

defaults are reported earlier. We generally consider a loan to be
in default and establish reserves if the borrower has failed to
make a required mortgage payment. Borrowers default for a
variety of reasons, including a reduction of income, unemploy-
ment, divorce, illness, |nab1I|ty to manage credit and interest
rate levels, Borrowers may'cure defaults by making all of the
delinquent loan payments or by selling the property in full satis-
faction of all amounts due under the mortgage. In most cases,
defaults that are not cured result in a claim Grider our policy.

The following table sets forth the numbBer of loans
insured, the number of loans in default and the defauft rate for
our U. S mortgage insurance portfolno

E)\eéember 31, '

2006 2005 2004
Primary Insurance _ Co
nsured loans in-force 778,311 744,970 830,688

. Loans in default - I 24,296 27,391 28,467
Percentage of loans in LI
default {default rate} - e 3.1% 3.7% 3.4%
‘Flow loans in-force v | : 638,833 643,854 718,633
Flow loans in default g 22966 26,163 26,737
' Percentage of flow-loans in
. default {default rate} 3.6% 4.1% 3.7%
-Bulk loans inforce . Sy 139,478 101,016 111,165
Bulk loans in defauit g 1,330 1,228 1,730
Percentage of bulk Joans in, »
default {default rate) 1.0% 1.2% 1.6%
A minus and sub-prime loans in-force 75,234 67514 €3,817
‘A minuds and sub-prime loansindefault ' 7,268 7,072 7,068
" Percentage of A minus and sut-prime ) -t
loans in default (default: rate) " 96% 105% - 10.1%
Pool'lnsurance = s ' | . PR :
".Insured loans in-force .Y 121,597 19,624 - 25303
- Loans in defau't , Yo - 402 . . 097 777
Percentage of loans in . . R -
default (default rate) 19% . 3.1% 3 1%

- Primary insurance default rates- differ from region-to
region in the LL.S. at.any one time depending upon economic
conditions and cyclical growth patterns. The two tables below
set forth our primary default rates for the various regions of the
U.S. and the ten largest states by our risk in-force as of
December 31, 2006. Default-rates are shown by region based
upon the location of the underlying property, rather than the
location of the lender. We believe that increases in the 2005
default rates for the South Central and Southeast regions
reflect increased delinquencies associated with Hurricanes
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Katrina and Rita. However, this did not have a material impact
on our 2005 or 2006 results of operations.

' Default rate*

Porcemt of primary

Decembear 31, 2006 2006 2005 2004
U.S. Regions .
Southeast® 26%' ' 3.36% 4.03% 3.87%
South Ceniral . 17 3.18% 4.91% 3.82%
Northeasté? 13 3.34% 3.66% 3.79%
Narth Central/ 12 280% 28B4% 280%
Great Lakes®® ) 10 475% 496% -461%
Pacific(® B 1.44% 1.79% 2.11%
Plains® .6 252% 260% 257%
New Englandf® 4 266% 256% 2.46%
Mid-Atlantic/® 4 221% 252% 2.85%

Total 100% 3.12% 368% 3.43%

) Alabama, Arkansas, Florida, Georgia, Mississippi, Norith Carolina, South Carolina
and Tennessee.

12 Arizona, Colorads, Louisiana, New Mexico, OHaboma Texas and Utah.

) New fersey, New York and Pennsylvania.

) [llinois, Minnesota, Missouri and Wisconsin,

% Indiana, Kentucky Michigan and Obio. -

6 Alaska, California, Hawaii, Nevada, Oregon and Washington.

7 Idabo, lowa, Kansas, Montana, Nebraska, North Dakota, South Dakota and Woming.

18 Connecticut, Maine, Massachuserts, New Hampshire, Rhode Itland and Vermont,

) Delaware, Maryland, Virginia, Washingzon, D.C. and Wess Virginia,

. Default rate

Porcant of pmary

December 31, 2006 2006 2005 2004
Florida 943% 217% 243% 2.80%
Texas 697% 389% 509% 4.70%
New York 638% 259% 287% 3.06%
llfinois 518% 3.08% 3.16% 3.26%
Georgia 4.41% 422% 451% 492%
North Carolina 405% 4.04% 451% 4.33%
Pannsylvania 3.73% 447% 483% 479%
Ohio 3.73% 496% 540% 513%
New Jersey 334% 3.14% 3.36% 3.52%
Calitornia 3.25% 099% 1.14% " 1.39%

The frequency of detaults may not correlate directly with
the number of claims received because the rate at which
defaults are cured is influenced by borrowers’ financial
resources and circurnstances and regional economic differ-
ences. Whether an uncured default leads to a claim principally
depends upon the borrower's equity at the time of defauit and
the borrower's or the insured's ability to sell the home for an
amount sufficient to satisfy all amounts due under the mort-
gage loan. When we receive notice of a default, we use a pro-
prietary model to determine whether a delinquent loan is a
candidate for work out. When the'mode! identifies such a can-
didaté, our loan workout specialists prioritize cases for lass mit-
igation based upon the likelihood that the.loan will result in a
claim. Loss mitigation actions include ioan maodification, exten-
sion of credit to bring a loan current, foreclosure forbearance,
pre-foreclosure sale, and deed-in-lieu. These loss mitigation
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efforts often are an effective way to reduce our claim exposure
and ultimate payouts.

Claim activity is not spread evenly throughout the cover-
age period of a primary insurance book of business. Based
upon our experience, the majority of claims on prirmary mort-
gage insurance loans oceur in the third through seventh years
after loan origination, and relatively few claims are paid during
the first two years after loan origination. Primary insurance
written from the period from January 1, 1999 through
December 31, 2003 represented 34% of our primary insurance
in-force as of December 31, 2006. This portion of our loan port-
folio is in its expected peak claim period with respect to tradi-
tional primary loans. We believe our "A minus” and
“sub-prime” loans will have earlier incidences of default than
our prime leans. “A minus” and "sub-prime” loans repre-
sented 11.2% and 10.4% of our primary risk in-force as of
December 31, 2006 and 2005, respectively, ‘ ‘.

Primary mortgage insurance claims paid; including loss
adjustment expenses, for the year ended December 31, 2006
were $135 million, compared to $145 million and $146 million
for the years ended December 31, 2005 and 2004, respec-
tively. Pool insurance claims paid were $1 million for each of
the years ended December 31, 2006, 2005 and 2004.

The following table sets forth the dispersion of our pri-
mary insurance in-force and risk in-force as of December 31,
2008, by year of policy origination and average annual rmort-
gage interest rate since we began operations in 1981:

Primary Primary
{Dollar amounts in rillions) Average insurance  Percent risk Percent
Policy Year rate  in-force of total  inforce of total
1997 and Prior  * 812% $ 2644 233% $ 647 2.78%
1998 7.14% 1,048  092% 276 1.18%
1999 7.28% 1,240 1.09% 313 1.35%
2000 8.15% 779  0.69% 192 0.82%
2001 7.36% 2869 253% . 706 3.04%
2002 6.56% 7110 6.27% 1,705 7.33%
2003 CB63% 26379 23.26% 4,568 19.63%
2004 - 582% 14,7056 12.97% . 3204 13.77%
2005 597% 20,478 1B.06% 5,006 21.52%
2006 6.68% 36,160 31.88% 6,650 ._28.58%

6.31% $113,412 100.00%
1

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 cover-
age percentage. The main determinants of claim severity are

Total portfolic $23,267 100.00%

~ the age of the mortgage loan, the value of the underlying prop-

erty, 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, acqui-
sitions and other early workout efforts help to reduce overall
claim severity. Our average primary mortgage insurance claim
severity was 97%, 95% and 94% for the years ended
December 31, 2006, 2006 and 2004, respectively,




INTERNATIONAL MORTGAGE INSURANCE LOAN PORTFOLIO

" The following table sets forth selected financial informa-
tion regarding the effective risk in-force of our international
mortgage insurance loan portfolio as of the dates indicated:

~

December 31,

{Amounts in millions} - . 2006 2005 2004
Loan-to-value ratio

95.01% and above $ 5074 5 1448 § 515

90.01% t0 95.00% 27,402 19,337 14,707

B80.01% to S0.00% 37,353 28,679 23,841

80.00% and helow 36,426 29,539 22,944

Total $106,255 579,003 $62,007

Loan type”

Fixed rate mortgage $ 38 § 59 % -

Adjustable rate mortgage 105,869 78,944 62,007

) Total _ $106,255 $79,003 $62,007
Mortgage term -

15 years and under $ 41,020 $32,041 $26,138

__More than 15 years. 65,235 46,962 35,869

Total -  $106,255 379,003 $62,007

(1) For loan type in this table, any loan with an interest rate that is fixed for an instial rerm of
[five years or less is categorized as an adjustable rate morgage.

Qur businesses in Australia, New Zealand and Canada
currently provide 100% coverage on the maijority of the loans
we insure in these markets. The table above presents effective
risk in-force, which recognizes the loss on any particutar loan
will be reduced by the net proceeds received upon sale of the
property. Effective risk in-force has been calculated by applying

AFFINITY SEGMENT

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. As of December 31, 2008, this factor was 35%. -

Loans in defaulf and clai{‘ns

The claim process in our international mortgage insur-
ance business is similar to the process we follow in our U.S.
mortgage insurance business. See “- Mortgage Insurance -
U.S. mortgage insurance - Loans in default and claims.” The fol-
lowing table sets forth the number of loans insured, the number
of loans in default and the default rate for our international mort-
gage insurance portfolio:

December 31,
2006 2005 2004

Primary insurance

Insured loans in-force © 2,437,746 1,910,964 1,591,485

Loans in default 9,995 7,091 5,304
Percentage of loans in

default {default rate} 0.4% 0.4% 0.3%
Flow loans in-force 2,156,641 1,627,587 1,346,035
Flow-lpans in default 9,671 6,866 5,084
Percentage of flow loans in .

default {default rate} 0.4% 0.4% 0.4%
Portfolia credit enhancement

loans in-force 281,106 283,377 245450

Porifolio credit enhancement
loans in default ) 324 225 220

Percentage of portfolic credit '
enhancement loans in default
{default raie)

0.1% 0.1% 0.1%

The following table sets forth the historical results of operations relating to the Affinity segment. Because we did not aéquire
any of the Affinity segment businesses from GEFAH! in our corporate formation, this segment’s results of operations are included
in our results of operations only for periods through May 24, 2004 and are not included in our financial information.

Years ‘ended December 31,

.
Increase (decrease) and

‘ percentage change
{Amaounts in miflions} A : ' 2006 2005 2004 2006 vs. 2005 2005 vs, 2004
i T ' . ¥ '» '

Revenues: ) ) . .
Premiums ) - . $- $- $ 88 N T -% $ (88 NMrL
Net investment income : o ' - - 26 - - =% (26) NM(®
Policy fees and other income s : . - - 104 - “%_ "{104) - . NM®

Total revenues 7 - - 218 Co- =% - (218} NMe

- - “"r . Ll T y T T e

Benefits and expenses: ’ , } P i
Benefits and other ¢changes in policy reserves _ - - 80 - ~% (80} NM @)
Acquisition and operating expensés, net of deferrals - - 123 - -% ' (123} NM®
Amortization of deferred acquisition costs and intangibles ' - - 47 - —%(47} NM®
_Total be_ngfig};gd_g)fp_e_r_lfes X ‘ - - 250 - _'—%w# @0) NM
Income (loss) before income taxes ’ -. - (32} . - % . B2 NM®
Pravision (benefit} for income taxes - - (18) - % (18’ NM®
Segment net operating income (loss) §$- $- $014) y 8- ~% $ (14) NM(

1) Not meaningful.
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CORPORATE AND OTHER

.-

Qur Corporate and Other activities consists primarily of unallocated corporate income and expenses {including amounts
incurred in settlement of class action lawsuits), the results of a small, non-core business that is managed cutside our operating seg-
ments, most of our interest and other financing expenses and net investment gains (losses). '

The following table sets forth the results of operations relating to Corporate and Other:

__Yoars ended December 31,

Increase {decrease) and
percentage change

tAmounts in mitlions} R 2006 2005 2004 2006 vs. 2005 2005vs. 2004
Revenues: '
Premiums ) $ 25 $ 39 $ 50 . S04 (36}% s . (22)%
Net investment income . . 98 149 146 (50) {341% 3 2%
Net investment gains (losses) 12) 2) 26 ..no NM (28) (108)%
Policy fees and other income o 14 13 49 ) 1 8% (36 (73)%

Total revenues ) . 126 e 271 {73) Bn% 7 27Y%
Expenses: N
Benefits and other ¢changes in policy reserves .2 6 6 . (&) 67)% - ~%
Acquisition and operating-expenses, net of deferrals .64 91 70 27) 301% 21 30%
Amortization of deferred acquisition costs and intangibles 4 10 10 (6 {60} % - %
Interestexpense M8 28 200 0 @% % 18%
~_Total benefits and expenses . 288 @ 34 287 (57) 17% 58 20%
Income (loss} before income taxes (162) (146) 16 16} "M% (130) N
Provision (benefit) for income taxes C (47 (45} - (66) "2 (4% 21 32%
Cumulative effect q[ accounting change, net of taxes 4 - - 4 NM@ —_ = ~%
Net income (loss) ' ) {111} {101) 50 {10 {10}% {151} NM1D
Adjustments 1o net loss: )
Net investment (gains) losses, net of . ,

taxes and other adjustments . 8 1 e . L7 M 17 106%
Cumulative effect of accounting change, net of taxes . {4} - - 4 MM . ~%
Net tax benefit related to IPO . : - - . (48] - -% 46 100%
Gain on outsourcing services agreement, net of taxes - _ - (25) = % 25 100%

Net operating loss $(107) $(100) $ {37) s 7 (7)% " 3i63) {170)%

(1) Not meaningful
2006 V§, 2005

Net operatihg loss

The increase in the net operating loss was primarily
attributable to lower unallocated net investment income driven
by a $46 million decrease from the derecognition of consoli-
dated securitization entities in the first quarter of 2006 and a
lower level of corporate investments, offset by lower interest
expense and acquisition and operating expenses.

Lower unallocated investment income is the result of our
use of excess.capital for acquisitions and for $1 hillion of stock
repurchases in 2006. The decrease in interest expense was pri-
marily associated with $33 million from the derecognition of
borrowings related to securitization entities in the first quarter
of 2006, partially offset by a higher short-term interest rate
environment and increased debt level. The decrease in unallo-
cated acquisition and operating expenses, net of deferrals, was
primarily the result of lower unallocated expenses remaining in
Corporate and Other in 2006 compared to 2005.

The increase in income tax benefit was offset by an
increase in non-deductible expenses and a reduction in state
income tax benefit.
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2005 VS. 2004

Net operating income {loss)

The decrease in net operating income for the year ended

December 31, 2006 was primarily attributable to higher impair-

ments on fixed maturities and a decrease in policy fees and
other income associated with a $25 million after-tax gain recog-
nized in 2004 related to our waiver of contractual rights under
an outsourging services agreement with our global outsourcing
provider, increases in stand-alone public company costs and
interest expense as a result of changes to our debt structure as
a result of our IPO, as well as, higher short-term interest rates
on our short-term borrowings and the decreased benefit for
income taxes due to nonrecurring IPO-related tax benefits rec-
ognized in 2004.

Despite having higher pre-tax losses, the decreased ben-
gfit for income taxes was primarily attributable to nonrecurring
(PO-related transaction tax benefits in 2004.




INVESTMENTS

INVESTMENT RESULTS

r ' N ' L

The followmg table sets forth mformatlon about our investment income, excludmg net investrment galns {losses), for each
component of our investment portfolio for the periods indicated:

For the years ended December 31, : Increase (decrease)

i 2006 2005 2004 2006 vs. 2006 2005 vs. 2008
?fi(m*ouhrsﬁin—*mﬂﬁn;j* . Wﬁ"m'rﬁeﬂl}nf Amount Yield Arount Yield Armount Yield Arount Yield Am-B_JE;
Fixed maturities — taxable(? 58%  $2974  58%  $2719 57%  $2,925 0.2% $255 0.1%  $(206}
Fixed maturities - non-taxable  ~ 4.7% 122 45% 128 45% 132 0.2% (6 ~-% . {4}
Commercial mortgage loans 6.4% 514 B.7% 457 6.4% 381 {0.31% 57 0.3% 76
Equity securities "12.3% 23 8.9% 25 5.1% 23 34% 2 38% 2
Other investments 9.9% 51~ 81% 73 89% . b8 1.8% {22 (0.81% 15
Policy loans 8.9% 128 »8.6% 110 B8.2% 94 . 0.3% 18 0.4% 16
Restricted investments held s, , . o e . .

by securitization entities 5.1% 7 64% 50 6.6% 64 (1.3% ° {43) 0.2)% {14}
Cash, cash equivalents and o o C o
__shortterminvestments . 43% 95 25% 45 0% " 23 ' i8% B0 T 15% 22
Gross investment income o ) " . .
before expenses and fees 5.9% 3914 57% = 3,607 5.6% 3,700 0.2% 307 0.1% 93}
Expensesandiees . S ) O 1) .52 . _® 1
Net investment income 5.8% $3.837 56% $3,536 55% £3,648 0.2% 3301 0.1% $(112)

O Inchudes $22 million aaj'm.rmm.r in the fourth qmrm' of 2006 related ro reinsurance :mumed in our payment protection insurance business previossly reflected as risk sransfer and adjusted o
mﬂm depom armummg . . . 1

Yields for fixed maturities and equity securities are based The following table sets forth net investment gains
on amortized cost and cost, respectively. Yields for securities {losses) for the years endeg Cecember 31:
lending activity, which is included in other investments, are cal- "
culated net of the corresponding securities lending liability. All
other yields are based on average carrying values. Bond calls,

tAmounts in millions} ) 2006 " 2005 2004

Available-for-sale securities:

prepayments and release of commeércial morigage loan loss Realized gains on sale 5 72 £108 $ 90
reserves were $51 million, $85 million and $57 million for the Realized losses onisale (118) {39) {38)
years ended December 31, 2006, 2005 and 2004, respectively. Loss on derecognition of | o '

The 2006 increase in overall investment yields was pri- _ securitization entities s {17) - -
marily attributable to increased vyields on floating rate invest-  Impairments (8 7 (26)
ments backing spread-based institutional products reflecting ~ Net unrealized losses on trading securities “l - -
the higher short-term interest rate environment. The 2005  Derivative instruments 3 o -
increase in overall investment yields was primarily attributable Net investment gains {losses) $69 $ @2 $26
to a $32 million fourth quarter- adjustment of our commercial :
mortgage loan loss resérves, higher derivative income from Derivative instruments primarily consist' of changes in
non-qualifying hedges and limited partnership income, partially fair value on the non-qualifying derivatives, including embed-
offset by purchases of new assets in an interest rate environ- ded derivatives, changes in fair value'of certain derivatives and
ment where current market vyields were ‘lower than existing related hedged items in fair value hedge relationships and
portfolio yields. ' hedge ineffectiveness on qualifying derivative instruments.

' o o Effective April 1, 2008, we began classifying changes in fair
’ : value of these derivative items as net investment gains {losses).

‘ - These items were previously included, as a component of net
' ' investment income, interest credited and benefits and other
changes in policy reserves, The amount of these derivative
items’in prior penods that were included in the aforementloned
categories was not material.
t " For a discussion of the change in net mvestment gains
{losses), see the comparison for this line item under “— Resuits
of Operations.”
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COMMERCIAL MORTGAGE LOANS

The following table presents the activity in the allowance
for losses during the years ended December 31:

{Amounts in millions) 2006 2005 2004

Balance as of January 1 $31 $52 $50
Provision 1 N 7
Release . {17 (32} -
Amounts written off, net of recoveries - - (5}
Balanca as of December 31 ) $15 $31 §52

During 2005, we adjusted our process for estimating

credit losses in our commercial mortgage loan portfolio. As a -

result of this adjustment, we released $32 million {($19 million
net of deferred acquisition costs and of tax) of commercial
mortgage loan reserves to net investment income in the fourth
quarter of 2005, During 2006, we reduced our reserve for com-
mercial loan losses from $31 million to $15 million refiecting
continued strong ¢redit performance in this portfolio.

.

INVESTMENT PORTFOLIO

The following tabte sets forth our cash, cash equivalents
and invested assets as of the dates indicated:

December 31,
2006 2005,

Carrying % of Carrying % of
value total value total

{Ameunts in millions)

Fixed maturities,
available-for-sale

Public $40,160 . 56% $40,539 59%

Private 15288 21 13,388 19
Commercial mortgage loans 8,491 12 ' 7.558, 11
Other investments 3,846 6 3,174 5
Policy loans 1,494 2 1,350 2
Restricted investments held .

by securitization antities - - 685 1
Equity securities, .

available for sale 197 - 206 -
Cash and cash equivalents 2,469 3 - 1,875 3

Total cash, cash equivalents . . . .

and invested assets $71,945 100% $68,785 100%

The total investment portfolio increased $3.2 billlion‘ The
increase was primarily due to cash generated from operatlng
activities, net of cash used for financing attivities, which’ was
invested in fixed maturities and commercial mortgage loans
compounded by an increase in the securities lending program.
This was partially offset by lower net unrealized gains as a
result of a higher interest rate environment and the derecogni-
tion of restricted investments held by securitization entities
from our consclidated statement of financial position,
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included in other investments are certain securities that
are designated as trading and, accordingly, are held at fair value
with changes in fair value included in net investment gains
{losses) in the consolidated statement of income. As of
December 31, 2006 and 2005, the fair value of the trading port-
folio was $107 million and $15 million, respectively.

IMPAIRMENTS OF INVESTMENT SECURITIES

We regufarly review investment securities for impair-
ment in accordance with our impairment policy, which includes
both quantitative and qualitative criteria. Quantitative criteria
include length of time and amount that each security is in an
unreatized loss position, and for fixed maturities, whether the
issuer is in compliance with terms and covenants of the secu-
rity. Qur qualitative criteria include the financial strength and
specific prospects for the issuer as well as our intent to hoid
the security until recovery. Qur impairment reviews involve our
finance, risk and asset managernent teams, as well as the port-
folio management and research capabilities of GEAM and

" other third-party asset managers, as required.

For fixed maturities, we recognize an impairment charge
to income in the period in which we determine that we do not
expect either to collect principal and interest in accordance
with the contractual terms of the instruments or to recover
based upon underlying collateral values, considering events
such as a payment default, bankruptcy or disclosure of fraud.
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 deter-
mine what constitutes a reasonable period on a security-by-
security basis based upon consideration of all the evidence
avaitable to us, including the magnitude of-an unrealized loss
and its duration. In any event, this period does not exceed
18 months for common equity securities. We measure impair-
ment charges based upon the difference between the book
value of a security and its fair value. Fair value is based upon
quoted market price, except for certain infrequently traded
securities where we estimate values using internally devel-
oped pricing models. These models are based upon common
valuation techniques and require us to make assumptions
regarding credit quality. liquidity and other factors that affect
estimated values,

For the years ended December 31, 2008, 2005 and 2004,
we recognized impairments of $8 million, $71 million and
$26 million, respectively. We generally intend to hold securities
in unrealized loss positions until they recover. However, from
time 1o time, we sell securities in the ordinary course of man-
aging our portfolio to meet diversification, credit quality, yield
and liquidity requirements. The aggregate fair value of securi-
ties sold at a loss during twelve months ended December 31,
2006 was $4,352 million, which was approximately 97.4% of
hook value.




-+ The following table presents the gross unrealized losses and estimated fair values of our investment securities, aggregated
by investment type and length of time that individual investment securities have been in a continuous unrealized loss position, as of
December 31, 2006: . .

I:_e_s_s T_rEg_ _12_ Mor_'llh_fs_ 7 12 Months or more

. Gross B Gross
Estimated unrealized #of - "Estimated unrealized # of

{Doflas amounts in millions) . . farvalie . josses  securities fairvalue losses  securities
Description of Securities .
Fixed maturities: :

LS. government, agencies and government sponsored entities $ 375 s {4 14 § 123 £ 3 24

Tex exermnpt ‘ - - - 45 m 22

Government — non-U.S. 373 {3) 72 155 3y 40

U.S. comporate 5,096 (84) 502 6,213 (252) 662

Corporate —non-US. 3,254 (46) 414 2,735 (94) 269
__Mongageand assetbacked —_ - 2218 3) 298 3,561 (85) 448
Subtotal, fixed maturities 11,316 {150) 1,300 12,832 {438) 1,465
Equity sqq{[i.ties o . - - - 23 {2) 12
Total termporarily impaired securities $11,316 ${150) 1,300 $12,855 $(440) 1,477
% Below cost —fixed maturities: - )

<20% Below cost $11.311 ${148) 1,299 $12,797 $(426) 1.459

20-50% Below cost 5 {2) 1 : 35 {12} 6

>50% Below cost - - - - - -
_ Total fixed maturities 11316~ {150) 1,300 12,832 (438) 1,465
% Below cost — equity securities:

<20% Below cost , - - L= 23" C(2) 12

20-50% Below cost - - . - - - -

>50% Below cost T e e T T - -
__Total equity securities = - 23 ’ {2} 12
Total temporarily impaired securities $11,316 - ${150) 1,300 $12,855 £(440) 1,477
Investment grade $10,961 $(142) 1,219 $12,208 $(409} 1.366

Below investment grade 355 *(8) 81 635 ' (30} 10

Not Rated — Fixed maturities = -- - - - -
__Not Ratec - Equities - SO SN SN L) RN .
Total temporarily impaired securities $11,316 " $(150) 1,300 $12,855 $(440) 1.477

The investment securities in an unrealized loss position Derivatives :

as of December 31, 2006 consisted of 2,777 securities account-
ing for unrealized losses of $590 million. Of these unrealized
losses 93.4% were investment grade (rated AAA through
BBB-) and 97.6% were less than 20% below cost. The amount
of the unrealized loss on these securities was primarily attribut-
able to increases in interest rates.

Of the investment securities in an unrealized loss posi-
tion for twelve months or more as of December 31, 2008,
6 securities were 20% or more below cost, including one secu-
rity, which was also below investment grade (rated BB+ and
below). This security accounted for unrealized losses of less
than $7 million. The security was issued by a corporation in the
finance and banking industry, was current on all terms and we
currently expect to collect full principal and interest.

As of December 31, 2006, we expect these investments
to continue to peiform in accordance with their original contrac-
tual terrns and we have the ability and intent to hold these
investment securities until the recovery of the fair value up to the
cost of the investment, which may be maturity. Accordingly,
we do not consider these investments to be other-than-
temporarily impaired at December 31, 2008. Howaver, from time
to time, we may sell securities in the ordinary course of managing
our portfolio to meet diversification, credit quality, yield enhance-
ment, asset-liability management and liquidity requirements.

The fair value of derivative instruments, including finan-
cial futures, interest rate and foreign currency swaps and
equity index options, are based upon pricing valuation models
which utilize independent third-party data as inputs. The follow-
ing table sets forth our positions in derivative instruments and
the estimated fair values as of the dates indicated:

December 31,

2006 2005

Notional Estimated  Notional Estimated

{Amounts in millions) value fair value value fair value
Interest rate swaps - $17,832 $496 $£7.894 $508
Foreign currency swaps 567 (8) B33. "4
Equity index options "323 22 265 21
Financial futures B AR LA
Total | $18,741 $510 $8,719 $533

As of December 31, 2006 and 2005, the fair value of
derivatives in a gain position and recorded in other invested
assets was $543 million and $553 miltion, respectively, and the
fair value of derivatives in a loss position and recorded in other
liabilities was $33 million and $26 million, respectively.
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The increase in the notional value of derivatives during
2006 was primarily due to a forward starting interest rate swap
pragram with a notional value totafing $8.5 billion tc hedge the
cash flows of forecasted transactions related to our long-term
care business within our Protection segment. In addition, we
entered into interest rate swaps with notional vaiue of $0.9 billion
to convert fixed rate liabilities into flodting rate liabilities consis-
tent with the overall asset-liability management for our FABN husk
ness within our Retirement Income and Investments segment.

LIQUIDITY AND CAPITAL'RESOURCES

Liquidity and capital resources represent our overall
financial strength and our ability to generate strong cash flows
from our businesses, borrow funds at competitive rates and
raise new caprtal to reet our operating and growth needs.

Genworth Finarcial and Subsidiaries ..

The following table sets forth our condensed consoli-
dated cash flows for the peridds indicated: .

Years ended December 31,

{Amounts in millions) . 2006 2005 2004

Net cash from operating activities $4365 $3479 $5605
Net cash from investing activities (2,898} (3,277) (4,940)

Net cash from financing activities {835) (248) {791)

Net increase {decreasa} in cash less

foreign exchange effect $ 632 § (46} § (126)

Cash flows from operating activities are affected by the
timing of premiums received, fees received, investment
income and expenses paid. Principal sources of cash include
sales of our products and services. The increase in cash flows
for the year ended December 31, 2006 from operating activi-

ties was primarily the result of the timing of cash settlement -

for other assets and other liabilities.

As an insurance business, we typically generate positive
cash flows from operating activities, as premiums and deposits
collected from our insurance and investment products exceed
benefits paid and redemptions, and we invest the excess.
Accordingly, in analyzing our cash flow we focus on the change
in the amount of cash available and used in investing activities.

The decrease in net cash used in investing activities for
the year ended December 31, 2006 compared to December 31,
2005 was primarily the result of an increase of cash provided by
our operating activities, ‘as discussed above, partially offset
by an increase in net cash used in our financing activities. '

Changes in cash from financing activities primarily relate to
the issuance and repayment of borrowings, dividends to our
stockholders and ‘other capital transactions, as well as the
issuance of, and redemptions and benefit payments on, invest-
ment contracts and changes in the cash collateral for loaned
securities under our securities lending program. During 2006,
uses of cash included share repurchases amounting to $1.0 bil-
lion, dividend payments.to our stockholders of $145 million and
net redemptions on investment contracts of $1.8 billion. These
uses of cash were partially offset by an issuance : of $1,365 million
in non-recourse fundrng cbligations and $600 million ‘of junior
subordinated notes.
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* facilities totaling $2 billion as further described in

At December 31, 2008, we have two revolving credit
Y- Capital
Resources and Financing Activities.” '

Total assets were $110.9 billion as of December 31,
2006, compared to $105.7 billion as of December 31, 2005.
The increase in total assets was primarily driven by increase in
balances of fixed maturity securities and commercial mortgage
loans driven primarily by normal business.growth. Offsetting
these increases in total assets was a decrease in restricted
investments held by securitization entities taken off-balance
sheet and assets used for our $1 hiflion stock repurchase See

— Securitization Entities.”

Total liabilities were $97.5 hillion as of December 31, 2008,
compared to $92.3 billion as of Decemnber 31, 2005. The increase
in total liabilities was primarily driven by an increase in our future
annuity and contract benefits liability and unearned premiums
from the continued growth of our business, non-recourse funding

" obligations, long-term borrowings offset partially by a decrease in

borrowings related to securitization entities taken off-balance
sheet in 2006. See "— Securitization Entities.”

Genworth Financial, Inc. - helding company

We conduct all our operations through our operating
subsidiaries. Dividends from our subsidiaries and permitted
payments 1o us under our tax sharing arrangements with our
subsidiaries are our principal sources of cash to pay stock-
holder dividends and to meet our holding company obiiga-
tions, including payments of principal and interest on our
outstanding indebtedness.

Qur primary uses of funds at our holding company leve!
include payment of general operating expenses, payment of
principal, interest and other expenses related to holding com-
pany debt, payment of dividends on our commaon and preferred
stock, amounts we owe to GE under the Tax Matters
Agreement, contract adjustment payments on our Equity Units,
contributions to subsidiaries, and, potentially, acqursmons

" Since the completion of the IPO, we declared a dividend
on our common stock of $32 million in each of the third and
fourth quarters of 2004, The fourth quarter dividend was paid in
January 2005. During 2005, we declared dividends on our com-
mon stock of $132 million, of which $35 million was paid in
January 2006. In the third quarter of 2005, we increased our
quarterly dividend 15% from $0.065 per share to $0.075 per
sharé. In the first and second guarters of 2006, we declared
common stock dividends of $0.075 per share or $34 million
and $35 million, respectively, which were paid in the second
and third quarters of 2006, respectively. During the third quar-
tér of 2006, we raised the quarterly dividend by 20% to $0.09 a
share and declared dividends on our common stock of $40 mil-
lion, which was paid during the fourth guarter of 20086. In the
fourth quarter we declared common stock dividends of $0.09 per
share or $40 million, which was paid in January 2007. The dec-
laration and payment of future dividends to holders of our com-
mon stock will be at the discretion of dur board of directors and
will dépend on many factors including our receipt of dividends
from our insurance and cther operating subsidiaries, financial
condition, earnings, capital requirements of our subsidiaries,
legal requirements, regulatory constraints and other factors as
the board of directors deems rélevant. In addition, our Series A




Preferred Stock bears dividends at an annual rate of 5.25% of
the liquidation value of $50 per share. We also pay quarterly
contract adjustment payments with respect to our Equity Units
at an annual rate of 2.16% of the stated amount of $25 per
Equity Unit. :

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 {imits
are deemed “extraordinary” and require insurance. regulatory
approval. During the years ended December 31, 2006, 2005
and 2004, we received dividends from our insurance sub-
sidiaries of $587 million ($231 million of which were deemed
“extraordinary”), $639 million {$76 million of which were
deemed “extracrdinary”} and $2,111 million (31,244 million of
which were deemed "exiraordinary”), respectively. The ability
of our insurance subsidiaries to pay dividends to us, and our
ability to pay dividends to our stockholders, also are subject
to various conditions imposed by the rating agencies for us to
maintain our ratings.

In December 2004, we received a dividend of $700 mil-
lion from our L.S. mortgage insurance business (included
above in dividends paid by our insurance subsidiaries) following
the release of statutory contingency reserves from that busi-
ness. ln December 2004, we used $550 million of those pro-
ceeds to repay the Contingent Note issued to GEFAHI as part
of our corporate formation, and we retained the remainder at
our holding company to pay debt servicing expenses and divi-
dends on our ¢common stock.

Based on statutory results as of December 31 2006, we
estimate our subsidiaries could pay dividends of approximately
$1.400 million to us in 2007 without obtaining regulatory
approval. The ability of our.insurance subsidiaries to pay divi-
dends to us, and our ability to pay dividends to our stock-
holders, also are subject to various conditions imposed by the
rating agencies for us to maintain our ratings.

In addition to dividends from our-insurance subsidiaries,
our other sources of funds include service fees we receive
from GE. as described under "~ Overview — Separation from GE
and related financial arrangements ~ Services provided to
GE.” payments from our subsidiaries pursuant to tax sharing
arrangements, borrowings pursuant to our credit facilities, and
proceeds from any additional issuances of commercial paper.

The following table sets forth our parent company only
cash flows for the periods indicated:

Years eﬁded December 31,
{Amounts in milions) 2006 2005 2004

Net cash from operating activities $ 380 $848 $700
Net cash from investing activities {180} 48 {72}
Net cash from financing activities {448) (664) {528)
Net increase (decrease) in cash less Y ' ’
foreign exchange effect $(248) $232 $100

Cash flows from operating activities are primarily
affected by the dividends from our subsidiaries and the timing
of investment income and expenses paid. During 2005, the
increase in cash provided by operating activities was primarily a
result of an increase in dividends received from our sub-
sidiaries and the timing of cash settlement for other assets and

other liabilities offset by an increase in the net loss.of our par-
ent company {excluding income from our subsidiaries). - -~

Cash flows from investing activities are affected by the
capital contributions paid to subsidiaries and.investment activ-
ity. For the year ended December 31, 2006, we received
$117 million from fixed maturity investment rnaturities; For the
year ended December 31, 2006, we paid $223 million, net of
cash acquired, for businesses acquired and made $74 mI”IOﬂ n
subsidiary capital contributions, T

Cash flows from financing activities are affected by pay-
ments and proceeds from our borrowings, dividends paid to
our stockholders and treasury stock acquisitions. For the year
ended December 31, 2006, we acquired $1.0 billion of treasury
stock and paid $145 million in dividends. to our stockhoiders
offset by the issuance of $600 million of junior subordinated
notes. For the year ended December 31, 2005, we. acquired
$500 million of treasury stock and pald $128 million in divi-
dends to our stockholders.

In connection with our corporate formatlon we entered
into a Tax Matters Agreement with GE, which represents_ an
obligation by us to GE. The balance of this obligation is
$380 million as of December.31, 2006.

We have provided liquidity support to some of our insur-
ance subsidiaries in the form of guarantees of certain obliga-
tions, in some cases subject to annual scheduied.adjustments,
totaling $325 million and $418 million as of December 31, 2006
and 2005, respectively. The majority of these obligations are
backed by assets held in our insurance subsidiaries which we
believe sufficiently cover the underlying obhgatlons B

Regulated msurance sub5|d|ar|es

- The fiquidity requiremeants of our regulated msurance
subsidiaries principally relate to the liabilities associated with
their various insurance-and investrent -products, operating
costs and expenses, the payment of dividends to us, contribu-
tions 1o their subsidiaries, payment of principal and interest 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 obli-
gations to-redeem funding agreements under applicable put
option provisions, .

Historically, our-insurance subsidiaries have used cash
flow from operations and sales of investment securities to fund
their liquidity requirements: Our insurance subsidiaries’ princi-
pal cash inflows from operating activities derive from pre-
miums, annuity deposits and policy and contract 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 invest-
ment activities result from repayments of principal, sales of
invested assets and investment income. . 3

As of December 31,2006, we had approximately
$2.7 billion of renewable floating rate. funding-agreements,
which are deposit-type products that generally credit interest
on deposits at a floating rate tied.to an externalsmarket index.
Purchasers of renewable funding agreements include money
market funds, bank cormmon trust funds and other short-term
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investors. Some of our funding agreements contain "put” pro-
visions, through which the contractholder has an option to ter-
minate the funding agreement for any reason after giving
notice within the contract’s specified notice period. Of the
$2.7 billion aggregate amount outstanding as of December 31,
2006, $875 miillion had put option features including $425 mil-
lion with put options features of 90 days and $450 million with
put options of 180 days.

Our insurance subsidiaries maintain investment strate-
gies intended 1o provide adequate funds to pay benefits with-
out 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 maturities and
commercial mortgage loans. Shorter-term liabilities are matched
with fixed maturities that have short- and medium-term fixed
maturities. In addition, our insurance subsidiaries hold highly
liquid, high-gquality short-term investment securities and other
liquid investment-grade fixed maturities to fund anticipated
operating expenses, surrenders, and withdrawals. As of
December 31, 2008, our total cash and invested assets was
$71.9 billion. Our investments in privately placed fixed maturi-
ties, commercial mortgage loans, policy loans and limited part-
nership interests are relatively illiquid. These asset classes
represented approximately 35% of the carrying value of our
total cash and invested assets as of December 31, 2006.

During 2005, certain of our domestic life insurance sub-
sidiaries transferred primarily foreign-issued investment securi-
ties to an affiliated special purpose entity (“SPE"} which is a
subsidiary in our Mortgage Insurance segment and consoli-
dated in our financial statements and whose sole purpose is 1o
securitize these investment securities and issue secured notes
to various affiliated insurance companies. The securitized
investments are owned in their entirety by the SPE and are not
available to satisfy the claims of our creditors. These securi-
tized investments provide collateral to the notes issued by the
SPE to the insurance companies. The value of those securities
as of December 31, 2006 was $1.4 hillion.

Capital resources and financing activities

In November 2008, we issued fixed-to-floating rate junior
notes having an aggregate principal amount-of $800 million,
with an annual interest rate equal to 6.15% payable semi-
annually, until November 15, 20186, at which point the annual
interest rate will be equal to the three-month LIBOR plus
2.0025% payable quarterly, until the notes mature in
November 2066 {2066 Notes"). Subject toicertain conditions,
we have the right, on one or more occasions, to defer the pay-
ment of interest on the 2066 Notes during any pericd of up to
10 years without giving rise to an event of default and without
permitting acceleration under the terms of the 2066 Notes. We
will not be required to settle deferred interest payments until
we have deferred interest for 5 years or made a payment of
current interest. In the event of our bankruptey, holders will
have a limited claim for deferred interest. :

We may redeem the 2066 Notes on November 15, 2036,
the “scheduled redemption date,” but only to the extent that we
have received net proceeds from the sale of certain qualifying
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capital securities. We may redeem the 2066 Notes {i) in whole or
in part, at any time on or after Novermnber 15, 2016 at their princi-
pal amount plus accrued and unpaid interest to the date of
redemption, or (i} in whote or in part, prior to Novermnber 15, 2016
at their principal amount plus accrued and unpaid interest to the
date of redemption or, if greater, a make-whole price.

The 2066 Notes will be subordinated to all existing and
future senior, subordinated and junior subordinated debt of the
company, except for any future debt that by its terms i3 not
superior in fight of payment, .and will be effectively subordi-
nated 1o all liabilities of our subsidiaries

On May 25, 2006 we entered into a $1.0 billion five-year
revolving credit facility, which matures in May 2011, replacing
our $1:0 billion five-year revolving credit facility, which was
scheduled to mature in May 2008, We also have a $1.0 billien
revolving credit facility that matures in April 2010. These facili-
ties bear variable interest rates based on a one-monih LIBOR
plus margin. -As of December 31, 20086, we utilized $172 mil-
lion of the commitment under these facilities for the issuance
of a letter of credit for the benefit of one of our Mortgage
Insurance subsidiaries.

.In 2008, our wholly-owned subsidiaries, River Lake
Insurance Company, River Lake Insurance Company Il and
Rivermont Insurance Company |, issued non-recourse funding
obligations in the amounts of $300 million, $750 million and
$315 million, respectively. As of December 31, 2008 and 2005,
there were $2.8 billion and $1.4 billion of non-recourse funding
obligations outstanding, respectively. We may issue additional
non-recourse funding cbligations from time to time to heip sat-
isfy our statutory reserve requirements.

In September 2005, we issued senior notes havmg an
aggregate principal ameount of $350 million, with an interest
rate equal to 4.95% per year payable semi-annually, and matur-
ing in October 2015 ("2015 Notes”). The.2015 Notes are our
direct, unsecured obligations and rank equally with all of our
existing and future unsecured and unsubordinated obligations.
The 2015 Notes are not guaranteed by any of our subsidiaries.
We have the option to redeem all or a partion of the 2015 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 princi-
pal and interest discounted at the then-current treasury rate
plus an applicable spread.

The net proceeds from the issuance of 5348 million from
the 2015 Notes were used to reduce our outstanding commer-
cial paper borrowings. The commercial paper was issued under
a $1 billion commercial paper program that we have estab-
tished. As of December 31, 2008, the aggregate amount of our
outstanding commercial paper borrowings was $199 million.
We may issue additional commercial paper under this program
from time to time.

In connection with our corporate formatlon we assumed
¥60 billion in Yen Notes from GEFAHL In the third quarter of
2004, we retired the ¥3 billion of Yen Notes that were trans-
ferred to us. We entered into arrangements to swap our obligations
under the Yen Notes tc a U.S. doliar abligation with a-principal
amount of $478 million and bearing interest at a rate of 4.84%
perannum.




In connection with our secondary offering completed in
March 2005, we repurchased 19.4 million shares of our Class B
Common Stock directly from GE, which were automatically
converted to Class A Common Stock -upon the transfer of
these shares to us, for an aggregate price of $500 million..

On December 21, 2005, our Board of. Directors approved
a stock repurchase program, authorizing the Company to repur-
chase up to 750 million of its common stock over the next
18 months. In October 2008, our Board of Directors authorized
the repurchase of an additional $250 million of our common

the Board of Directors approved a stock repurchase program,
authorizing the Company to repurchase up to $500 million of
our common stock-over the 12-month period commencing
January 1, 2007. - : IO

. We believe our revolving credlt faCllltIES further issuances
under our commercial paper program and,anticipated cash
flows from operations, will provide us with sufficient liquidity-to
meet our operating requirements for the foreseeable future. For
further information about our borrowings, refer to.note 13 in our
consolidated financial statements under “item 8 - Financial

stock. On Novemnber 8, 2006 we completed our planned repur- Statements and Supplementary Data.” -~

chases under this program. Additionally, on December 8, 2006, : : - : -
- . - .o L : i e

Contractual obligations and commercial commitments - * . N

We enter into obligations to third parties in the ordinary course of our operations. These obligations, as of December 31,
2008, aré set forth in the table below. However, 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 incarme 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. Exarnples of
fixed obligations 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 mar-
ket performance. Many of our obligations are linked to cash-generating contracts. Thése obligations include payments to contract-
holders that assume those contractholders will continue to make depaosits in accordance with the terms of their contracts. In
addition, our operations involve significant expenditures that are not based upon “commitments.” These include expenditures for
income taxes and payroll. .

LT ' Yo o » Payrﬁems due by period

. _— - : T 2012and
{Amounts in mitlions) Total 2007 2008-2009 2010-2011 thereatter
Borrowings and interest( . $ 12,362 $ 699 $ 1,80 $ 578 -§ 9,234
Operating lease obligations . 9 5 ‘ 3 1 -
Other purchase liabilities™ ’ 536" 367 : 54 t a5 ' 70
Securities lending and repurchase obligations® 2,720 2,170 : 0 240 240
Commercial mortgage loan commitments - ‘ 298 - - 275 + .23 : - -
Limited partnership commitmentsé -+’ oot R 208. 103 - 91 . 14 L=
Insurance liabilitiess : o ., 100,961 1377 9,277 6,572 . 71,735
Tax matters agreement(® ' : 573 21 54. ) 91 407
Total contractual obligations $117,677 $11,017 $11,423 $7.541 $87,686

0 fncludes, paymenis of principal and interest of our shore- and !ong term borrowings, non-recourse funding obligations and senior notes undtrlymg Equity Uniss and dividend payments on our
mandatorily redeemable Series A Preferred Stock, as described in note 13 to our consolidared financial statements under “Item 8 = Financial Scasements and Supplemencary Data.” Any pay-
ment of principal including by redemption, or interest on, the non-recourse funding abixgarwns is subject to regulasory appraval. The total amount for borrowings and interest in this table does
nor equal the amosnss on our balance sheet due o interest included in the table thas is expeceed 1o be incurved in fisrure years.

@ Includes canimaciual purchase commitments for goods and services entered inta in the ordinary course of business and inchudes obligasions under vur pension liabilities.

() The timing for the return of the collateral associased with our securities lending program is uncertain; therefare, the return of collatentl is reflected as being due in 2007.

) Includes amounts we are committed 1o fund for U.S. commervial marigage loans and interests in limited parmerships,

O Includes estimared claim and benefis, policy survender and cammission obligations offiet by expected furure deposizs and premiums on in-force insurance ;m!zcm and investment contricts.
Esvimased claint and benefis obligations are based on mortalisy, morbidity and lapse assumprions comparable wish our hisiorical experience. In contrass o this table, our obligations recorded
in the consolidated balance sheets do not incorporate fusure credited inseress for investment contracts or tabular interess for insurance policies. Therefore, the estimated obligarions for insurance
liabilities presenied in this table significantly exceed the liabilities recorded in reserves for fiuture annuity and contract benefits and the liability for poficy and conrract claims. Due to the signif-
feance 0f the asumptions wsed, the amounts presented could mareruzﬂ_y di ﬁrn ﬁr}m actual results. We have not included separate account ab[:ganam as these abl.tganom are !:gal{y insulated

Sfrom: general accouns obligations and will be fully funded by cash flows from separare accouns assews. We expect to fully find the obligations for insurance liabilities from cash flous from general
account investments and future deposits and premiums,

16 Because their future cash outflows are uncertain, the following non-current liabilities are excluded from this table: deferred taxes (except the Tox Marters Agreement, which s inclded, as
deseribed in note 14 tw our consolidased financial £ under "liem 8 — Financial Statemenss and Supplemensary Daia”), a’mmrtm. unmmrd premiums and certain other items.

. ' +

OFF-BALANCE SHEET TRANSACTIONS . .The transactlons we have used involved securitizations
- of some of our receivables and investments that were secured

We have used off-balance sheet securitization trans- by commercial mortgage loans, fixed maturities or other receiv-
actions to mitigate and diversify our asset risk position and 10 ables, conisisting primarily of policy loans. Total securitized

adjust the asset class mix in our investment portfolio by rein- assets remaining as of December 31, 2006 and 2005 were
vesting securitization proceeds in accordance with our approved $1.8 billion and $1.5 billion, respectively.
investment guidelines.
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Securitization transactions typically result’in gains or
losses that are included in nei investment gains (losses) in our
financial statements. We recognized an investment loss on sale
of $11 million, net of tax, from a resecuritization transaction in
2006 as further discussed in note 19 in our consolidated finan-
cial statements under-“ltem 8 — Financial Statements and
Supplementary Data.” There were no off-balance sheet securiti-
zation transactions executed in the years ended December 31,
2005 and 2004.

We have arranged for the assets.that we have trans-
ferred in securitization transactions to be-serviced by us
directly, or pursuant to arrangements with a third-party service
provider. Servicing activities include ongoing review, credit
monitoring, reperting and collection activities.

We have entered into credit support arrangements in
connection with our securitization transactions. Pursuant 1o
these arrangements, as of December 31,.2008, we provided
limited recourse for a maximum of $119 million of credit
losses. To date, we have not been reguired to make any pay-
ments under any of the credit support agreements. These
agreements will remain in place throughout the life of the
related entities.

As part of our IPO, we issued $600 m||||0n of our, Equity .

Units. These Equity Units consist of two separate and detach-
able contracts as follows:

> a contract to purchase shares of our Class A Common
Stock, which we refer to as the stock purchase contracts or
forward sale commitment; and

> a $25 ownership interest in our 3.84% senior notes due
in 2009, '

For a more complete description of the Equity Units,
refer to note 13 in our consaolidated financial statements under
“Item B - Financial Statements and Supplementary Data.” The
stock purchase contract is, for accounting purposes, a deriva-
tive financial instrument indexed to and patentially settled in
company stock. We have recorded the stock purchase contract
in the equity section of our balance sheet. As such, this deriva-
tive financial instrument is not required to be marked to market
through income and therefore was included in our balance
sheet at the original value of $37 million. Had this forward sale
commitment not qualified to be classified in equity, we would
be required to record a derivative liability of $279 million and
$308 million with a change in value of $28 million and ${158)
million recorded currently in income as of and for the years
ended December 31, 2006 and 2005, respectively.

4

SECURITIZATION ENTITIES

GE Capital, our former indirect majority stockholder, ﬁro—
vides credit and liquidity support to a funding conduit it spon-
sored, which exposes it to a majority of the risks and rewards
of the conduit's activities and therefore makes GE Capital the
primary beneficiary of the‘funding conduit. Upon adoption of
FASB Interpretation ("FIN")’ No. 48, Consolidation of Variable
Interest Entities, GE Capatal was required to consolldate the
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funding conduit because of this financial support. As a result,
assets and liahilities of certain previously oif-balance sheet
securitization entities, for which we were the transferor, were
required to be included.in our consclidated financial state-
ments because the-funding conduit no longer qualified as a
third-party. The assets and liabilities associated with these
securitization entities were reported in the corresponding
financial statement captions in aur consolidated balance sheet,
and the assets are noted as restricted due to the lack of legal
control we have over themn. We applied the same accounting
policies to these restricted assets and liabilities as we do to our
unrestricted assets and liabilities.

As a result of GE Capital no longer having an ownership
interest in us, in March 20086, the respective funding conduit
re-qualified as a third-party and these securitization entities
regained their qualifying status under SFAS No. 140, Accounting
for Transters and Servicing of Financial Assets and Extinguish-
ment of Liabilities. As a result, the assets were effectively re-

. securitized and the related assets and liabilities were

derecognized from our consolidated financial statements. This
resulted in a reduction from December 31, 2005 balances
of $685 million, $44 million, $660 million and $15 million of

restricted investments held by securitization entities, other

assets, borrowings related to securitization entities and other
liabilities, respectively. We continue to hold a retained interest
in the form of interest-only strips classified as fixed maturity
securities available-for-sale in our consolidated balance sheets.
We recognized an investment loss on sale of $11 million, net of
tax, from this re-securitization transaction in 20086.

SEASONALITY

In general, our business as a whole is not seasonal in
nature. However, in our Mortgage Insurance segment, the
level of delinquencies, which increases the likelihood of losses,
tends to decrease in the first and second guarters of the calen-
dar year and increase in the third and fourth quarters. As a
result, we have experienced lower levels of losses resulting
from delinguencies in the first and second quarters, as com-
pared with the third and fourth quarters.

INFLATION

RECENTLY ADOPTED

_ 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 finan-
cial statements under “item 8 — Financial Staiements and
Supplementary Data.”




ITEM 7A, 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 ther related underlying financial instru-
ments are traded. The following is a discussion of our market
risk exposures and our risk management practices.- '

‘We enter into market-sensitive instruments primarily for
purposes other than trading. The carrying value of our invest-
ment portfolio as of December 31, 2006 and 2005 was $69 bil-
lion and $67 hillion, respectively, of which 80% and 81%,
respectively, was invested in fixed maturities. The primary
market risk to our investment portfolio is interest rate risk
associated with investments in fixed maturities. We mitigate
the market risk associated with our fixed maturities portfalio
by closely matching the duration of our fixed maturities with
the duration of the liabilities that those securities are intended
to support.

The primary market risk for our long-term borrowings
and Equity Units 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 evaluate refinancing opportunities as
maturity dates approach.

We are exposed to equity risk on our holdings of com-
mon stocks and cther equities. We manage equity price risk
through industry and issuer diversification and asset alloca-
tion techniques.

We also have exposure to foreign currency exchange
risk. Qur international operations generate revenues denomi-
nated in locat currencies, and we invest cash generated out-
side the U.S. in non-U.S. denominated securities. Although
investing in securities denominated in local currencies limits
the effect of currency exchange rate fluctuation on locai operat-
ing results, we rermain exposed to the impact of fluctuations in
exchange rates as we translate the operating results of our for-
eign operations into our historical combined financial state-
ments. We currently do not hedge this exposure. For the years
ended December 31, 2006, 2005 and 2004, 35%, 32% and
29%, respectively, of our net income from continuing opera-
tions were generated by our international operations.

We use derivative financial instruments, such as interest
rate and foreign currency swaps, foreign currency forward con-
tracts, financial futures and option-based financial instruments,
as part of our risk management strategy. We use these deriva-
tives 10 mitigate certain risks, including interest rate risk, cur-
rency risk and equity risk, by:

> reducing the risk between the timing of the receipt of cash
and its investment in the market;

> matching the currency of invested assets with the liabilities
they support;

> converting the asset duration to match the duration of the
fiabilities; -

> reducing our exposure to fluctuations in equity market
indices that underlie some of our products and

> -protecting against the early termination of an asset or hablhty

As a matter of policy, we have not and will not'engage in
derivative market-making, speculative derivative tradmg or
other speculative derivatives activities.

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 potentlal effects of
changes in interest rates, foreign currency exchange rates and
equity market prices is based on so-calted “shock-tests,”
which model the effects of interest rate, foreign exchange rate
and equity markét 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 sin-
gle point in time and by their inability to include the extraordi-
narily complex market reactions that normatly would arise from
the market shifts modeled. Although the following results of
shock {esis for changes in interest rates, foreign currency
exchange rates and equity market prices may have some lim-
ited use as benchmarks, they should not be viewed as fore-
casts. These forward-looking disclosures also are selective in
naiure and address only the potential impacts on our financial
instruments. They do not include a variety of other potential
factors that could affect our business as a result of these
changes in interest rates, currency exchange rates and equity
market prices.

One means of assessing exposure of our fixed maturi-
ties portfolio to interest rate changes is a duration-based analy-
sis that measures the potential changes in market value
reswting from a hypothetical change in interest rates of
100 basis points across all maturities. This is sometimes
referred to as a paraflel shift in the yield curve. Under this
maodel, with all other factors constant and assuming no offset-
ting change in the value of our liabilities, we estimated that
such an increase in interest rates would cause the market
value of our fixed income securities portfolio to decline by
approximately $2.8 billion before the effect of deferred taxes,
DAC and PVFP, based on our securities positions as of
December 31, 2006.

One means of assessing exposure to changes in foreign
currency exchange rates is 1o model effects on reported
income using a sensitivity analysis. We analyzed our combined
currency exposure for the year ended December 31, 20086,
including the results of our international operations financial
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instruments designated and effective as hedges to identify
assets and liabilities denominated in currencies other than their
relevant functional currencies. Net unhedged exposures in
each currency were then remeasured, generaily assuming a
10% decrease in 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 net
income from continuing operat:ons before income taxes by
approximately $47 million..

One means of assessing exposure to changes in equrcy
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 $5 mil-
lion, based on our equity positions as of December 31, 2006. In
addition, fluctuations in equity market prices affect our rev-
enues and returns from our variable annuity and managed
money products, which depend upon fees that are related pri-
marily to the value of assets-under management, in relation to
total change in fair value of the hedged item. -

. . N

DERIVATIVE COUNTERPARTY CREDIT RISK

We manage our derivative counterparty credit risk on an
individual counterparty basis, which means that gains and
lpsses are netted for each counterparty to determine the
amount at risk. When a counterparty exceeds credit exposure
limits in terms of amounts owed to us, typically as the result of
changes in market conditions, no additional .transactions are
executed until the exposure with that counterparty is reduced
to an amount that is within the established limit. The swaps
that are executed under master swap agreements containing
mutual credit downgrade provisions that provide the ability to
require assignment or replacement in the event either parties
unsecured debt rating is downgraded below Moody's "Baa” or
S&P's "BBB."

+ Swaps and purchased options wuth contractual maturi-
ties longer than one year are conducted within the credit policy
constraints provided in the table below. Qur policy permits us
to enter into derivative transactions with counterparties rated
“A2" by Moody's and “A" by S&P's if the agreements govern-
ing such transactions require both parties to provide collateral
in certain circumstances. .

~ The following table sets forth derivative counterparty credit limits by credit rating:

{Amounts in r.niIIionsJ

Long-term {exposures over

Aggregate limits tincluding those ’
. Aggregate limit (gross of ggli_a)}er_e})

S&P rating s Moody's rating one year) net of collateral . under one year) netgf_cgllatera\
AAA S Aaa $50 $125 $£300
AA- Aa3 25 ‘ 100 250
A . A2 15 - 90 ; 200
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Genwarth Financial, Inc.

CONSOLIDATED STATEMENTS OF INCOME

- ‘Years ended Decomber 31,
{Amounts i miflions, except per share amounts) 2006 2005 2004
Revenues:
Premiums $ 6,487 $ 6,297 $ 6,559
Net investment income 3,837 3,536 3,648
Net investment gains (losses) (69) 2y . - 26
Policy fees and ather income 714 673 . 824
Total revenues 11,029 10,504 11,057
Benefits and expenses: !
Benelits and other changes in policy reserves 4,485 4,205 4,804
Interest credited 1622 - 1,425 1,432
Acquisition and operating expenses, net of deferrals 2,013 1,989 1,802
Amortization of deferred acquisition ¢osts and intangibles 127 794 1,064
- Interest expense 364 293 217
" Total benefits and expenses 9,111 8,706 9,419
Income from continuing operations before income taxes and cumutative effect of accounting change 1,918 1,798 1,638
Provision for income taxes ) 594 577 . 493
Income from cantinuing operations before cumulative effect of accounting change 1,324 1,221 1,145
Gain (loss} on sale of discontinued operations, net of taxes ' - © - 7
Incomae before cumulative effect of accounting change 1,324 1,221 1,152
Cumutative effect of accounting change, net of taxes 4 - 5
Net income ‘$1328  § 1,221 $ 1.157
Earnings per common share: . .
Basic $ 23 $ 257 $ 236
Diluted A $ 283 $ 262. % 236
Weighted-average common shares outstanding: ' ' '
Basic 4559 4753 4895
-Diluted 469.4 484 6 480.5
See Nates to Consolidated Financial Statements
i .
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Genworth Financial Ine,

CONSOLIDATED BALANCE SHEETS

Decemnber 31,
{Amaunts in millions) _ 2006 2005
Assets ' '
Investments:
Fixed maturity securities available-for-sale, at fair value ’ $ 55,448 - § 53,937
Equity securities available-for-sale, at fair value o 197 2086
Commercial mortgage 'oans 8,491 7.558
Policy loans } , T 1,494 1,350
. Restricted investments held by securitization entities .- 685
Other invested assets . 3,846 3,174
Total investments . . - .o 69,476 66,910
Cash and cash equivalents 2,489 1,875
Accrued investment income ‘ 753 733
Deferred acquisition costs - . - . 6,325 . 5,586
intangible assets : 841 782
Goodwill . 1,737 1,450
Reinsurance recoverable i 17,554 18,245
Other assets ' T v : 841 967
Separate account assets . © 10,875 9,106
Total assets o ) o7 ‘ + $110,871  $i05,654
Liabilities and stockholders’ equity
Lisbilities: . . .
Future annuity and contract henefits $ 64,136 $ 63,749
Liability fof policy and contract claims 3542 3,364
Unearned premiums ) C 4231 7 3.647
Other policvholder liabilities ‘ . . . ‘ 441 ‘507
Other liabilities 3 ' 5,781 4,937
MNon-receurse funding obligations : . . 2,765 1,400
Shori-term borrowings, . . ' v 199 152
Long-term borrowings : . : 3.3 2,736
Senior notes underlying equity units ) . " ' 600 600
Mandatorily redeemable preferred stock 100 100
Deferred tax liability , T 1,550 1,386
Borrowings related to securitization entities - 660
Separate account liabilities . 10,875 9,106
Total Gabilities : 97,541 92344
Commitments and contingencies
Stockholders’ equity:
" Class A common stock, $0.001 par value; 1.5 biltion shares authorized; 493 million and 404 million
shares issued as of December 31, 2006 and 2005, respectively; 443 million and 385 million shares
outstanding as of Decemnber 31, 2006 and 2008, respectively - -
Class B common stock, $0.001 par value; 700 million shares authorized: zero and 86 million shares
issued and outstanding as of December 31, 2006 and 2005, respectively - -
Additional paid-in capital 10,759 10,671
Accumulated other comprehensive income;
Net unrealized investment gains 435 760
Derivatives qualifying as hedges - 375 389
Foreign currency translation and other adjustments . 347 255
Total accumulated other comprehensive income 1,157 1,404
Retained earnings 2914 1,73%
Treasury stock, at cost (50 million shares and 19 milfion shares as of December 31, 2006 and 2005, respactively) {1,500)  (500)
Total stockholders’ equity ' ‘ 13,330 13,310
Total liabilities and stockholders’ equity $110,871 $105,654

See Notes 1o Consolidated Financial Statements
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Genworth Financial, Inc.

CONSQLIDATED STATEMENT OF CHANGES IN STOCKHOLDERS®

EQUITY

Accumulated

Additional other Treasury . Total
paid-in comprehensive Retained stack, stockholders’
@_@‘Zﬁ‘_’?{-‘fjﬂ’ _nliyjonsl capital income earnings at cost equity
Balances as of December 31, 2003 $ 8377 $1,672 $5,751 F - $15,800
Comprehensive income: ' . : o .
Net income - E 1157 - 1,157
Net unrealized gains (losses) on investment securities ~ (465) o= - r' (465)
Derivatives qualifying as hedges - 273 - - 273
Foreign currency translation and other adjustments - 162 - - 162
Total comprehensive income . ) Ay
Dividends and other transactions with GE prior 1o our corporate reorganizaiion 2,190 {34) (6,198} - {4,042}
Transactions subsequent to our corporate rearganization: ‘ '
Dividends to stockholders - - (64} S (64}
Stock-based compensation 29 - - - 29
Capital contributions from GE 16 - - - 16
Balances as of December 31, 2004 10,612 1,608 | 646 - 12,866
Comprehensive income:
Net income - - 1,221 - 1,221
Net unrealized gains {losses) on investment securities - {259} - - {259)
Derivatives qualifying as hedges - 21 - - 121
Foreign currency translation and other adjustments - {66) - - et
Total comprehensive income 1,017
Acquisition of treasury stock - - - (500) {500)
Dividends to stockholders = ¥ - - (132 = . {132}
Stock-hased compensation 51 - . - - 51
Capital contributions from GE 8 - - - 8
Balances as of December 31, 2005 10,671 1,404 1,735 ©(00) 13,310
Comprehensive income: | . .
Net income . - - 1,328 - 1,328
Net unrealized gains (losses) on investment securities - {325) - - {325)
Darivatives qualifying as hedges - 4) - - .14
Foreign currency translatiqn and other adjustments - 123 - - ]23
Cumulative effect of change in accounting, net of income taxes - (31} - - i
Total comprehensive income . 1,081
Acquisition of treasury stock - - C - - (1,000} {1,000}
Dividends to stockholders ' - T - (149) - {149)
Stock-based compensation © 83 - n - - < 83
Capital contributions from GE 5 - - - 5
Balances as of December 31, 2006 $10,759' $1,157 “$2,914 $(1,500) $13,330

See Notes to Consolidated Financial Statements
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Genworth Financial, Inc.

CONSOLIDATED STATEMENT OF CASH FLOWS ~

. Years ended Decembar 31,
(Amounts in millions) o TTae08 2006 2004
Cash flows from operating activities:

Net income ) $ 1328 $ 1.221 $ 1157

Adjustments to reconcile net income to net cash provided from operating activities:

Amortization of fixed maturity discounts and premiums 18 59 81
~ Nat investment {gains) losses 69 , 2 (26)
+ Charges assessed to policyholders ) {338) L33 {301}
- Acquisition costs deferred . {1,266). {1,118) {957)
Amortization of deferred acquisition costs and intangibles 727 794 1,064
Deferred income taxes 368 891 (1,196)
Corporate overhead allocation ' ' - - 14
Cumulative effect of accounting changes, net of taxes (4) - (5
Net {gain) loss from sale of discontinued operations - ' -~ 7
Purchases of rrading securities, net of proceeds from sales (96) - -

Change in certain assets and liabilities: ' :

" Accrued investment income and other assets (27} (55} - 959
Insurance reserves 3,180 2,696 2,566
Current tax liabilities 55 (363) 1,689

__ Other liabilities and other policy-related balances B 351 319y 567
Net cash fr from 1 operating actlwtles ‘ : 4,365 3479 5605

Cash rows from investing activities:
Proceeds from maturities and repayments of investrments: . :
* Fixed maturities 8211 5,797 5,854

Commercial mortgage loans 1,132 1,036 866
Proceeds from sales of investrments: .
Fixed maturities and equity securities 7,286 2,943 4,336
Purchases and originations of investments:
Fixed maturities and equity securities : {14,729) {10,598) (14,952)
Commergial mortgaga loans {2,052) {2.529) (1,244)
Other invested assets, net . . {92 ~ 200 327
Policy loans, net ’ {143) {128) {128
Payrents for businesses purchased, net of cash acquired ] i511) ’ - 19
Proceeds from sale of discontinued operations, net of cash disposal . . - T 0
_____ Netcash from investing activities (2,898 3277 {4,940
Cash flows from.financing activities: .
Proceeds from issuance of investment contracts 7.146 7,923 7,109
Redemption and benefit payments on investment contracts (9,511}~ {8,007) (7,163)
Short-term borrowings and other. net ’ 60 {407 (1,841
Proceeds from issuance of non-recourse funding obhgatlons - 1,365 500 300
Proceeds from long-term borrowings . - 598 348 1,895
Repayment of contingent note - - . {550}
Cash transferred in connection with cur corporate formation - - {838)
Dividends paid 10 siockholders : {145) (128) (1,613
Stock-based compensation awards exercised : 49 - -
Acquisition of treasury stock {1,000) (500) -
__Capital contribution received from GE o 3 23 1,810
Net cash from financing activities (835) {248) {791
Effect of exchange rate changes on cash and cash equivalents - (38) {42) o7
Net change in cash and cash eguivalents 594 . leg) 9
Qash and cash equivalents at beginning of year 1,875 1,963 9, 1 982
Cash and cash equivalents at end of year $ 2,469 $ 1,875 $ 1,963

See Notes to Consolidated Financial Statements
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NOTES TO FINANCIAL STATEMENTS .-
Years Ended December 31, 2006, 2005 and 2004

(1} NATURE OF BUSINESS AND FORMATION OF GENWORTH

Genworth Financial, Inc. {*Genworth) was incorporated
in Delaware on October 23, 2003 in preparation for the corpo-
rate formation of certain insurance and related subsidiaries of
the General Electric Company {"GE ") and an initial public offer-
ing of Genworth common stock, which was completed on
May 28, 2004 (*IPO"). In connection with the IPQ, Genwaorth
acquired substantially all of the assets and liabilities of
GE Financial Assurance Holdings, Inc. {"GEFAHI"). Prior to
its IPO, Genworth was a wholly-owned subsidiary of GEFAHL
GEFAHI is an indirect subsidiary of General Electric Capital
Corporation {“GE Capital”), which in turn is an indirect sub-
sidiary of GE. Prior to the corporate formation, GEFAHI was a
holding company for a group of companies that provide life
insurance, long-term care insurance, medica! supplement
insurance, group life and health insurance, annuities, invest-
ment products and services, and U.S. mortgage insurance. At
the same time, Genwaorth also acquired certain other insurance
businesses previously owned by other GE subsidiaries. These
businesses included international mortgage insurance, payment
protection insurance, a Bermuda reinsurer, and mortgage con-
tract underwriting.

As of December 31, 2006 we had the following three
operating segments:

> Protection. In the United States, we are a leading provider of
life insurance and long-term care insurance, have developed
linked benefit products such as long-term care insurance
linked with life insurance or an annuity and offer selected
" senior services and products including Medicare supplement
insurance. We also offer group life and heaith insurance pri-
marily to companies with fewer than 1,000 employees. In
January 2007, we announced an agreement to sell the group
life and health business and expect to close the transaction
in the second quarter of 2007.-Cutside the U.S., we offer
payment protection ingurance, which helps consuimers meet
specified payment obligations should they hecome unable to
pay due to accident, illness, |nvo|untary unernployment dis-
ability or death. -

> Retirement Income and Investments. We offer our U.S, cus-
tomers a variety of wealth accumulation, income distribu-
tion and institutional investment products. Retail products
include: individual fixed and variabie annuities; group vari-
able annuities offered through retirement plans; single pre-
mium immediate annuities; variable life insurance; and a
variety of managed account programs and services, finan-
cial planning advisory services and managed proprietary and
third-party mutual funds.. Institutional products -include:
funding agreements and funding agreements backing notes
{"FABNs"), asset management products and services and
guaranteed investment contracts {"GICs").

> Mortgage Insurance. In the 'U.S., Canada, Australia, New
Zealand, Mexico, Japan and multiple European countries, we
offer mortgage insurance products that enable borrowers to

buy homes with low-down-payments. We also provide
mortgage insurance on a structured, or bulk basis, that aids
in the sate of mortgages to the capital markets, and which
helps lenders manage capital and risks. Additionally, we

offer services, analytical tools and technology that enable
lenders to operate more .efficiently and more effectively
manage risk. -

Our Corporate and Other activities include debt financing
expenses that are incurred at our holding company level, unal-
located corporate income and expenses, and the results of a
small, non-core business that is managed outside our operat-
ing segments,

In consideration for the assets and liabilities Genworth
acquired in connection with the corporate formation, Genwaorth
issued to GEFAHI 489.5 million shares of its Class B Common
Stock, $600 million of its 6.00% Equity Units {("Equity Units”),
$100 million of its 5.25% Series A Cumulative Preferred Stock
{("Series A Preferred Stock”) which is mandatorily redeemable,
a $2.4 billion short-term note, and a $550 million contingent
non-interest-bearing note {“Contingent Note"). The liabilities
Genworth assumed included ¥60 billion aggregate principal
amount of 1.6% notes due 2011 issued by GEFAHL The trans-
actions above, which are accounted for at book value as trans-
{fers between entities under commeon control, are referred to as
our corporate formation. Class A Common Stock and Class B
Common Stock have identical voting rights, except Class B shares
have approval rights over certain corporate actions and rights
with respect to the election and removal of directors. Shares
of Class B Common Stock convert automatically intc shares of
Class A Common Stock when they are held by any person other
than GE_ or an affiliate of GE or when GE no longer beneficially
owns at least 10% of our outstanding common stock. As a
result, alt of the 146.4 million shares of commaon stock sold in
Genworth's IPO consisted of Class A Common Stock.

In December, September and March 2005, GE com-
pleted secondary public offerings of 40.9 million, 116.2 milion
and 80.5 million shares of our Class B Common Stock, respec-
tively. The 237.6 million shares were automatically converted
to Class A Common Stock upon the sale of these shares to the
public. Concurrently with the ‘March 2005 secondary offering,
we repurchased 19.4 mitlion shares of Class B Common Stock
from GE at a price of $25.811 per share {a price equal to the net
proceeds per share received by the selling stockholder from
the underwriters), which were automatically converted to
Class A Common Stock upon the transfer of these shares to us
and recorded at cost as treasury stock. We did not receive any
of the proceeds from these secondary offerings. As of
December 31, 2005, approximately 82% of our common stock
was owned by public stockholders, and approximately 18% of
our common stock was beneficially owned by GE.

On March 8, 2006, GE completed its final secondary
offering of 71.2 million shares of our Class B Common Stock.
The 71.2 million shares were automatically converted to Class
A Common Stock upon the sale of these shares to the public.
We did not receive any proceeds in this offering. Concurrently
with this offering, we repurchased 15.0 million shares of Class
B Common Stock from GE at a price of $31.93125 per share
{the net proceeds per share received by the selling stockholder
from the underwriters), which is recorded at cost as treasury
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stock in our consolidated balance sheet. As a result of these
transactions, GE no longer owns any ‘of: our outstanding com-
mon stock. ¥

For the periods prior to our corporate formation, our con-
solidated financial statements include’ the accounts of certain
indirect subsidiaries and businesses of GE that represent the
predecessor of Genworth. The companies and businesses
included in the predecessor combined financial statements are
GEFAHI, Financial Insurance Company Ltd.;'FIG ireland Ltd.,
WorldCover Direct Ltd., RD Plus S.A., CF! Administrators Ltd.,
Financial Assurance-Company Ltd., Financial Insurance Group
Services Lid., Consolidated Insurance Group Ltd:, Viking
Insurance Co. Ltd., Genworth Financial Mortgage Insurance
Ltd., GE Mortgage Insurance Pty Ltd.. Genworth Mortgage
Imsurance Ltd., Genworth Financial Mortgage Insurance
Company Canada, GE Capital Mortgage Insurance Corp.
(Australia} Pty Ltd., Genworth Financial Investment Services,
Inc., GE Capital Insurance Agency, Inc., CFl Pension Trustees
Ltd., Financial Insurance Guernsey PCC Ltd., GE Financial
Assurance Compania De Seguros y Reaseguros de Vida S.A.;
GE Financial Insurance Cormpania De Segures-y- Reaseguros
S.A., and GE Residential Connections Corp., Assocred SA,
Ennington Properties Lirnited and the consumer protection
insurance business of Vie Plus 5.A. All of the’combined compa-
nies were indirect subsidiaries of GE. For these periods, we
refer to the combined predecessor companies and businesses
as the "Company,” “we,"” "us,” or “our” unless the context
otherwise requires. - ' S

For the periods subsequent to our reorgan|zat|on the
accompanying financial statements include on a consolidated
basis the accounts of Genworth and our affiliate companies in
which we hold a majority voting or economic interest which
for these periods we refer to as the "Company," “we,"” “us,”
or “our” unless thecontextothemnse requires.

1

(2) SUMMARY OF SIGNIFICANT ACCOUNTING POUICIES &~ - 7

Our financial staternents have been prepared on the basis of
US. generally accepted accounting principles ("U.S. GAAP™). Pre-
paring financial staternents in conformity with US. GAAP reglires
us td make estimates and assumptions that affect reported
amounts and reilated disclosures. Actual results could differ
from those estimates. All significant intercompany accounts
and transactions have-been eliminated in consolidation. Certain
prior year ameunts have been reclassn‘led to conforrn to the
current year presentatlon -

a) Premiums

For traditional long-duration insurance contracts, we
report premiums as earned when due. For short-duration insur-
ance contracts, we repoft premiums as revenue over the
terms of the related insurance policies on a pro-rata ba5|s orin
proportion to-expected claims. vt

For single premium mortgage insurance contracts, we
report premiums over the estimated policy life in accordance
with the expected patiern 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 products are not reported as revenues but
rather as deposits and are included in liabilities for future annu-
ity and contract benefits.

b} Net investment Income and Net Investment Gains and.Losses

Investment income is recognized when earned. Invest-
ment gains and losses are calculated on the basis of speci-
fic identification. - -

Investment-income on mortgage-backed and asset-
backed securities is initially based upon vield, cash flow, and
prepayment assumptions at the date of purchase. Subsequent
revisions in those assumptions are récorded using the retro-
spective or prospective method. Under the retrospective
method, used for mortgage-backed and asset-backed securi-
ties of high credit quality (ratings equal to or gréater than AA or
that are U.S. Agency backed} 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 ¢redit to net invest-
ment income. Under the prospeciive method, which is used
for all other martgage-backed and- asset-backed securities,
future cash flows are estimated and interest income is recog-
nized going forward using the new internal rate of return. As of
December 31, 2006, all our mortgage-backed and asset-
backed securities that have had subsequent revisions in yield,
cash flow or prepayment assumptions are accounted for under
the retrospective method. i

¢) Policy Fees and Other Income

Policy fees and other income consists primarily of insur-
ance charges assessed on,universal life contracts, fees
assessed against policyholder account values and commission
income. Charges to policyholder accounts for universal life cost
of insurance are recognized as revenue when due. Variable
product fees are charged to variable annuity and variable life
policyholders based upon the daily net assets of the palicy-
holder’s account values and are recognized as revenue when
charged. Policy surrender fees are recognized as income when
the policy is surrendered.

d) Fixed Maturity and Equity Securities - ‘ '

We have designated our investment securities as either
available-for-sale or trading and report them in our Consolidated
Balance Sheets at fair value. 'We obtair' vallies for actively
traded securities from external pricing'services. We determine
the appropriate classification of investments securities at the
time of purchase. For infrequently traded securities, we obtain
guotes from brokers, or we estimate values using internally
developed pricing models. These models are based upon com-
mon valuation techniques and require us to make assumptions
regarding credit quality, liquidity and other factors that aifect
estimated values. 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") and deferred
income taxes, are reflected as unrealized investment gains or
losses in a separate component of accumulated other compre-
hensive income. Realized and unrealized gains and losses
related to trading securities are reflected in net investment




gains {losses). Trading securities are inciuded in other invested

assets in our Consoelidated Balance Sheets.

We regularly review investment securities for impair-
ment in accordance with our impairment policy, which includes
both guantitative and- qualitative criteria. Quantitative criteria
incfude length of time and amount that each security is in an
unrealized loss position, and for fixed maturities, whether the
issuer is in compliance with terms and covenants of the secu-
rity. Qualitative criteria include the financial strength and spe-
cific prospects for the issuer as well as our intent to hoid the
security until recovery. Securities that in our judgment are con-
sidered to be otherthan-temporarily impaired are recognized
as a charge to net investment gains {losses) in the period in
which such determination is made.

e) 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 acerual basis
at the applicable interest rate on the principal amount outstand-
ing. Loan origination fees and direct costs as well as premiums
and discounts are amortized as level yield adjustments over
the respective loan terms. Unamortized net fees or costs are
recognized upon early repayment of the loans. Loan commit-
ment fees are generally deferred and amortized on an effective
vield basis over the term of the loan. impaired loans are gener-
ally carried on a non-accrual status. Loans are ordinarily placed
on non-acerual status when, in management's opinion, the col-
lection of principal or interest is unlikely, or when the collection
of principal or interest is 90 days or more past due.

The allowance for loan losses is maintained at a level that
management determines is adequate to absorb estimated
probable incurred losses in the loan portfolio. Management's
evaluation process to determine the adequacy of the allowance
utilizes an analytical model based on_historical loss experience,
adjusted for current events, trends and econormic conditions.
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 staiements.

All losses of principal are charged to the allowance for
loan losses in the period in which the loan is deemed to be
uncollectible. Additions and reductions are made to the
allowance through periodic provisions or benefits to net invesi-
ment gains {fosses). -

f} Cash and Cash Equivalents

Certificates of deposit, money market funds, and other
time deposits with original maturities of less than 30 days are
considered cash equivalents in the, Consolidated Balance
Sheets and Consolidated Statements of Cash Flows. ltems
with maturities greater than 90 days but less than cne year at
the time of acquisition are included in short-term investrments.

g) Securities Lending Activity and Repurchase Agreements

We engage in certain securities lending transactions for
the purpose of enhancing the yield on our investment securi-
ties portfolio, which require the borrower to provide collateral,
primarily consisting of cash and government securities, on &
daily basis, in amounts equal to or exceeding 102% of the fair

value of the applicable securities loaned. We maintain effective
control over all loaned securities and, therefore, continue to
report such securities as fixed maturity securities in the
Consolidated Balance Sheets. Cash .and non-cash collateral,
such as a security, received by us on securities lending trans-
actions is reflected in other invested assets with an offsetting
liability recognized in other liabilities for the obligation to return
the collateral. The fair value of collateral held is $2.0 billien and
$1.8 billion as of December 31, 2006 and 2005, respectively.
We had non-cash coilateral of $35 million and $39 million as of
December 31, 2006 and 2005, respectively.

We engage in a repurchase program for the purpose of
enhancing the vyield on our investment securities portiolio in
which we sell a security at a specified price and agree to repur-
chase 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 securi-
ties will be subsequently reacquired, including accrued inter-
est, as specified in the respective agreement. The market
value of securities to be repurchased is monitored and coltateral
levels are adjusted where appropriate to protect the counter-
party against cregit exposure. Cash received.is invested in
fixed maturities. At Dacember 31, 2008, the fair value of the
securities pledged under the repurchase program totaled
$712 million and the offsetting repurchase obligation of
$690 million is included in other liabilities on the Consolidated
Balance Sheets.

hy Deferred Acquisition Costs

Acquisition costs include costs, which 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 com-
missions in excess of ultimate renewal commissions, solicita-
tion 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 hased
on commonly accepted actuarial methods and reasonable
assumptions about mortality, morbidity, lapse rates, expenses
and future yield on retated 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 investment and universal
life products is based on estimated gross profits. Estimated
gross profits are adjusted quarterly to reflect actual experience
to date or for the unlocking of underlying key assumptions
hased 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 regularty-review all of these assumptions and period-
ically 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 amortizaticn, For other
products, if the benefit reserve plus anticipated future premi-
ums and interest income for a line of business are less than the
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current estimate of future benefits and -expenses {including
any unamortized DAC), a charge to income is recorded for addi-
tional DAC amortization or for increased benefit reserves. For
the years ended December 31, 2008, 2005 and 2004, there
were no significant charges to income recorded as a result of
our DAC recoverablhty testing. ' ‘

i) 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. PYFP is amortized, net of
accreted interast, in a manner similar 1o the amortization of DAC.

We regularly review all of these assumptions and period-
ically 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 premi-
ums and interest income for. a fine of business are less 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, 2006, 2005 and 2004, no
charges to income were recorded as a result of our PVFP
recoverabitity 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 far fixed annuities with crediting rates higher than
the contract’s ‘expected ongoing crediting rates for periods
after the inducement. Deferred sales inducements to contract-
holders are reported as a separate intangible asset and armor-
tized in benefits and other changes in policy reserves using the
same methodology and assumpiions 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 at least annually based on undiscounted
cash flows, which requires the use of estimates and judgment,
and, if impaired, written down to fair value based on either dis-
counted cash flows or appraised values. Intangible assets with
indefinite lives are tested at least annually for |mpalrment and
writien down to fair value as reqmred

j¥ Goodwill .

Goodwill is not amortized but is tested for impairment at
least annually using a fair value approach, which requires the
use of estimates and judgment, at the “reporting unit” level. A
reparting unit is the operating segment, or a business one level
below that operating segment {the “component” tevel) if dis-
crete financial information is prepared and regularly reviewed
by management at‘the component level. We recognize an
impairment charge for any amount by which the carrying
amount of a reporting unit's goodwill exceeds its fair value. We
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use discounted cash flows 1o establish fair values. When avail- -

-able and as appropriate, we use comparative market multiples

to corroborate discounted cash flow results. When a business
within-a reporting unit is disposed of, goodwill is allocated to the
business using the relative fair value methodology to measure
the gain or loss on disposal. For the years ended December 31,
2006, 2005 and 2004, no charges were recorded as a result of
our goodwill impairment testing.

k} Heinsurancle

.

Premium revenue, benefits and operating expenses are
reported net of the amounts relating to reinsurance ¢eded to and
assumed from other companies. Amounts due from reinsurers
for incurred and estimated future claims are reflected in the rein-
surance recoverable asset. 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 assumed con-
tracts that do not qualify for reinsurance accounting are
accounted for under the deposit method of accounting.

1) Derivatives

Derivative financial instruments are used to manage risk
through one of four principal risk- management strategies
inctuding (i) liabilities, (i) invested assets, (iii} portfolios of
assets or liahilities, 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 deriva-
tive does not qualify for hedge accounting, according to
Financial Accounting Standards Board {"FASB") Statement of
Financial Accounting Standards {"SFAS") No. 133, Accounting
for Derivative Instruments and Hedging Activities,-as amended:
the changes in its fair value and all scheduled periodic settle-
meni receipts and payments are reported in income,

We formally document all relationships between hedging
instruments and hedged items, as well as our risk manage-
ment objective and strategy for undertaking various hedge
transactions. In this documentation, we specifically identify the
asset, liability, or forecasted transaction that has been desig-
nated-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 ineffec-
tiveness. We generally determine hedge effectiveness based
on total changes in fair value of a 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
itern; (i} the derivative expires or is sold, terminated, or exer-
cised; (iii} the derivative is de-designated as a hedge instru-
ment; or (iv) it is probable that the forecasted transaction will
not oceur,

We dasignate and account for the following as cash flow
hedges. when they have met the effectiveness requirements
of SFAS Ng.133: (i) various types of interest rate swaps to
convert floating rate investments to fixed rate investments;




(i} various types of interest rate swaps to convert floating rate
liabilities into fixed rate liabilities; {iii} receive U.S. dollar fixed on
foreign currency: swaps 10 hedge.the foreign currency cash
flow exposure of foreign currency denominated investments;
(iv) pay U.S. dollar fixed on foreign currency swaps to hedge the
foreign currency cash flow exposure on liabilities. denominated
in foreign currencies; and (v} other instruments to hedge the
cash flows of various other forecasted transactions. 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 other comprehensive income. The
ineffective portion of changes in fair value of the derivative
instrument is reported as a component of income.

We designate and account for the following as fair value
hedges when they have met the effectiveness requirements
of SFAS No.133: (i} various types of interest rate swaps to con-
vert fixed rate investments to floating rate investments; (i} var-
ious types of interest swaps to convert fixed rate liabilities into
floating rate liabilities; and (iii) other instruments to hedge vari-
ous other fair value exposures of investments. For all qualifying
and highly effective fair value hedges, the changes in fair value
of the derivative instrument are reported in income. in other sit-
uations in. which hedge accounting is discontinued on a cash
flow hedge, amounts previously deferred in-other comprehen-
sive income are reclassified into income when income is
impacted by the variability of the cash flow of the hedged item.
In addition, changes in fair value attributable to the hedged por-
tion 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 effec-
tive fair value hedge, the derivative continues to be carried on
the Consolidated Balance Sheets at its fair value, but the
hedged asset or liability will no longer be adjusted for changes
in fair value. When hedge accounting is discontinued because
it is probable that a forecasted transaction will not oceur, the
derivative continues to be carried on the Consolidated Balance
Sheets at its fair value, and gains and losses that were accumu-
fated in other comprehensive income are recognized immedi-
ately in income. When the hedged forecasted transaction is no
longer probable, but is reasonably possible, the accumulated
gain or loss remains in other comprehensive income and is rec-
ognized when the transaction affects income; however,
prospective hedge-accounting for the transaction is termi-
nated. In all other situations in which hedge accounting is dis-
continued, the derivative is carried at its fair value on the
Consolidated Balance Sheets, with changes in its fair value rec-
ognized 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 characteris-
tics of the embedded derivative are clearly and closely refated
to those of the host contract and determine whether a sepa-
rate instrument with the same terms as the embedded instru-
ment would meet the definition of a derivative instrument.

If it is determined that ‘the embedded derivative pos-
5e5565 economic characteristics that are not clearly and ctosely
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 on
the Consolidated Balance Sheets at fair value,and are classified
consistent with their host contract, Changes in their fair value
are recognized in the current period in income. i we are unable
to properly identify and measure an embedded- derivative for
separation from its host contract, the entire contract is carried
on the Consolidated Balance Sheets at fair value, with changes
in fair value recognized in the current period in income.

m} 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 vari-
able life policyholders. We assess mortality risk fees and
administration charges on the variable mutual fund portfolios.
The separate account assets are carried at fair value and are at
least equal to the liabilities that represent the pohcyholders
equity in those assets. CL e ot Cw

n} Future Annuity and Contract Benefus

«  Future annuity and contract benefits consist of the Ilabll—
ity for investment contracts, insurance contracts and accident
and health contracts. Investment contract liabilities are gener-
ally equal to the policyholder's current account value. The liahil-
tty for life insurance and accident and health contracts is
calculated based upon actuarial assumptions as to mortality,
morbidity, interest, expense and withdrawals, with experience
adjustments for adverse deviation where appropriate.

o) Liability for Policy and Contract Claims

The lability for policy and contract claims represents the
armount needed 1o 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 fiahility 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 estimated,
and (¢} claim adjustment expenses. Claim adjustment 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 mort-
gage loan.defaults and estimaies, 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 commaon
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. During the fourth quarter of 2008, we performed a peri-
odic update of our Australian loss reserve factors which
resuited in a $34 million increase in our reserves for losses and
loss adjustment expenses.

-Management considers the |Iabl|lt\/ for policy and con-
tract claims provided 1o be satisfactory 10 cover the losses that
have occurred. Management monitors actual experience, and
where circumstances warrant, will revise its assumptions. The
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methods 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 con-
tract claims provided.

p) Unearned Premiums

For single premium insurance contracts, we recognize
premiums aver 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 canceled and
the premium is non-refundable, then the remaining unearned
premium related to each cancelied policy is recognized to
earned premiums upon notification of the cancellation,
Expected pattern of risk emergence on which we base pre-
mium recognition is inherently judgmental and is based on
actuarial analysis of historical experience. We periodically
review our premium earnings recognition models with any
adjustrments to the estimates reflected in current period
income. For the years ended December 31, 2006 and 2005, we
updated our premium recognition models for our international
mortgage insurance business. This update included the consid-
eration- of recent and projected loss experience and refinement
of actuarial methods, which this update and cancellations
resulted in an increase in earned premium of $74 million and
$21 million, respectively.

ql Employee Benefit Plans

We provide empioyees 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 employ-
ees make confributions 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
healthcare costs. We recognize an expense for differences
between actual experience and estimates over the average
future service period of participants. .

} Income Taxes

We account for income taxes in accordance with SFAS
No. 109, Accounting for IncomeTaxes. The deferred tax assets
and/or liabilities are determined by multiplying the differences
between 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. The
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effect on deferred taxes of a change in tax rates is recognized
in income in the period that inciudes the enactment date.
Valuation allowances on deferred tax assets are estimated
based on the Company's assessment of the realizability of
such amounts.

For periods prior to our corporate reorganization, our non-
life insurance entities were included in the consolidated federal
income tax return of GE and subject to a tax-sharing arrange-
ment that allocates tax on a separate company basis, but pro-
vides benefit for current.utilization of losses and credits. For
periods prior to 2004, our U.S. life insurance entities filed a con-
solidatedlife insurance federal income tax return separate from
GE and are subject to a separate tax-sharing agreement, as
approved by state insurance regulators, which also allocates
taxes on a separate company basis but provides benefit for cur-
rent utilizaticn of losses and credits. For 2004, through the date
of our corporate reorganization, our U.S, life insurance entities
were included in the consalidated federal income tax return of
GE, and subject to separate company principles similar to
those applicable to our non-life insurance entities.
Intercompany balances under all agreements are settled at

least annually.

Effective with our corporate reorganization, our U.S. non-
life insurance entities are included in the consolidated federal
incomne tax return of Genworth and subject 1o a tax-sharing
arrangement that allocates tax on a separate company basis,
but provides benefit for current utilization of losses and credits.
Also effective with our corporate reorganization, our US. life
insurance entities file a consolidated life insurance federal
income tax return, and are subject to a separate tax-sharing
agreement, as approved by state insurance regulators, which
allocates taxes on a separate company basis but provides ben-
efit for current utilization of losses and credits.

s} Foreign Currency Translation

. The determination of the functional currency is. made
based on the appropriate economic and management indica-
tors. The assets and liabilities of {oreign operations are trans-
lated 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 com-
prehensive income. Revenue and expenses of the foreign
operations are translated into U.S. dollars at the average rates
of exchange prevailing during the year. Gains and losses from
foreign currency transactions are reported inincome and have
not been material in all years presented in our Consolidated
Staternents of Income.

t) Accounting Chaﬁges

Accounting for Stock-Based Compensation

On January 1, 2008, we adopted SFAS No. 123R, Share-
Based Payment, .an amendment of SFAS No. 123, Accounting
for Stock-Based Compensation. We adopted SFAS No. 123R
under the modified prospective transition method. The state-
ment reguires companies to recognize the grant~date fair value
of options and other equity-based awards within the income
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statement over the respective vesting period of the awards.
We adopted SFAS No. 123 effective January 1, 2002 and, as
permitted, we determined a grant date fair value using a Black-
Scholes model (“Black-Scholes Model”) and recognized the
related compensation expense through the income statement
for all equity awards issued subsequent to January 1, 2002. As
a result of the adoption of SFAS No. 123R, we will continue to
recognize the remaining portion of the requisite service under
previously granted unvested awards including those awards
granted prior to January 1, 2002. Prior to the adoption of SFAS
No. 123R, we adjusted compensation cost related to forfeiture
of awards when the actual forfeiture occurred, SFAS No. 123R
requires forfeitures to be estimated at the time of grant and
revised, if necessary, in subsequent periods if actual forfeitures
differ from those estimates and requires companies which previ-
ously accounted for forfeitures on an occurrence basis to include
in income of the period of adoption a cumulative effect of a
change in accounting principle for the adjustment to reflect esti-
mated forfeitures for prior periods. On January 1, 2006, we recog-
nized an increase to net income of $4 million related to-the
cumulative effect of a change in accounting principle for the adop-
tion of SFAS No. 123R. See note 16 for additional' information,

Accounting for Certain Hybrid Financial Instruments

As of January 1, 2006, we adopted SFAS No. 155,
Accounting for Certain Hybrid Financial instruments. SFAS
No. 155 amends SFAS No 133, Accounting for Derivative
Instruments and Hedgmg Activities, and SFAS No. 140,
Accounting for Transfars and Servicing of Financial Assets and
Extinguishments of Liabilities. SFAS No. 155 allows financial
instruments that have embedded derivatives to be accounted
for as a whole, eliminating the need to bifurcate the derivative
from its host, if the holder elects to account for the whole
instrument on a fair' valué basis. In addition, among other
changes, SFAS No. 155 (i} clarifies which interest-only strips
and principal-only strips are not subject to the requirements of
SFAS No. 133; (ii} establishes a requirement to evaluate inter-
ests in securitized financial assets to identify interests that are
freestanding derivatives or that are hybrid financial instruments
that contain an embedded derivative requiring bifurcation; fiii}
clarifies that concentrations of credit risk in the form of subordi-
nation are not embedded derivatives; and (iv) eliminates .the
prohibition on a qualifying special-purpose entity {(“QSPE")
from holding a derivative financia! instrument that pertains to a
beneficial interest other than another derivative financial inter-
est. Adoption of SFAS No. 155 did not have a matenal impact
on our consolidated financial staterments. N

Accounting for Defined Benefit, Pension and
Other Pasrren rement Plans

On December 31 2006, we adopted SFAS No. 158,
Employers’ Accounting for Defined Benefit Pension and Other
Postretirement Plans that was adopted at December 31, 2006 .
This statement requires an employer to recognize the over-
funded or underfunded status of a defined benefit plan as an

asset or liability in its statement of financial position and to rec-
ognize changes in that funded status in the year in which the
changes occur through comprehensive income. The-adoption
of SFAS No. 158 resulted in 8 $31 million reduction of compre-
hensive income on our Consolidated Balance Sheet as of
" December:31, 2008, - . .

u) Accounting Prpnoun_cer'nent"s Not Yet Adopted

In September 2005, the American Institute of Certified
Public Accountants ("AICPA"} issued Statement of Position
{"SOP") 05-1, Accounting by Insurance Enterprises for
Deferred Acquisition Costs in Connection With Modifications or
Exchanges of insurance Contracts. This statement provides
guidance on accounting for deferred acquisition costs and
other balances on an internal replacement, defined broadly as a
maodification in product benefits, features, rights, or coverages
that oceurs by the exchange of an existing contract for a new
contract, or by amendment,.endorsement, or rider to an exist-
ing contract, or by the election of a benefit, feature, right, or
coverage within an existing contract. SOP 05-1 is effective for
internal replacements beginning January 1, 2007. The adoption
of SOP 05-1 will result in the shortening of the period over
which our group life and health insurance business deferred
acquisition costs are amortized. Transition to the shorter amor-
tization period will result in a cumulative effect adjustment to
retained earnings of approximately $56 million, net of tax on
January 1, 2007. .

In July 2006, FASB Interpretation ("FIN") No. 48,
Accounting for Uncertainty in Income Taxes, was issued. This
guidance clarifies what criteria must be met prior to recognition
of the financial statement benefit of a position taken in a tax
return. This guidance is effective for fiscal years beginning
January 1, 2007. We do not expect the adoption 'of this inter-
pretation to have a material impact on our consolidated results
of operations and financial position.

In September 2006, FASB issued SFAS No. 157, Fair
Value Measuremenrs This statement defines fair value, estab-
lishes a framework for measuring fair value and expands disclo-
sures about fair value measurements. SFAS No. 157 is
effective for us on January 1, 2008. The adoption of SFAS
No. 157 is not expected to have a material lmpact on our con-
solidated financial statements, .- -

-In February 2007, FASB-issued SFAS No. 159, The Fair
Value Option for Financial Assets and Financial Liabilities. This
statement provides an option to report selectedfinancial
assets and liabilities; including insurance contracts, at fair
value. SFAS No. 159 will be effective for us:on January 1, 2008,
We have not decided whether we will elect the falr value
option for any fmanmal assets or liabilities and therefore do not
know the impact, if any, SFAS No 159 waII have on our consoh—
dated financial statements.
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{3) EARNINGS PER SHARE

Basic and diluted earnings per share are calculated by
dividing net earnings for the year ended December 31, 2006,
2005 and 2004 by 455.9 million, 475.3 million and 489.5 million
weighted average basic shares outstanding and by 469.4 million,
484 .6 million and 490.5 million weighted average diluted shares
outstanding, respectively. Weighted average shares outstanding

(5] INVESTMENTS

1

(a) Net Investment Income

For the years ended December 31, sources of net invest-
ment income are as follows: ‘

{Arnounts in millions] 2006 2005 2004

$2.925

for the year ended December 31, 2004 are determined as if our ~ Fixed maturities - taxable $2974 2719
reorganization had occurred at the beginning of the year. Fixed maturities - non-taxable 122 128 132
; Commercial mortgage loans ‘ 514 . 457 381
{Amounts in millions except for per share data) 2006 . 2005 2004 Equity securities L 23 .25 23
Other investments T 51 73 58
Basic earnings per commoen share: Policy loans : 128 110 94
Incoma from continuing operations - Restricted investments held by ! ’
belore accounting change §2.90 $§2.57 §2.34 securitization entities 7 50 64
Gain loss) on sale of discontinued ’ Cash, cash equivalents and ’
operations, net of taxes - - - om . short-term investments 95 45 23
Cumulative effect of accounting change, . Gross imvestraent income before Tt
net of taxes " 300 = 0.01 expenses and fees 3914 3607 3,700
Basic earnings per common share $2.91 $2.57 $2.36 Expenses and fees n {7 {52)
Diluted earnings per common share: Lo v Net investment incorme $3,837 33,536 $3,648
Net incorne from continuing operations . ’ ' 1
before accounting change 5282  $252 $2.33 ) fncluff{d in other invesrments s 86 million of net investment income related to trading
) . ‘ securities in 2006, .
Gain {loss) on sale of discontinued . i :
operations, net of taxes - - -0 ]
Cumulative effect of accounting.change, . {b) Net Investment Gains (Losses}
net of taxes .01 - 0.01
Diluted earnings per common share $2.83 $2.52 $236 ~ The follo'wAing table sets forth net investment gains
Weightad-average shéres used in basic llosses) for the years ended D,e_cember 3
earn_ings per‘common‘ §hare calculations  455.9 4753 489.5 {Amounts in millions) . 2006 9005 2004
Potentially dilutive securities: . - _ P s
Stock purchase contracts underlying ‘ Avallable-for-sale securities:
equity units 1.7 2.9 - Realized gains on sale s 72 $108 $90
Stock opticns and stock ) _Realized losses on sale " (118) {39) {38}
appreciation rights ) 5.0 34 0.5 Loss on derécognition of securitization entities  (17) - -
Restricted stock units 0.8 0.4 05 Impairments ' 8 (71) (26)
Weighted-average Lhares usied in diluted Net unrealized losses on trading securities * (1) - -
earnings per common share calculations  469.4 4846 4805 Derivative instruments o "3 - -

t4) DISCONTINUED QPERATIONS

Upon completion of our corporate formation described in
note ‘1, we no longer have continuing involvement with the
Japanese life insurance and domestic auto and homeowners’
insurance businesses {together "Japan/Auto”), which was
sold in August 2003, and accordingly, those operations were
accounted for as discontinued operations.

As a result of a settlement related to the sale of our
Japan/Auto businesses, we recognized a gain of $7 million, net
of $4 million taxes, during the first quarter of 2004.
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s S (2 $26

Net investment gains (losses)

Derivative instruments primarily consist of changes in
fair value on the non-gqualifying derivatives, including embed-
ded derivatives, changes in fair value of certain derivatives and
related hedged items in'fair value hedge relationships and
hedge ineffectiveness on qualifying derivative instruments.
Effective April 1, 2008, we began classifying changes in fair
value of these derivative items as net investment gains
(losses). These iterns were previously included as a compo-
nent of net investment income, interest credited and benefits
and other changes in policy reserves. The amount of these
derivative items in prior periods that were included in the afore-
mentioned catégories was not material.




(c)-Unrealized Investment Gains and Losses

Net unrealized gains and losses on investment securities
classified as available-for-sale are reduced by deferred income
taxes and adjustments.to PVFP and DAC that would have
resulted had such gains and losses been realized. Net unreal-
ized gains and losses on available-for-sale ‘investment securi-

{d} Fixed Maturities and Equity Securities

As of December 31, 2006 and 2005, the amortized cost
or cost, gross unrealized gains {losses), and estimated fair
value of our fixed maturities and equity securities classified as
available-for-sale are as follows:

ties reflected as a separate component of accumulated other 2006 Amortizad | GIOSS oSS imated
comprehensive income as of December 31, are summarized {Amounts in millions) cost gains _ losses  fair value
as follows: ' C ‘ - _ . ‘ ' o -
Fixed maturities: ' oo .
{Amounts in milions} 2006 2005 2004 US. government,
‘ agencies and government
Net unrealized gains on.available-for-sale sponsored entities $ 873 § 22 $ (M § 888
investment securities: : Tax exempt 2,126 106 m 2,23
Fixed maturities $619 $1,155  $1,802 Government — non-U.S. 1,688 83 6 1765
Restricted fixed maturities - N (19) U.S. corporate 24,696 648  (336] 25,008
Equity securities 26 a3 70 Corporate - non-U.S. 10,675 ‘206 ' (140) 10,741
__Ctherinvested assets i 5 8 -, Mortgage and asset-backed 14,771 142 (98) 14,815
Subtotal o 660 1,195 1,853 Total fixed maturities 54,829 1,207 (588). 55,448
Adjustments to present value of future Equity securities 17 28 {2 . 197
profits, deferred acquisition costs and i . Total available-for- T T
sales inducements - . 8 (25 {286} sale securities $55000 51,235  S(590) $55,645
Deferred income taxes, net (231 . (410} {548} -

Net unrealized gains on available-for-sale

. 4
invesiment securities ' $435 $ 760 $1.018

A

The change in net unrealized gains (losses) on available-

for-sale investment securities reported in accumulated other.
comprehensive income for. the years ended December 31, is
as follows:

tAmounts in millions} o 2006 - 2005 20-04-

Net unrealized gains on investment
securities as of January 1
Unrealized gains (losses) on investment
arising guring the period; .
Unrealized gain (losses) on
investment securities
Adjustment io deferred ) .
acquisition costs 9 201 a9
Adjustment to present value of
future profits 20 59 3
Adjustrment to sales inducements o2 1 -
_FProvision for deferredincome taxes 179 ' 138 {63)

$760 $1.019  $1.518

o is82) (659 62

Change in unrealized gains {losses) on
investment securities

Unrealized ‘gains associated with securities

transferred in connection w'itb our

reorganization, net of deferred taxes of o

$0, 80 and $317 - C -
Reclassification adjustments to net realized . - U .

investment {(gains)-losses net of deferred .~ . . '
_taxes of $26, $1 and $(9) - 47 1 an

Net unrealized gains on investment
securities as of December 31

{372} {260} 111

(593)

$435 & 760 $1,019

2005 Amortized Gross Gross
castor unrealized unrealized Estimated
tArnounts in rillions) cost i losses fair value

gains

Fixed maturities: .
U.S. government, .
agencies and government

sponsored entities $ 777 § 32 $ 4 % 805
Tax exempt 2,797 97 L4y 2890
Government — non-U.S. 1,736 74 {4} 1.806
US. corporate 25,378 975 {231} 26122
Corporate — non-U.S, 9,168 306 {84} 9,390
Mortgage and asset-backed 12,926 140 (142} 12,824
Total fixed maturities 52,782 1,624 {(469) 53,937
Equity securiies 173 36 3 206
Total available-for- ' ‘

sale securities $52,955 $1,660  $(472) $54,143

For fixed maturities, we recognize an impairment charge
to income in the period in which we determine that we do not
expect efther to collect principal and interest in accordance with
the contractual terms of the instruments or to recover based
upon underlying collateral values, considering events such as a
payment default, bankruptcy or disclosure of fraud. For equity
secyrities, we recognize. an impairment charge in the period in
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which we determine that the security will not recover to book
valug within a reasonable period. We determine what consti-
tutes a reasonable period on a $ecurity-by-security basis based
upon consideration of all the evidence avaitable to us; including
the magnitude of an unrealized loss and its duration. We meas-
ure impairment charges based upon the difference between
the bock value of a security and its fair value.

We generally intend to hold securities in unrealized loss
positions until they recover. However, from time to time, we
sell securities in the ordinary course of managing our portfolio
10 meet diversification, credit quality, yvield and liquidity require-
ments. The aggregate fair value of securities sold at a loss
during twelve months ended December 31, 2006 was
$4,352 million, which was-approximately 97.4% of book value.

-

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

December 31, 2006:

Less Than 12 Months 12 Months or Mare

2006-

; Gross Gross
v . Estimated unrealized - #of Estimated unrealized # of

(DoIIar amounrs in ma.'.'.'ons) ) fair vatue losses sacurities {air value losses securities
Descrlptlon of Securmes .- ’
Fixed maturities: . )

US government agencies and government sponsored entmes $ 375 5 @ 14 s 123 $ (3 , 24

"Tax exempt N . - Co- - 45 . m 22

Government - non-U.S. 373 3 72 ‘155 3 - 40

U.S. corporate 5,096 (84) 502 6,213 - {252) 662

Corporate'= non-U.S. 3,254 {46) 414 2,135 (94} 269
__Mortgage an asset backed 2,218 " {13) 298 3,561 {85) 448
Subtotal, fixed maturities 11,316 _(150) 1,300 12,832 {438) 1,465
Equity securities Lot - - b= .23 (2 12
Total temporarily impaired securities $11,316 ${150} 1,300 $12,855 ${440} 1,477
% Below cost - fixed maturities: ' o,

<20% Below cost 311,3‘!1 ! $(148) ) 1,299 312,79? $(426) 1,459

20-50% Below cost 5 © 2 T T35 {12) "6
- >50% Belowcost > - - - - - =

Total fixed maturities 11,316 (1s0) 1300 12,832 (438) 1 45§
% Below cost — equity securities:, _ : ‘

<20% Below cost -, R - - - 23 {2} - 12

20-50% Below cosi y = - T - - - -

>50% Below cost - - - - - -
_ Total equity securiies ) - - - 23 b @ 1
Total temporarily impaired securities 511,316 ${150) -1,300 £12,855 ${440) 1.477
Investment grade $10,961 $(142) 1,219 $12,208 ${409) 1,366

Below investment grade 355 @ 81 635 {30) 101

Not Rated - Fixed maturities . - - - - e - -
_ Not Rated - Equities ] - - - e om0

Total temporarily impaired securities $(150} 1,300 $12,855 ${440} 1,477

$11,316

The investment securities in an unrealized:loss position
as of December 31, 2006 consisted ‘'of 2,777 securities
accounting for unrealized losses of $530 million. Of these unre-
alized losses, 93.4% waere investment grade (rated AAA
through BBB-) and 97.6% were less than 20% below cost. The
amount of the unrealized loss on these securities was primarily
attributable to a generally high interest rate environment expe-
rienced during 2006.

Of the investment securities in an unrealized loss posi-
tion for twelve months or more as of December 31, 2006,
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6 securities were 20% or more below cost, including one secu-
rity, which was also below investment grade that accounted for
unrealized losses of less than $1 million.

.. Because we expect these investments 10 contlnue 10
perform as to their ariginal contractual terms and we have the
ability and intent to hold these investment securities until the
recovery of the fair value up to the cost of the investment,
which may be maturity, we do not consider these investments
to be otherthan-temporarily impaired at December 31, 2006.




The following table presents the gross unrealized losses and estimated fair values of our investment securities, aggregated
by investment type and length of time that individuat-investrment securities have been in a continuous unrealized loss position, as of

December 31, 2005:

Less Than 12 Months 12 Months or More
gqos — . Gross Gross ,
: Estimated unrealized #of Estimated unsealized #of
L.D_oh’ar amounts in millions) fair value® losses securities + fair value losses sacurities
Description of Securities .
Fixed maturities: ) .
U.S. government, agencies and government sponsored entities 3 28 3 @ 4 % 82 $ 2 1
Tax exempt 385 [1c) I 14 40 n 18
Government - non-U.S. " ' 392 LB 75, 78 m 1
U.S. corporate ’ - 7.079 - {167 731 1,466 (64) 195
Corporate - non-U.S. 2,884 57 338 777 @27 B8
Mortgage and asset backed 6,813 C(111) ' 652 - 1,181 31) 207
Subtotal, fixed maturities 17,834 $(343) - 1,934 $3.624 $(126) 530
Equity securities 18 - 12 27 (3) 26
Total temporarily impaired securities $17,852 $(343) 1,946 $3.651 (129} 556
% Below cost - fixed maturities: '
<20% Below cost $17.789 $(327) 1,925 $3,579 £(106) 515
20-50% Below cost 4 45 {15) 7 a4 {19 14
_ >50% Below cost - {1) 2 1 {1 1
Total fixed maturities 17,834 {343) 1,934 | |, 3624 {(126) 530
% Below cost — equity securities: * :
<20% Below cost 18 - 8 26 {3} i2
20-50% Below cost - - ] i 1 - 7
>60% Below cost - - ) 3 - - 7
Total equity securities 18 = : 12 27 (3} 26
Total temporarily impaired securities $17,852 ${343} © 1,946 $3.651 $(129} 556
Investment grade $16,933 $(305) ¢ 1,765 - $3.453 $(108) 482
Below investment grade L . 892 (38} 167 180 2n . 52
Not Rated - Fixed maturities 20 bo- 5" - - -
Not Rated - Equities 7 = 9 8 (2 22
Total temporarily impaired securities $17,852 $(343) 1,946 $3,651 $(129) . 556

The scheduled maturity distribution of fixed maturities as
of December 31, 2006 is set forth below. Actual maturities may
differ from contractual maturities because issuers of securities
may have the right to call or prepay obligations with or without
call or prepayment penalties.

Amartized

costor Estimated

{Amounts in millions} cost  fairvalue
Due one year or less $ 2351 $ 2351
Due after one year through five years 10,577 10,632
Due after five years through ten years 10,025 10,043
Due after ten years 17,105 17,807
Subtotal | 40,058 40,633
Mgriga_ge_a‘p_q‘ﬁget-ba_gl;gdv . 14,771 14,815
Total . L. .$54,829  $55,448

As of December 31, 20086, $7,096 million of our invest-
ments {excluding mortgage and asset-backed securities) are
subject to certain call provisions.

As of December 31, 2006, securities issued by finance
and insurance, utilities and energy, and consumer - non-cyclical
industry groups represented approximately 35%, 18% and

12% of our domestic and foreign corporate fixed maturities
portfolio, respectively. No other industry group comprises
more than 10% of our investment portfolio. This portfolio is
widsly diversified among various geographic regions in the U.S.
and internationally, and is not dependent on the economic sta-
bility of one particular region. -

As of December 31, 2006, we did not hold any fixed
maturities in any single issuer, other than securities issued or
guaranteed by the U.S. government, which exceeded 10% of
stockholders’ equity. ' :

‘As of Deceimber 31, 2006 and 2005, $364 miillion ‘and
$298 million, respectively, of securities are on deposit with var-
ious state or foreign*government insurance’ departments in
order 1o comply with relevant insurance regulations. *

{e) Commercial Mertgage Loans e

Our morigage loans are collateralized by commercial
properties, including multi-family' residential buildings. The car-
rying value of commercial mortgage loans is ‘original cost net of
prepayments, amortization and allowance for losses.

We diversify our commercial mortgage loans by both
property type and geographic region. The following table sets
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forth. the distribution across property type and geographic
region for commercial mortgage loans as of December 31:

‘The following table presents the activity in the allowance

* for losses during the years ended Decernber 31:. .

December 31, tAmounts in millions) 2006 2005 2004
2008 : 2008 Balance as of January 1 §31 §52 $50
{Amounts in millions) Corving ot g emt  Provision 1 N 7
oL on. val
I HaNS, ue (+) . valu ota Release '1.” (32) _
Property Type Amounts written off, net of recoveries - - {5)
Office ) $2,342 27% $2,204 29% Balance as of December 31 $15 3 $52
Industrial 2,254 26 2,116 28 ’ ’ :
ie;ar't'mems 2'52;; - f; z'ggg f? During 2005, we refined our process for estimating
P . credit losses in our commercial mortgage foan portfolio. As a
Mixed usefother = 649 8 328 4 . . o -
E———— 5501 : oo . 0% result of this adjustment, we released $32 million {319 million
ota princpe DT D07 o . net of deferred acquisition costs and of deferred taxes) of com-
Unamoartized balance of oan . mercial mortgage loan reserves to net investment income in
origination fees and-costs 5 8 the fourth quarter of 2005.
Allowance for losses {15) 31
Total © $8.4M $7.558 ° (6] DEFERRED ACQUISITION COSTS
T 1 .
Y\ Decamber 31, Activity impacting deferred acquisition costs for the
2008 2005 years ended December 31:
. Carrying % of Carrying % of tAmaounts in millions} 2006 2005 2004
[Arnounts in millions) value total value tota} " - -
e Unamortized balance as of January 1 $5571 $5206 86,073
Geographic Region Amounts transferred in connection with
Pacific _ §2,356 28%  $2,279 30% ous corporate formation - - (1,004)
South Atiantic 1.847 22 1,590 21 Impact of foreign gurrency translation 58 (69) 91
Middle Atlantic 11300 13 1091 14 Costs deferrad - 1266 1116 957
East North Central Bz 10 7796 10 Amortization 619)  (682) (911
Mountain o . 834 10 581 8 +° Adjustments 25 _ _
Waest South Central . 358 4 337 5 -
Waest North Central 538 6 a42 6 Unamortized balance as of Decemb_er N 6,301 5,571 5,206
East South Central 286 3 282 i AcFumuiated effgct of net unrealized . .
ﬂg@gland , an " 183 2 investment gains (losses) 24 15 {186}
Total principal balance 8501 100% 7,581 1009, DBalanceas of Decernber 31 $6,325 $5586 $5,020
Unamortized balance of loan . , . .
origination fees and costs ' 8 g - . Adjustments are the result of a $69 mllllon rgclassmca-
Allowance for losses - {15) 310 tion from futuré annuity and contract benefits; partially ofiset
Total - - $8,491 by a-$44 million decrease related to the reclassification of cer-

$7,558

7 . ‘. I

“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 accordmg 10 ongmal contractual terms of the
loan agreement

Under these principles, we may have two types of
“impaired” loans: loans requiring specific allowances for losses
{none as of December 31, 2006 and 2005) and loans expected
to be fully recoverable because the carrying amount has been
reduced previously through charge-offs or deferral of income
recognition {$3 mitlion and $1 million as of December 31, 2006
and 2005, respectively).

_Average mvestment in spec:ﬁcally impaired loans during
2006, 2005 and 2004 is $1 million, $3 million and $3 million,
respectively, and interest income recognized on these loans
while they were con5|dered impaired. |s $0, $0 million and
$1 million, respectwely
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tain reinsurance assumed determined to be deposﬂ rmethod
of accounting. o

(7) INTANGIBLE,ASSETS

The followmg table presents our intangible assets as of
December 31:

2005 2004

. . Gross Gross
i carrying Accumulated carrying Accumulated
fArnounts in millions} amount amortization amount amortization

Present value of future profits  $2,162 ${1,507) $2,086 $(1,427)
Capitalized software 298 {184) 234 (157)
Deferred sales inducements . - .

. tocontractholders . 80 (13) 45 | (4)
Other 43 . (38 42 @n
Total $2,583 $(1,625)

$(1,742) -$2,407




Amortization related to present value of future profits, cap-
italized software and other intangible assets for the years ended
December 31, 2006, 2005 and 2004 was $108 million, $112 mil-
lion and $153 miltion, respectively: Amortization expense related
to sales inducements of $9 million, $3 million and $1 million for
the years ended December-31,-2006, 2005 and 2004 was
included in benefits and other changes in pollcy reserves. , :

Present Value of Future Profns

. The followmg ‘table presents the actawty in PVFP for the
years ended December 31:

't _—

{Arrolnts in mitions) 2006 2005 2004
Unamartized balance as of January 1 -$700 o' $781 - $1,264
Amounts transferred in connection - o ' “
with corporate formation - . o= - (375)
Acquisitions - .-
Impact of foreign-currency translation @ . M ¢ 1
Interest accreted at 5. 4%_, 5.5%, . . } . .
. 5.8‘%3, respectively . . 37 41 59
n Amortization . {117} {121)° _ﬂi@)
Unamortized balance as of December 31, 676 - 700 78
- Accumutated effect of net unrealized
" investment gains (21 @ (100
$655, . $659 §$ 6@

Balance as of December 31

The.percentage of the December 31, 2006 PVFP balance
net of interest accretion, before the effect of unrealized invest-
ment gains or losses, estimated to be amortized over each of
the next five years is as follows: - :

t

'(8) GOODWILL-AND SiGNIFICANT,
ACQUISITIONS AND DiSPOSITIONS

-

Our goodwill balance by segment and activity is as follows:

g

Retirernent *

Income Y i
. , L, and Morgage
{Arnounts in rillions} Protection Investment  Insurance Total
[} . - Q i -
Balance as of N - R . .
December 31, 2004 $1,082 . $346 $37  $1,465
Acquisitions o - 5 . .= 5
Foreign,exchange transiation 9 - o 1. (8)
Pre acquisition tax . _ ' o
’ comingency release ' . {8) (4} - 2
Balance as of o ' ) .
December 31, 2005 1,085 347 . 38 1,450
Acqwsmons . 51 . 226 - 277
Foreign exchange vanslation 10 = - 10
Balancgasof . '
Dscember 31, 2006 $1,126  $573 $38  $1,737

. . 1, .

In October 2005, we acquired C.J.M. Planning Corp, and
affiliates for an up-front cost of $5 million, plus potential contin-
gent consideration of $7 million. The initial payment of $5 mil-
lion was recorded to goodwill in 2005 and an additional
$3 million related to the contingent consideration was recorded
to goodwill in 2006. ' '

On May 1, 2006, we completed the acquisition of
Continental Life insurance Company of Brentwood, Tennessee
{"Continental Life”) -for $145 million, plus contingent consider-
ation of $5 million per year for two years based on attaining cer-
tain sales productlon thresholds. Continental Life’s business

2007 o . _ ) . _-11.3% provides primarily Medlgare supplement insurance and is a part
2008 1. . ) 10.3% of our Protection segment. This acquisition was accounted for
2009, ) Lo o - 8.8% using the purchase method. The excess purchase price over
2010 : . 76% the estimated fair value of the net assets acquired of $51 mil-
2011 ' 6.4% lion has been recorded as goodwill. In addition, $54 million of

PVFP was recorded in connection with this transaction. The
results of operanons of Continentai Life have been included in
our consolidated results beginning May 1, 2006. Such esti-
mated values may change as additional mformatlon is obtalned
and the valuation is finalized. N

On July 3, 2006, we completed the acqu:sutlon of Vero
Lenders ,Mortgage Insurance Limited ("Vero LM’ '), a sub-
sidiary of Vero Insurance Limited, which had been a wholly-
owned by Promina Group Limited of Sydney, Australsa for
£82 million, net of post-closing dividends to us. Vero LMI, con-
sisted solely of a runoff mortgage insurance block and is now
part of our Mortgage Insurance segment as Genworth
Financial Mortgage Indemnity Limited. This acquisition was
accounted for using the purchase method. PVFP of $4 million

Armortization expenses for PVFP in future periods will be
affected by acquisitions, dispositions, redlized capital galnsﬂosses
or other factors affecting the ultimate amount of gross profits
realized from certain lines of business. Similarly, future amortiza-
tion expenses for other intangibles will depend on future acquisi-
tions, dispositions and other busnness transactions.
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and no goodwill was recorded in connection with this transac-

tion. Such estimaied values may change as additional informa-
tion is obtained and the valuation is finalized.

On October 20, 2006, we acquired AssetMark
Investment Services, Inc. ("AssetMark”} of Pleasant Hili,
California, for approximately $230 million. AssetMark is an
investment management and adviser company with more than
£9 billion in third-party assets under management. Under
terms of the agreement, we may pay additional performance-
based payments of up to $100 million over three to five years.
This acquisition was accounted for using the purchase method
and $223 million has been recorded as goodwill in connection
with this transaction. The results of operation of AssetMark are
included in our consolidated results beginning October 20,
2006. Such estimated values may change as additional infor-
mation is obtained and the valuation is finalized. .

On January 10, 2007, we entered into a Stock Purchase
Agreement, whereby we have agreed to sell our group life and
health insurance business for $650 million in cash. We expect
to account for this business as part of discontinued operations
beginning in first quarter 2007 financial statements. As of
December 31, 2006, the group life and heaith insurance busi-
ness had goodwilt and PVFP of $135 million and $9 million,
respectively. We expect to recognize a realized gain on the sale
of approximately $45 million to $55 million upon closing, which
is expected to occur in the second quarter of 2007.

{9) REINSURANCE

“We reinsure a portion of our policy risks to other compa-
nies in order to reduce our ultimate losses and to diversify
our exposures. We also assume certain policy risks written
by other insurance companies. Reinsurance accounting is
followed for assurmned' and ceded transactions when there is
adequate risk transfer. Otherwise, the deposit method of
aceounting is followed. .

Reinsurance-does not relieve us from our obilgatlons 10
policyholders. In the event that the reinsurers are unable to meet
their obligations, we remain liable for the reinsured claims. We
monitor both the financial condition of individual reinsurers and
risk concentrations arising from similar gecgraphic fegions, activ-
ities and economic characteristics of reinsurers to lessen the risk
of default by such reinsurers. Other than the relationship dis-
cussed below with UFLIC, we do not have significant concenira-
tions of reinsurance with any one reinsurer that could have a
matesial impact on our financial posutlon

114 formiok [u]

As of Decemmber 31, 2006, the maximum amount of indi-
vidual ordinary life insurance normally retained by us on any
one individual life policy is $1 million. Beginning January 1,
2007, we increased the maximum amount 10 $5 mllllon on new
policy issues. RS

-Prior to our IPO, we entered into several:significant rein-
surance transactions (”Reinsurance Transactions”) with other
affiliates of GE. In these transactions, we ceded to Union
Fidelity Life tnsurance Company ("UFLIC"}, inforce blocks of
structured settlements, substantially all of our in-force blocks
of variable annuities and a block of leng-term care insurance
policies that we reinsured in 2000 from Travelers Insurance
Company ("Travelers”). Although we remain directly liable
under these contracts and policies as the ceding insurer, the
Reinsurance Transactions have the effect of transferring the
financial results of the reinsured blocks to UFLIC. As of
December 31, 2006 and 2005 we have a reinsurance recover-
able of $15,010 million and $15,737 million, respectively, asso-
ciated with those Reinsurance Transactions.

To secure the payment of its obligations to us under the
reinsurance agreéments governing the Reinsurance
Transactions, UFLIC has established trust accounts to maintain
an aggregate amount of assets with a statutory book value at
least equal to the statutory general account reserves attributa-
ble to the reinsured business less an amount required to be
held in certain claims paying accounts. A trustee administers
the trust accounts and we are.permitted to withdraw from the
trust accounts amounts due 1o us pursuant to the terms of the
reinsurance agreements that are.not otherwise paid by UFLIC.
In addition, pursuant to a Capital Mainienance Agreement, GE
Capital agreed to maintain sufficient capital in UFLIC to main-
tain UFLIC's risk-based capital at not less than 150% of its
company action level, as defined from time to time by the

‘National Association of Insurance Commissioners {"NAIC").

The following table sets forth net domestic life insurance

"in-force as of December 31:

{Amounts in millions) 2006 2005 2004

Direct life insurance in-force $703,196 $643,673 $ 596,765
Amounts assumed frorg_ . )
other gompanies - 1,661 1,876 25,461

Amounts ceded to ofher companies __(171,069)_(170.851) (168.885)
Net life insurance in-farce $533,788 $474,698 $ 453,341
Percentage of amount assumed to net % -% 6%




The following table sets forth the effects of reinsurance on premiums writien and earned for the years ended December 31:

o

Wiritten

. . . Eamed .

{AMounts i millions) 2006 2005 2004 2006 2005 2004
Direct: . o ' . . -

Life insurance $2,31 . $2228 ' $2,164  $2,093 $2,164 $2,111

Accident and health insurance 3144 297 " 2,715 3221 3,085 3,313

Property and casualty insurance 76 " 138 157 - 68 121- 172
_ Mortgage insurance - 1,639 1,285 ¢ 1,199 T - 1,250 1,015+ 933
Totaldirect L ! 6990 6568 6235 6,632 6,385 6,529
Assumed: ) ‘ ) it Lk . .

_Life insurance _ . i 341 196 251 7 2714~ 220 ' 249

Accident and health insurance . 516 547 560 393 507" 556

X N L 1 } vora ) . " K '

Property and casualty insurance - - 35 - - 53
. Mortgage insurance 29 15 - 15 18- 7 9
Total assumed ~ . 836 758 _861' 685 734 ' 867
Ceded: \ . T T o

Life insurance (322) " 311) (318} (283) (81 7 (200

Agcident and health insurance o (409) {424) T 4331 (406) {395) {396}

Praperty and casualty insurance” - - ' {5 ° 16} 0 (8} % - 1e)]
_ Mor‘tgage insurance - 134} (136 {141) (136) (140 {142)
Totalceded e ] 80y C 87 (902) (830) ' {B22) (837)
Net premrums ’ ~ $7.006 $6,449 $6,194 $6,487 $6,297 $6,559
Percentage of amount assumed to net — 11% 12%

-

Reinsurance recoveries recognized as a reduction of
benefits and other changes in policy reserves amounted to
$2:204 million, $1,881 million and $1,264 million during 20086,
2005 and 2004, respectively.

{10} FUTURE ANNUITY AND CONTRACT BENEFITS

Investment Contracts

Investment contracts are broadly defined to include con-
tracts 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
contracis are guaranteed for the initial policy term with renewal
rates determined as necessary by management.

Insurance Contracis

insurance contracts are broadly defined to include con-
tracts with significant mortality and/or morbidity risk. The liabil-
ity 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 acci-
dent and health insurance are based upon unearned premiums,
claims incurred but not reported, and claims in the process of
settlerment. 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.

13%

The following table sets forth the major assumptions
underlying our recorded liabilities for future annuity and con-
tract benefits as of December 31:

H

R c Monality/ Imerest.

g morbidity rate b

fAmounits in miltions) assumplion assumption 2006 2005
Investment contracts Account balance N/A $30,587 $32,098
Universal life-type ’ '

contracts ! Account balance N/A ‘7,213 7,088
Limited-payment s :

contracts ) 3.5%-80% 14585 14,138
Traditional life insurance ' ' '

contracts ) 26%-60% 3037 2846
Accident and health G} 4.0%-5.3% 86 i)
Long-term care ) 45%-75% 8568 7550

Total future annuity

and contract benefits $64,136 363, 749

ta} Either the U.S Population Table, 1983 Group Annuitant Morality Table, -I983
Individual Annuitant Mortality Table or 4-2000 Mortality Table.

) Principally modifications of the 1965-70 or 1975-80 Select and Ultimate Tibles, 1958
and 1980 Commissioners Standard Ordinayy Tables, 1980 Commissioner’s Exmdtd
Term table and (1A} Standard Table 1996 (modified).

@ The 1958 and 1980 Commissioners Standard Ordinary Tables, 1960 Cammmmnfr:
Standard Group Tables, 1970 Intercompany Group Life Dt.mb:hry Viluation Table,
1985 Commissioner’s Individual Disability A Tables and 1987 Commissioner’s
Disability Tables and company experience.

W) The 1983 Individual Annpitant Morsality Table or 2000 Commissioner’s Standard
Ordmary Table and the 1985 National Numng HomtSrua’yand mmpany mpmm:r

RO T —— -

Assumptions as to permstency are based on com-
pany experience.:

,  Qur variable annuities provrde a basm guaranteed mini-
mum death benefit ("GMDB") which prowdes a minimum
account value to be paid upon the annuitant’s death. Our
contractholders have the option to purchase through riders, at
an additional charge, enhanced death benefits. Our separate
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account guarantees are predominantly death benefits; we alsg
have some guaranteed minimum withdrawal benefits,

The total account value, net of reinsurance, of our vari-
able annuities with death henefits, including both separate

account and fixed account assets, is approximately $4,268 mil-

lion and $2,135 million at December 31, 2006 and 2005,
respectively, with related GMDB exposure (or net amount at
risk) of approximately $16 million and $8 million, respectively.

~ The GMDB liability for our variable annuity contracts with
death benefits, net of reinsurance, is $7 million and $2 million
at December 31, 2006 and 2005, respectively.

The assets supporting the separate accounts of the vari-

able contracts are primafil{; mutual fund equity securities and’
are reflected in our Consolidated Balance Sheets at fair value

and reported as summary total separate account assets with

an equivalent summary total reported for liabilities. Amounts

assessed against the contractholders for mortality, administra-

tive, and other services are included’in revenues. Changes in
liabilities for minimum guarantees are included in benefits and
other changes in policy reserves.

. Separate account net investment income, net invest-
ment gains and losses, and the related. I|ab||ny changes are off-
set within the same line'item in the Consclidated Statements
of Income. There are no gains or losses on transfers of assets
from the general account to the separate account.

{31)"LIABILITY FOR POLICY AND CONTRACT CLAIMS

The following table sets forth changes in the liability for
policy and contract claims for the years ended December 31:

{Amounts in miltions) 2006 2005 2004
. ;

Balance as of January 1 $3,364 $3,329 $3207

Less reinsurance recoverables ~  (801)_ (741) . (369)
. Net balance as of January 1 ) 2,563 2,588 2,81@
Amounts transferred in connection with

our corporate formation - - {405}
!ncurred refated to insured events of: .

Current year 2,509 1,956 1.937

Prior years . 31 (431 (98}
___Towlincurred 2540 1913 1,839
Interest on liability for policy and

contract claims "o ' 61 71 66
Paid related to |nsured_events of:

LCurrens year . ’ (1.216) {1,132} (989)

Prior years . {1,215) {858} (768)

Jotal paid " {2431 (1,990 {1,757

Foreign currency translation L {19) 27

Net balance as of Decernber 31 2,730 - 2563 2,588
Add reinsurance recoverables 812 801 741

Balance as of December 31

$3542 $3364 $3329

For the year ended December 31, 2008, the unfavorable
change in liability for policy and contract claims is primarily due
to increased case reserves for our mortgage and long-term
care businesses. For the year ended December 31, 2005, the
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change in prior year incurred liabilities primarily relates to favorable
development in claims incurred but not reported for our
mortgage insurance and certain accident and health insur-
ance businesses.

{12) EMPLOYEE BENEFIT PLANS

Prior to September 27, 2005‘ our employees participated
in GE’s retirement plan {“GE Pension Plan”), retiree health and
life insurance benefit plans and defined contribution savings
plan. Qur employees also received health and life benefits
through GE's benefit program. The Genworth related assets
and liabilities of the GE Pension Plan remained with GE upon
separation and as a result, we have no future funding obliga-
tions associated with this plan. Certain company employees
also participated in GE’s Supplementary Pension Plan.

Our costs associated with these GE plans were $11 mil-
lion, $95 million and $108 million for the years ended
December 31, 2008, 2005 and 2004, respectively.

Effective as of September 27, 2005, GE ceased to own
more than 50% of our outstanding common stock. At that
time, our applicable employees ceased participating in the GE -
benefit plans and began participating in employee benefit plans
established and maintained by us. Dring the last half of 2005,
all international employees transitioned to Genworth benefits
applicable to their country. The following summarizes informa-
tion related to the Genworth benefit plans.

On December 31, 2006, we adopted SFAS No. 158,
under the prospective method. The statement requires an
employer to recognize the overfunded or underfunded status
of a defined benefit plan as an asset or liability on its statement
of financial position and to recognize changes in that funded
status in the year in which the changes occur through accumu-
lated other comprehensive income. Accordingly, in December
of 2006, we recognized a $31 miltion charge to other compre-
hensive income related to the adoption of SFAS No. 158, The
following table sets forth the incremental effect of applying
SFAS No. 158:

" Before After

application application

of of

SFAS  Adjust- SFAS

{Amounts in miffions) No. 158 ments No. 168
Liability for defined benetit plans )

{other liabilities) 3 .8 82 $51 & 113
Deferred income taxes : ' . 1,570 (20} 1,550
Total fiabilities 97,510 31 97,541
Accumulated other comprehensive incoma 1,188 {31 1157

Total stockholders’ equity 13,361 . 310 13.330

a) Pension._and Retiree Health and Life Insurance Benefit Plans

Essentially all of our employees are enrolied in a qualified
defined contribution pension plan. The plan is 100% funded by
Genworth.-We make annual contributions to each employee's
pension plan account based on the employee’s age, service
and eligible pay. Employees are vested in the plan after




five years of service. In addition, certain company employees
also participate in non-qualified defined contribution plans and
in qualified and non-qualified defined benefit. pension plans.
The plan assets, projected henefit obligation and accumulated
benefit obligation liabilities of these defined benefit pension
plans are not material to our consolidated financial statements
individually or in the aggregate. As of December 31, 2006, we
had a recorded liability of $35 million of which $9 million was
charged to accumulated other comprehensive income.in com-
pliance with-SFAS No. 158 related to these benefits, As of
December 31, 2005, we had accrued $21 million in other liabili-
ties associated with these benefits.

We provide retiree health benefits to domestlc employ-
ees hired prior to January 1,: 2005 who meet certain- service
requirements. Under this plan, retirees over 65 years of age
receive Medigap policy coverage, and retirees under 65 years
of-age raceive medical:benefits similar.to our employees’ med-
ical benefits. We also provide retiree life insurance benefits,
which are provided through our Group business. The amount
of fees recorded by Group related to the retiree life insurance
benefits was insignificant for all periods presented. The plans
are funded as claims are incurred. As of December 31, 2006
and 20085, the accumutated postretirement benefit obligation
associated with these benefits was $78 and $61 million,
respectively, of which we had accrued $78 and $29 million in
other liabilities, respectively. In compliance with SFAS No. 158,
$22 million of the accrued $78 million was charged to accumu-
lated other comprehensive income as of December 31, 2006.

Our cost associated with these Genworth plans was $48
million and $11 million for the year ended December 31, 2006
and for the period from September 27, 2005 through
December 31, 2005, respectrvely

(b] Savings Plans

Our domestic employees.participate in qualified and non-
qualified defined contribution savings plans that altow employ-
ees to contribute a portion of their pay to the plan on a pre-tax
basis. We match these contributions, which vest immediately,
up to 4% of the employee’s pay. One option avartable to employ-
ees in the defined contribution savings plan is the ClearCourse®
variable annuity option offered by our Retirement Income and
investments segment {"RI&I"). The amount of deposits
recorded by our RI&I segment in refation to this plan option was
$2 million,and $0 million as of December 31, ,2006 and 2005,
respectively Employees also have the option of purchasing
Genworth stock as part of the defined contribution plan. Our
cost associated with these plans was $18 million and $3 million
for the year ended December 31, 2006 and the period from
September 27, 2005 through December 31, 2005, respectrvely

{c} Health and Welfare Benefits . o

We provide health and welfare benefits to our employ-
ees, |nclud|ng health, life, disability, dental and long-term care
insurance. Our dental i msurance is provided through Group, and
our long-term care insurance is provided through our group
long-term care business. The premiums recorded by these
businesses related to these benefits were insignificant durrng
2006 and 2005.

o

{13) BORROWINGS . .

{a) Short- Term Borrowings -

Total short term borrowmgs as of December 31 ’

{Amounts in mitlions) o 2006 2005
Commercial paper ' . $199 - $152
Revolving credit ‘ . - -

Total short- term borrowmgs o $199 $152

Commercial Paper Faciliry”

On June 9, 2004, we establ:shed a $‘I billion commercial
paper program. The notes under the commercial paper: pro-
gram are offered pursuant to an exemption from registration
under the Securities Act of 1933 and may have a maturity of
up to 364 days from the date of issue. In September 2005,
we used the proceeds from our senior notes to pay down
$348 million of our commercial paper. In the first and
fourth quarter of 2006, we issued $229 million and $223 million
of commercial paper, respectively. These issuances were ofi-
set by pay downs of commercial paper in the second and
fourth quarters of 2006 of $85 million and $319 million, respec-
tively. The fourth quarter reduction of commercial paper was
funded by the proceeds received from our $600 millien junior
subordinated notes issuance. As of December 31, 2006 and
2005, the weighted average interest rate on commercial paper
outstanding is 5.24% and 3.29%, respectively, and the
weighted average maturity is 37-and 53 days, respectively.

Reval'umg Credit Facilities t - '

On May 25, 2006, we entered into a $1.0 brlllon five-year
revolving credit facility, which matures.in May 2011, replacing
our $1.0 hillion five-year revolving credit facility, which was
scheduled to mature in May 2009. We also have a $1.0 billion
revoiving credit facility that matures in-April 2010. These facili-
ties bear variable interest rates based on one-month LIBOR
plus a margin. As of December 31, 2006 and 2005, we had no
borrowings under-these facilities; however, we utilized
$172 million and $171 million of the commitrment under these
facilities, respectively, for the issuance of letters of credit for
the benefit of one of our Mortgage Insurance subsidiaries.

{b) Long-Term Borrowings

Total long-term borrowings as of Decemnber 31:

{Amounts in millions) ' ' 2006 2005
1.6% Notes {Japanese Yen), due 2011 $ 478 § 4
{IBOR Floating Rate Senior Notes, due 2007 . 1500 500
4.75% Senior Notes, dus 2009 ) 500 500
5.75% Senicr Notes, due 2014, 599 . 599
4.95% Senior Notes, dus 2015 350 350
6.50% Senior Notes, due 2034 : 296 296
6.15% Junior Notes, due 2066 - 598 -

Total ) . ] $3.327 $2,736

) Accrual af interest basm' on three-month LIAOR plm 0.15%
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Long-term Senior Notes

In September 2005, we issued senior notes having an
aggregate principal amount of $350 million, with an interest
rate equal to 4.95% per year payable semi-annually, and matur-
ing in October 2015 (“2015 Notes”). The 2015 Notes are our
direct, unsecured obligations and will rank equally with all of
our existing and future unsecured and unsubordinated obliga-
tions. We have the option to redeem all or a portion of the 2015
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 $348 mil-
lion from the issuance of the 2015 Notes were used to reduce
our outstanding commerciat paper borrowings.

* On June 15, 2004, we issued senior notes having an
aggregate principal amount of $1.9-billion. As a result of hedg:
ing arrangements entered into with respect to these securities,
our effective interest rates will be 3.39% on-the 2007 Notes,
4.48% on the 2009 Notes, 5.51% on the 2014 Notes and
6.35% on the 2034 Notes. These Notes are direct unsecured
obligations and will rank without preference or priarity among
themselves and equally with all of our existing and future unse-
cured and unsubordinated obligations. We have the dption to
redeem all or a portion of the 2009 Notes, the 2014 Notes and
the 2034 Notes at any time with proper notice to the note hold-
ers at a price equal to the greater of 100% of principal or the
sum of the present values of the remainfing scheduled pay-
menits of principal’and interest discounted at the then-current
treasury rate plus an applicable spread.

In June 2001, GEFAHI issued ¥60.0 billion of senior
notes through a public offering at a price of ¥59.9 billion.
¥3.0 billion of the notes were retired during 2004. We have
entered into arrangements to swap our obligations under these
notes to a U.S. dollar obligation with a notional principal amount
of $478 miliion and bearing interest at a rate of 4.84% per
annum. The notes are unsecured and rmature at parin 2011. As
of December 31, 2006, we had $1 million of accrued interest
relatirig to these notes. We assumed this obligation under
these notes in 2004 in'connection with our corporatlon forma—
tion and IPO. - - : .

..
(" 1

Long-term funior Subordinated Notes

In November 2006, we issued fixed-to-floating rate junior
notes having an aggregate principal amount of $600 million,
with an annual interest rate equal to 6.15% payable semi-
annually, unti! November 15, 2018, at which point the annual inter-
est rate will be equal to the three-month LIBOR plus 2.0025%
payable gquarterly, until the notes mature.in November 2066
{"2066 Notes”). Subject to certain conditions, we have the
right, on one or more occasions, to defer-the payment of inter-
est on the 2066 Notes during any period of up to 10 years with-
out giving rise to an event of default and without permitting
acceleration under the terms of the 2066 Notes. We will not be
required to setile deferred interest payments until we have
deferred interest for 5 years or made a payment.of current inter-
est. In the event of our bankruptey, holders will have a llmlted
clairn for deferred interest.
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We may redeem the 2066 Notes on November 15, 2036;
the "scheduled redemption date,” but only to the extent that we
have received net proceeds from the sale of certain qualifying
capital securities. We may redeem the 2066 Notes (i) in whole or
in part, at any time on or after November 15, 2016 at their princi-
pal amount plus accrued and unpaid interest to the date of
redemption, or {ii} in whole or in part, prior to November 15, 2016
at their principal amount plus accrued and unpaid interest to the
date of redemption or, if greater, a make-whole price.

The 2066 Notes will be subordinated to all existing and
future senior, subordinated and junior subordinated debt of the
company, except for any future debt that by its terms is not
superior in right of payment, and will be effectively subordi-
nated to all liabilities of our subsidiaries.

{c] Non-recourse Funding Obligations

We have issued non-recourse funding obligations in con-
nection with our capital management strategy ‘related to our
term and universal life insurance businesses.

The following table.sets forth the non-recourse funding
obligations (surplus notes} of the River Lake and Rivermont
Life Insurance Companies, wholly owned, special purpose con-
solidated captive insurance subsidiaries as of December 31:

{Amounts in millions) 2006 2005

Issuance ’
River Lake 1%, due 2033 € 900 3% 600
River Lake 1%, due 2033 i 200 200
River Lake lI%@, due 2035 + 300 300
River Lake l®: due 2035 . . : 300 300
River Lake 11, due 2036 - 750 -
Rivermont (@, dug 2050 315 --
Total Non-recourse Funding Obligations $2,765 $1,400

@) Accrual of interest based on one-month LIBOR plus or minus margin
W Accrual of interess based on one-manth LIBOR plm margin

UV SR U SR

The floating rate notes have been deposited into aseries
of trusts that have issued mohey market or term SECUI’ItIES
Both pnnc:pal and interest payments on the money market and
term securities are guaranteed by a third-party insurance com-
pany. The holders of the money market or term securities can-
not require repayment from us or any of our subsudlarles other
than the River Lake, and Rivermont insurance Compames as
applicable, the direct issuers ‘of the notes. We have prowded a
limited guarantee to Rivermont |, where under adverse interest
rate, mortality or lapse scenarios (or comblnatlon thereoﬂ
which we consider remote, we may be requtred to provide
additional funds to Rivermont |. First Colony Life Insurance
Company ‘has agreed to indemnify theé issuers and the third-
party insurer for certain limited costs related to the issuance of
these obligations.

Any payment of principal, including by redemption, or
interest on the notes may only be made with the prior approval
of the Director of Insurance of the State of South Carolina in
accordance with the terms of its licensing orders and in accor-
dance with applicable law. The holders of the notes have no
rights to accelerate payment of principal of the notes under any
circumstances, including without limitation, for nonpayment or
breach of any covenant. Each issuer reserves the right to repay




the notes that it has issued at any time, subject to prior regula-
tory approval.

The weighted average interest rate on the non-recourse
funding obligations as of December 31, 2006 and 2005 is 5.4%
and 4.5%, respectively. Because the non-recourse. funding
obligations bear variable interest rates, carrying value approxi-
mates fair value as of December 31, 2006 and 2005.

{d} Equity Units '

As part of our corporate formation, we issued $600 mil-
lion of our Equity Units to GEFAHI, and GEFAHI sold all these
Equity Units in a public offering concurrent with the tPQ. The
* Equity Units initially were issued in the form of Corporate
Units. Each Corporate Unit consisted of:

~ acontract to purchase shares of our Class A Common Stqck,
which we refer to as the stock purchase contracts; and

> a $25 ownership interest in our 3.84% senior notes due
2009, which we refer to in this section as the notes.

The stock purchase contract that is a component of an
Equity Unit requires the holder to purchase, and us to sell, for
$25, on May 16, 2007, which we refer to as the purchase con-
tract settlernent date, a number of newly issued shares of our
Class A Common Stock equal to the séttlement rate. If the
market value of our Class A Common Stock:'is greater than or
equal to $23.5960, the threshold appreciation price, the settle-
ment rate would be 1.0615 shares of our Class A Common
Stock as of December 31, 2006. If the market value of our
class A Common Stock is less than the threshold appreciation
price but greater than $19.50, the reference price, the settle-
ment rate will be a number of our Class A Common Stock
equal to the stated amount of $25 divided by the market value,
If the market value is less than or equal to the reference price,
the settlement rate wil! be 1.2821 shares of our Class A
Common Stock. Holders may settle their purchase contract
anytime after May 28, 2005, Accordingly, upon settlement in
the aggregate, we will receive proceeds of $600 million and
issue between 25.4 million and 30.8 million new shares. We
will alse pay guarterly contract adjustment payments on each
stock purchase contract at an annual rate of 2.16% of the
stated amount of $25 per Equity Unit. During both of the years
ended December 31, 2006 and 2005 we paid $13.0 million in
contract adjustment paymenis. We recorded the estimated
present value at issuance, $37 million, of the contract adjust-
ment payments on the stock purchase coniracts as other liabil-
ities, with an offsetting decrease in additional paid-in-capital.
When we make contract adjustment payments, they are
charged to other liahilities, and we accrue interest expense on
the unpaid balance at the rate of 3.84% per year. The fair value
of the stock purchase contracts were $279 million and
£308 million at December 31, 2006 and 2005, respectively.

On May 9, 2007, the notes will be remarketed. At that
time, our remarketing agent will have the ability to reset the
interest rate on the notes in order to generate sufficient remar-
keting proceeds to satisfy the holders’ obligation under the
stock purchase contracts. If the initial remarketing is unsuc-
cessful, the remarketing agent will attempt to remarket the
notes, as necessary, on May 10 and 11, 2007. If all remarketing
attempts are unsuccessful, holders of these notes will have
the right to put their notes to us for an amount equal to the

principal amount of their notes, plus accrued and unpaid inter-
est, on the purchase contract settlement date.

The Equity Units are reflected in diluted earnings per
share using the treasury stock method, and are dilutive when
the weighted-average market price of our Class A Common
Stock is greater than or equal to the threshold appreciation
price. During the period from the date of issuance through
December 31, 2006, our weighted-average rmarket price fluctu-
ated higher or lower than the threshold appreciation price.

Interest on the notes will be payable quarterly at the
annual rate of 3.84% of the principal amount of the notes, to,
but excluding May 16, 2007, the purchase contract settlement
date. For each of the years ended December 31, 2006,
2005 and 2004, we incurred $23.0 million, $23.0 million and
$13.9 million, respectively, of.interest expense. As of
December 31, 2006 and 2005, we had $2.9 million of interest
accrued relating to these notes.

(e) Mandatorily Redeemable Preferred Stock

As part of our corporate formation, we issued $100 mil-
lion of Series A Preferred Stock to GEFAHI. GEFARI sold all the
Series A Preferred Stock in a public offering concurrent with
the IPO. As of December 31, 2005, 2 million_shares -of our
authorized preferred stock have been designated 5.25%
Cumulative Series A Preferred Stock and are outstanding.
Dividends on the Series A Preferred Stock are fixed at an
annual rate equal to 5.25% of the sum of {1) the stated liquida-
tion value of $50 per share, plus (2} accumulated and unpaid
dividends. Dividends are payable quarterly in arrears on
March 1, June 1, September 1 and December 1 of each year.
For each of the years ended December 31, 2006 and 2005, we
paid dividends of $5.3 million, which has been recorded as
interest expense in the consolidated financial statements. We
are required to redeem the Series A Preferred Stock on June 1,
2011 in whole at a price of $50 per share, plus unpaid dividends
accrued to the date of redemption. There are no provisions for
early redemption. Except under certain conditions or otherwise
required by applicable law, the holders of the Series A
Preferred Stock have no voting rights.

(1) Liguidity

Long-term borrowings, non-recourse fuhding obliga-
tions, senior notes underlying Equity Units and mandatorily
redeemable preferred siock as of December 31, 2006 by matu-
rity are as follows:

{Amounts in miffions)

Amount
2007 $1,100
2008 ' -
2009 500
2010 -
2011 and thereafier : 5,193
Total $6,793

() ncludes the notes associated with the Eguity Units that will be remarketed on May 9, 2007,
@ Repaymens of $2,765 million of non-recourse funding agreements requires regula-
tory approval.

Our liquidity requirements are principally met through

dividends from our insurance subsidiaries to our parent com-
pany, cash flows from operations, the commercial paper
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program and our revolving credit facilities. As of December 31,
2006, we have an unused credit capacity within our revolving
credit facilities of $1.8 billion. -

+

{14} INCOME TAXES v

3 The total provision (benefit} for income taxes for the years
ended December 31: ‘ y

[Amounts in mi.'.'.‘ons} : 2006 . 2005l 2004

Current federal income taxes $ 36 $(302t $1,478
Deferred federalincome taxes 349 703 {1.194)
_Total federalincometaxes " 385 401 284
Current state income taxes L 8 (18) 27
Deferred state incometaxes "~ . 3 18 3
_Jowlstateincome taxes LTSI SR .
Current forgign income taxes 182 59 184
Deferred foreign income taxes  _ L I T B33
Total foreign income taxes . 198 - 175 - 151
$594 $£6577 $ 483

Total provision for income taxes

The reconmllatuon of the federal statutory tax rate to the
effectlve income tax rate is as follows:,

2006 2005 2004
Statutory U.S. federa'l income tax rate 35.0% 350% 35.0%
Increase {reduction) in rate resulting from: '
State income tax, riet of federal i
income tax effect 0.4 0.1 (0.6)
Net tax benefit retated to PO .- ) - (2.9
Tax exempt income ’ {1.9) {2.1) {2.4)
Effect of foreign operatlons v 1.9 0.2 0.9
Oternet o . . 8 _an 01
Effec:we rate 31 0% 32 1% 30.1%

) Tax benefit of $47 million arising from our separation from GE on May 24, 2004,

The components of the net deferred. income tax liability
as of December 31, are as follows:

{Amaounts in mitligns) 2006 2005
Assets:
Investments $°413 § 3N
Future annuity and conizact benefits - 55
Present value of future profits 69 26
Accrued commission and general expenses 129 135
NOL carryforwards 239 40
Other__ M08
Gross deferred income tax assets 1,000 71 6
_Valuationallowance 56) (70
_ Total deferred income tax assets .. 646
Llabllmes .
MNet unrealized gains on investment securities 31 410
Net unrealized gains on derivatives * 208 216
Future annuity and contract benefiis 388 -
Deierred acquisition costs 1411 1,246
LOMer e 2B 160
__Total deferred incorne tax ||ab1I1t|es 2,494 2,032
Net deferred income tax liability $1,550 51,386
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The above valuation allowance of $56 miliion relates to
state deferred tax assets and foreign net operating losses at
Decermnber 31, 2006, while the $70 million valuation allowance
at December 31, 2005 relates to state deferred tax assets and
foreign tax-credits. The state deferred tax assets relate prima-
rily to the future deductions associated with the Section 338
elections and non-insurance nat operating loss carryforwards.
The excess foreign tax credits through December 31, 2005
reflected inefficiencies in our post-iPO struciure. Based on our
analysis, we believe it is more likely than not that the resuilts of
future operations and implementations of tax planning strate-
gies will generate sufficient taxable income to enable us to
realize the deferred tax assets for which we have not estab—
lished valuation allowances.

Net aperating loss carryforwards ("NOL") amounted to
$684 million as of December 31, 2006 and, if unused, will expire
beginning in 2020. The benefits of the NOL carryforwards have
been-recognized in our consolidated financial statements,
except to the exient of the valuation allowances described
above relating to state and foreign taxes.

As a consequence of our separation from GE, and our joint
election with GE to treat that separation as an asset sale under
section 338 of the Internal Revenue Code, we became entitled
to additional tax deductions in post- PO periods. We have
recorded on our Consolidated .Balance, Sheets, at $656 million
and $659 million, our estimates of the remaining deferred tax
benefits (reducing net deferred income tax liabilities) associated
with these deductions as of December 31, 2006 and 2005,
respectively. We are obligated, pursuant to our Tax Matters
Agreement with. GE, to make fixed payments 0 GE, over the
next 16 years, on an aftertax basis and subject to a ‘cumulative
cap of $640 million, 80% of the projected tax savings associated
with the section 338 deductions, We recorded net interest
expense of $22 million, $25 mitlion and $10 million for the years
ended December 31, 2006, 2005 and 2004, respectively, reflect-
ing accretion of our liability at the Tax Matters Agreernent rate of
5.72%. We have recorded the estimated $380 million and
$379 million present value of our remaining obligation to Gt as
of December 31, 2006 and 2005, respectively, as a liability on our
Consolidated Balance Sheets. Both our IPO-related deferred tax
assets and our obligation to GE are estimates subject to change.

U.S. deferred income taxes are not provided on unremit-
ted foreign earnings ‘that are considered permanently rein-
vested, which at December 31,.2006 amounted to
approximately $300 million. It is not praciicable to determine
the incorne tax liability that might be incurred if all such earnings
were remitted to the US.

" The American Jobs Creation Act of 2004 contained a
Foreign Earnings Repatriation Provision, which grants a one-
time dividend received deduction for repatriation of qualifying




foreign earnings to a U.S. taxpayer. On December 22, 2005 we
repatriated approximately $61 million of foreign earnings under
this provision. As of December 31, 2005, Genworth had pro-
vided U.S. deferred tax liabilities on all of its’ undistributed for-
2ign earnings, including a valuation allowance for excess foreign
tax credits. Accordingly, the repatriation did not materially
change Genworth’s total tax position, as the current tax benefit
associated with the one-time dividends received deduction was
offset by a corresponding increase in excess foreign tax credits.
Our current income tax asset (liability) is ($30) million and
$39 m|ll|on as of December 31, 2006 and 2005, respectively.

{15) SUPPLEMENTAL CAS_H ‘FLOW INFORMATION

. Net cash {received) paid for taxes is $171 miliion, $48 mil-
lion and ${128) million and cash paid for interest is $329 million,
%241 'miflion and $282 miflion for the years ended December 31,
2006, 2005 and 2004, respectively.

In connection with our corporate formation on May 24,
2004, we completed several non-cash transactions with our
ihen majority stockholder. These transactions included the
transfer of the assets and liabilities of entities that did not
remain with Genworth, as weil as non-cash consideration-paid
to our then-sole stockholder through the issuance of debt and
other liabilities. The following table details these transactions as
well as other non-cash items: -

Supplemental schedule of non-cash investing and financing activities
e o ) o
_ Yeers ended Decernber 31,
. {Amounts in millions) . 2006 2005 . 2004
Excluded net assets:
Assets (net of cash of $838 in 2004)

excluded in our corposate formation $~ $- $21873
. __Liabiiities excluded in corparate formation - - = (20,962)
Net assets transferrad to majority - '
stockholder in connection with
corporate formation - $- $--%- 9
Other non-cash trénsactions in connection
- with our corporate formation: . .
Issuance of senior notes underlying Loty A
aquity uniis $- £~ § 600
Issuance of Series A preferred stock : - - 100
Issuance of contingent note - - 550
_ lssuance of shorttermnote - - - . 2400
Total other non-cash transactions in .
connection with our corporate formation  $- &~ $ 3650
Non-cash transactions subsequent to
our corporate farmation:
Stock-based compensation . NER 7 4| $50 $29
. Change in collateral for securiyes - -
lending transactions (5 5 44)
Dividends dectared not yet paid 40 35 32
Total non-cash transactions subsequent
to our corporate formation $76 390 $17

{16) STOCK-BASED COMPENSATION  , :

On January 1, 2006, we adopted SFAS No. 123R, under
the maodified prospective. transition method. The statement
requires the measurement and recognition of compensation
expense for all share-based awards made to.employees and
directors, including siock options, stock appreciaticn rights
("SARs"}, restricted stock units {"RSUs ") and defarred stock
units ("DSUs”}) under the 2004 Genworth Financial, Inc,
Omnibus Incentive Plan {*Omnibus incentive Plan”}. We previ-
ously accounted for these awards under the fair value expense
provisions of SFAS No. 123. Effective January 1, 2006, we rec-
ognized a $4 million after-tax increase to income related to our
cumulative effect of adopting SFAS No. 123R. .

We have recorded stock-based cornpensation, expense
for the years ended Decernber 31:

{Amounts in millions} 2006 2005 2004

Stock-based compenszation expense $34 $50 $29

For awards issued prior to January 1, 2006, stock-based
compensation expense is recognized on a graded vesting attri-
bution method over the awards’ respective vesting schedule,
For awards issued after January 1, 2006, stock-based compen-
sation expense is recognized evenly on a straight-line attribu-
tion method over the awards' respective vesting period.

For purposes of determining the estimated fair value of
stock-based payment awards on the date of grant we use the
Black-Scholes Model. The Black-Scholes Model requires’ the
input of certain assumptions that involve judgment.
Management periodically evaluates the assumptions and
methodotogles used to calculate estimated fair value of share-
based compensation. Circumstances may change and addi-
tional data may become available over time, which could resuflt
in changes to these assumptions and methodologies. -

The following table contains the stock option weighted-
average grant-date fair value information and related valuation

" assumptions for the years ended December 31, 20086, 2005 and
' 2004, Fair value is estimated usmg the Black-Scholes Model. -

) o . , 2008 2005 . 2004
Estimated fair value per option $11.60 - $10.49 $6.66
Valuauon Assumptions:
Expected term (years) 60 6.0 6.0
Expected volatility 28.0% 300%  34.2%
Expected dividend yield 0.9% 1.1%- 1.3%
Risk-free interest rate 4.8% " 3.5%

4.0%
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Under the Omnibus Incentive Plan, we are authorized to
grant 38 million equity awards.

For the vears ended December 31, 2006 and 2005, we
granted stock options with exercise prices raniging from $32.45
to $35.61 and $26.68 to $33.52, respectively, which equaled
the closing market prices on the date of grant and have an
exercise term of 10 years. The stock options will vest'in 20%
annual increments commencing on the first anniversary of the
date of grant. Additionally, during the year ended December 31,
2006 and 2006 we issued RSUs with restriction periods rang-
ing from 3 to 5 years and a fair value of $34.15 and $30.62,
respectively, which is measured at the market price of a share
of our nonrestricted stock on the grant date. Additionally, dur-
ing the years ended December'31] 2006 and 2005, we granted
SARs with exercise prices of $34.13 and $32.10, respectively.

A summary of stock option activity for the years ended
December 31, 2006 and 2005 is presented below:

Shares subject

‘Weighted average

{Skares in thousands) 1 option axercise price
Balance as of January 1, 2005 15,197 $20.40
Granted : : 1,835 $31.75
Exercised {489) $13.79
Forfeited {772} $20.34
Expired - s -
Balanca as of January 1, 2006 15,7711 $21.93
Granted 1,763 $34.14
Exercised \ (2,738) $20.18
Forfeited (834} $22.62
_ Expired .= 5 -
Balance as of December 31, 2006 13,962 $23.77
Exercisable as of December 31, 2006 4,197

$23.15

A summary of the status of our other equity-based awards as of December 31, 2006 and 2005 is presented below:

Restricted stock units -

SUs) . {DSUs}
PR, SV S e m —— e = e e —
Weighted

Number of average grant Numbér of

{Awards in thousands} _awards  datedarvalue  awards
Balance as of January 1, 2006 1,458 $19.50 8
Granted . 920 $30.45 12
Exercised . (438) $19.50 -
~_Terminated o R - 60} $2337 -
Balance as of January 1, 2006 1,880 $24.74 20
Granted . 470 £34.15 26
Exercised . {113) $19.51 -
_Terminated . te2w sza60 -
Balance as of December 31, 2008 2,016 $27.24 46

Deferred stock units

“Weighted
average

_ fairvelue
'$24.22
$31.02

$32.1n

Stock appreciation rights
{SARs)

Number of
awards

6,255
629

6,884
Py
(698)
(847)
6,076

- Weightéd
average grant

i Ej:ale ialr_ vialge
$19.53
$32.10

$ 7.02
$34.13
$19.67
$21.29

$22.33

As of December 31, 2006 and 2005, ther'e,.was $86 million and $124 million, respectively, of total unrecognized stock-based
compensation expense related to non-vested awards not yet recognized. This expense is expected 1o be recognized over a

weighted average period of two years.

Cash received from stock options exercised for the years ended December 31, 2006 and 2005 was $55 million and $7 mik-
lion, respectively. New shares were issued to settle all exercised awards. The actual tax benefit realized for the tax deductions from
the exercise of equity hased awards was $18 million and $7 million for the years ended December 31, 2006 and 2005, respectively.

The following table summarizes infarmation about stock options outstanding as of December 31, 2006:

Exercise price range

$14.11-§18.51
$19.45-822.67
$23.20-$27.95
$28.00-336.62
$37.85-839.60

__Outstanding

Shares in Average
oo —_Thousands
889 570
8,236 1.22
1,201 4.25
3,635 9.21
_ .,1 © 456
13,862 7.23

e

Exercisable
o Av:ergge TV T _Kféria‘ae
. exercise Shares in | exercise
_price  thousands __ price
$17.28 534 $17.29
‘19 1,882 $20.35
$27.28 1,143 $2737
$33.40 637 $34.19
$38.77 - 1 $38.77
$23.77 4,197 $23.15

(1) Average contraceual life remaining in years
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{17) RELATED PARTY TRANSACTIONS

+ In the first quarter-of 2006, GEFAHI. completed its final
secondary offering of 71.2 million shares of our Class B
Cammon Stock. As a result GEFAHI no longer owns any of our
outstanding common stock and ceases to be a related party.
As such,-all GE related party information is presented.for the
three month period ended March 31, 2006 and the years
ended December 31, 2005 and 2004.-.

. GE provided avariety of products and services to us pnor
to the_ IPQ, and we provided a variety of products and services
to GE. The services we received from GE included:

> customer service, transaction processing and a variety of func.
tional support services provided by GENPACT Internatlonal
formerly GE Capltai Internatlonal Sewlces or GECIS '

> employee benefit processmg and payroll administration;

> employee training programs mcludlng access to GE tram—
mg couises; ‘

> Insurance coverage under the @E insurance pr_ogram;'
> information systems, network and related services;
> leases for vehicles, equipment and facilities: and

> other financial advisory. services such as tax consumng cap—
ital markets services, research and development actwmes
and trademark licenses. .

Our total expense for these services was $13 million,
$34 million and $65 million for the years ended December 31,
2006, 2005 and 2004, respectively, We also receive investment
management and related administrative services provided by
GE Asset Management {"GEAM"}, for which we incurred
expenses of $5 million, $22 million and $33 million for the
period ended March 31;.2006 and years. ended December 31,
2005 and 2004, respectively, - "

We provide services 1o certain of GE's insurance bu3|-
nesses that we did not acquire. These services include finance,
information systems, network services and regulatory support.
GE paid us $40 million in equal quarterly installments during
each of the first two years following the completion of the IPO
for our provision of the transition services to GE. This arrange:
ment was extended through May 2007 for $2 million, payable
in equal quarterly installments. The charges for the transition
services generally are intended to allow the providing company
to fully recover the allocated direct costs of providing the serv-
ices, plus all out-of-pocket costs and expenses, generally with-
out profit.

- We have agreed to provide certain management consult-
ing services to GE for a period of five years following the IPO.
These services include delivering training, providing consulta-
tion.and. strategic advice with respect to actuarial, regulatory
and.other emerging issues; planning and participating in meet-
ings' with rating agencies and reguiators, participating in gov-
ernment relations activities and various .other activities. In
consideration for these services, GE will pay us a-fee of $1 mil-
tion per month during the first four years following the comple-
tion,of the 1PO_and.$0.5 million per month.during the fifth year,
GE cannot terminate this arrangement before the expiration of
the five-year term.

We entered into-three agreements with afflllates of GE
effective as of January 1, 2004, to manage a pool of municipal
GICs, issued by those affiliates. Pursuant to these agreements,
we-have agreed to originate municipal GIC liabilities and advise
the GE affiliates regarding the investment, administration and
management of their assets that support those liabilities. We
recorded fees and reimbursements of $10:millien, $40 million
and $37 million for the period ended March 31, 2006 and years
ended December, 31, 2005 and 2004, respectively, for these
services. We also will receive reimbursement of our operating
expenses under each of the agreements, The three agree-
ments expired December 31, 2006, As of January 1, 2007, we
entered'into-a new agreement with GE relating to the manage-
ment of their municipal GICs. Under this agreement we agreed
to sell the business, which -provided services under the agree-
ments outlined above for $1 million.-We.also.agreed to provide
consulting services for a 2-year period and in return we expect
to receive fees of $19 million in year 1 and $10 million in year 2.

Prior to the completion of the. IPO, we offered a broad
range of institutional asset management services to third par-
ties. GEAM provided the portfolio management services for
this business, and we provided marketing, sales and support
services. We did not acquire the institutional asset manage-
ment services business-from GEFAHI, but pursuant to an
agreement among GEAM, GEFAH! and us, we have agreed to
continue to provide services to GEAM and GEFAH! related to
this asset management business, including client introduction
services, asset.retention services and compliance support.
GEFAHI has agreed to.pay us a fee of up to $10 million per year
for four years to provide these services. The fee will be deter-
mined-based upcn the level of third-party assets under man-
agement managed by GEAM-over the four-year term followmg
the completion of the IPO. -+
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We entéred into the Tax Matters Agreement in connec-
tion with the IPO. The Tax Matters Agreement, among other
things, governs our continuing tax sharing arrangements with
GE relating to pre-separation periods, and also allocates
responsibility and benefits associated with the elections made
in conneétion with our separation from GE. The Tax Matters
Agreement also allocates rights, obligations and responsibili:
ties in connection with certain administrative matters relatmg
1o taxes, as described in note 14.

We have also entered into several significant reinsurance
transactions with UFLIC as'part of our corporate redrganization
as described in note 9.

We distribute some of our products through affiliates.
We distribute our payment protection insurance, in part,
through- arrangéments with. GE's consumer finance division
and other GE entities, for which we have received gross writ-
ten premiums of $39 million, $424 million and $380 million dur-
ing 2006, 2005 and 2004, respectively. We have also reinsured
lease obligation insurance and credit insurance marketed by
GE’s consumer finance division and other GE entities, for
which we received premiums of $5 million, $22 million and
$40 million during 2006, 2005 and 2004, respectively.

For the period ended Marech 31, 2006 and years ended
Decembper 31, 2005 and 2004, we received an aggregate of
$2 million, $10 million and $10 million, respectively, for serv-
ices provided pursuant to the Asset Management Agreement.

‘In December 2004, we entered into a Consideration
Agreement with GE Capital International (Mauritius) {(*GECIM”"),
a subsidiary of-GE. The Consideration Agreement set forth the
terms in which we participated in GE’s sale ‘of its global out-
sourcing business. Pursuant to the Consideration Agreement,
upon the closing of the sale we received consideration of
$40 million from GECIM related to our waiver of certain con-
tractual rights and éntered into an Qutsourcing Services
Amendment Agreement {Service Agreement”) with GECIS
International Holdings, Luxembourg, Swiss Branch Zug, a
Luxembourg company. The -consideration of $40 million is
included in policy fees and other income on the Consolidated
Statements of Income as a result of our waiver of contractual
rights under the Service Agreement. We also agreed to pur-
chase.a minimum volime of services, at market rates, during
an eight-year period. Our minimum volume commitment dur-
ing the each of the first five years of the service agreement will
be $24 million, and our minimum velume commitment during
the sixth, seventh and eighth years will be $18 million, $12 mil-
lion and $6 million, respectively.
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{18) FAIR VALUE OF FINANCIAL AND DERIVATIVE INSTRUMENTS ~

Assets and liabilities that are refiected in the accompany-
ing consolidated financial statements at fair value are not
included in the following disclosure of-fair value; such iterms
include cash and cash equivalents, investment securities, sep-
arate accoumnts, securities lending collateral and .derivative
financial instruments. Other financial assets and liabilities -
those not carried at fair value — are discussed below. Apart from
certain of our borrowings and certain marketable securities,
few of the instruments discussed below are actively traded
and their fair values must often be determined using models:
The fair value estimates are made at a specific point in time,
based upon available market information and judgments about
the financial instruments, including estimates of the timing and
amount of expected future cash flows and the credit standing
of counterparties. Such estimates do not reflect any premium
o7 discount that could result from offering for sale at one time
our antire holdings of a particular financial instrument, nor do
they consider the tax impact of the realization of unrealized
gains or losses. In many cases, the fair value estimates cannot
be substantiated by comparison 10 independent markets, nor
can the disclosed value be realized in immediate settlement of
the financial instrument. '

The basis on which we estimate fair value is as follows:

Commercial mortgage loans. Based on quoted market
prices, recent transactions andfor discounted futuré cash
flows, using current market rates at which similar loans wouid
have been made to simitar horrowers.

Other financial instruments. Based on comparable mar-
ket transactions, discounted future cash flows, quoted market
prices, andfor estimates of the. cost to terminate or otherwise
settle obligations. .

- Borrowings, non-recourse funding obligations, senior notes
underlying equity units. Based on market quotes or comparables.

Investment contract-benefits. Based on expected future
cash flows, discounted at-currenily offered discount rates-for
immediate annuity contracts or cash surrender values for sin-
gle premium deferred annuities.:

. Insurance — mortgage. Based on carrying-value, which
apprommates fair value.

- Mandatorily redeemable preferred stock. Based on quoted
market prices or discounted future cash flows.




The following represents the fair value of financial assets and {iabilities as of December 31:

+

2006 L 2005
, ‘Notional _ Carrying  Estimated  Notional Camying  Estimated
Wmoumisinmilions) s o ' amount __amount ~  fairvalue - - amount _8mount - fair value

Assets: ' ‘ . L ' .

Commercial mortgage loans t $ @ § 84N $ 8,457 % @ § 7568 $ 7,682
Other financial instrumenits (a} 400 -412 . (o) 337 355

Liahitities: . . :

Borrowings and related instruments s .
Borrowings | el 3,520 3,562 el 2,888 2,935
Non-recourse funding obllgatuons y fa) 2,765 .2,765 fe) 1,400 1,400
Senior notes underiymg equity units fa) . 600 . 601 @) 600 . 606
Mandatorily redeemable preferred stock N2 100 1L (@) 100 100
Investment contract benefits fat 30,588 30,524 fa} 32,098 " 32,022
Performance guarantees, principally letters of cred|t 119 - - - 119 - -
Insurance — mortgage’ () - 427 427 fa} 330 330
Unearned premiums ~ morigage ta 2,333 2,333 {a) 1,870 1.870
Other firm commitments: - ' .
Crdinary course of business lending commitments 298 - - 210 - -
Commitments to fund limited partrerships 208 - - .99 o -

(@) There financial instruments do nos bave nosional amounss.
&) See note 13,

Our business activities routinely deal with fluctuations in
interest rates, currency exchange rates and other asset prices.
We use derivative financial instruments to mitigate or eliminate
certain of these risks. We follow strict policies for managing
each of these risks, including prohibition on derivatives market-
making, speculative derivatives trading or other speculative
derivatives activities. These policies require the use of deriva-
tive instruments in concert with other techniques to reduce or
eliminate these risks. )

A reconciligtion of current period changes for the years
ended December 31, 2006 and 2005, net of applicable income
taxes in the separate component of stockholders’ equity
labeled “derivatives qualifying as hedges, " follows: .

1. bl -

{Amounts in millions) 2006 2005
Derivatives qualifying as effective accountmg
"hedges as of January 1 ' $388 - $268
Curreni period increases in fair value, net of "
deferred taxes of $(9) and $42 o - (15) 24
Reclassification to net income, net of
__deferred taxesof $tand$23 . . . . 1 40
Balance as of December 31 $375 . . £3589

.

The $375 million, net of taxes, recorded in stockhoiders’
equity at December 31, 2006 is expected to be raclassified to
future income, concurrently, with and primarily offsetting
changes in interest expense and interest income on floating-
rate instruments. Of this amount, $25 million, net of income
taxes, is expected to be reclassified to income in the year end-
ing December 31, 2007. Actual amounts may vary from this

amount as a result of market conditions. All forecasted trans-
actions currently being bedged are expected to occur by 2035.
No amounts were reclassified to income during the year
ended December 31, 2006 and 2005 in connection with fore-
casted transactions that were no longer considered- probable
of occurring. o

Positions in derivative instruments. The foﬂowmg table
sets forth-our positions in derivative instruments and the esti-
mated fair values as of the dates indicated. The fair value of
derivative instruments, including financial futures, interest rate
and foreign currency swaps, and equity index options, are based
upen quotations obtained from dealers or other reliable sources.

. December3l WWWWWW

L2006 LS

' . Notsonnl Estlmntad Nouonal Estimated

{Amounts in millions) . value fair value value fair value
Interest rate swaps $12,832 $496 57,894 $508
Foreign currency swaps - 567 (8) ' 533 -4
Equity index options - 323 ° 22 265 - N
Financial futures . - : 19 - bo2r -
Total 3533

58,719

o $18741 7 8510
As of December 31, 2006 and 2005, the fair value of
derivatives in & gain posmon and recorded in other invested
assets was $543 million and $559 million, respectively,'and the
fair value of derivatives in a loss position and recorded in other
liabilities was $33 million and $26 million, respectively.
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Earnings effects of derivatives. The'table that follows pro-
vides additional information about the earnings effects of deriv-
atives. In the context of hedging relationships, * ‘effectiveness”
refers to the degree to which fair value changes in the: ‘hedging
instrument offset corresponding fair value changes in the
hedged item attributable to the risk being hedged. Certain ele-
ments of hedge positions cannot qualify for hedge accounting
whether effective or not, and must therefore be marked to
market through income. Time value of purchased options is the
most common example of such elements in mstruments we
use. Pre-tax income effects of such’items for the year ended
December 31, 2006 are shown in the following table as
*Amounts excluded from the measure of effectiveness.”

T ‘Cash Fair

S fiow value

{Amounts in mitlions) hedges hedges
Ineffectiveness ’ §3 g

Amounts excluded from the measure of effectiveness §- S

We hold certain derivative instruments that do not gualify
for hedge accounting. The changes in fair value of these instru-
ments are recognized currently in income. For the periods ended
December-31, 2006, 2005 and 2004, the effect on pre-tax
income was $5 million; $18 million and $2 million, respectively.

- Derivative counterparty credit risk. We manage derivative
counterparty credit risk on an individual counterparty basis,
which means that gains and losses are netted for each counter-
party to determine the amount at risk. When a counterparty
exceeds credit exposure limits in terms:of amounts owed 10
us, typically as.the result of changes in market conditions, no
additional transactions are executed until the exposure with
that counterparty is reduced to an amount that is within the
established limit. The swaps that are executed under master
swap agreements contain mutual credit downgrade provisions
that provide the ability to require assignment or replacement in
the event either parties unsecured debt rating is downgraded
below Moody's “Baa” or S&P's "BBB." If the downgrade provi-
sions had been triggered as of December 31, 2008, we could
have been required to disburse up to $3 million and ¢laim up to
$161 million from counterparties. This represents the net fair
value of losses and gains by counterparty, less $3563 million of
avaitable collateral held. As of December 31, 2006 and 2005,
gross fair value gains were $514 miilion and $538 millien,
respectively. As of December, 31, 2006 and 2005, gross fair
value losses vvere $3 million and $5 million, respectively.

.Swaps and purchased optuons with contractiual maturi-
ties longer than one year.are conducted within our credit policy
constralnts Our policy permits us to enter into derivative trans-
actions with counterparties rated "A3" by Moody's and A"

o [ 8
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by S&P if the agreements governing such transactions require
both us and the counterparties to provide coliateral in certain

circumstances. As of December 31, 2006 and 2005, we
retained collateral of $399 million and $362 million, respec-
tively, related to these agreements including over collateraliza-
tion from certain counterparties.

{19) SECURITIZATION ENTITIES ) '

We have used third-party entities to facilitate asset secu-
ritizations. Disclosure requirements related to off-balance
sheet arrangements encompass a broader array of arrangements
than those at risk for consolidation. These arrangements include
transactions with term securitization entities, as well as trans-
actions with conduits that aré sponsored hy third parties. As
of December 31, 2008 and 2005, assets in these entities,
which are Qualified Special Purposes Entities ("QSPE's"),
were $1.8 billion and $1.5 billion, respectively.

An analysis of total “securitized assets” as of December 31
was as follows: '

fAmaeunts in millions} . 2006 2005

Receivables secured by:

Commergial mortgage loans , ] .$ 853 .$1,001
Fixed maturities . ‘ o 208 389
- Other assets _— o 743 o 803
Total securitized assets $1 804 52,193
Consolidated assets held by securitization entities s - % 729
Off-balance sheet: . S
Sponsored and supponed 1,154 759

Other L . 650 705
51,804 $2,193

Total securitized assets

r

We evaluated the economic, Tiquidity and credit risk
related to the above Special Purpose Entities {"SPE's”) and
believed that the likelinood is remote’that any such arrange-
ments could have had a significant adverse effect on our finan-
ciat position, results of operations, or liquidity. Financial support
for certain SPE's was provided under.credit support agree-
ments, in which we provided limited recourse for a maximum
of $119 million of credit losses. Assets with credit support
were funded by demand notes that were further enhanced
with support provided by a thifd-party. We recorded liabilities
for such guarantees based on our best estimate of probable
losses. We were not required to make any payments under any
of the credit support agreements. These agreements remained
in place throughout the life of the related entities. -




.The following table summarizes the current batance of
assets sold to QSPE's as of December 31:

{Amounts in millions) ' 2006 2005

Assets - collateralized by:

Commercial mortgage loans $ 853 § 705
Fixed maturities 208 -
_Otherreceivables 743 759
Total assets ] $1,804 31,404

Sales of securitized assets to QSPEs resulted in a gain or
loss amounting to the net of sales proceeds, the carrying
amount of net assets sold, the fair value of servicing rights and
retained interests and an allowance for losses. Amounts recog-
nized in our consolidated financial statements related to sales
to QSPEs as of December 31 were as follows:

2006 2005

’ Fair Fair

tAmounts in millions) Cost value Cost Valug
Retained interests — assets $147 $203 . $125 $173
Servicing asset - - - -
Recourse Lability - - - ¢ -

- Total $147 $£203 $125 173

Retained interests. In certain securitization transactions,
we retained an interest in transferred assets. Those interests
take various forms and may be subject to credit prepayment
and interest rate risks. When we securitized receivables, we
determined the fair value based on discounted cash flow mod-
els that incorporate, among other things, assumptions includ-
ing credit losses,.prepayment speeds and discount rates.
These assumptions were based .on our experience, market
trends and anticipated performance related to the particular
assets securitized. Subsequent to recording retained interests,
we reviewed recorded values quarterly in the same manner
and using current assumptions.

Servicing assets. Following a Securitization transaction,
we retained the responsibitity for servicing the receivables,
and, as such, were entitled to receive an ongoing fee based on
the outstanding principal balances of the receivables. There
were no servicing assets nor fiabilities recorded as the benefits
of servicing the assets were adequate to compensate an inde-
pendent servicer for its servicing responsibilities;

Recourse liability. As described previously, under credit
support agreements we provided recourse for credit losses in
special purpose entities. We provided for expected’ credit
losses under these agreements and such amounts approxi-
rmated fair value.

- GE Capital, our former indirect majority stockholder, pro-
vides credit and liquidity support to a funding conduit it spon-
sored; which exposes it to a majority of the risks and rewards of

the conduit’s activities and therefore makes GE Capital the pri-
mary beneficiary of the funding conduit. Upon adoption of FIN
No. 46, Consolidation of Variable Interest Entities, GE Capital
was required to consolidate the funding conduit because of this
financial support. As a result, assets and liabilities of certain pre-
viously off-balance sheet securitization entities, -for which we
were the transferor, were required to be included in our, consoli-
dated financial statements because the funding conduit no
lenger qualified as a third-party. The assets and liabilities associ-
ated with these securitization entities were reported in the cor-
responding financial statement captions in our-Consolidated
Balance Sheet, and the assets are noted as restricted due to the
lack of legal control we have over them. We applied the same
accounting policies, to these restricted assets and liabilities as
we do to our unrestricted assets and liahilities.

As a result of GE Capital no longer having an ownership
interest in us, in March 2006, the respective funding conduit
re-qualified as a third-party and these securitization entities
regained their qualifying status under SFAS No. 140, Accounting
for Transfers and Servicing of Financial Assets and Extinguish-
ment of Liabilitias, As a result, the assets were effectively re-
securitized and the related assets and liabilities were
derecagnized from our cansolidated financial statements. This
resulted in a reduction from December 31, 2005 balances of
$685 million, $44 million, $660 million and $15 million of
restricted investments held by securitization entities, other
assets, borrowings related to securitization entities and other
liabilities, respectively. We continue to hold a retained interest
in the form of interest-only strips classified as fixed maturity
securities available-for-sale in‘our Consolidated Balance
Sheets. We recognized an investment loss on sale of $11 million,
net of tax, from this re-securitization transaction in 2008. Thére
were no off-balance sheet securitizations in 2005 and 2004.

- The following table summarizes the assets and liabilities
associated with these consolidated entities, which were
included in Corporate and Other for reporting purposes, as of

Dedember 31, 2005: ;

{Armounts in millions) ) 2005
Assets ) C .
Restricted investments held by securitization entities - $685
Qther assets ‘ .44
Total™ , %729
Liabilities )
Borrowings related to securitization entities $660
Qther lighilities o ) ) 15
Total : ) $675

) fichudes $25 million of former retained imterests in securitized assets as of December 31,
2005, vhat were consolidased,
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As of December 31, 2005, restricted investments held
by securitization entities consisted of $389 million of fixed
maturities and $296 miliion of commercial mortgage loans.
These balances decreased as the assets mature because’we

' The following table sets forth the distribution across
property type and geographic region for restricted commercial
mortgage loans as of December 31, 2005:

Securities with gross unrealized losses at December 31,
2005 were not considered to be temporarily impaired as man-
agement expects such securltles to perform as to their original
contractual terms.

The scheduled maturity d:stnbutlon of these restricted
fixed maturities as of December, 31, 2005 is set forth below.
Actual maturities may have differed from contractual maturities
because issuers of securities may have had the right to call or
prepay obllgat:ons with or without call or prepayment penalties,

Amortized Estimated

{Amounts in millions)

cost fai value

Due 2006 $99 $99
Due 2007-2010 ' ' 160 169
Due 2011-2015 73 69
Due 2016 and later 31 27

Subtotal 363 354
Mortgage and asset-backed 127 + 35

Total restricted fixed maturities $390 £389
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did not sell any additional assets to these consdlidated entities. e 2005
In addition, as of December 31, 2005, the borrowings related {A-moums s ilions) Caf\:\a';zg ?ggfl
to securitization entities consisted of $373 million at a fixed :
interest rate of 5.528% due June 2025 and $287 million at a  Property Type -
fixed rate of '6.0175% due October 2023. These borrowings  Retwil . , $132 45%
were required to be paid down as principal. is collected on the Office 87 29
restricted investments held by the securitization entitiss and industrial , , 43 15
accordingly the repayment of these borrowings follows the maty- ~ Apartments . - ) 6 5
fity or prepayment, as perritted, of the restricted investments. .M".fe‘? usefother _ - '8 .8
As of Decémber 31, 2005, the amortized 'cost, gross Total P i $296 100%
unrealized gains and losses, and estirhated fair value oi our Region
restricted fixed maturities held by securitization entities were South Atlantic _ . ,. $78 26%
as follows: . Pacific 70 24
' . . ¥ East North Central 41 14
Amggsiieoci unreglrg:; unreﬂggg E&llmated m%udrllta: lanti ) gg g
) ) ™ iddle Atlantic ‘
{Amounts in millions) ; cost gains ‘Iosses fair value East South Central i . i9 o
Fixed maturities: ’ N ‘ West North Central  * . 5 16 . 5
U.S. corporaie " 8345 $2 . S0y 3337 West South Central ‘ 8 3
Public utilities 18 K 22”7 ' i7  NewEngland _ ‘ 12 4
" Mortgage and asset-backed 27 '8 -3 " Total - . ‘ $296 100%
Total sestricted G
fixed maturities $380 s S$t12) . $389 There was no allowance:for losses.related to these

restricted commercial mortgage loans.

(20} INSURANCE SUBSIDIARY FINANCIAL
INFORMATION AND REGULATORY MATTERS

Our insurance company subsidiaries are restricted by
state and foreign laws and regulations as to the amount of divi-
dends they may pay to their parent without regulatory approval
in any-year, the purpose of which is to-protect atfected insur-
ance policyholders, depositors or investors. Any dividends in
excess of limits are deemed . “extraordinary” and require
approval. Based on statutory results as of December 31, 2006,
we estimate our domestic and international insurance compa-
nies.could pay dividends of approximately $1,400 million to us
in 2007 without obtaining regulatory approval.

Our holding companies received dividends from our
domestic insurance subsidiaries ‘of $687 million-($231 million
of which are deemed “extraordinary”), $639 million ($76 mil-
lion of which are deemed *extraordinary.”) and $2,111- million
{$1,244-million of which are deemed “extraordinary”}, during
2006, 2005 and 2004, respectively. T




. In addition to the guarantees discussed in notes 19 and
23, we have provided guarantees to third parties for-the per-
formance of certain obligations of our subsidiaries. We esti-
mate that our potential obligations under such guarantees,
other than guarantees provided in connection with, deriva-
tive contracts, were $607 million and $164 million as.of
December 31, 2006 and 2005, respectively. Our potential obli-
gations under guarantees of derivative contracts were $9 mil-
lion and $10 million as of December 31, 2006 and 2005,
respectively, which reflects the fair value of such derivative
contracts. We also-provide-an unlimited guarantee to third par-
ties for the solvency of our mortgage insurance subsidiary
located in the United Kingdom. .
¢ Our US. domiciled insurance subsidiaries file fmanmal
statements with state insurance regulatory authorities and the
NAIC that are prepared on an accounting basis prescribed or per-
mitted by such authorities (statutory.basis). Statutory accounting
practices differ from U.S. GAAP in several respects, causing dif-
ferences in reported net income and stockholders’ eguity.
Permitted statutory accounting practices encompass all account-
ing practices not so prescribed but that have been specifically
allowed by state insurance authorities: Our insurance sub-
sidiaries have no material permitted accounting practices. .
The tables below include the. combined statutory net
income and statutory capital and-surplus for our U.S. domiciled
insurance subsidiaries. . ', -

: . \.l’ears'ended D'ecernb.er31.
{Amounts in millions} ' .. .. 2006 2005 2004

Combined statutory net income:
Life insurance subsidiaries, excluding

captive reinsurance subsidiaries $653 ‘$321  § 782
Mortgage insurance subsidia[igs.n' o 243 221 222
Combined statutory net income, '
excluding captive
reinsurance subsidiaries - ;. B9B 542  -1,004

- . Captive life reinsurance subsidiaries .
- combined statutory net losses -, . (895) {333 (365)
Combined statutory net.income’ $ 1 $209 . % 639
. . I D L.

As of December 31,

2006 2005

Combined statutory capital and surplus
Lite insurance subsidiaries $3.368 33,462
Mortgage insurance subsidiaries . 2,691 2,689
Combined statutory capital and surplus $6,059 36,151

Statutory net income (losses) from our captive life rein-
surance subsidiaries relate to their assumption reinsurance of
statutorily required term and universal life insurance reserves
from our U.S. domiciled life insurance companies. These
reserves. are, in turn,” funded through the issuance of surplus
notes (non-recourse funding obligations) to third parties.
Accordingly, the life insurance subsidiaries combined statutory
net income and distributable earnings are not affected by the
statutory net income (losses} of the captives, except to the
extent dividends are received from the captives. The combined
statutory capital and.surplus of our life insurance subsidiaries
does not include the capital and surplus of cur captive life rein-
surance subsidiaries of $1,175 million and $521 million as of
December 31, 2006 and 2005, respectively. Capital and surplus
of our captive life reinsurance subsidiaries includes sur-
plus notes (non-recourse fundmg obhganons) as further described
ir note 13. '

*The NAIC has- adopted Risk-Based Caprtal ( RBC")

requirements to evaluate the adequacy-of statuiory capital and
surplus in relation to risks associated with: (i} asset risk;
{ii) insurance risk, {iii)iinterest rate risk, and {iv} business risk.
The RBC formula is designated as an early warning tool for the
states to identify possible undercapitalized companies for the
purpose of initiating regulatory action. In the course of opera-
tions, we periodically monitor the RBC level of each of our
insurance 'subsidiaries. As of December 31, 2008 and 2005,
each of our insurance subsidiaries excesded the minimum
required RBC levels. "
‘ For regulatory purposes, our mortgage insurance sub-
sidiaries are required to maintain a statutory contingency reserve.
Annual additions 1o the statutory contingsncy reserve must
equal the greater of*(i) 50% of earned premiums or-{ii) the
required level of policyholders position, as defined by state
insurance laws. These contingency reserves.generally are held
untit the eartier of (i) the time that loss ratios exceed 35% or
(ii). ten years. The statutory contingency reserves as of
December 31, 2006 for our U.S. mortgage insurance sub-
sidiaries was approximately $2.4 billion.

1 rl
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(21) OPERATING AND GEOGHAPH‘IC SEGMENTS

{a} Operating Segment Information

We currently conduct our operations in three operating
business segments: {1} Protection, which includes our life
insurance, long-term care insurance, linked benefit products,
Medicare supplement insurance, group life and health
insurance and payment protection insurance business;
{2) Retirement Income and Investments, which includes our
fixed annuities, individual variable annuities, group variable
annuities designed for retirement plans, single prermium imme-
diate annuities, variable life insurance, specialized products,
inctuding GICs, funding agreements, and FABNs, and asset
management products and services; and (3} Mortgage Insurance,
which includes our mortgage insurance products and mortgage-
related services that facilitate homeownership by enabling bor-
rowers to buy homes with low-down-payment mortgages
business. Prior to our corporate formation we also conducted
operations in a fourth business segment, Affinity, which
included life and health insurance.and other financial products
and services offered directly to consumers through affinity
marketing arrangements with a variety of organizations, an
institutional asset management business and several other
small businesses that are not part of our core ongoing busi-
ness. The lines of business and assets and liabilities of our
Affinity segment were not transferred to us in our corporate
formation, therefore the results or operations of the Affinity
segment are only included in our results until May 24, 2004:
We also have Corporate and Other activities, which include
interest and other debt financing expenses and other corporate
income and expenses not allocated to the segments, as well
as the results of a small, non-core business that is managed
outside of our operating segments. !

In 2006, we began to allocate net investment gains
{losses) from Corporate and Other to our Protection (except
payment protection insurance) and Retirement Income and
Investments segments using an approach based principally
upon the investment portfolio established to support each of
those segments’ products and targeted capital levels. We do
not aliocate net investment gains {losses) from Corporate and
Other to our Mortgage Insurance segment or to our-payment
protection insurance business within the Protection segment,
because they have their own separate investment portfolios,
and net investment gains (losses) from those portfolios are
reflected in the Mortgage Insurance and Protection segment
results, respectively.
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Prior to 2006, all net investment gains {losses) were
recorded in Corporate and Other and were not reflected in the
results of any of our other segments.  ~

Effective January 1, 2006, our Mexican insurance opera-
tions, previously included in Corporate and Other, is being man-
aged within our Protection segment and those results are now
included as part of the payment protection insurance business.
Segment information related to th|s move is reflected in all
periods presented.

On January 9, 2007, we announced an arganizational
repositioning to more directly align high-growth international,
mortgage insurance and retirement and protection business
opportunities. Under the reorganization and beginning in the
first quarter 2007, we will‘have three operating segments:
Retirement and Protection; Intefnational; and U.S. Mortgage
Insurance; as well as Corporate and Other. The Retirement and
Protection segment will ‘include the following operations:
retirernent income, managed money, life'insurance, long-term
care insurance, and spread-based institutional products. The
international segment will include international mortgage insur-
ance, payment protection insurance and international new
business developments. The results of these reorganized seg-
ments for all periods reported will be represented in the first
quarter of 2007. The U.S. Morigage Insurance segment will
consist of the U.S. mortgage insurance business. We will con-
tinue to have Corporate and Other activities, which consist-pri-
marily-of unallocated corporate income and expenses, the
results of a small, non-core business that is managed outside
the operating segments, and most of the interest and other
financing expenses.

We use the same accounting poI|C|es and procedures to
measure segment income and assets as our consolidated net
income and assets. Segment income is generally measured as
income before income taxes and cumulative effect of account-
ing change. investment gains {losses), net of taxes, are allo-
cated to Corporate and Other. Segment income represents the
basis on which the performance of our business is assessed
by management. Policy premiums and fees, other income, pol-
icy benefits and acquisition and operating expenses and policy
related amortizations are attributed directly to each operating
segment. With the exception of our Mortgage Insurance seg-
ment and the payment protection business within our Protec-
tion segment that have separate investment portfolios, net
investment income and invested assets are allocated based on
the assets required to support the underlying liabilities and cap-
ital of the products included in each segment.




The following is a surmmary of segment activity as of or for the years ended December 31, 2006, 2005 and 2004:

2006 ! . to . Retirement Corporate
T T T - " . Income and Morigage vand
!ﬁmpunrs in milfions} Protection  Investments Insurance Affinity Other Tatal
Premiums $ 4,594 $ 736 $1,132 $- $§ 25 $ 6,487
Net investrnent income . To1,482 1915 - 3m - 99 3,837
Net investment gains (losses) 5 {69) 7 - 121 (69)
Policy fees and other income 379 350 31 - 14 774
__Totalrevenues 6,460 2,932 !l 1,51 - 126 11,029
Benefits and other changes in policy reserves 3175 1,015 Tt 293 - ‘2 © 4,485
Interest credited ‘ 384 1,138 - - - 1522
Acquisition and oﬁperating axpenses, net of deferrals - 1,339 314 296 - 64 2,013
Amortization of deferred acquisition costs and intangibles 488 174 61 - 4 727
Lrltgres:“tgxpgnse o 141 5 .- - 218 _3_69
Total benefits and expenses n 5,527 2,646 . 650 - 288 - 9,111
Income (ioss) from continuing operaticns before income taxes 933 286 Vo861 - (162} 1,918
_P_r_qvi_s_ignﬂ_(b_ege_fi_tg for income taxes 315 83 243 - 47 . 594
Net income (loss) from continuing operations $ 618 $ 203 ‘$ 618 $- -$(115) § 1324
Total assets - $38,6563 $59,391 © $8,456 - $4,3NM $110,871
2005 Retiremeant : Corporate ’
T T T e - Income and Mortgage and
{Amounts in millions) Protection  Investments Insurance Affinity Other Total
Premiums $ 4,521 $ 85h $ 882 - $ 39 $ 6297
Net investment income 1,287 1,813 287 - 149 3,536
Net realized investment gains {losses) - - - - - ) (2)
qunﬁcy fees and other income 3N 244 B 45 - 13 673
W_Tvotal revenues 6,179 2,02 coL214 - 199 . 10,504
Benefits and other changes in policy reserves. 2,926 1,111 To162 - t 8 4,205
Interest credited 369 1,056 - - - 1,425
Acquisition and aperating expenses, net of deferrals 1,350 259 289 - 91 1,989
Amortization of deferred acquisition costs and intangibles 597 131 . 56 - 10 - 794
Interest expense 52 3 i T o .28 293
__Total benefits and expenses 5,204 2,660 507 - 345 . 8,706
Income {loss) from continuing operations before income taxes 885 362 707 - ‘1146) 1,798
Provision ,(,b?ﬂe?ﬁ})v for income taxes 317 105 200 - 45) . 5]1
Net income {loss) from continuing operations $ 568 $ 247 “$ 507 $—" " §(101) $ 1,221
Total assets $33,945 $58,281 © %7118 5~ $6,310:°  $105,654
2004 Retirement : Corpofét'_g '
0 — Incormne and Mortgage and
(Afjoun!surl mlﬂlons) Protection  Investments insurance Affinity Other : Tota_l
Premiums $4,527 $1,094 $ 800 $.88 $50 6559
Net investment income 1,226 1,996 254 26 146 3,648
Net realized investment gains {losses) - - - - 26 26
Palicy fees and other income 364 27 36 104 43 824
__Tg_tilieie_nu_es _ 6,117 3,361 v 1,090 218 271 11,067
Benefits and other changes in policy reserves 2,920 1,633 165 80 6 4,804
Interest credited 362 1,070 - - - 1,432
Acquisition and operating expenses, net of deferrals 1,197 250 262 123 70 1,902
Amortization of deferred acquisition costs and intangibles 786 170 51 © 47 10 1,064
Interest expense 15 1 * - - s 2N 217
___Total benefits and expenses 5,280 3,124 478 250 - 287 - 9,418
income {loss} from continuing operations before income taxes 837 237 " o612 (32} (8 1,638
Provision (benefit) for income taxes 307 84 186 (18} (66) 493
Nat income (loss} from continuing operations $ 530 $ 153 $.426 $(14) $ 50 $ 1,145
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{b} Revenues of Major Product Groups

2005

(Amounts in millions) 2006 2004
Life insurance $-1807 $ 1623 %1518
Long-term care insurance 2,626 2,347 2,31
Payment protection insurance 1,284 1,492 1,602
Group life and health insurance 743 n7 6ae-
. Total Protection segment revenues 6,460 6,179 5,117
Spreac-based retail products .~ 2,012 2,224 2,712
Fee-based products 348 246 317
Spread-based institutional products 572 442 332
Total Retirement Income and - .
___Investmentis segment revenues 2,932 2,912 3,361
U.S. mortgage insurance ! 651 603 609 .
International mortgage insurance 860 611 481 -
Total Mortgagé Insurance : ’
___segmentrevenues 1,51 1,214 1,090
Affinity segment revenues . - - 218
Corporate and Other rgvenués o 126 198 2711
Total revenues $11,029 $10,504 $11,057
{c} Net Operating Income {Loss)
{Arnounts in miﬂior'ls) 2006 2005 2004
Life insurance "$313 3275 § 245
Long-term care insurance 153 172 172
Payment protection insurance 113 30 83
Group lite and health insurance 35 3N 30
Total Protection segment o
..__Metoperatingincome 814 568 530
Spread-based retail products 119 151 79
Fee-based products 76 59 a4
Spreadbased institutionalproducts 42 37 30
Total Retirement Income and Investments
_segment net operating income 237 247 153
U.S. mortgage insurance 259 238 224
International mortgage insurance 3585 - 269 20_2_
Total Mortgage Insurance segment
. __het operating income 614 507 426
Affinity segment net operating income (loss) - - {14}
Corpoerate and Other net aperating
__income flosst {107} {100} {37}
Net operating income 1,358 1,222 1,058
Met investment gains {losses), net of
taxes and other adjustments (34} (1) 16
Net tax benefit related to IPO - - 46
Gain on outsourcing services agreement, v
net of taxes - .o - - 25
Gain {loss) on sale of discontinued '
_.operations, net of taxes - - !
Net income before accounting change, -
net of taxes 1.324 1,221 1,152
Cumutative effect of accounting changes,
__net of {axes 4 - B
Net income from continuing operations  $1,328  $1,221  $1,167
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{d) Geographic Segment Information

We conduct our operations in two geographic regions:

(1) United States and (2) International.

The following is a summary cf geographic region activity
as of or for the years ended December 31, 2006, 2005 and 2004,

2006 United
{Amounts in millions) States International Total
Total revenues $ 38,849 $2,180 $ 11,029
Net income from continuing operations )

before accounting change $ 835 $ 489 8 1,324
Total asseis $102,165 $8,706 $110,871
2005 United
{Ameunts in millions) States knternational Taral
Total revenues % 8,354 $2,150 $ 10,504
Net income from continuing operations

before accounting change § 835 $ 386 % 1221
Total assets £98,481 $7,173 $105,654
2004 United
{Amounts in milfions) States International Total
Total revenues $8,902 $2,155 $11,057
Net income from continuing operations ’ '

before accounting change $ 818 § 327 % 1,145




{22} QUARTERLY RESULTS OF OPERATIONS {UNAUDITED}

Our unaudited quarterly results of operations for the year ended December 31, 2006 are summarized in the table below.

H : . . o

I

. Three months ended

o T March 31, ~ June 30, September 30, December 31,
{Amounts in millions, except per share amounts) 2006° t 2006 2006 t 2006
Total revenues L oy $2,625 $2,754 $2,804 °  $2,846
Total benefits and expenses ; $2,139 $2,290 ' $2,356 $2,326
Netincome before accounting change ‘ $ 339 $ 317 $ 304 5 I
pﬂulative effect of accounting change, net of taxes . 4 - - -
Net income g ‘ to P $ 334 $ 317 . $ 304 $ 373
Earnings per'sha'rgz ) b | . T

Basic earnings per Common share: ! . s e, .,
Net incorne befdre accounting change ) .. 50N $ 070 $ 067 5083
Cumulative effect of atcounting change, net of taxes . L 0.01 - s e -
Basic earnings per common share” * - B $ 072 $ 0.70 $ 0.67 -$ 0.83

Diluted earnings per common share: - [ e - [
Net income before accounting change % 0.69 $068 , 5065 $ 0.3
Curmulative efiect of accounting change, net of taxes 0.01 - - -
Diluted earnings per share $ 0.70 $ 068 . S 065 $ 0.81

Shares outstanding: . . _
Basic 467.0 455.8 453.8 447.4
Diluted 4795 468.3 4572 460.7

Our unaudited guarterly results of operations for the year ended December 31, 2005 are summarized in the table below.

Three months ended

March 31, June 30, Seplembergo, December 31,
{Amounts in millions, except per share amounts) 2006 2006 2008 2006
Total revenues ' $2,611 $2,610 $2,628 $2.655
Total benefits and expenses $2,127 $2,198 $2,185 $2,196
Net income before accouniing change $ 322 $ 285 $ 307 $ 307
Net income $ 322 $ 285 $ 307 $ 307
Earnings per share:
Basic earnings per common share:
Net income before accounting change - % 068 $o061 5065 $ 0.65
Basic earnings per cormmon share $ 0.66 $0.61 $ 0.65 % 0.65
Diluted earnings per common share:
Net income before accounting change $ 0.65 % 0.60 $ 0.64 $ 0.64
Diluted earnings per share % 0.65 % 0.60 $ 064 $ 0.64
Shares outstanding: '
Basic . 488.8 470.4 a470.7 4709
Dituted 494.3 477.4 4311 4826
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ITEM-9. CHANGES IN AND DISAGREEMENTS WITH
ACCOUNTANTS ON ACCOUNTING-AND
- FINANCIAL DISCLOSURE

-Noné.
ITEM 9A. CONTROLS-AND PROCEDURES

. f +

EVALUATION OF DISCLOSURE CONTROLS AND PROCEDURES,,

As of December 31, 2006, an evaluation was conducted
under the supervision and with the participation of our manage-
ment, ‘including cur Chief Executive Officer and Acting Chief
Financial Officer, of the effectiveness of the design and opera-
tion of our disclosure controls and procedures (as defined in
Rules 13a-15(e} and 15d-15(e) under the Securities Exchange
Act of 1934}, Based on this evaluation, the Chief Executive
Officer and the Acting Chief Financial Officer concluded. that
the design and operation of these disclosure controls and pro-
cedures were effective. ; vt

MANAGEMENT'S ANNUAL REPQRT ON

INTERNAL CONTROL OVER FINANCIAL REPORTING

Our management is responsible for establishing and
maintaining adequate internal control over financial reporting
for our company. With the participation of the Chief Executive
Officer and the Acting Chief Financial Officer, our management
conducted an evaluation of the effectiveness of our internal
control over financial reporting based on the framewark and cri-
teria established in Internal Control - Integrated Framework,
issued by the Committee of Sponsoring Organizations of the
Treadway Commission. Based on this evaluation, our manage-
ment has concluded that our internal control over financial
reporting was effective as of December 31, 2006.

Our independent auditor, KPMG LLP a registered public
accounting firm, has issued an attestation report on our man-
agement's assessment of our internal control over financial
reporting. This attestation report appears below. - 8

/s/ MICHAEL D. FRAIZER

Mlchael D. Fraizer ’

Chairman of the Board, President and
Chief Executive Officer

{Principal Executive Officer)

fs/ VICTOR C. MOSES

Victor C. Moses ' ‘
Senior Vice President - Actuarial & Risk; Acting Chief
Financial Officer (Principal Financial Officer)

:

February 28,2007 . +
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REPORT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders' st
Genworth Financial, Inc.: .

We have audited management’s assessment, included in
the accompanying Management’s Annual Report on Internal
Control over Financial Reporting that Genworth Financial, tnc.
(the Company} maintained effective internat control over finan-
cial reporting as of December 31, 2006, based on criteria estab-
lished in Internal Control - Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway
Commission {COSO) . The Company’s management is respon-
sible for maintaining effective internal controf-over financial
reporting and for its assessment of the effectiveness of inter-
nal control-over financial reporting. Our responsibility is to
express an gpinion on management’s assessment and an opin-
ion on the effectiveness of the Company's internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the stan-
dards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and.per-
form the audit to obtain reasonable assurance about.whether
effective internal control over financtal reporting was main-
tained in all material respects. Our audit included obtainingan
understanding of internal control over financial reporting, evalu-
ating management’s assessment, testing and evaluating the
design and operating effectiveness of internal control, and per-
forming such other procedures as we considered necessary in
the circumstances. We believe that our audit provides a rea-
sonable basis for-our opinion. \ "

A company’s internal control over fnnanmai reporting is a
process designed to provide reasonable assurance regarding
the reliability of financial reporting and the preparation of finan-
cial statements for external purposes in accordance with gen-
erally accepted accounting principles. A company’s internal
control over financial reporting includes those policies and pro-
cedures that (1) pertain to the maintenance of records that, in
reasonable detail, accurately and fairly reflect the transactions
and dispositions of the assets of the company; (2) provide rea-
sonable assurance that transactions are recorded as necessary
to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that
receipts and expenditures of the company are being made only
in accordance with authorizations of management and direc-
tors of the company; and (3) provide reascnable assurance
regarding prevention or timely detection of unauthorized acqui-
sition, use, or disposition of the company's assets that could
have a material effect on the financial statements.
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Becautse of its inherent limitations, internal controt over
financial reporting may not prevent or detect misstatements.
Alsa, projections of any evaluation of effectiveness to future
periods are subject to the risk that controls may become inade-
quate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, management's assessment that Genworth
Financial, Inc. maintained effective internai control over finan-
cial reporting as of December 31, 2006, is farly stated, in all
material respects, based on criteria established in Internal
Control — Integrated Framework issued by COSO. Also, in our
opinion, Genworth Financial, Inc. maintained, in all material
respects, effective internal control dver financial reporting as of
December 31, 2006, based on criteria established in Internal
Control - Integrated Framework issued by COSO.

We also have audited, in accordance with the standards
of the Public- Company Accounting Oversight Board {(United
States), the consolidated baiance sheets of Genworth
Financial, Inc. as of December 31, 2006 and 2005, and the
related consclidated statements of income, changes in stock-
holders’ equity, and cash flows for each of the years in the
three-year period ended Decerber 31, 2006, and our report
dated February 28, 2007 -.expressed-an unquallfled opmlon on
those financial statements.

/sf KPMG LLP
Richmond, \ﬁrgfnia

February 28, 2007

CHANGES IN INTERNAL CONTROL OVER

* FINANCIAL REPORTING DURING

THE QUARTER ENDED DECEMBER 31, 2006

There were no changes in our internal control over finan-
cial reporting that occurred during the quarter ended
December 31, 2006 that have materially affected, or are rea-
sonably likely to materially affect, our internal control over
financial reporting.

ITEM 9B. OTHER INFORMATION

None.




PART i

ITEM 10. DIRECTORS, EXEGUTIVE -OFFICERS c
AND CORPORATE GOVERNANCE . -
OF THE REGISTRANT | . : ,

. T
LI

The following table sets-forth certain information con-
cerning our directors and executive officers:

3

Narne Age, Posmons -

48 Chalrman of the- Board, President
and Chief Executive Officer

Michael D. Eraizer

Thomas H. Mann 56 Executive Vice Presrdent -
: Genworth '
Pamela S. Schutz 52 Executive Vice President -
Genworth
Mark W. Griffin © 48 Senior Vice President—"- * *

. . Chief Investment Officer

Patrick B. Kelisher * 49 Sénior Vice President
Michael S. Laming 58 Senior Vice President —

’ Human Resources
Samuel D Marsrco 49 Senior Vice President —

) Chief Risk Officér

Scott J. McKay 45 Senior Vice President -

e Operations & Quality and

' Chief Information Officer © ~
Victor C. Moses 59 Senior Vice President — Actuarial &

‘Risk; Acting Chief Financial Officer
Joseph J. Pehota 45 Senior Vice President -

 Mergers & Acquisitions

’

Name

Age Positions .

Jean S. Peters .

Leon E. Roday |
Cheryl C. Whaley

Frank J. Borelli

Nancy J. Karch

J. Robert Kerrey r

o

Saiyid T. Nagvi

Jarﬁes.A. Parke

James S. éiepe

Barrett A. Toan

Thomas B. Wheeler

. 58

53
41

71

'59

Senior Vice President -

Corporate Communications &
External Relations

Senior Vice President,, General
Counsel and Secretary ,
Senior Vice President - Capital
Markets & Growth Ventures
Director, member of Audit and,

Management Development and

Compensation Committees
Director, member of Management

_.Development and Compensation .
and Nominating and Corporate,

»63

57

61

- 63

59

70

Governance Committees
Director, member of

Nominating and Corporate -
Governance and Legal and ,,
Public Aifairs Committees '
Director, member of

Audit and Legal and

Public Affairs Committees

Dlrector member of Legaland -
Public Affairs Commrttee

Director, member of Management
Development and Compensation
and Audit Committees , -
Director, meémber of
Nominating and Corporate
Governance and Legal and

Public Affairs Committees.
Director, member of Management
Development and Compensation,
and Nominating and Corporate
Governance Committees

-
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EXECUTIVE OFFICERS AND DIRECTORS

The following sets forth certain biographical information
with respect to our executive officers and directors listed above.

Michael D. Fraizer has been our Chairman of the Board,
President and Chief Executive Officer since the completion of
the IPO in May 2004, Prior to the IPO, he had served as a
Vice President of GE since’December 1995 and a Senior Vice
President of GE since June 2000. Mr. Fraizer was Chairman of
the Board of GEFAHI from November 1996 to May 2004 and
President and Chief Executive Officer of GEFAHI from
Aprit 1997 to June 2004, Mr. Fraizer also has been a director of
GE Capital and General Efectric Capital Services, Inc. Mr. Fraizer
led the Consumer Savings and Insurance Group, a predecessor
of GEFAHI, from February 1996 until the formation of GEFAHI in
October 1996. Prior to that time, M. Fraizer was President and
Chief Executive Officer of GE Capital Commercial Real Estate,
an affiliate of our company, from July 1993 to December 1996,
jeading both the GE - Consumer Savings and Insurance Group
and GE Capital Commercial Real Estate from February to
December 1996. From July 1991 to June 1993, he was Vice
President - Portfolio Acquisitions and Ventures of GE Capital
Commercial Real Estate. From December 1989 to June 1991,
Mr. Fraizer was President and Managing Director, GE Japan.
From July 1983 to November 1989 Mr. Fraizer served in various
capacities as a member of GE's Corporate Audit Staff and
Corporate Business Déevelopment after joining GE in its
Financial Management Program. Mr. Fraizer received a BA. in
Politica! Science from Carieton College. Mr. Fraizer serves as a
trustee of the Virginia Foundation for Independent Colleges and
the Virginia Commonwealth University School of Business
Foundation; and serves on the board of the American Council of
Life Insurers, the Financial Services Roundtable and the Andre
Agassi Charitable Foundation.

Thomas H. Mann has been our Executive Vice President —
Genworth responsible for the company’s International and U.S.
Mortgage Insurance segments since January 2007. Prior
thereto, Mr. Mann had served as the President and Chief
Executive Officer — Mortgage Insurance since the completion of
the IPO in May 2004 and has been President, Chief Executive
Officer and a Director of Genworth Mortgage Insurance
Corporation, a subsidiary of our cormpany, since May 1996. Prior
1o the IPO, he was a Vice President of GE since April 1996. From
March 1990 to April 1996, Mr. Mann served as Vice President of
GE Capital and General Manager of GE Capital Vendor Financial
Services. Prior to that time, he served as Executive Vice
President — Operations with GE Mortgage from August 1986 to
March 1990. From November 1984 to August 1986, Mr. Mann
served as Manager —
‘Estate Financial Services Division, and from August 1976 to
November 1984, he served in various capacities as a member of
GE's Corporate Audit Staff. Mr. Mann received a B.S. in Business
Administration from the University of North Carolina at Chapel
Hill. He is a member of the Housing Policy Council Executive
Committee, part of the Financial Services Roundtable.

138 Jorm 10-k [11]

Finance Operations at GE Capital's Real -

Pamela $. Schutz has been our Executive Vice President -
Genworth responsible for the company’s Retirement and
Protection segment since January 2007. Prior thereto,
Ms. Schutz had served as the President and Chief Executive
Officer — Retirement Income and Investments since the com-
pletion of the'IPO in May 2004 and has been President and
Chief Executive Officer.of Genworth Life and Annuity
Insurance Company, a subsidiary of our company, since
June 1998. Prior to the IPO, she was a Vice President of GE
since October 2000. From May 1997 to July 1998, Ms. Schutz
served as President of The Harvest Life Insurance Company,
then an affiliate of our company. Prior to that time, Ms. Schutz
served in various capacities with GE Capital Commercial Real
Estate from February 1978 to May 1997, attaining the position
of President, GE Capital Realty Group in May 1994. Ms. Schutz
received a B.A. in Urban Planning from Briarcliff College and an
M.S. in Business from American University. She is a member of
the boards of the National Association of Variable Annuities and
MIB Group, Inc.

Patrick B. Kelleher has been our Senior Vice President
since the end of January 2007. Mr. Kelleher will become the
Senior Vice President - Chief Financiat Officer of the company
effective March 2, 2007. Prior.to joining the company.
Mr. Kelleher had been the Executive Vice President and Chief
Financial Officer of Transamerica Reinsurance in Charlotte,
North Carolina, a reinsurance provider and division of
Transamerica Occidental Life Insurance Company, which is a
member of AEGON Group, a life insurance pension company.
He had served in this capacity since 1888. Prior thereto, Mr,
Kelleher had been with Manulife Financial where he led its life
and financial reinsurance business from 1996 to 1998 and
where he served as the chief financial officer of the reinsur-
ance division from 1994 to 1996 and as an insurance products
leader from 1892 to 1994. From 1280 to 1992, Mr. Kelleher
was with the Sun Life Assurance Company of Canada where

"he held various positions. Mr. Kelleher is a member of the

Certified General Accountants Association of Canada, a Fellow
of the Society of Actuaries, a Fellow of the Canadian of
Actuaries. He received a Bachelor's degree from Franklin &
Marshall College.




Mark W. Griffin has been our Senior Vice President -
Chief Investment Cfficer since October 2005. Prior thareto, he
was Senior Vice President - Chief Risk Officer from completion
of the IPO in May 2004 as well as Acting Chief Investment
Officer from June 17, 2005. From August 2002 to the PO, he
was the Chief Risk Manager.of GE Insurance, a business unit
of GE Capital. From January 2000 to August 2002, Mr. Griffin
was Chief Risk Manager of GEFAHL Prior thereto, Mr. Griffin
was Vice President, Risk Markets & Executive Director,
Pension & Insurance with Goldman, Sachs & Co. from August 1894
to December 1999. From December. 1986 to August 1984,
Mr. Griffin was Executive Director - Fixed Income and Principa!,
Fixed Income Sales with Morgan Stanley. Prior thereto,
Mr. Griffin was an Assistant Actuary with the Metropolitan Life
Insurance Company from July 1982 to December 1986.
Mr. Griffin received a B.A. in Mathematics from the University
of Waterloo. Mr. Griffin is a Fellow of the Society of Actuaries
and the Canadian-Institute of Actuaries, and is a Chartered
Financial Analyst. He holds an FRM, or Financial Risk Manager,
designation from the Gicbal Association of Risk Professionals
and a PRM, or Professional Risk Manager, designation from the
Professional Risk Management International Association.

Michaet 8. Laming has been our Senior Vice President —
Human Resources since the completion of the IPQ in May.2004
and prior to the IPO was a Senior Vice President of GE Insurance,
a business unit of GE Capital, since August 2001 and a Vice
President of GE since April 2003. From July+1996 to
August 2001, Mr. Laming was a Senior Vice President at GEFAH!
and its predecessor companies. Prior thereto, he held a broad
range of human resource positions in operating units of GE and
at GE corporate headquarters. He graduated from the GE
Manufacturing Management Program. Mr. Laming received
both a B.S..in Business Administration and a Masters of
Organization Development from Bowling Green State University.

. [

f - Y .

Samuel D. Marsico has been our Senior Vice President -
Chief Risk Cfficer since January 2006. Prior thereto, he was
Senior Vice President and Chief Risk Officer for our Mortgage
Insurance segment since completion of the (PO in May 2004,
From Agpril 2001 to the IPQ, he was the Chief Risk Officer for GE
Mortgage Insurance. From September 1989 to March 2001, Mr.
Marsico held leadership positions in the division's Marketing
and New Markets departments and from August 1997 to
August 1999, Mr. Marsico was the Chief Financial Officer of GE
Mortgage Insurance. Mr. Marsico also held prior leadership
positions at both GE Transportation Systems and GE Corporate
Finance. Prior to joining GE, Mr. Marsico was a senior executive
at Price Waterhouse in New York, NY. Mr, Marsico is a graduate
of Fairfield University with a B.S. in Accounting and is a member
of the AICPA,

Scott J. McKay has been our Senior Vice President —
Operations & Quality and Chief Information Officer since
August 2004. Prior thereto, he was Senior Vice President.—
Operations &, Quality from the completion of the IPO in
May 2004 to August 2004 Prior to the IPO, he was the Senior
Vice President, Operations & Quality of GEFAHI since
December 2002. From July 1993 to December 2002, Mr.
McKay served in various information, technology related posi-
tions at GEFAHI's subsidiaries, including Chief Technology
Officer, and Chief Information Officer of Federal Home Life
Assurance Company. Prior thereto, he was Officer and Director
of Applications for United Pacific Life Insurance Company from
July 1992 to July 1993, and.an IT consultant for Sycomm
Systems and Data Executives, Inc. from January 1985 to
July 1992, Mr. McKay received a B.S. in Computer Science
from West Chester University of Pennsylvania.

Victor C. Moses has been our -Senior Vice President -
Actuarial & Risk since January 2007 and has been serving as
Acting Chief Financial Officer since August 2006. Prior thereto
and from the completion of the 1PO in May 2004, Mr, Moses
was our Senior Vice President — Chief Actuary. Prior to the IPQ,
he was Senior Vice President - Actuarial/Capital Management
of GEFAHI since January 2000. From 1971 to 1983 Mr. Moses
worked in various positions at SAFECO Life Insurance
Company and from 1983 to 1993 he served in various capaci-
ties with GNA, ultimately serving as both Chief Actuary and
Chief Financial Officer. In 1993, GNA was acquired by GE
Capital, and from then untit December 1999, Mr. Moses was
Senior Vice President - Business Development at GEFAH| and
its predecessor companies. Mr. Moses received a B.S. in Math
from Seattle Pacific University. Mr. Moses is a Fellow in the
Society of Actuaries and a Member of the American Academy
of Actuaries. He serves on the, Board of Trustees of Seattle
Pacific University. -

Joseph J. Pehota has been our Senior Vice President -
Mergers & Acquisitions since January 2007, Prior thereto, he
had served as Senior Vice President - Business Development
since the completion of the IPO in May 2004,.and prior to the
IPO, he was Senior Vice President — Business Development of
GEFAHI since August 1998. From February 199610 July 1938,
he was the Chief Risk Manager for GE Equity, an affiliate of our
company. Prior thereto, Mr. Pehota was Vice President and
Manager of, Glebal Distribution for the GE-Capital Structured
Finance Group, an affiliate of our company, from January 1995
to February 1996. From March to December 1994, he was the
Vice President of Restructuring and Underwriting — North
America, for GE Capital's Aviation Services business, an affili-
ate of our company. Prior thereto, Mr. Pehota held various lead-
ership positions with GE Capital's Structured Finance Group, an
aftiliate of our company, from July 1988 to February 1994, Mr,
Pehota received a B:S. in Finance from the University of
Connecticut and an M.B.A_ from New York University.
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Jean S. Peters has been our Senior Vice President -
Corporate Communications & External Relations since
Janudry 2007 Prior thereto and since the completion of the IPO in
May 2004, she served as Senior Vice President - Investor
Relations and Corparation Communications.” From January 1399
to April 2004, she was the Senior Vice President of Investor
Relations for John Hancock Financial Services, Inc. From
February 1994 to January 1999, Ms: Peters was the Vice
President of Investor Relations for Allmerica Financial Corporation.
Prior thereto, she was the Second Vice President of Investor
Relations from August 1989 to February 1984, and the Assistant

Vice President of Corporate Communications from January 1986 -

to August 1989, for Capitat Holding Corporaticn. Fror August 1984
to January 1986, Ms. Peters was the Business Editor for the
Dayton Daily News and Journal Herald. Prior thereto, from
February 1982 to August 1984, she was'a business writer for the
Louisville Courier-Journal. Ms. Peters received a B.S. in Journalism
from Northwestern University. She is a member of the board of
the Natronal Investor Relations Instltute Boston Chapter.

Leon E. Roday has been our Senior Vice President, General
Counsel and Secretary since the completion ‘of the IPO in
May 2004 and prior to the'IPO was Senior Vice President, General
Counsel, Secretary and a director of GEFAHI and its predecessor
companies since May 1996 and a Vice President of GE since
November 2002. From October 1982 through May 1996,
Mr. Roday was at the law firm of LeBoeuf, Lamb, Greene &
MacRae, LLP and he was a partner at that firm from 1991 to
1996. Mr. Roday received & B.A. in Political Science from the
University of California at Santa Barbara and a J.D. from Brooklyn
Law School. Mr. Roday is a member of the New York Bar,

Cheryl C. Whaley has heen our Senicr Vice President ~
Capital Markets & Growth Ventures since January 2007. Prior
thereto, she served as Vice President responsible-for Growth
Ventures since October 2005. From December 1996 to
August 1998, Ms. Whaley was the Senior Vice President of
Quality and Business Integration of GE Financial Assurance
Holdings, Inc. Subsequent to this posrtron from May 2000 to
July 2001, she served as the President, Chief Executive Officer
and Chairperson of the Board of GE Capital Life Assurance
Company of New York and American-Mayflower Life Insurance
Company of New York. From July- 2001 to January 2004, Ms.
Whaley was the Managing Director and Business Leader, Public
Finance at Financial Guaranty Insurance Corporation; where she
served on the Board of Directors and Senior Credit Comimittee.
She has also-held positions at CS First Boston, Northwest
Airlines and Bain & Company. Ms. Whaley graduated as a
Durant Scholar, magna cum laude from Weltesley College and
holds an M.B.A. from Harvard Unwersm/
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Frank J. Borelli has served as a member of gur board of
directors since June 2004. Mr. Borelli has been-a Senior
Advisor to Stone Point Capital, a former wholly owned sub-
sidiary of Marsh & McLennan Companies, Inc., since his retire-
ment from Marsh & McLennan on January 2001, Prior thereto,
he was Senior Vice President of Marsh & McLennan from April
to December 2000 and Senior Vice President and Chief
Financial Officer from September 1984 to April 2000. He is a
director and Audit Committee Chairman of Express Scripts,
Inc. and is a director of the Interpublic Group of Companies. He
was a Director of- Marsh & MclLennan from May 1988 to
October 2000. Mr. Borelli is past Chairman and Director of
Financial Executives International and is also a Trustee of St.
Thomas Aquinas College. Mr. Borelli received a B.B.A. in
Business Administration from Bernard M. Baruch College, City
Unrversrty of New York.

Nancy J. Karch has served as a member of our board of
directors since October 2005, Ms. Karch was a Senior Partner of
McKinseéy & Company, an independent consulting firm, from
1988 until her retirement in 2000. Prior thereto, Ms. Karch
served in various executive capacities at McKinsey since 1974.
She is a director of Liz Claiborne, Inc., MasterCard Incorporated,
and The Corporate Executive Board Company. Ms. Karch is also
on the'board of the Westchester Land Trust, Northern
Westchester Hospital, and the American Folk Art Museum, all
not-for-profit organization. Ms. Karch received a B.A. from
Cornell University, an M.S. from Northeastern University and an
M.B.A. from Harvard Business School.

J. Robert “Bob” Kerrey has served as a member of our
board of directors since' June 2004. Mr. Kerrey has been the
President -of New School University since-2001. From
January 1989 to December 2000, he was a U.S. Senator for the
State of Nebraska. Mr. Kerrey was a democratic candidate for
President in 1992, From January 1982 to December 1987, Mr.
Kerrey served as Governor of Nebraska. Prior thereto, Mr. Kerrey
was an independent businessman and founder of a chain of
restaurants and health clubs. Mr. Kerrey served in Vietnam as a
Navy SEAL from 1966 to 1969, for which he received the
Congressional Medal of Honor. He serves on the boards of Jones
Apparel Group, Inc. and Tenet Healthcare Corporation. Mr. Kerrey
received a B.S. in Pharmacy from the University of Nebraska.




Saiyid T. Naqvi has served as a member of our board
of directors since December 2005. Mr. Nagvi has served as
the President of Harley-Davidson Financial Services, Inc.
since February 2007. Mr. Nagvi served as the Chief Exacutive
Officer of DeepGreen Financial Inc. from January 2005 to
December 2006. From November 2002 until January 2005, he

was Chairman and Chief Executive Officer of Setara Corporation. -

From 1985 until January 2001, Mr, Naqvi was with PNC
Mortgage (formerly Sears Mortgage Corporation) and served as
President and Chief Executive Officer from 1995 to 2001. Mr.
Naqvi also serves on the Zamira Foundation, a not-for-profit
organization. Mr. Nagvi received a BA. from the University of
Missouri and an M.B.A. from Southern lllingis University.

James A. Parke has served as a member of our board of
directors since the completion of our IPQ in May 2004.
Mr. Parke retired as Vice Chairman and Chief Financial Officer
of GE Capital Services and a Senior Vice President at GE in
December 2005. He had served in those positions since 2002.
From 1989 to 2002 he was Senior Vice President and Chief
Financial Officer at GE Capital Services and a Vice President of
GE. Prior thereto, from 1981 to 1989 he held various manage-
ment positions in several GE businesses. He serves as a direc-
tor of Building with Books and as a regent of Concordia
College. Mr. Parke received a B.A. in History, Political Science
and Economics from Concordia College in Minnesota.

James S. Riepe has served as a member of our board of
directors since March 2006. Mr. Riepe was the Vice Chairman
of T. Rowe Price Group, Inc. from 1997 until his retirement in
Oecember 2005. Mr. Riepe also served as a director of the
T. Rowe Price Group, Inc. and as Chairman and Director of the
T. Rowe Price Funds until April 2006. He held various positions
during his tenure at T. Rowe Price Group, Inc., which began in
1982, including serving as Chairman of all of the T. Rowe Price
funds on which he served as a director or trustee. Prior thereto,
Mr. Riepe was an Executive Vice President of The Vanguard
Group. Mr. Riepe serves as a director of the Nasdag Stock Market,
Inc. He is the chairman of the University of Pennsyivania’s Board of
Trustees and the T. Rowe Price Program for Charitable Giving.
He is also a trustee of the James S. and Gail P Riepe Charitable
Foundation, the Baltimore Museum of Art and the Gilman
School. Mr. Riepe received an M.B.A. and a B.S. from the
University of Pennsylvania.

Barrett A. Toan has served as a member of our board of
directors since July 2006, Mr. Toan was the Chairman of
Express Scripts, Inc. from November 2000 until his retirement
in May 2006 and the Chief Executive Officer of Express Scripts,
Inc. from March 1992 until his retirement in March 2005.
Mr. Toary was an executive officer of Exprass Scripts, Inc. from
May 1989 until his retirement and served as the President from
October 1990 to April 2002. Prior thereto, he was an Executive
Director and Chief Operating Officer of Sanus Health Plan of St.
Louis. Mr, Toan continues to serve as a director of Express
Scripts, Inc. and is also a director of Sigma-Aldrich Corporation.
He also serves as a director on a number of charitable organiza-
tions, including the St. Louis Art Museum and the Missouri
Botanical Garden. Mr. Toan received an M.PA. from the

. Wharton School of Finance and Comrnerce at the University of

Pennsylvania and an A.B. from Kenyon College.

Thomas B. Wheeler has served as a member of our board
of directors since May 2004. Mr. Wheeler was a member of
the Massachusetts Mutual (now known as MassMutual
Financial Group} field sales force from May 1962-to June 1983,
serving as Agent and.General Agent, and served as Executive
Vice President of Massachusetts Mutual's insurance and finan-
cial management ling from July 1983 to December 1986, He
became President and Chief Operating Officer of MassMutual
in January 1987, President and Chief Executive Officer of
MassMutual in QOctober,1988 and. Chairman and.Chief
Executive Officer of MassMutual in March 1996. He retired
as Chief Executive Officer:in January 1999 and retired as
Chairman in December 2000.-Mr. Wheeler is a former director
of BankBosticn, a director of EstateWorks and a director of
Textron,inc. He is a trustee of the Conservancy of S.W. Florida
and the Woods Hole Oceanographic Institution. Mr. Wheeler
received a B.A. in American Studies from Yale University.

OTHER INFORMATION

We will provide the remaining information that is respon-
sive to this ltem 10 in our definitive proxy statement or in an
amendment to this Annual Report not later than 120 days after
the end of the fiscal year covered by this Annual Report, in either
case under the captions "Election of Directors,” “Corporate
Governance,” “Board of Directors and Committees,” “Section
164a} Beneficial Ownership Reporting Compliance,” and possibly
elsewhere therein. That information is incorporated into this
Item 10 by reference.

[ur) form 10-k 141




ITEM 11. EXECUTIVE COMPENSATION -
: S . Lo .

Y

We will provide information that is'résponsive to this
ltern 11 in our definitive proxy statement or in an amendment
to this Annual Report not later than 120 days after the end of
the fiscal year covered by this Annual Report, in either case
under the captions “Board of Directors and Committees,”
“Compensation Discussion and Analysis,” "Report of
Management Development and Compensation- Committee”
{which report siiall be 'deemed furnished with this Form 10-K,
and shall not be deemed “filed” for purposes of Section 18 of
the Securities Exchange Act of 1934, nor shall it be deemed
incorpoarated by-reference in any filing under the Securities Act
of 1933 or the Securities Exchange Act of 1934), “Executive
Compensation,” and possibly elsewhere therein. That informa-
tion is incorporated into this ltem 11 by reference. '

ITEM 12. SECURITY OWNERSHIP OF CERTAIN-
BENEFICIAL OWNERS AND

MANAGEMENT AND RELATED
STOCKHOLDER MATTERS

We will' provide information that is responsive to this

Itern 12 in our definitive proxy statement or in'an amendment
to this Annual Report not later than 120 days after the end of
the fiscal year covered by this Annual Report, in éither case
under the caption “Information Relating to Directors,” Director
Nominees, Executive Officers and Significant Stockholders,”
"Equity Compensation Plans” and possibly elsewhere therein.
That information is ificorporated into this Item 12 by reference.
. . ;o Vo E . L3 , . . -
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ITEM 13. CERTAIN RELATIONSHIPS: AND
RELATED TRANSACTIONS, AND
DIRECTOR INDEPENDENCE

4

. We will provide information that is responsive to this ltem

* 13in our definitive proxy statement or in an amendment to this

Annua! Report not later than 120 days after the end of the fiscal
year covered by -this Annual Report,-in either case under the
captions "“Corporate Governance,” “Certain Relationships and
Transactions, * and possibly elsewhere therein. That information
is incorporated into this lterm 13 by reference. ‘

1TEM 14. PRINCIPAL AC-COUNTANT FEES AND SERVICES

1 ! N . V
+ We will provide information that is responsive to this
[term 14 in our definitive proxy statement or in an amendment
to this Annual Report not later than 120 days after-the end of
the fiscal year covered by this Annual Report,-in either case
under the caption “Independent Registered Public Accounting
Firm,” and possibly elsewhere therein. That information is

incorporated into this ltem 14 by reference.




PART IV

ITEM 15. EXHIBITS AND

FINANCIAL STATEMENT SCHEDULES

‘a. Documents filed as part of this report.

1

. Financial Statements (see Item 8. Financial

“Statements and Supplementary Data)
Report of KPMG LLP, Independent Registered

. Public Accounting Firm

Consolidated Statements of Income for the years
ended December 31, 2008, 2005 and 2004

Consolidated Balance Sheets as of December 31,

. 2006 and 2005 :

Consolidated Statements of Changes.in
Stockholders’ Equity for the years ended
December 31, 2006, 2005 and 2004

Consolidated Statements Cash Flows for the
years ended December 31, 2006, 2005 and 2004

Notes to Consolidated Financial Statements

. Financial Statement Schedules .

Report of KPMG LLF, Independent Registered
Public Accounting Firm, on Schedules
Schedule | - Summary of investmants — other
than investments in related parties

Schedule Il - Financial Statements of Genworth

" Finangial, Inc. (Parent Only}

Schedule 1il - Supplernental Insurance Information

3. Exhibits

Number

Dascription

2.1

3.1

3.2

33

4.1,

42

43

4.4

4.5

Stock Purchase Agreement, dated as of
January 10, 2007, by and between Genworth
Financial, Inc. and Sun Life Financial, In¢. {incorpo-
rated by reference to Exhibit 2.1 to the Current
Report on Form 8-K dated January 12, 2007)

Amended and Restated Certificate of
Incorporation of Genworth Financial, Inc. {incorpo-
rated by reference to Exhibit 3.1 to the Current
Report on Form 8-K dated June 7, 2004}

Amended.and Restated Bylaws of Genworth
Financial, Inc. {incorporated.by reference to
Exhibit 3.2 to the Current Report on Form 8-K
dated-October 20, 2008)

Certificate of Designations for Series A
Cumulative Preferred Stock {incorporated by ref-
erence to Exhibit 3.3 10 the Current Report on
Form 8-K dated June 7, 2004)

Specimen Class A Common Stock certificate
{incorporated by reference to Exhibit 4.1 to the
Registration Statement on Form 5-1 (No. 333-
112008} (the ~Registration Statement”))

lndénture, dated as of June 26, 2001, between GE

Financial Assurance Holdings, Inc. and The Chase
Manhattan Bank, as Trustee (incorporated by refer-

‘ence to Exhibit 4.2 to the Registration Statement}

" First Supplermental Indenture, dated as of

June 26, 2001, among GE Financial Assurance
Holdings, Inc,, The Chase Manhattan Bank, as
Trustes, Paying Agent and Exchange Rate Agent,
and The Chase Manhattan Bank, Luxembourg,
S.A., as Paying Agent lincorporated by reference
1o Exhibit 4.3 10 the Registration Statement)

Second.Supplemental indenture among GE
Financial Assurance Holdings, Inc., Genworth
Financial, Inc. and The Bank of New York (formerly
JPMorgan Chase Bank }. as Trustee lincorporated
by reference to Exhibit 4.4 to the Current Report
on Form 8-K dated June 7, 2004)

Indenture, dated as of November 14, 20086,
betwean Genworth Financial, Inc. and The Bank of
New York Trust Company, N.A., as Trustee (incor-
porated by reference to Exhibit 4.1 to the Current
Report on Form 8-K dated November 14, 2006)
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Number

Description

Number

Description

46

4.7

48

4.9

4.10

411

412

413

4.14

144

‘First Supplemental Indenture, dated as of

November 14, 2006, between Genworth
Financial, Inc. and The Bank of New York Trust

" Company, N.A., as Trustee {incorporated by refer-

ence 1o Exhibit 4.2 to the ‘Current Report on

Form 8-K dated November 14, 2006)

- ISDA Master Agreement, dated as of March 2,
» . 2000, between Morgan Stanley Derivative
‘Products Inc. and GE Financial Assurance

Holdings, Inc. (incorporated by reference to
Exhibit 4.5 to the Registration Statement}

Confirmation Letter, dated as of September 29,
2003, from Morgan Stanley Derivative Products
inc. to GE Financial Assurance Holdings, Inc.
lincorporated by reference to Exhibit 4.6 to the
Registration Statement) !

Indenture between Genworth.Financial, Inc. and
The Bank of New York, as Trustee (incorporated
by reference to Exhibit 4.7 to the Current Report
on Form 8-K dated June 7, 2004)

Supplemental Indenture 'No. 1 between
Genworth Financial, Inc. and The Bank of New
York, as Trustee (incorporated by reference 1o
Exhibit 4.8 to the Current Heport on Form 8-K
dated June 7; 2004) oo

Purchase Contract and Pledge Agreement
between Genworth Financial, Inc. and The Bank
of New York, as Purchase Contract Agent,
Collateral Agent, Custodial Agent and Securities
Intermediary (incorporated by reference to
Exhibit 4.9 to the Current Report on Form 8-K
dated June 7, 2004) !

Indenture between Genworth Financial, Inc. and
The Bank of New York tformérly JPMorgan Chase
Bank}, as Trustee (incorporated by reference to
Exhibit 4.10 to the Annual Report on Form 10-K

for the fiscal year ended Decembeér 31, 2004)

Supplemental Indenture No. 1 between Genwaorth
Financial, Inc. and The Bank of New York (formesly

‘JPMorgan Chase Bank), as Trustee (incorporated
by reference to Exhibit 4.11 to the Annual Report

on Form 10 K for the f|sca| year ended
December31 2004}

Supplemental Indenture No. 2, dated as of
September 19, 2005, between Genworth
Financial, Inc. and The Bank of New York {formerly
JPMorgan Chase Bank, N.A}, as Trustee (incorpo-
ratad by reference to Exhibit 4.1 to the Current
Report on Form 8-K filed September 18, 2005)
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10.1

10.1.1

10.2

10.3

104

10.5

10.6

"Assurance Holdings, Inc.,

Master Agreement among Genworth Financial,
Inc., General Electric Company, General Electric
Capital Corporation, GEI. Inc. and GE Financial
Assurance Holdings, Inc. {incorporated by refer-
ence to Exhibit 10.1 to the Current Report on
Form 8-K dated June 7, 2004)

Amendment No. 1, dated as of March 30, 2005, to
the Master Agreement, dated as of May 24, 2004,
among Genworth Financial, Inc., GE Financial
General Electric
Company, General Electric Capital Corporation
and GE!, Inc. {incorporated by reference to
Exhibit 10.1 to the Current Report on Form 8-K
dated April 4, 2005)

Restated Tax Matiers Agreement, dated as of
February 1, 2006, by and among General Electric
Company, General Electric Capital Corporation,
GE Financial ‘Assurance Holdings, Inc., GEl, Inc.

*and Genworth F_mancnal, Inc. (filed herewith)

Coinsurance Agreement, dated as of April 15, 2004,
by and between GE Life and Annuity Assurance
Company (now known as Genworth Life and
Annuity Insurance Company} and Union Fidelity Life
Insurance Company {incorporated by reference to
Exhibit 10.11 to the Registration Statement)

‘Coinsurance Agreement, dated, as of April 15,

2004, by and between Federal Home Life
Insurance Company {merged with and into
Genworth Life and Annuity Insurance Company
effective January 1, 2007} and Union Fidelity Life
Insurance Company (incorperated by reference to
Exhibit 10.12 to the Registration Staterment)

Coinsurance Agreement, dated as of April 15,
2004, by and between General Electric Capital
Assurance Company (now known as Genworth
Life Insurance Company) and Union Fidelity Life
insurance Company (incorporated by reference to
Exhibit 10.13 to the Registration Statement)

Coinsurance Agreement, dated as of April 15,
2004, by and between GE Capital Life Assurance
Company of New York {now known as Genworth
Life Insurance Company of New York) and
Union Fidelity Life Insurance Company {incor-
porated by reference to Exhibit 10.14 to the
Registration Statement}




Number

Number

Dascription

10.7

10.8

109

10.10

1001

1012 .

10.13

Regrstratron Statement)

Description - :

Coinsurance Agreement, dated as of April 15,
2004, by and between American Mayflower Life
insurance Company of New York {(merged with and
into Genworth Life.Insurance Company of New
York effective-January 1, 2007) and Union Fidelity
Life Insurance Company (incorporated by reference
to Exhrbrt 10.15 to the Registration Statement)

Retroeessmn Agreement, dated as of April 15,
2004, by and between General Electric Capital
Assurance Company (now known as Genworth
Life Insurance Company) and Union Fidelity Life
Insurance Company-{incorporated-by reference to
Exhibit 10.16 to the Registration Statement)

Retrocession. Agreement, dated as of April 15,
2004 by and between GE Capital Life Assurance
Company of New York (now known as
Genworth Life Insurance Company of New York)

. and Union Fidelity Life Insurance Company

{incorporated by reference to Exhibit 10.17 to
the Registration Staterment}

Reinsurance Agreement, dated as of April 15,

- 2004, by, and between GE Life and Annuity

Assurance Company (now known as Genworth

- Life and Annuity Insurance Company) and

Union Fidelity Life- Insurance Company {incorpo-
rated by reference to Exhibit 10.18 to the

.

Relnsurance Agreement dated as of April 15,
2004, by and between GE Capital Life
Assurance Company of New York (now known

- as Genworth Life Insurance Company of New

York) and Union Fidelity Life Insurance Company
{incorporated by reference to Exhibit 10,19 to

the Registratlon Statement)

Capital Maintenance Agreement dated as of
January 1, 2004, by and between Union Fidelity
Life Insurance Company and General Electric
Capital Corporation (incorporated by reference to
Exhibit 10.21 to the Registration Statement)

Credit Agreement, dated as of April 21, 2005,

*among Genworth Financial, Int’ the several
“ banks and other financial institutions from time to

time parties thereto, Bank of America, N.A, and
JPMorgan Chase Bank, N.A, as co-administrative
agents, and JPMorgan Chase Bank, N.A.; as

_paylng agent. (incorporated by reference to

Exhibit 10.1. to the Current Report on Form 8K
dated April 26, 2005)

10.14

10,15 -,

10.18

1017 ..

10:18

10.19

10.20°

Amended. and Restated Five-Year Credit

- Agreement,_dated as of May 25, 2006, among

Genworth Financial, Inc., the several banks and
other financial institutions from time to time par-
ties thereto, JPMorgan Chase Bank, N.A. and Bank
of America, N.A., as co-administrative agents, and
JPMorgan Chase Bank; N.A., as paying agent
{incorporated by reference to Exhibit 10.1 to the
Current Report on Form 8-K dated May 31, 2008}

Canadran Tax Matters Agreement among General
Electric Company, General Electric Capital

Corporation, GECMIC Holdings Inc., GE Capital

Mortgage Insurance Company (Canada) (now
known as Genworth Financial Mortgage Insurance
Company Canada) and Genworth Financial, Inc.
{incorporated by reference to Exhibit 10.47 to the
Current Repon on:.Form 8-K dated June 7, 2004}

Trust Agreement dated as of Apn! 16, 2004,

.among Union Fidelity Life Insurance Company,

General Electric Capital Assurance Company (now
know as Genworth Life Insurance Company} and
The Bank of New York {incorporated by reference
to Exhibit 10.48 to the Registration Statement}

‘Trust Agreement, dated as of April 15,2004,

among Union- Fidelity Insurance Company,
Ameérican Mayflower Life Insurance Company of

. New York {(merged.with and into Genworth Life

Insurance Company of New York, effective
January 1, 2007) and The Bank of New York {incor-
porated by referénce to Exhibit 10 49 to the
Regrstratron Statement)

: Trust Agreement, dated as of Apnl 15, 2004,

among Union Fidelity Life Insurance Company, GE
Life and Annuity Assurance Company (now
known as Genworth "Life and Annuity Insurance
Company}-and The Bank of New York (incorpa-

‘rated by reference to Exhibit 10.50 tc the

Regrstratlon Statement)
. )

Trust Agreement dated as of April 15, 2004,

“among Federal Home' Life Insurance Company

{merged with and into Genworth Life and Annuity
InsGrancé Company effective January 1, 2007) and

" The Bank of New York (incorporated by reference

to Exhibit 10.51 to the Registration Statement)

" Trust Agreement, dated as‘of ‘April 15, 2004,

arhong Union Fidelity Life Insurance Company, GE
Capital Life Assurance’ Company of New York

"{now known 'as-Genworth Life Insurance
‘Company of New York) and The Bank of New York

{incorporated by reference to Exhibit 10.52 io the
Registration Statement)
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Number

.

Description

Number

Description

10.21

10.22

10.238

10.23.18

10.23.28

10.23.38

10.23.48%

10.23.58

10.23.658

146

Trust Agreement, dated as of April 15, 2004,
among Union Fidelity Life Insurance Company,
First Colony Life Insurance Company (merged with
and into Genworth Life and Annuity Insurance
Company effective January 1, 2007) and The Bank
of New York (incorporated by reference to
Exhibit 10.53 to the Registration Staternent)

Coinsurance Agreement, dated as of April 15,
2004, between First Colony Life Insurance
Company {merged with and into Genworth Life
and Annuity Insurance Company effective
January 1, 2007) and Unicn Fidelity Life Insurance
Company {incorporated by reference to Exhibit
10.54 to the Registration Statement}

2004 Genworth Financial, Inc. Omnibus Incentive
Plan (incorporated by reference to Exhibit 10.56 to
the Registration Statement}

Form of Deferred Stock Unit Award Agreement
under the 2004 Genworth Financial, inc. Omnibus

Incentive Plan (incorporated by reference to

Exhibit 10.56.1 to the Current Report on Form 8-K
dated December-30, 2004}

Form of Restricted Stock Unit Award Agreement
under the 2004 Genworth Financial, Inc. Omnibus
Incentive Plan (incorparated by reference to
Exhibit 10.56.2 to the Current Report on Form 8-K
dated December 30, 2004}

Form of Stock Option Award Agreement under
the 2004 Genworth Financial, Inc. Omnibus
Incentive Plan {incorporated by reference to
Exhibit 10.56.3 to the Current Report on Form 8-K
dated December 30, 2004)

Form of Stock Appreciation Rights Award
Agreement under the 2004 Genworth Financial,
Inc. Omnibus Incentive Plan (incorporated by ref-
erence to Exhibit 10.56.4 to the Current Report on
Form 8-K dated December 30, 2004}

Form of Restricted Stock Unit Award Agreement
under the 2004 Genworth Financial, Inc. Omnibus

. Incentive Plan (incorporated by reference to

Exhibit 10.1 to the Current Report on Form 8-K

- filed July 19, 2005}

Sub-Plan under the 2004 Genworth Financial, Inc.
Omnibus Incentive Plan: Genworth Financial
Canada Stock Savings Plan (incorporated by refer-
ence to Exhibit 10.52.6 to the Periodic Report on
Form 10-Q for the period ended March 31, 2006}
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10.24%

10.25

10.26

10.275
10.288
10.295
10308
10.315

10.328

10.33%

Sub-Plan under the 2004 Genworth. Financial, Inc.
Omnibus Incentive Plan: Genworth Financial UK.
Share Incentive Plan (incorporated by reference to
Exhibit 10.52.7 to the Periodic Report on Form 10-Q
for the'period ended Septernber 30, 2006)

Policy Regarding Personal Use of Non-Commercial

Aircraft by Executive Officers {incorporated by ref-
erence to Exhibit 10 to the Current Report on
Form 8-K filed July 21, 2006}

European Tax Matters Agreement among General
Electric Company, General Electric Capital
Corporation, Financial Assurance Company
Limited, Financial Insurance Group Services Lid.,
GEFA International Holdings Inc., (now known as
Genworth Financial International Holdings, Inc.}
Genworth Financial, Inc., GEFA UK Holdings
Limited (now known as Genworth Financial
European Group Holdings Limited) and other par-
ties thereto {incorporated by reference to
Exhibit 10.57 to the Current Report on Form 8-K
dated June 7, 2004}

Australian Tax Matters Agreement between
Genworth Financial, Inc. and General Electric

"Capital Corporation (incorporated by reference to

Exhibit 10.58 to the Current Report on Form 8-K
dated June 7, 2004}

Genworth Finanlciai, Inc. 2005 Change in Control Plan
{incorporated by reference to Exhibit 10.60 to the

“ Current Report on Form 8-K dated February 7, 2005)

Schedule of base s}alaries {incorporated by refer-
ence to Exhibit 10 to the Current Report on
Form 8-K dated March 27, 2006)

Amended and Restated Genworth Financial,

: Inc. Retirement and Savings Restoration Plan

{filed herewith)

Amended and Restated Genworth Financial, Inc.
Supplemental Executive Retirement Plan
{filed herewith)

Genworth Financial, Inc. Deferréd Compensétion
Plan {incorporated by reference to Exhibit 10.3to the
Current Report on Form 8-K dated July 22, 2005)

Genworth Financial, Inc. Leadership Life
Insurance Plan {incorporated by reference to
Exhibit 10.1 to the Current Report on Form 8-K
dated September 6, 2005)

Genworth Financial, Inc. Executive Life
Program (incorporated by reference to Exhibit
10.2 to the Current Report on Form 8-K dated
September 6, 2005}




Number

Description

10.34

10.353

10.365

10.378

10.38%

10.39

12

14

Director Compensation Summary (incorporated
by reference to Exhibit 10.1 to the Current Heport
on Form 8-K dated December 5, 2005)

Form of Restricted Stock Unit Award Agreement
under the 2004 Genworth Financial, Inc. Omnibus
Incentive Plan — Grants Made on or after
Decermber 2, 2005 (incorporated by reference to
Exhibit 10.2 to the Current Report on Form 8-K
dated December 5, 2005)

Form of Ameﬁded Restricted Stock Unit Award
Agreement under the 2004 Genworth Financial,

. inc. Omnibus Incentive Plan - Replacement Grants ,

for other than September 2003 Award (lncorpo-
rated by reference to Exhibit 10.3 to the Current
Report on Form 8-K dated December 5, 2005)

Form of Restricted Stock Unit Award Agreement
under the 2004 Genworth Financial, Inc. Omnibus
Incentive Plan - Réplacement Grants for
September 2003 Award {incorporated by refer-
ence to Exhibit 10.4 to the Current Report_on

- Form 8-K dated December 5, 2005)

Separation Agreement & Releass, effective
February 1, 2007, between Genworth Financial,
Inc. and George R. Zippel {filed herewith}

Replacement Capital Covenant, dated Novernber 14,
2006 (incorporated hy reference to Exhibit 101
to the Current Report on Form 8-K dated
November 14, 2006}

Computation of Ratio of Income to Fixed Charges
{filed herewith}

Genworth Financial, Inc. Code of Ethics (incorpo-
rated by reference to Exhibit 14.1 to the Current
Report on Form 8-K dated July 22, 2005)

Number Description

21 Subsidiaries of the registrant {filed herewith)

23 ~ Consent of KPMG LLP {filed herewith)

24 Powers of Attorney {filed herewith)

311 Certification Pursuant to Section 302 of the
Sarbanes-Oxley Act of 2002 - Michael D. Fraizer
{filed herewith)

3.2 Certification Pursuant to Section‘302 of the
Sarbanes-Oxley Act of 2002 - Victor C. Moses
(filed herewith} .

321 Certification Pursuant.to-Section 1350 of

* Chapter 63 of Title 18 of the United States Code -

Michael D, Fraizer {filed herawith)

32.2 Certification Pursuant to Section 1350 of C'hépter

63 of Title 18 of the United States Code - Victor C.
Moses (filed herewith}

§ Managemen: contract or compensatory plan or arangement, .

Neither Genworth Financial, Inc., nor any of its consoli-
dated subsidiaries, has outstanding any instrument with
respect to its long-term’ debt, other than those filed as an
exhibit to this Annual Report, under which the total amount of
securities authorized exceeds 10% of the total assets of
Genworth Financial, Inc. and its subsidiaries on a consolidated
basis. Genworth Financial, Inc. hereby agrees to furnish to the
Securities and Exchange Commission, upon request, a copy of
each instrument that defines the rights of holders of such long-
term debt that is not filed or incorporated by reference as an
exhibit to this Annual Report.

Genworth Financial, Inc. will furnish any exhibit upon the
payment of a reascnable fee, which fee shall be limited to
Genworth Financial, Inc.’s reasonable expenses in furnishing
such exhibit.
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SIGNATURES

Pursuant to the requirements of Séction 13 or 15(d} of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Dated: February 28, 2007
GENWORTH FINANCIAL, INC. .

By: /S/MICHAEL D. FRAIZER

Name:; Michael D. Fraizer

Title:  Chairman of the Bdard, )
President and Chief Executive Officer’
{Principal Executive Officer)

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following per-
sons on behalf of the registrant and in the capacities and on the date indicated.

4

Dated: February 28, 2007
/S/MICHAEL D. FRAIZER . B _

Michael D. Fraizer - T Chairman of the Board, President and Chief Executive Officer

(Principal Executive Officert

/S/VICTOR C. MOSES . .
Victor C. Moses Senior Vice President — Actuarial & Risk;
' : Acting Chief Financial Officer [Principal Financial Officer)

/S/SCOTT R. LINDQUIST . .
Scott R. Lindquist LT Vice President and Controller {Principal Accounting Officer)

Frank J. Borelli ‘ : Director

Nancy J. Karch h - Director

J. Robert Kerrey: ’ - Director

* . i
Saiyid T. Nagvi s Director '
James A, Parke Director
James S. Riepe Director
Barrett A. Toan Director
Thomas B. Wheeler Director

*By /S/MICHAEL D. FRAIZER
Michael D. Fraizer
Attorney-in-Fact
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REPORT OF INDEPENDENT

REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders '
Genworth Financial, Inc.:

Under the date of February 28, 2007, we reported on the
consolidated balance sheets of Genworth Financial, Inc. (the
Company) as of December 31, 2006 and 2005, 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, 2006, which are included herein. in
connection with our audits of the aforementioned consolidated
financial statements, we also audited the related financial state-
ment schedules included herein,-These. consolidated financial
statement schedules are the responsibility of the Company's
management. Qur responstbility is to express an opinion on
these financial statement schedules based on our.audits.

In our opinion, such financial statement schedules, when
considered in relation to the basic consolidated financial state-
ments taken as a whole, present fairly, in all material respects,
the information set forth therein. i e,

As discussed in note 2 to the consolidated financial
statements, the Company changed its method of accounting
for share-based payments and pension and other post-
retirement plan obligations in 2008, and certain nontraditional
long-duration contracts and separate accounts in 2004.

/s/ KPMG LLP

Richmond, Virginia
February 28, 2007

[tv] form 10-%
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SCHEDULE |

Genworth Financial, Inc.

SUMMARY OF INVESTMENTS -~

OTHER THAN INVESTMENTS IN RELATED PARTIES

(Amounts in millions)

As of December 31, 2006, the amortized cost or cost,
estimated fair value and carrying value of our invested assets

were as follows: :

Amortized
cost Estimated  Carrying
Type of investment orcost fair value value
Fixed maturities:
Bonds:

U.S. government, agencies
and authorities $ 873 & 888 § 888
Tax exempt 2,126 2,231 2231
Government - non U.S. 1,688 1,765 1,765
Public utilities 2,766 2,813 2,813
All other corporate bonds 47,376 41,751 47,751
Total fixed maturitias 54,829 55,448 55,448
Equity securities m 197 197
Commercial mortgage loans 8,491 ooixx 8,491
Policy loans 1,494  ooox 1,494
Other invested assets? 3322  oooxx 3,846
Total investments $68,307 woxx  $69,476

SCHEDULE NI

Genworth Financial, inc,
(Parent Company Only)

STATEMENTS OF INCOME
{Amourts in milfions! -, .

v

(1) The amount shown in the Consolidated Balance Sheets for other invessed asess diffés from
cost as other invested assets ineludes devivarives, which are reporied at estimated fair value.
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Years endéd December 31,
2006 2005 2004
Revenues: et v
- Gain on outsourcing services agreement™ $ .- $ - . § 40
Nat investment and other in¢ome 17 .13 -1
* Net investment gains {losses} (6} - -
Total revenues - 11 13- 41
Benefits and expenses: ' o ’
QOperating expenses * : 2 50 37
Amortization of intangibles 1 2 - 2
Interest expense 1 245 222 119
Total benefits and expenses 248: 274 158
Loss before income taxes and equity in
* income of subsidiaries -(237) (261} 117
Benefit for income taxes (94) {(100) (194)
Equity in income of subsidiaries 1,467 -1,382 632
.4 - -

Cumulative effect of accounting change
Net income )

$1,328 351,221 $ 709

See Notes to Schedule Il

Set Accompanying Report of Independens Regissered Public Accounting Firm




SCHEDULE I

éfnumrtb Financial, Inc. -
(Parent Company Oniy}

SCHEDULE NI

Genworth Financial, Inc.
{Parens Company Only)

STATEMENT OF CASH FLOWS

BALANCE SHEETS

{Amounts in millions) {Amounts in miftions)
. i ¥
* ! _ D-ecemt_mr 31, Years endad December 31,
2006 © 2005 2006 2005 2004
Assets S Cash flows from operatlng activities:

Investments: ‘Net income $1328° $1.221 $ -709
Fixed maturities available-for-sale, at fa|r value $. 28 § 145 Adjustments to reconcile netincome :
Investment in subsidiaries 17,632 16,720 to net cash provided by
Other invested assets ] 5 19 operating activities: ‘ .

- Total investments 17,665 16,884 Equity in income from subsidiaries- (1,467 {1,382) (632}
Cash and cash equivalents 84 332 Dividends {rom) subsidiaries . 634 788 520
Acerued investment income - i Amortization of intangibles ] 2 2
Intangible assets 1 2 Amortization of in_vestment premiums . 2 4, -
Daferred tax asset 118 119 Deferred income'taxes ~ {1 - lzg
Tax receivable from subs:dlanes : 440 452 Corporate overhead allocation - . 4
Other assets 40 .13 Cumulative effect of accounting’

— - ; changes, net of tax (4) - -
Tota! assets 518,348 _$17.803 Changs in certain assets and liabilities: :
L|ab|lmes and stockholders’ equlw Agccrued investment income and. . ‘

Lnabnmes ) other assets - {15) 10 {10
Tax payable to GE $380 $379 Other liabilities and other .

‘Other liabilities " 185 293 policy-related balances {98} 205 153
Borrowings from su bsidiaries - 233 233 Net cash from operating activities 380 848 700
Shert-term borrowings 199 152 : - —=
Long-term borrowings 3,321 2,736 Cash flows from investing activities:
. Senior notes underlying equity units 600 600 Proceeds from fixed maturities 17 43 -
Mandatorily redesmable preferred stock 100 | 100 Purchases of fixed maturities - (11 -
> e Payments for business purchased net of
_____ _Total ligbilities - o 5,018 - 4493 cash acquired (223} _ _
Commitments and contingencies v __ Capital contribution paid to subsidiaries (74} - (72
Total stockholders’ equity 13,330‘ * 13316 Net cash from investing activities  (180) 48 72)
Total liabilities and stockholders’ equnty $18,348 $17,803 Cash flows from financing activities:
5,, Notes 1o Schedule IT Payment of contingent note - - (550)
SeeArmmpanjmg Rrparr af lndepm&rzr Rtgzsrmd Pub!:rArmummg Firm Short-term borrowings and other, net 47 407) (1,841}
- - e - e Proceeds from leng-term borrowings
and other 598 348 1,895
Capital contributions received
N from stockholder 3 23 -
Stock-based compensation
. . awards exercised 49 - -
Agcquisition of treasury stock {1,000) (500} -
. Dividend paid to stockholders {145) (128) 32}
Net cash from financing activities {448} (664) {528)
Net change in cash and
cash equivalents (248} 232 100
Cash and cash equivalents at
beginning of year 332 100 -
Cash and cash equivalents atendof year § 84 $332 % 100
See Notes to Schedule [
See Accompanying Report of Independent Registered Public Accounting Firm
[Vl form 10-& 151




SCHEDULE Il

Genworth Financial, Inc. .
(Parens Company Only) .

NOTES TO SCHEDULE 1l
Yoars Ended Decamber 31, 2006, 2005 and 2004

1. ORGANIZATION AND PURPOSE

Genworth Financial, Inc. {"Genworth”) was incorporated
in Delaware on October 23, 2003. In connaction with its corpo-
rate formation, Genworth issued 1,000 shares of common stock
for $1,000 to GE Financial Assurance Holdings, Inc. (“GEFAHI"},
an indirect subsidiary of General Electric Company {"GE").

' Genworth was organized in preparation for the corporate
formation of certaln insurance and related subsidiaries of GE
and an initial pub|lC offering of Genworth common stock.
Genworth acquired substantially all of the assets and liabilities
of GEFAH], a holding company for a group of companies that
provide annuities and other investment products, life insur-
ance, long-term care insurance, group life and health insurance
and mortgage insurance. Genworth also acquired certain other
insurance businesses owned by other GE subsidiaries and
entered into several significant reinsurance transactions with
an affiliate of GE.

. L]
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2. BORROWINGS AND COMMI|TMENTS N

All of the consolidated borrowings of Genwaorth and its
consolidated subsidiaries are borrowings of the Parent, except
as indicated below.

On April 3, 2000, GEFAHI issued to a subsidiary a senior
unsecured note with a principal amount of $233 million with an
interest rate of 7.85% maturing on November 30, 2010. As
part of our corporate formation, the note was assumed by
Genworth. This note is eliminated in consolidation.

We have issued $2,765 million of non-recourse funding
obligations in connection with our capital management strat-
egy related to our term and universal life insurance business.
These are the obligations of the River Lake and Rivermont Life
Insurancé Companies, which are wholly owned, special pur-
pose consolidated captive insurance subsidiaries.

In édgition to the guarantees discussed in notes 19, 20
and 23 to our consolidated financial statements, we have pro-
vided tiquidity support to some of our insurance subsidiaries in
the form of guarantees of certain {primarily insurance) obliga-
tions, in some cases subject to annual scheduled adjustments
totahng $325 million and $418 million as of December 31, 2006
and 2005, respectively. The majority of these obligations are
backed by assets held in our insurance subsidiaries which we
believe sufficiently cover the underlying obligations.

We have provided a limited guarantse to Rivermont
Insurance Company {"Rivermont |), an indirect subsidiary, which
is accounted for as a derivative under SFAS No. 133 and carried at
fair value. This derivative does not qualify for hedge accounting
and therefore changes in fair value are reported in net investment
gains {losses) in the income statement. As of December 31,
2006, the fair value of this derivative was $15 miliion and was
recorded in other liabilities. For the year ended December 31,
2006, the effect on pre-tax income was ${6) million:

In connection with the issuance of non-recourse funding
obligations by Rivermont |, Genworth entered into a liguidity
commitment agreement with the third-party trusts in which the
floating rate notes have been deposited. The liquidity agree-
ment requires that Genworth issue to the trusts either a loan or
a letter of credit {"LOC"), at maturity of the notes (2050}, in the
amount equal to the then market value of the assets held in the
trust. Any loan or LOC issued is an obligation of the trust and
shall accrue interest at LIBOR plus a margin. In consideration
for entering into this agreement, Genworth received, from
Riverrmont |, a one-time commitment fee of approximately
$2 million. The maximum potential amount of future abligation
under this agreernent is approximately $95 million.




3. SUPPLEMENTAL CASH FLOW INFORMATION

The following table details other non-cash items:

Year ended December 31,
{Amounts in millions) 2006 2005 2004

Excluded net assets:
Net assets acquired in connection .
with our corporate formation .8 - $ - $15948

Other non-cash transactions in connection
with our corporate formation:
Issuance of senior notes underlying .
equity units $ - $ - § 600

Issuance of Series A preferred stock - - 100
tssuance of contingent note, g = o= 550
. Issuance of short-term note . - yoo- 2,400
- Total other non-cash transactions in >3
connection with our corporate formation $ - - $ - $ 3,650
Non-cash transactions subsequent to our
corporate formation T ot . #
Dividend from subsidiary ‘ $ - $50 $ 19
Stock-based compensation,, | . 41 50 29
Dividends declared not yet paid - 40 - 35 32
Total non-cash transactions subseqqent ol
our corporate formation $81 $135 § 212

4. INCOME TAXES R

Under the Tax Matters Agreement, Genworth is obli-
gated to pay GE, over approximately 16 years, on an after-tax
basis and subject 10 a cap of $640 million, 80% of the tax sav-
ings associated with the section 338 deductions. We have
recorded on our Genworth Consolidated Balance Sheets, at
$656 miliion and $659 million, our estimate of the deferred tax
benefits (reducing net deferred income tax liabilities) associ-
ated with these deductions as of December 31, 2006 and
December 31, 2005, respectively.

As of December 31, 2006, Genworth also holds assets
of $550 million in respect of the tax elections, comprised of a
$110 million deferred tax assets and $440 million receivable
from its subsidiaries pursuant to the tax allocation agreements.
The remaining $8 million of net deferred tax assets as,of
December 31, 2008 are primarily comprised of nonqualified
stock options and unrealized gains on derivatives. As of
December 31, 2005, Genworth held assets of $571 million in
respect of the tax elections, comprised of a $119 million
deferred tax asset and $452 million receivable from ifs sub-
sidiaries pursuant to the tax allocation agreements. These
amounts are undiscounted pursuant to the applicable rules
governing deferred taxes and intercompany liabilities.
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SCHEDULE IN

Genworth Financial, Inc.

SUPPLEMENTAL INSURANCE INFORMATION

fArmounts in miilions)

Future
Annvity and
Contract
Benefits &
Liability .
Deferred for Policy Other
Acquisition  and Contract Uneammed  Policyholder Premium
Segment " Costs Claims Premiums Liabilities Revenue
December 31, 2008 .
Protection - $5,188 $22,090 $1,895 . $103 $4,594
Retirement Income and Investments a70 45,157 - 307 736
Mortgage Insurance 167 427 2,334 27 1,132
Affinity - - . - - -
Corporate and Other ., - 4 . 2 4 25
Total $6,325 $67,678 $4,231 $441 6,487
December 31, 2005 '
Protection $4,569 * §20,526 $1,741 + $100 $4,521
Retirement Income and Investments 882 46,240 - 353 855
Mortgage Insurance 131 330 1.870 50 882
Affinity - -7 - - -
Corporate and Cther 4 17 36 4 39
Total $5.586 $67,113 $3,647 $507 $6,297
December 31, 2004
Protection $4,527
Retirement Income and Investments 1,094
Mortgage Insurance 800
Affinity 88
Corporate and Other o o N 50
Total $6,559
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SCHEDULE NI (continued)

Genworth Financial, Inc.

SUPPLEMENTAL INSURANCE INFORMATION

tAmounts in millions)

Interest

Credit &
Benefits &  Amortization
3 Other o
Net Changes Deferred Qther
N Investment inPolicy - Acguisiton , Operating Premiums
Segment Income Reserves Costs Expenses . Written
Decernber 31, 2006 v R :
~ Protection : $1,482 $3,559 $402 - $1,566 $4,716
+ Retirement Income and Investments 1915 2,163 162 3 735
Mortgage Insurance K 341 .293 ,.‘55 ) 302 1,534
Affinity . - - - - -
" Corporate and Other 99 2 - 286 21
Total $3,837 $6,007 $619 $2,485 $7,006
December 31, 2005 . R .
Protection $1,287 $3,295 $510 $1,489 $4,378
. Retirement Income and Investments . 1.813 2,167 121, 272 857
. Morigage insurance 287 162 50 295 1,164
Affinity . - o= - b- T
Corporate and Other 149 6 1 338 18
Total $3,536 $5,630 $682 -$2,394 £6,417
December 31, 2004 . :
Protection $1,226 - $3,282- $690 - 51,308 $3.909
Retirement Income and Investments 1,986 2,703 144 . 277 1,094
Mortgage Insurance 254 165 1 272 1,073
Affinity 26 . 80 v 35, 135 85
Corporate and Other 146 6 1, 280 . 33
Total $3,648 $6.236 $911 .. $2,272 $6,194
See Arcompanying Report of Indepmdmr Registered Publir.Accaun.'ing Fim,
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EXHIBIT 12

Genworth Financial, Inc.

COMPUTATION OF RATIO OF INCOME TO FIXED CHARGES

{Arnounts in millions)

.

Years ended Decernber 31,

e R 2006 299_5W B 2004 200§7A 2_0_02
Income from continuing operations before income taxes and accounting changes $1.918 $1,798 $1,638 $1,382 $1.79N
Fixed charges included in income frem continuing operations:
Interest expense 364 293 217 140 124
Intgrest portion of rental expense - T 15 13 14 23 25
Subtotal . e ' 379 306 ‘231 163 149
Interest credited to investment contractholders 1,622 1,425 1,432 1,624 1,645
Subtotal . 1,901 1,731 1,663 ;T 1,794
Fixed charges included in income from discontinued operations:
Interest expense * - - ) . - - - 12 16
Interest portion of rental expense - - - 8 12
- Subtotal : - - - 20 28
Interest eredited to investment contractholders ' - - - 68 79
Tota! fixed charges from discontinued operations - - - 88" 107
Total fixed charges 1,901 1,731 1,663 1,875 1,901
Income available for fixed charges (including interest credited to
investment contractholders) $3.819 $3.529 $3,301 $3,257 £3,692
Income available for fixed charges (excluding interest credited to ‘
investment contractholders) $2,297 $2,104 £1,869 $1,565 $1,968
Ratio of income 1o fixed charges {including interest credited to
" investment contractholders) - 2.01 2.04 1.98 T 1,74 1.94
Ratio of income to fixed charges {excluding interest credited to :
investment contracthotders) ' 6.08 6.88 8.09 8.55 11.12
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EXHIBIT 31.1

CERTIFICATIONS

I, Michael D. Fraizer, certify that:

1. | have reviewed this annual report on Form 10-K of
Genworth Financial, Inc.; .

2. Based on my knowledge, this report does not contain
any untrue statement of a material fact or omit to state a mate-
rial fact necessary to make the sigtements made, in light of the
circumstances under which such statements were made, not
misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements and
other financial information included in this report, fairly present
in ali material respects the financial condition, results of opera-
tions and cash flows of the registrant as of, and for, the periods
presented in this report;

4, The registrant’s other centifying officer and | are respon-
sible for establishing and maintaining disclosure controls and
procedures {as.defined in Exchange Act Rules 13a-15(g) and
15d-15{e)) and internal control over financial reporting (as
defined in Exchange Act Rules 13a—15(f) and 15d-15(f)} for the
registrant and have:

a) Designed such disclosure controls and procedures,
or caused such disclosure controls and procedures
1o be designed under our supervision, to ensure that
material information relating to the registrant, includ-
ing its consolidated subsidiaries, is made known to
us by others within those entities, particularly during
the period in which this report is being prepared;

b} Designed such internal control over financial report-
ing, or caused such internal controf over financial
reporting 1o be designed under our supervision, 1o
provide reasonable assurance regarding the reliabil-
ity of financial reporting and the preparation of finan-
cial statements for external purposes in accordance
with generally accepted accounting principles;

¢} Evaluated the effectiveness of the registrant’s dis-
closure controls and procedures and presented in
this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the
end of the period covered by this report based on
such evaluation; and

d) Disclosed in this report any change .in the regis-
trant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the
case; of an annual report} that has materially

- affected, or is reasonably likely to materially affect,
the registrant’s internal control gver financial repoit-
ing; and -

5. The registrant’s other certifying offacer and | have dis-
closed, based on our most recent evaluation of internal contro
over financial reporting, to the regisirant’s auditors.-and the
audit committee of registrant’s board of dlrectors {or persons
performing the equivalent functions): -

a) All significant deficiencies and material weaknesses
in the design or operation of internal control over
financial reporting which are-reasonably:likely.to

- adversely affect the registrant’s ability to record,
process, summarize and report financial informa-
+ tion; and . : -

b} Any fraud, whether or not material, that |nvolves

management or other employees who have a signif-
. . icant role-in the.registrant’s internal controls over
financial reporting. a

Dated: February 28,2007

1S} MICHAEL D, FRAIZER

Michael D, Fraizer

Chairman of the Board, Presndent and

Chief Executive Officer (Principal Executive Officer)

]

] form 10-k 157




EXHIBIT 31.2

CERTIFICATIONS

I, Victor C. Moses certlfy that
. | have reviewed this annual’ report on Form 10-K of

Genworth Financial, Inc.;

2.-Based on my knowledge, this report'does not contain
any untrue statement of a materia! fact or omit to state a mate-
rial fact necessary to make the statements made, in light of the
circumstances under which such statemenis were made, not
misleading with respect to the period covered by this report;

. 3. Based on my knowledge, the financial statements and
other financial information included in this report, fairly present
in all material respects the financial condition, results of opera-
tions and cash flows of the reglstrant as of, and for, the ‘periods
presented in thisreport; s

4. The registrant’s other certifying officer and | are

responsible for establishing and maintaining disclosure con-
trols and procedures {as defined-in Exchange Act Rules 13a-
15(e} and 15d-15{e)} and internal control over financial reporting
{as defined in Exchange Act Rules 133 15{f) and 15d-15(f) for
the registrant and have:

« a) Designed such disclosure conirgls and procedures,
or caused such disclosure controls and procedures
to be designed under our supervision, 1o ensure that
material information relating to the registrant, includ-
ing its consolidated subsidiaries, is made known to
us by others within those entities, particularly during
the period in which this report is being prepared;

b)Designed such internal cantrol over financial report-
ing, or caused such internal control over financial
reporting to be designed under our-supervision, to
provide reasonable assurance regarding the reliabil-
ity of financial reporting and the preparation of finan-

:  cial statements for external purposes in accordance

with generally accepted accounting principles;

158  form i0-4 fv]

¢} Evaluated the effectiveness of the registrant’s dis-
closure controls and procedures and presented in
this report our conclusions about the effectiveness
of the disclosure controls and procedures, as of the
end of the period covered by this report based on
such evaluation; and
d) Disclosed in this report any change in the registrant’s
internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter {the
registrant's fourth fiscal quarter in the case of an
annual report) that has materially affected, or is rea-
-sonably likely to materially affect, the registrant’s
internal control over financial reporting; and
5. The registrant’s other certifying officér and 1 have dis-
closed, based on our most recent évaluation of internal conitrol
over financial reporting, to the registrant's auditors and the
judit committee of registrant’s board of directors {or persons
performing the equivalent functions):
a) All significant deficiencies and material weaknesses
in the design or operation of internal control over
+ fingncial reporting which are reasonably likely to
adversely affect the registrant's ability to record,
process, summarize and report financial informa-
tion; and ) '
b) Any fraud, whether or not material, that involves
management or other employees who have a signif-
icant role in the registrant’s internal controls over
financial reporting. - .

+

~

¥

+ -+ Dated: February 28, 2007

/S/ VICTOR C. MOSES C T
Victor C. Moseés :
Senior Vice President - Actuarial & RlSk

Acting Chief Financial Officer

{Principat Financial Officer) ' v




EXHIBIT 32.1

CERTIFICATION PURSUANT TO 18 W.S.C. SECTION 1350
(AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002)

i, Michael D. Fraizer, as Chairman of the Board, President
and Chief Executive Officer of Genworth Financial, Inc. (the
"Company”} certify, pursuant to 18 U.S.C. § 1350 {as adopted
pursuant to & 906 of the Sarbanes-Oxley Act of 2002), that to
my knowledge:

{1} the accompanying Annual Report on Form 10-K of the
Company for the year ended December 31, 2006 (the "Report™),
filed with the U, . Securities and Exchange Commission, fully
complies with the requirements of Section 13ia) or 15(d} of the
Securities Exchange Act of 1934, as amended; and

(2) the information contained in the Report fairly pres-
ents, in all material respects, the financial condition and results
of operations of the Cormpany.

Dated: February 28, 2007

/S/ MICHAEL D. FRAIZER

Michael D. Fraizer

Chairman of the Board, President and
Chief Executive Officer

(Principal Executive Qificer)

(V] form 10-%
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EXHIBIT 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
{AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002)

I, Victor C. Mases, as Senior Vice President - Actuarial &
Risk; Acting Chief Financial Officer of Genworth Financial, Inc.
{the "Company") certify, pursuant to 18 US.C. § 1350 (as
adopted pursuant to § 906 of the Sarbanes-Oxley Act of 2002),
that to my knowledge:

(1) the accompanying Annual Report on Form 10-K of the
Company for the year ended December 31, 2006 {the “Report”),
filed with the U. S. Securities and Exchange Commission, fully
complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934, as amended; and

(2} the information contained in the Report fairly pres-
ents, in all material respects, the financial condition and results
of operations of the Company.

Dated: February 28, 2007

/S VICTOR C. MOSES

Victor C. Moses

Senior Vice President — Actuarial & Risk;
Acting Chief Financial Officer

{Principal Financial Officer)
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Stockholder Information

Corporate Headquarters

Genworth Financial, Inc.

6620 West Broad Street
Richmend, VA 23230

Email: contactus@genworth.com
804 4843821

Toll free in the U.S.:

888 GENWORTH

888 4369678

Stock Exchange Listing

Genworth Class A Compmion
Stock is listed on the

New York Stock Exchange
(Ticker symbaol: GNW)

Independent Registered Public
Accounting Firm

KPMG LLP

Suite 2000

1021 East Cary Street
Richmond, VA 23219-4023
Tel: 804 782.4200

Fax: 804 782.4300

Transfer Agent

The Bank of New York

Tel: 800 524.4458

Tel: 212 815.3700

(outside the U.S. and Canada may call
collect)

Tel: 888 269.5221
(hearing-impaired-TTY}

Address Genworth Stockholder-
Inquiries To:

The Bank of New York

Investor Services Department
PO. Box 11258

New York, NY 10286-1258
www.stackbny.com

Email: shareowners@bankofny.com

Send Certificates For Transfer and
Address Changes To:

Receive and Deliver Department

PO. Box 11002
New York, NY 10286-1002

BuyDIRECT Stock Purchase and
Sale Plan

The BuyDIRECT plan provides

stockholders of record and new investors

with a convenient way to make cash

purchases of Genworths common stock

and to automatically reinvest dividends.

Inquiries should be made directly to The

Bank of New York,

Contacts

Genworth Board of Directors

For reporting complaints about
Genworth's internal accounting controls
or auditing matters or any other
concerns to the Board of Directors or the
Audit Committee, you may write to or call:

Board of Directors, Genworth Financial, Inc.
6620 West Broad Street,

Richmond, vA 23230

866 717.3594

Email: directors@genworth.com.

Investor Relations

804 281.6418

Email: investorinfo@genworth.com
genworth.com/investor.

Corporate Ombudsperson

To report concerns related 1o compliance
with the law. Genworth policies or
government contracting requirements,
contact the Genworth Ombudsperson,
6610 West Broad Street, :
Richrnond, VA 23230

888 251.4332

Email: ombudsoffice.genworth@
genworth.com

Product/Service Information

For information about products offered by
Genworth companies, visit genworth.com

This Annual Report is 2lso available online at:
genworth.com

Use of Non-GAAP Measures

This Annual Report includes the non-GAAP financial measure eftitled “net operating income.” We define net operating income as net income from continuing
operations, exctuding after-tax net investment gains {losses), net of taxes and other adjusiments, changes in accounting principles and infrequent of unusual non-
operating items. There were no infrequent or unusual non-operating items excluded from net operating income for the periods presented in this Annual Report
other than a $46 million IPO-related tax benefit recorded during 2004 and a $25 million after-tax gain related to our waiver of contractual rights under an outsourc-
ing services agreement with GE’ global business processing operation, 60% of which was sold in 2004, We believe that analysis of net operating income enhances
understanding and comparability of performance by highlighting underlying business activity and profitability drivers. However, net operating income should not be
viewed as 3 substitute for GAAP net income. In addition, our definition of net operating income may diffes from the definitions used by othes companies, See
our 2006 Annual Report on Form 10-K, included herein, for additional information.

In this Annual Report, we also reference the non-GAAP financial measure entitled “operating return on equity” or “operating ROE." We define operating ROE as net
operating income divided by average ending stockholders’ equity, excluding accumulated other comprehensive income (ACCI), Average stockholders’ equity, exclud-
ing AQCY, was $12.0 billion for the yeas ended December 31, 2006. We believe that analysis of operating ROE enhances understanding of the efficiency with which
we deploy our capital. However, operating ROE as defined by us should not be viewed as a substitute far GAAP net income divided by average ending stockholders’
equity, excluding AOCI. Due to the unpredictable nature of net income and average ending stockholders’ equity excluding AOCI, we are unable o reconcile our
outlook for operating ROE to GAAP net income divided by average ending stockholders’ equity. See our Current Report on Form 8-K furnished on February 1, 2007
for additional information.

The products described in this Annual Report are available from the Genworth Financial family of companies.
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