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Directors’ report

The Directors present their report together with the financial report of Genworth Financial Mortgage Insurance Pty
Limited (“the Company”) for the year ended 31 December 2014 and the auditor's report thereon.
Directors

The Directors of the Company at any time during or since the end of the financial year are as follows:
Ellen Comerford

Anthony Gill

Richard Grellman

lan MacDonald

Samuel Marsico

Leon Roday

Stuart Take

Gayle Tollifson

Jerome Upton

Principal activities

The principal activity of the Company during the financial year was the provision of lenders mortgage insurance ("LMI").

Review and result of operations
The Company’s profit after income tax amounted to $322,906,000 (2013: $177,672,000).

Corporate structure

Genworth Financial Mortgage Insurance Pty Limited is incorporated and domiciled in Australia. The ultimate parent entity
is Genworth Mortgage Insurance Australia Limited (GMA). GMA's majority shareholder is Genworth Financial Inc.
(GFI1) with 66.2% ownership. GF| is incorporated in the United States of America.

Genworth Financial Mortgage Insurance Pty Limited's registered office and principal place of business is Level 26,
101 Miller Street, North Sydney, NSW 2060.

Dividends

The Company paid an ordinary dividend of $0.0157 and $0.1773 per ordinary share, amounting to $22,000,000 and
$248,500,000 to its shareholder, Genworth Financial Services Pty Limited on 26 August 2014 and 16 December 14
respectively. In 2013, the Company paid an ordinary dividend of $0.0928 per ordinary share, amounting to
$130,000,000 to its shareholder, Genworth Financial Services Pty Limited on 14 June 2013,

State of affairs

There were no significant changes in the state of affairs of the Company that occurred during the year.

Environmental regulations

The Company's operations are not subject to any significant environmental regulations under either Commonwealth
or State legislation.
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Events subsequent to reporting date

Detail of matter subsequent to the end of the financial year is set out below and in the events subsequent to reporting
date note within the financial statements.

s On 17 February 2015, one of our top three lender customers provided 90 days written notice that they were
terminating the Agreement for the provision of LMI agreement with the Company. The LMl business
underwritten under this contract represented 10% of new insurance written in 2014 and 14% of gross written
premium in 2014. The termination of this contract does not currently change the NEP or full year loss ratic
guidance previously provided by GMA, the ultimate parent entity on 11 February 2015. The full effect on NEP
is more likely to be felt in the 2016 financial year and beyond.

Likely developments

The Company continues to focus on the following key strategies:

strengthening our market leadership position;

enhancing profitability;

optimising our capital position and enhancing return on equity *ROE™;
maintaining strong risk management discipline; and

proactively engaging regulators, rating agencies and other industry participants.

- & & & @

Further information about likely developments in the operations of the Company and the expected results of those
operations in future financial years has not been included in this report because disclosure of the information wouid
be likely to result in unreasonable prejudice to the Company.

Indemnification and insurance of officers and auditors

During the financial year, the Company paid premiums to insure Directors and certain officers of the Company for
the year ended 31 December 2014 and, since the end of the financial year, the Company has paid or agreed to pay
premiums in respect of such insurance contracts for the year ending 31 December 2015. Such insurance contracts
insure against liability (subject to certain exclusions) persons who are or have been Directors or officers of the
Company.

The Directors have not included details of the nature of the liabilities covered or the amount of the premium paid as
such disclosure is prohibited under the terms of the contracts.

The Company has not indemnified or made a relevant agreement for indemnifying against a liability any person
who is or has been an auditor of the Company.
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Directors’ interests and benefits

Other than the aggregate remuneration paid or receivable by Directors included in the financial report, and
remuneration as an executive paid or payable by the related body corporate, no Director has received or become
entitled to receive any benefit because of a contract made by the Company or a related body corporate with a
director or with a firm of which a Director is a member, or with an entity in which the Director has a substantial
interest.

Rounding off

The Company is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and in accordance with that
Class Order, amounts in the financial report and Directors’ report have been rounded off {o the nearest thousand
dollars, unless otherwise stated.

Lead auditor’s independence declaration
The lead auditor's independence declaration is set out on page 4 and forms part of the Directors’ report.

Signed in accordance with a resolution of the Directors:

Richard Grellman Ellen Comerford
Chairman Chief Executive Officer and Managing Director

Dated at Sydney, 27 February 2015.
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Lead Auditor’s Independence Declaration under Section 307C of the Corporations Act 2001
To: the Directors of Genworth Financial Mortgage Insurance Pty Limited

1 declare that, to the best of my knowledge and belief, in relation to the audit for the financial
year ended 31 December 2014 there have been:

(i)  no contraventions of the auditor independence requirements as set out in the
Corporations Act 20001 in relation to the audit; and

(i) no contraventions of any applicable code of professional conduct in relation to the
audit.

kﬂﬂf (

 KPMG

LA

Tan Moys
FPartner

Sydney
27 February 2015

KPMG, an Australian partnership and a member

firm of the KPMG network of independent member

firms affiliated with KPMG International Cooperative  Liability limited by a scheme approved under
{'KPMG International®), a Swiss entity, Professionat Standards Legislation.
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Statement of comprehensive income
For the year ended 31 December 2014

Note 2014 2013

$'000 $'000

Gross written premium 3.1 634,251 596,492
Movement in unearned premium {113,548) (125,030)
QOutward reinsurance premium expense {74,945) (73,565)
Net earned premium 448 757 397,897
Net claims incurred 4.1 (84,420) (127,617}
Acquisition costs (48,971) (47,172)
Other underwriting expenses 3.3 (68,976) 62,863)
Profit from underwriting 243,380 160,245
Investment income on assets backing insurance liabilities 49,924 28,784
Insurance profit 293,314 189,029
Investment income on shareholders’ funds 175,687 74,485
Financing costs (11.261) (11,456)
Profit before income tax 457,740 252,058
Income tax expense 3.5(a) {134,834) (74,386)
Profit for the year 322,908 177,672
Total comprehensive income for the year 322,906 177,672
Profit attribufable to the members 322.906 177,672
Total comprehensive income attributable to members 322,906 177,672

The statement of comprehensive income is to be read in conjunction with the notes to the financial statements,
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Statement of financial position

As at 31 December 2014

Assets

Cash

Accrued investment income
investments

Trade and other receivables
Prepayments

Deferred reinsurance expense
Non-reinsurance recoveries
Deferred acquisition costs
Plant and equipment
Deferred tax asset
Investment in confrolled entity
Intangibles

Goodwill

Total assets

Liabilities

Trade and other payables
Reinsurance payable
Outstanding claims
Unearned premiums
Employee benefits provision
Interest bearing liabilities
Total liabilities

Net assets

Equity
Share capital

Share based payment reserve
Other reserves

Retained earhings

Total equity

The statement of financial position is to be read in conjunction with the notes to the financial statements.

Note

2.2(d)
6.4

4.2
43
6.1

3.5(b)

6.2

6.5

4.4
4.5
6.3
5.2

5.3(a)

5.3(b)
5.5
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2014 2013

$'000 $°000
66,096 84,794
40,674 40,023
3,795,305 3,554,081
3,634 8,321
2,074 1,322
80,602 93,373
16,378 19,631
124,470 128,386
1,234 1,585
8,056 7,609
27,598 27,598
2,803 7,311
7,490 7,490
4,176 414 3,979,504
114,769 60,689
93,948 109,111
230,088 240,146
1,362,632 1,249,083
7,146 8,076
138,575 137,741
1,847,158 1,802,846
2,228,256 2,176,658
1,401,559 1,401,559
2,146 1,954
(603,268) (603,268)
1,428,819 1,376,413
2,229,256 2,176,658
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Statement of changes in equity
For the year ended 31 December 2014

Balance at 31 December 2012
Dividends declared and paid
Expense for year

Share based payment
recharged by parent company
Profit after taxation

Balance at 31 December 2013
Dividends declared and paid
Share based payment expense
recognised

Share based payment settled
Profit after taxation

Balance at 31 Decemher
2014

Share capital Other reserves Share based Refained Total

payment earnings

reserve

$'000 $'000 $'000 $'000 $'000
1,401,559 (603,268} 2,460 1,328,741 2,129,492
- - - (130,000) {130,000)
- - 172 - 172
- - (678) - (678)
- - - 177,672 177,672
1,401,559 {603,268) 1,954 1,376,413 2,176,658
. - - (270,500) (270,500)
- - 1,615 - 1,615
“ - (1,423} - (1,423)
- “ - 322,908 322,906
1,401,559 (603,268) 2,148 1,428,819 2,229,256

The statement of changes in equity is to be read in conjunction with the notes to the financial statements.
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Statement of cash flows
For the year ended 31 December 2014

Cash flows from operating activities
Premiums received

Interest and other income

Financial expense on jong term borrowings
Claims paid

Cash payments in the course of operations
Income tax paid

Net cash provided by operating activities

Cash flows from investing activities

Payments for plant and equipment and intangibles
Payments for investments

Proceeds from sale of investments

Net cash provided by/ {used in) investing activities

Cash flows from financing activities
Payment of dividends
Net cash used in financing activities

Net (decrease)! increase in cash held

Cash and cash equivalents at the beginning of the financial

year

Cash and cash equivalents at the end of the financial year

The statement of cash flows is to be read in conjunction with the notes to the financial statements.

Note 2014 2013
$'000 $000

634,251 596,492

179,079 182,218

(11,261) (11,456)

(94,478) (188,884)

(178,807) (181,148)

(81,038) (96,851)

3.4 447,748 300,371
(584) (890)

(1,363,766) (355,831)
1,158,406 248,073

(195,944) (108,648)

(270,500) (130,000)

(270,500) (130,000)

(18,698) 61,723

84,794 23,071

6.8 66,096 84,794
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Notes to the financial statements

Section 1 — Basis of preparation
1.1 Reporting entity

Genworth Financlal Mortgage Insurance Pty Limited (the “Company™) is a company domiciled in Australia. The
Company is a for-profit entity.

The financial statements were autharised for issue by the Board of Directors on 27 February 2015.

1.2 Basis of preparation
(a) Statement of compliance

The financial report is a general purpose financial report which has been prepared in accordance with
Australian Accounting Standards adopted by the Australian Accounting Standards Board ("AASB"™) and
the Corporations Act 2001, International Financiai Reporting Standards ('IFRSs") form the basis of
Australian Accounting Standards adopted by the AASB, being Australian equivalents to IFRS ("AIFRS".
The financial reports of the Company also comply with IFRSs and interpretations adopted by the
International Accounting Standards Board.

(b) Basis of preparation

The financial report is presented in Australian dollars.

The statement of financial position has been prepared using the liquidity format of presentation, in which
the assets and liabilities are presented broadly in order of liquidity. The assets and liabilities comprise both
current amounts (expected to be recovered or settled within 12 months after the reporfing date) and non-
current amounts {expected to be recovered or settled more than 12 months after the reporting date). For
those assets and liabilitles that comprise both current and non-current amounts, information regarding the
respective current and non-current amounts is disclosed in the relevant note to the financial statements.

The financial report is prepared on the historical cost basis except for investments being stated at fair
value and outstanding claims and the related reinsurance recoveries on unpaid claims being stated at
present value,

The Company does not prepare consolidated accounts for the consolidated entity comprising it and its
controlled entity as the directors do not consider the consolidated entity to be a disclosing entity.

Consolidated accounts are prepared by the Company's highest parent enfity of the Australian Group,
Genworth Mortgage Insurance Australia Limited.

(c} Changes in accounting policies
New and amended standards adopted by the Company
The Company mandatorily adopted the following accounting policies which became effective for the

annual reporting period commencing on 1 January 2014. These standards have introduced new
disclosures but did not materially affect the amounts recognised in the financial statements.
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(d)

(e)

Operative

New Standards, Amendments and Interpretations date
AASB 2012-3  Amendments to Australian Accounting Standards arising from 1/101/2014
AASB 132-offsetting Financial Assets and Financial Liabilities 1/01/2014
AASB 2013-3 Amendments to AASB 136-Recoverable amount disclosures for
non-financial assets
AASB 2013-9 Amendments to Australian Accounting Standards - 1/01/2014
Conceptual Framework, Materiality and Financial Instrument
Part B
New accounting standards and amendments issued but not yet effective
Operative
New Standards, Amendments and Interpretations date
AASB 9 Financial Instruments 1/01/2018

AASB 2009-11  Amendments to Australian Accounting Standards arising from AASB 9 1/01/2018

AASB 2010-7 Amendments to Australian Accounting Standards arising from AASB 9 1/0172018

AASB 20126  Amendments to Australian Accounting Standards- Mandatory Effective 1/01/2015
Date of AASB 9 and transition disclosures

AASB 2013-9 Amendments to Australian Accounting Standards - Conceptual 1/01/2018
Framework, Materiality and Financial Instrument: Part C

IFRS 15 Revenue from contracts with customers 1/01/2017

AASE 2014-1 Amendments to Australian Accounting Standards - Part E 1/01/2018

A number of new standards, amendments to standards and interpretations are effective for annual periods
beginning on or after 1 January 2015, and have not been applied in preparing these consolidated financial
statements. An initial assessment of these standards and amendments has taken place and the application
of these standards is not expected to have material impact on the Company's accounting policies. AASB 9
Financial Instruments, which becomes mandatory for the Company's 2018 financial statements could
change the classification and measurement of financial assets. The Company does not plan to adopt this
standard early and the extent of the impact has not been determined.

Rounding off

The Company is of a kind referred to in ASIC Class Order 98/100 dated 10 July 1998 and in
accordance with that Class Order, amounts in the financial report and directors’ report have been
rounded off to the nearest thousand dollars, unless otherwise stated.

Use of estimates and judgements

The preparation of a financial report requires management to make judgements, estimates and
assumptions that affect the application of policies and reported amounts of assets, liabilities, income and
expenses. The estimates and associated assumptions are based on historical experience and various
other factors that are believed to be reasonable in the circumstances, the results of which form the basis
of making the judgements about carrying values of assets and liabilities that are not readily apparent from
other sources.

These estimates and underlying assumptions are reviewed on an ongoing basis and actual results may
vary from estimates. Revisions to accounting estimates are recognised in the period in which the estimate
is revised if the revision affects only that period or in the period of the revision and future periods if the
revision affects both current and future periods.

Judgements made by management in the application of Australian Accounting Standards that have a
significant effect on the financial report and estimates with a significant risk of material adjustment in the
next year are discussed in Note 4.7.
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The morigage insurance business is seasonal in nature. While net premiums earned, investment income
and underwriting and administrative expenses are relatively stable from quarter to quarter, premiums
written and losses may vary each guarter. These variations are driven by the level of morigage
originations and related martgage policies written, which are typically fowest in the first quarter each year.
Delinguencies and losses on claims vary from quarter to quarter primarily as the result of prevailing
economic conditions as well as the characteristics of the insurance in-force portfolio, such as size and
age. All revenue and expenses are recognised when they occur in accordance with the accounting
policies.

The accounting policies have been applied consistently by the Company.

(i Goodwill

All business combinations are accounted for by applying the purchase method. Goodwill represents the
difference between the cost of the acquisition and the fair value of the net identifiable assets acquired.

Goodwill is stated at deemed cost less any accumulated Impairment losses.

The impairment testing of goodwill involves the use of accounting estimates and assumptions. The
recoverable amount of cash generating unit is determined on the basis of value in use caleulations. The
value in use is calculation should be performed on a pre-tax basis. The present value of future cash flow
projection should be based on the most recent management approved budgets, which generally do not
forecast beyond five years. The carrying value of identifiable intangible assets is deducted from the value
generated from the cash flow projections to armive at a recoverable value for goodwill which is then
compared with the carrying value of goodwill. The carrying value of goodwill is tested for impairment at
each reporting date.

Section 2 - Risk management

2.1 Risk management
Risk management objectives and policies for mitigating risk

The Company has established policies, processes and procedures for managing its material risks.

The risk under any one insurance contract arises out of the uncertainty surrounding the timing and severity of any
potential claims under the contract.

The Company manages its insurance risk through underwriting limits, approval procedures for transactions that
involve new products or that exceed set limits, pricing guidelines, centralised management of reinsurance and
monitoring of emerging issues and trends.

The Company uses several methods to assess and monitor insurance risk exposures both for individual types of
risks insured and overall risks. These methods include provision of quantitative and qualitative analysis on
economic and portfolio trends and key economic indicators through use of appropriate management reports,
technologies and risk tools.

The Company manages its risk and capital profile with the aim of reducing volatility of operating profits. In
addition to the inherent uncertainty of insurance risk, which can lead to significant variability in loss experience,
profits from insurance business are affected by market factors, particutarly competition and movements in asset
values. Short-term variability is, to some extent, a feature of insurance business.

In accordance with Prudential Standards issued by the prudential regulator, APRA, the Company has developed,

implemented and maintains a Risk Management Framework ("RMF") and a Risk Management Strategy ("RMS").
The RMS incorporates the Company's Risk Appetite Statement.
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The RMF and RMS formalise and communicate the Company's approach to the management of risk, with an
emphasis on encouraging cpenness and the early reporting of materiat risks. It establishes:

the strategy for operating within the Company’s risk appetite;

s clear roles and responsibiliies for the management of risk for the Board, management and staff;

« the mechanisms by which the business determines its risk profile, considers and accepts new risks, and
audits and monitors those risks; and

s reporting requirements for risk assessments and actions and their escalation to appropriate levels within
the Company and within the Genworth Group.

The RMF and RMS outline the Company's policies, procedures, processes and controls that comprise its risk
management and control systems. These systems address financial and non-financial risk; enterprise, balance sheet,
market, credit, insurance, reinsurance, and operational risk that have the potential to impact the Company. Annually, the
Boarg certifies to APRA that strategies have been put in place to monitor those risks, that the Company has systems in
place to ensure compliance with legislative and prudential requirements and that the Board has satisfied itself as to the
compliance with these.

The Company defines its material risks as follows:

Strateglc risk | of strategy and responses to the external environment. i

j Market risk
Credit risk

" Housing risk

i

' The risk that the market price of assets change and the potential for such change or volatility ;

The risk to current and prospective earnmgs and/or cap:tal ansmg from strategy, execution’

. to result in the actual market value of Genworth Australia’s assets being adversely impacted. 4;

1 The “risk ‘of ioss caused by the Company's obligation to pay insurance benefits due to

i
‘The risk of default by borrowers and transactional counterpames as well as the loss of value : :
of assets due to deterioration in credit quality. Credit risk includes policy concentration risk |

in relation to geographic location, product and customer. i

macreeconomic events such as unemployment, housing prices and interest rafes.

“Underwriting

risk

i

Remsurance
' risk

" Operational

- risk

' Compliance

, risk

“Liquidity risk

" Reputation

" risk

oplnlon.
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! Tiabilities in part or in full.

The risk thal inadequate or inappropriate underwriting, claims management, product design -
and pricing will expose the Company to financial [oss and the consequent inability {o meet i
its liabilities.
“The risk of insufficient reinsurance coverage or inability of reinsurers to meet claims or |

!

The risk of financial loss or non-compliance resuiting ‘from inadequate or failed tnternal
processes people and systems or from external events. :

The “risk of legal or ‘regutatory sanctions, material fi nancial loss, or loss to reputation as a

| result of a failure to comply with laws, regulations, rules, standards, and codes of conduct ,

apphcable to the Company ;
The risk that there is insufficient cash resources to meet payment ‘obligations to
Pollcyho[ders and creditors without affecting the daily operations or the financial condition of |
the Company. :
The risk that cumrent or prospectwe enterprise value is impacted by negative stakehoider i
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Underwriting strategy

The Company's underwriting strategy is to manage Underwriting risk to an acceptable level, Acceptable risks {0 the
Company constitute loans advanced against residential real estate security located in Australia and, until if ceased
writing new business in September 2011, New Zealand. This can comprise loans for vacant land, existing homes,
new home construction, and investment {rental) housing, as well as home improvements, renovations, personal
investment purposes, and personal consumer purposes. The acceptability of insurance proposals submitted to
the controlled entities is determined by their compliance with the Company's underwriting guidelines.

The Company's underwriting function is responsible for ensuring ongoing adherence with the Company’s
underwriting guidelines, with oversight from the Risk function, The Company also underiakes monthly operating
and risk reviews which include detailed commentary on the Australian housing market and economy, a review of
the portfolio profile and an analysis of pertfolio trends, and an outline of key risk issues affecting the Company.

Reinsurance strategy

Through reinsurance, the Company aims to mitigate Housing and Credit risk and to manage loss exposures.
Reinsurance is also used to improve capital efficiency as well as available capital and surplus. The use of
reinsurance enables the Company to write a farger volume of new business than would otherwise be the case,
as well as the ability to write policies in amounts larger than the risk the Company is wiliing to refain.

During the year, the Company renewed excess of loss reinsurance treaties with external Reinsurers. In aggregate,
they provide a capped catastrophe reinsurance protection for losses. The Company sets the criteria for acceptable
reinsurance in terms of risk appetite and counter party risk and monitors the reinsurance program fo mitigate overall
insurance risk.

All of the non-related reinsurers have ratings from Standard & Poor's (*S&P"} or AM Best equivalent of A- or
better.

Terms and conditions of insurance contracts

The terms and conditions of insurance contracts that have a material effect on the amount, timing and
uncertainty of future cash flows arising from insurance contracts are discussed helow.

Product features

The Company offers Lenders Mortgage Insurance ("LMI"} and portfolio credit enhancement policies. The Company's
principal product is LMI with single premiums and 100% coverage. Most business is sourced when the insured
lending institutions collect an amount equal to the single premium from prospective borrowers at the time the loan
proceeds are advanced and remit the amount fo the Company as the mortgage insurer. A smaller proportion of
business is sourced when lenders insure a porifolio of existing loans that were previously uninsured. This usuaily
occurs when the lender plans to securitise those loans.

The Company records the proceeds to unearned premium, invests those proceeds and recognises the premiums
over time in accordance with the expected expiration of risk.

l.LMI protects the lending institution against loss should a borrower default on their ioan. If the security property is
required to be sold as a result of the defaulf, the funds received from the sale, net of selling costs, may not cover
the full halance outstanding on the loan. Should this occur, the lender is entitled to make an insurance claim on
the Company for reimbursement of any remaining amount ocutstanding, subject to the terms and conditions of the
relevant LM| Master Policy of the Company.

Upon payment of a claim for a loss in respect of an insured loan, the lender assigns the insured loan confract to the
Company.

Risk Concentration

Risk is managed primarily through appropriate pricing, product design, risk selection, appropriate investment
strategy, financial strength ratings and reinsurance. It is vital that the Company closely monitors and responds to
any changes in the general economic and commercial environment in which it operates.
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2.2

Due to the nature of the Australian economy, the majority of mortgages are originated through the country's four
largest banks. The Company has a high concentration of business written on mortgages originating through
three of these lenders.

Within the insurance process, concentrations of risk may arise where a particular event or series of events could
impact upon the Company’s liabilities.

The Company uses the global risk reporting methodology developed by its ultimate parent company, which
summarises key business risk (performance) indicators, fracks key econcmic and business performance
measures and highlights any adverse trends through use of performance triggers against plan. Concentration
limits are monitored on a monthly basis. Trigger levels have been established in consultation with the ultimate
parent company, for geographical dispersion, lender concentration and LVR bands. Portfelio exposure against
these triggers is monitored guarterly.

The greatest likelthood of significant losses to the Company arises from a severe and prolonged economic
downturn. The assumptions the Company uses to calculate the financial and capital impact of these risks follow
APRA’s requirements and methodology to determine the probable maximum loss (*PML"). The Company’s
reinsurance arrangements provide profeciion against this exposure.

Financial risk management

The activities of the Company expose it to a variety of financial risks such as market risk (including currency risk,
cash flow and fair value interest rate risk), credit risk and liquidity risk. The Company has a RMS which is
discussed in more detail in Note 2.1, The RMF recagnises the unpredictability of financial markets and seeks to
minimise potential adverse effects on the financial performance of the consolidated Company.

The key objectives of the Company’s asset and liability management strategy are to ensure sufficient liquidity is
maintained at all times to meet the Company's obligations, including settlement of its insurance lizbilities and, within
these parameters, to optimise investment retums for policyholders and shareholders.

{a} Market risk

Market risk is the risk of adverse financial impact due to changes in the value or future cash flows of financial
instruments from fluctuations in foreign currency exchange rates, interest rates and equity prices.

(i)  Currency risk

Currency risk is the risk of loss arising from an unfavourable movement in market exchange rates. The
Company is exposed to currency risk on its investments in international receivables and payables denominated
in a currency other than Australian dollars and the net investment in foreign branch operations. The currency
giving rise to the risk is New Zealand dollars.

The potential impact on the Company's profit and loss and equity as a result of a 10% depreciation/ appreciation of the
Australian dollar at the reporting date, assuming all other variables remain constant, is shown below.

2014 2013
+10% -10% +10% -10%
$'000 $'000 $000 $000
impact to profit and loss and equity from 10% depreciation/
appreciation in the Australian Dollar on New Zealand
assets and liabilities. 100 (122) 399 {488)

(i) Cash flow and fair value interest rate risk

The Company is exposed to interest rate risk arising on interest bearing assets, Assets with floaling rate interest
expose the Company to cash flow interest rate risk. Fixed interest rate assets expose the Company to fair value
interest rate risk. The Company's strategy is to invest in high quality, liquid fixed interest securities and cash and
to actively manage duration. The investment portfolios are actively managed to achieve a balance between cash
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flow interest rate risk and fair value interest rate risk bearing in mind the need to meet the liquidity requirements
of the insurance business.

The Company is also exposed to interest rate risk on its term subordinated notes. The interest rate on these
notes is reset quarterly. The Company manages the level of assets with similar maturities to offset this exposure.

The potential impact of movements in interest rates on the Company's profit and loss and equity are shown

below.
2014 2013
$'000 $'000
impact {o profit and loss and equity from 1% (66,892) (57,600)
movement in interest rates. 69,285 58,242

(b) Creditrisk exposures

Credit risk is the risk of loss from a counterparty failing to meet their financial obiigations, The Company's credit
risk arises predominantly from investments and the amounis are as indicated by the carrying amounts of the
financial assets.

The Company’s investment portfolio comprises 97% (2013 98%) of fotal fixed interest and cash with
counterparties having a rating of A- or better. The Company does not expect any investment counterpariies to
fail to meet their obligations given their strong credit ratings.

The credit quality of financial assets that are neither past due nor impaired can be assessed by reference to
external credit ratings (if available} or to historical information about counterparty default rates. As at balance

date there were no assets past due.

The ratings in the following table are the lower equivalent rating of either Standard & Poor's or Moody’s.

2014 2013
................................... e e $:000 $000
Cash at bank and short-term bank deposits 1 | !
AAA | 20,858 | 1
AA | 159,777 | 437,419
A i 81,132 111,788
BBB 9,987 18,000
BB L 3000 -
274,754 567,208 |
| Investments ;
| AAA 1,482,560 1,642,472 |
AA 1,110,262 | 950,913 |
A 882,716 | 417,511 |
BBB - EREREN 60,751 |
3,586,648 3,071,647 |
Accrued investment income i
| AAA 14,762 - 19,497 |
AA : 14,740 13,803 i
A ; 9,608 5489 |
. BBB 5 1,552 1,234 |
| BB 2
: 40,674 40,023
} Receivables without external creditrating =~ [ 3,634 8321

Note; Investments are grouped by grade
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(c) Liquidity risk

Liguidity risk is the risk of there being insufficient cash resources to meet payment obligations without affecting
the daily operations or the financial condition of the Campany.

Management of liquidity risk includes asset and liabilily management strategies. The assets held to back
insurance liabilities consist predominantly of highly rated fixed income securities which can generally be readily
sold or exchanged for cash. The assets are managed so as to effectively match the maturity profile of the assets
with the expected pattern of claims payments.

The money market securities are restricted to investment grade securities with concentrations of investments
managed as per the investment mandate.

2014 Less than 1 year 1 -5 years Total
_Financfal fabilities §o00 %000 g000
| Payables ] 114,469 | 300 | 114,769 |
i Reinsurance payahle 59,848 ' 34,100 | 93,948
| Outstanding claims | 181,543 | 48,545 | 230,088
e 355880 82,945 ... 438,805 |

2013 Less than 1 year 1-5years Total
_Financial liabilities $000 . $000 . . ¥000
! Payables : 60,089 ! 600 | 60,689 |
! Reinsurance payable 67,346 [ 41,765 x 109,111 L
Outs.ta'mding claims ? 188,091 52,055 240,148 r
818826 94420 409,946

(d) Fair value measurements
Accounting policies
Financial assets backing general insurance liabilities

The assets backing general insurance liabilities are those assets required to cover the technical insurance liabilities
{outstanding claims and unearned premiums} plus an ailowance for capital adequacy.

The Company has designated the assets backing general insurance activities based on their function. Initially
insurance technical balances are offset against the required assets with any additional assets required being
allocated based on liquidity.

in accordance with the Company’s investment strategy, the Company actively monitors the average duration of
the notional assets allocated to insurance activities to ensure sufficient funds are available for claim payment
obligations.

The Company accounts for financial assets and any asseis backing insurance acftivities at fair value through
profit and loss, with any resultant unrealised profits and losses recognised in the statement of comprehensive
income.

The valuation methodologies of assets valued at fair value are summarised below:

+ Cash assets and bank overdrafts are carried at face value of the amounts deposited or drawn;

¢ Fixed interest securities are initiaily recognised at fair value, determined as the quote cost at date of acquisition.
They are subsequently remeasured to fair value at each reporting date. For securities traded in an active

market, fair value is determined by reference to published bid price quotations. For securities not traded, and
securities traded in a market that is not active, fair value is determined using valuation techniques with the most
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common technique being reference to observable market data by reference to the fair values of recent arm’s
length transactions invelving the same or similar instruments. In absence of observable market information,
unobservable inputs which reflect management’s view of market assumption are used. Valuation techniques
are utilised that maximise the use of observable inputs and minimise the use of unobservable inputs,

Financial assets not backing general insurance liabilities

Investments that do not back general insurance liabilities include the investment in the controlled entity which is
stated at cost less impafrment losses. The balances of investments not backing insurance liabilities are
designated as financial assets on the same basis as those backing insurance liabilities.

Investments
2014 2013
$'000 $'000
Fixed interest rate
Sheort term deposits 142,127 264 531
Government and semi-government bonds 588,310 449 689
Corporate bonds 2,499,675 2,390,259
3,230,112 3,104,479
Floating inferest rate
Shaort term deposits 66,530 217,883
Corporate bonds 498,663 231,699
565,183 449,582
Total investments 3,795,305 3,554,061
Current 649,963 1,130,082
Non-current 3,145,342 2,423,979
3,795,305 3,554,061

Note: The prior year's investment balance has been recategorised between fixed and floating interest rates for
consistency with 2014,

The Company's financial assets and liabilities are carried at fair value.

The Company investments carried at fair value have been classified under the three levels of the IFRS fair value
hierarchy as follows:

Level 1 - Quoted prices in an active market: Fair value investments which are quoted in active and known
markets. The quoted prices are those at which transactions have regularly and recently taken place within such
markets,

Level 2 - Valuation techniques with observable parameters; Fair value investments using inputs other than
quoted prices within Level 1 that are observable either directly or indirectly.

Level 3 - Valuation technigues with significant unobservable parameters: Fair value investments using valuation
techniques that include inputs that are not based on observable market data,

2014 Level 1 Level 2 Level 3 Total
. $000  $'000 $000 $000
! Investments ;
- Government and semi-government - 587,829 ; 481 | 588,310 |
" bonds : i ! E
. Corporate bonds - 2,949,838 | 48,500 | 2,998,338 |
 Short term deposits |....208887 . -l .=l _ 208657

! Total 208857 | 3,537.667 | 48,981 3,795,305 .

T U U0 GV S NS UGN AN R [
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2013 Level 1 Level 2 Level 3 Total

e $1000 $000 _ _ __§000_ . $000
| Investments !
| Government and semi-government - 1,341,373 477 1,341,850
. bonds ! | ; L §
. Corporate bonds ; -1 1,681,297 | 48,500 1,729,797 |
| Short term deposits L 482414 .| -1 482414
[Total . N |..482414 3022670 48977 . 3,554,061

There are an insignificant proportion of investments, 1% (2013: 1%), for which a valuation methodology is used
to determine the fair value. These assets are effectively marked fo model rather than marked to market.
Reasonable changes in the judgement applied in conducting these valuations would not have a significant
impact on the statement of financial position.

The following table shows a reconciliation from the beginning balances to the ending balances for fair value
measurements in Level 3 of the fair value hierarchy:

Balance at 1 Purchases Disposals Movementin  Balance at 31

January fair value December
2014 2014
| Financial Instruments | i r E
| Government and semi- | 477 | ' | 4 481 E
| government bonds | : ! E
| Corporate bonds Lo 488000 b 48500
Balance at 1  Purchases Disposals Movementin  Balance at 31
January fair value December
2013 2013
2013 s $000 $000 $000  §000 $000
; Financial Instruments : 3 ' '
- Government and semi- 403 440 | (425) | 59 | 477
| government bonds ! i |
' Corporate bonds 48,500 -1 - - 48,500
N Total 48,903 440 | @28) 50| 48977

The interest bearing liabilities were initially measured at fair value (net of transaction costs} but are subsequently
measured at amortised cost. The Company considers the fair value of the interest bearing liabilities to be
approximate to that of the carrying value. The interest bearing liabilities has been classified as level 2 under the
three levels of the IFRS fair value hierarchy.
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Section 3 — Results for the year

3.1 Gross written premium
Accounting policies
Gross written premium comprises amounts charged to policyholders (direct premium) or other insurers {inwards

reinsurance premium) for insurance contracts. Premiums amounts charged to policyholder, excludes stamp
duties and goods and services tax (“GST") collected on hehalf of third parties.

2014 2013

$'000 $'000

Direct premium 624,772 586,478
inward reinsurance premium 9,479 10,014
634,251 596,492

3.2 Financial income

Accounting policies

Interest revenue
Interest revenue Is recognised as it accrues, taking into account the coupon rate on investments, and interest
rates on cash and cash equivalents, net of withholding tax paid or payabie,

Gains/ {losses) in fair value of investments

Refer ta Note 2.2 (d) Accounting policies and fair value estimations for further details.

2014 2013
3’000 $000
Interest 158,197 161,775

Gains/ {losses) in fair value of investments
« Unrealised 63,904 (59,172)
* Realised 3,510 666
225611 103,269

3.3 Other underwriting expenses
Depreciation and amortisation expense 5,337 5,641
Employee expenses

+ Salaries and wages 34,284 30,655
« Superannuation contributions 2,246 2,103
* Employee benefits 626 194
Occupancy expenses 3,263 3,172
Marketing expenses 820 820
Administrative expenses 22,400 20,278
68,976 62,863
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3.4

3.5

Net cash provided by operating activities

This note reconciles the operating profit to the cash provided by operating activities per the cash flow statement.

2014 2,013
$'000 ¥000
Profit after income tax 322,906 177,672
Add/{fess} iterns classified as investing/financing activities:
Gain on sale of investments (3,510} (666)
Unrealised losses/{gains) on investments (63,904) 59,172
Add non-cash ftems: )
Share based payments 192 {508)
Loss on Disposal of Plant & Equipment 105 -
Depreciation and amortisation 5,337 5,641
Net cash provided by operating activities before change in 261,126 241,313
assets and liabilities
Change in assets and liabilities during the financial year:
Decrease/ (increase) in recelvables 38,839 10,955
Increase/ (decrease) in outstanding claims liability (10,058) {61,267)
{Decrease)/ increase in payables and borrowings 39,751 (19,942}
Decrease in deferred acquisition costs 3,916 9,119
Increase in deferred tax balances (447} (5,179)
increase in employee benefits provision 1,070 341
Increase in unearned premiums 113,549 125,031
Net cash provided by operating activities 447,746 300,371

Income taxes
Accounting policies

Income tax on the profit or loss for the year comprises current and deferred tax. Income fax is recognised in the
statement of comprehensive income except to the extent that it relates to items recognised directly in equity, in
which case it is recognised in equity.

Current tax is expected tax payable on the taxable income for the year, using tax rates enacted or substantially
enacted at the staterment of financial position date, and any adjustment to tax payable in respect of previous
years.

Deferred tax is provided using the statement of financial position method, providing for temporary differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. The following temporary differences are not provided for: goodwill not deductible for tax purposes; the initial
recognition of assets or liabilities that affect neither accounting or taxable profit; nor differences relating to investments
in subsidiaries to the extent that they will probably not reverse in the foreseeable future. The amount of deferred tax
provided is based on the expected manner of realisafion or settflement of the carrying amount of assets and liabiliies
using tax rates enacted or substantively enacted at the statement of financial position date.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available
against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is no longer
probable that the related tax benefit will be realised.

Additional income taxes that arise from the distribution of dividends are recognised at the same time as the
liability to pay the related dividend.
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The Company is a member of Genworth Mortgage Insurance Australia Limited tax consolidation group. Under
the fax consclidation system the head enfity is liable for the current income tax liabilities of that group. Entities
are jointly and severally liable for the current income tax liabilities of the tax consolidated group where the head
entity defaults, subject to the terms of the valid tax sharing agreement between the entities in the group. Assets
and liabilities arising in the Company under the tax funding arrangement are recognised as amounts recejvable
from or payable to other entities in the tax consolidated group.

2014 2013
$'000 $'000
(8) Income fax expense
Current tax 137,069 80,688
Deferred tax (118) (4,180)
{Qveryfunder provision in prior year:
+ Current tax (1,787) (1,123)
+ Deferred tax {330} {899)
134,834 74,386

Numerical reconciliation of income tax expense to prima facie tax payabie

2014 2013
$'000 $'000
Prima facie income tax expense calculated at 30% (2013: 30%) on
profit 137,323 75,617
Increase/ (decrease} in income tax expense due to:
» Non-taxable items (372) (1,920)
+ Tax benefit of New Zealand branch losses not  recognised ) 2811
+ {Over)/ under provision in prior year {2,117) {2,122)
Income tax expense on the profit 134,834 74,386
(b} Deferred tax assets and liabilities
Deferred tax asset balance comprises temporary
differences attributable to:
Employee benefits 3,823 3,636
Accrued expenses 134 -
Provision for indirect claims handling costs 4,440 4493
8,397 8,129
Deferred tax liability balance comprises temporary differences
attributable to:
Research and development claims on fixed assets and intangibles (341) (520)
(341) (520}
Net deferred tax
Movements in net deferred tax
Opening balance at 1 January 7,609 2,430
Credited to the statement of comprehensive income 17 4180
Overf {under) provision of prior year tax 330 989
Closing balance at 31 December 8,056 7,608

3.6 Dividends
Accounting policy

Provisions for dividends are made in respect of ordinary shares where the dividends are declared on or before
the reporting date but have not yet been distributed at that date.
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(a) Ordinary shares

The Group paid ordinary dividends of $0.0157 and $0.1773 per ordinary share, amounting to $22,000,000 and
$248,500,000 to its shareholder, Genworth Financial Services Pty Limited on 26 August 2014 and 16 December
14 respectively. In 2013, the Company paid an ordinary dividend of $0.0928 per ordinary share, amounting to
$130,000,000 to its shareholder on 14 June 2013.

(b} Dividend franking account

In accordance with the tax consolidation legislation Genworth Mortgage Insurance Australia Limited, as the head
entity in the tax consolidated group, has assumed the benefit of available franking credits.

Section 4 - Insurance Contracts

4.1 Net claims incurred

2014 2013
$°000 $'000
(a) Claims analysis
Gross claims incurred 91,386 132,482
Reinsurance and other recoveries revenue {6,966) (4,865}
Net claims incurred 84,420 127,617
(b} Claims development
2014 2013
Current Prior Current Prior

Year Years Total Year Years Total

$'000 $'000 $°000 $'000 $000 $'000
Gross claims expense
Direct 173,746 (86,960) 86,786 180,441 (55,659) 124,782
Inwards reinsurance 8,353 (3,753) 4,600 10,142 {2,442) 7,700
Gross claims incurred —
undiscounted and discounted 182,099 (90,713) 91,386 190,583 (68,101 132,482
Reinsurance and other
recoveries revenue
Reinsurance and other
recoveries — undiscounted and
discounted 850 (7,816) (6,966) 2,376 (7,241) (4,865)
Net claims incurred 182,949 {98,529) 84,420 192,959 {65,342y 127,617

Current year amounts relate to risks borne in the current financial year. Prior year amounts relate to a
reassessment of the risks borne in all previous financial years. The favourable loss experience in 2014 is
attributable fo lower delinquencies as well as a significant reduction in paid claims in both the number of claims
and average ciaim amount.

4.2 Deferred reinsurance expense
Accounting policies
Reinsurance expense
Premium ceded to reinsurers is recognised as an expense in accordance with the pattern of reinsurance

coverage received. Accordingly, a portion of outwards reinsurance premium is treated at the balance date as a
deferred reinsurance expense.
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4.3

Reinsurance and other recoveries receivable

Reinsurance and other recoveries receivable on paid claims, reported claims not yet paid and incurred but not
reported claims (“I[BNR") are recognised as revenue. Recoveries receivable on paid claims are presented as
part of trade and other receivables net of any provision for impairment based on objective evidence for individual
receivables. Recoveries receivable are assessed in a manner similar to the assessment of outstanding claims.
Reinsurance does not relieve the Company of its liabilities to policyholders and reinsurance recoveries are, if
applicable, presented as a separate asset on the statement of financial position.

2014 2013
$'000 $'000
Balance at 1 January 93,373 79,120
Deferral of reinsurance premium on current year contracts 62,174 78,764
Expensing of reinsurance premium previously deferred {74,945) {64,511)
Balance as at 31 December 80,602 93,373
2014 2013
$'000 $'000
Current 48,502 51,608
Non-current 34,100 41,765
80,602 93,373

Deferred acquisition costs

Accounting policies

Costs associated with obtaining and recording mortgage insurance contracts are referred to as acquisition costs
and are capitalised when they relate to the acquisition of new business or the renewal of existing business,
These are presented as deferred acquisition costs ("DAC") and amortised under the same basis as the eaming
pattern of premium over the period of the related insurance confracts. The balance at the reporting date
represents the capitalised acquisition costs relating to unearned premium and is stated at cost subject to the
liability adequacy test.

The Company reviews all assumptions underlying DAC and tests DAC for recoverability annually. If the balance
of unearned premiums is less than the current estimate of future losses and related expenses a charge to

income is recorded for additional DAC amaoitisation.

Refer to Note 4.7 Accounting estimates and judgements for further detailed information,

2014 2013

$000 $'000

Balance at 1 January 128,386 137,505
Acquisition costs incurred in year 39,686 50,172
Amortisation charge (43,602} {59,281)
Balance as at 31 December 124,470 128,388
Current 27,036 37,078
Non-current 97,434 91,308
124,470 128,386
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4.4 Qutstanding claims

Accounting policies

Claims expense and a liability for outstanding claims are recognised in respect of direct and
inward reinsurance business. The liability covers claims reparted and autstanding, IBNR and the expected direct
and indirect costs of settling those claims. Outstanding claims are assessed by estimating the ultimate cost of
settling delinguencies, which includes IBNR and settlement costs, using statistics based on past experience and
trends. Changes in outstanding claims are recognised in profit or loss in the reporting period in which the
estimates are changed.

The provision for outstanding claims contains a risk margin to reflect the inherent uncertainty in the central
estimate, the central estimate being the expected value of outstanding claims.

Refer to Note 4.7 Accounting estimates and judgements and Note 4.8 Actuarial assumptions and methods for
further detailed information.

2014 2013
$'000 $'000
Central estimate 202,213 211,383
Risk margin 27,875 28,763
Gross outstanding claims 230,088 240,148
(a) Reconciliation of changes in outstanding claims
Balance at 1 January 240,146 301,413
Current year net claims incurred 84,420 127,617
Claims paid (94,478) {188,884)
Balance at 31 December 230,088 240,148
Current 181,543 188,091
Non-current 48,545 52,055
230,088 240,148
(b} Claims development
tUnderwriting years Prior years' 2007 2008 2009 2010 2011 2012 2013 2014 Total
$'000 $'000 $'000 $'000 $'000 $'000 $000 $000 $'000 $'000
At end of year of underwrite 204,831 9,302 8,438 4,393 701 992 1,079 1,021 777 204,831
One year later: 150,001 39,265 44,511 19,6286 7,004 6,668 7,805 6,825 150,001
Two years later 128,417 61,383 47,593 36,755 15,005 10,997 11,246 129,417
Three years later 106,324 45634 52,853 47,621 9,744 9,988 106,324
Four years later 41,696 50,058 79,244 24,386 8,107 41,696
Five years later 34485 61,174 31,875 16,589 34,485
Six years later 48,112 28,491 22,839 48,112
Seven years later 12,296 10,198 12,296
All future years {1,947) (1,947)

Net incurred to date 725215 306,505 267,253 149,373 40,561 28,646 20,130 7,847 777 1,566,307

Net paid to date 688303 260,425 238526 115504 25780 10,958 3,325 687 - 1,352,597

Cutstanding claims
provision at 31 December 36,822 37,081 48,727 33,869 14,781 117689 15,8056 7,159 777 213,710
2014

! Prior 2007 underwriting years
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(c) Reconciliation of claims development table to outstanding claims provision

2014
$'000
Closing outstanding claims provision per claims development table 213,710
Non reinsurance recoveries 16,378
Gross closing outstanding claims provision 230,088

4.5 Unearned premiums

Accounting policies

Classification of insurance contracts

Contracts under which an entity accepts significant insurance risk from another party (the policyholder) by
agreeing to compensate the policyholder or other beneficiary if a specified uncertain future event (the insured
event) adversely affects the polieyholder or other beneficiary are classified as insurance contracts. Insurance risk
is risk other than financial risk.

Earned and unearned premium revenue

Premiums have been brought to account as income from the date of attachment of risk over periods up to eleven
years based on an actuarial assessment of the pattern and period of risk. The eamed portion of premiums
received is recognised as revenue. The balance of premium received is carried as an unearned premium
reserve,

Refer to Note 4.7 Accounting estimates and judgements for further detailed information.

2014 2013

$'000 $'000
Balance at 1 January 1,249,083 1,124,052
Premiums incepted during the year 634,251 596,492
Premiums earned during the year {620,702) (471,461)
Balance as at 31 December ' 1,362,632 1,249,083
Current 301,427 357,103
Non-current 871,205 891,980
1,362,632 1,249,083

4.6 Liability adequacy test

Accounting policies

The liability adequacy test is an assessment of the carrying amount of the unearned premium liability and is
conducted at each reporting date. If current estimates of the present value of the expected cash flows relating to
future claims plus an additional risk margin, to reflect the inherent uncertainty in the central estimate, exceed the
unearned premium liability iess related deferred reinsurance and deferred acquisition costs, then the unearned
premium liability is deemed to be deficient. The fest is performed at the level of portfolio of contracts that are
subject to broadly similar risks and that are managed together as a single portfolio. Any deficiency is recognised
in the statement of comprehensive income, with a corresponding impact in the statement of financial position,
recognised first through the wiite down of related deferred acquisition costs, and any remaining balance being
recognised as an unexpired risk liability.
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4.7

The liability adequacy test ("LAT") has identified a surplus for the perifolio of contracts that are subject to broadly
similar risks.

The PoS adopted in performing the LAT is set at the 75" percentile (2013: 75" percentile).

For the purposes of the liability adequacy test, the present value of expected future cash flows for future claims,
including the risk margin, for the Company are as follows:

2014 2013

$000 $'000

Discounted central estimate of premium lability 666,987 581,945
Risk margin — premium liability (75% PoS) 188,531 156,013
855,518 737,958

Accounting estimates and judgements

Critical accounting estimates and judgements

The Company makes judgements, estimates and assumptions that affect the application of accounting policies
and the reported amounts of assets, liabilities, income and expenses. Estimates and judgements are continually
evaluated and are based on historical experience and other factors, including expectations of future events that
are believed o be reasonable under the circumstances,

The areas where critical accounting estimates and judgements are applied are noted below.

Estimation of premium revenue/ unearned premium/ deferred acquisition costs (Note 3.1,
4.5 and 4.3}

Premium is earned over periods of up fo eleven years. The principle underlying the eaming recognition is to derive a
premium earning scale which recognises the premium in accordance with the incidence of claims risk.

The review of the premium earning scale is based on an analysis of the historical pattern of claims incurred and
the pattern of policy cancellations. The estimate for uneamed premiums is established on the basis of this
eaming scale.

Assumptions recommended by the Appointed Actuary recognise that the unearned premium relating to cancelled
policies is brought to account immediately.

Deferred acquisition costs are amortised under the same premium earnings scale as the related insurance
contract.

Estimation of outstanding claims liabilities (Note 4.4)

Provision is made for the estimated claim cost of reported delinquencies at the statement of financial position
date, including the cost of delinquencies incurred but not yet reported to the Company.

The estimated cost of claims includes direct expenses to be incurred in settling claims gross of expected third
party recoveries. The Company takes all reasonable steps to ensure that it has appropriate Information
regarding its claims exposure. However, given the uncertainty in establishing claims provisions, the final
outcome may prove to be different from the original liability established.

The estimation of IBNR is generally subject to a greater degree of uncertainty than the estimation of the cost of settling
claims already notified to the Company, where more information about the claim event is generally available. |IBNR
claims may often not be apparent to the insured or notified to the Company until sometime after the events giving rise
to the claims have happened.
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4.8

In calcutating the estimated cost of unpaid claims, the Company uses a variety of estimation techniques,
generally based upon statistical analysis of historical experience, which assumes that the development pattern of
the current claims will be consistent with past experience. Allowance is made, however, for changes or
uncertainties which may create distortion in the underlying statistics or which might cause the cost of unsettled
claims to increase or decrease when compared with the cost of previously settled claims.

Provisions are calculated gross of any recoveries. A separale estimate is made of the amounts that will be
recoverable from lenders under specified arrangements. Estimates are alsc made for amounts recoverable from
borrowers and property valuers, based upan the gross provisions.

Actuarial assumptions and methods

The Company internally values the outstanding claims liabilities at the reporting date. The valuation approach is
consistent with that recommended by the Appointed Actuary,

The valuation methods used are based on the underlying aftributes of the claims portfolic. The Company
establishes provisions for outstanding claims in two parts:

« delinquent loans advised to the Company; and
s [BNR.

The provision in respect of delinquent loans not in possession by the morigagee is determined according to the
following formula:

» outstanding loan amount multiplied by frequency factor multiplied by severity factor.
In applying this formula:

» the outstanding loan amount insured is the total outstanding amount on those loans advised fo the
Company by the lenders as being delinquent;

» the frequency and severity factors are based on a review of historical claims and delinquency
experience performed by the Appointed Actuary and adopted by the Company.

For mortgagee in possession ("MIPs") where a claim has been submitted, the approach adopted is to provide for
the claimed amount, adjusted for amounts not eligible to be claimed. For loans where there is a MIP but a claim
has not yet been submitted, the approach taken is a case esfimate based approach using the current
cufstanding loan balance including accumulated arrears adjusted for selling costs, the most recent property
vatuation, or an estimate thereof, and any amounts not eligibie o be claimed.

Actuarial assumptions and process

Historical information relating to arrears and claims history for the Company is provided to the Appointed Actuary
in order to determine the underlying assumptions.

The Appointed Actuary examines all past underwriting years, including the mix of business by loan to value ratio
(‘LVR") and loan size band, the region in which the mortgaged property is located, product types, loan purpose
and arrears duration,

Statistical modelling was used to idenfify significant explanatory factors affecting cutcomes for frequency and
severity based on historical claims experience.

The Appointed Actuary identifies significant explanatory factors affecting outcomes and incorporates this
information into models for frequency and severity. The models incorporate past and anticipated movements in
key variables to determine appropriate assumptions for reserving. The actuarial assumptions used in determining
the outstanding claims liabilities, other than MIPs, are:
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Frequency

While the propensity for a delinquent loan to become a claim varies for many explanatory factors (as determined
by the Appointed Actuary's analyses), the frequency basis is summarised on any given balance date and
expressed so that it varies by LVR band and number of payments in arrears taking into account the average mix
of effects of the other explanatory factors on the balance date. Additional loadings may be placed on these
factors according to the geographic location, loan balance, External Dispute Resolution (those borrowers
accessing ombudsman services or seeking legal representation}, and the lender, fo adjust for shorter term
expectations of frequency.

Severity

Claim severity varies according to the number of payments in arrears and the geographic region of the properties
secured by the mortgages. Claim severity is expressed as a percentage of the outstanding loan amount at the
arrears date,

The following average frequency and severity factors were used in the measurement of outstanding claims:
»  Average frequency factor is 35%

+  Average severity factor is 24%

IBNR

The IBNR provision is estimated by analysing the historical pattern of reported delinquencies.

Risk Margin

The risk margin is an additional allowance for uncertainty in the ultimate cost of claims over and above the
central estimate determined on the bases set out above, The overall margin adopted by the Company is
determined after considering the uncertainty in the portfolio, industry trends, the Company's risk appetite and the
margin corresponding with that appetite,

The Appointed Actuary reviews the factors impacting the portfolio to establish a recommended risk margin at the
level required by the Company and APRA. Factors considered include:

variability of claims experience of the portfolio;

+ quality of histerical data;

« uncertainty due to future economic conditions;

« diversification within the portfolio; and

» increased uncertainty due to future legislative changes.

A risk margin for outstanding claims of 15% of nef central estimate has been assumed and is intended to achieve
a75% PoS.

No discounting has been applied to non-current claims on the basis that the effect is immaterial.
The weighted average term to settiement is approximately 21 months.

Sensitivity Analysis

The valuation of outstanding claims incorporates a range of factors that invelves interactions with econemic
indicators, statistical modeiling and observed historical claims development. Certain variables can be expected to
impact outstanding claims liabiliies more than others and consequently a greater degree of sensitivity to these
variables can be expected.
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Future economic conditions and in particular house prices, interest rates and unemployment (for new
delinquencies) impact frequency and, to a lesser extent, severity.

The actuarial result is based on the central estimate of the net outstanding claim liabilities. The impact on the
profit and loss before income tax to changes in key actuarial assumptions is set out in the table below.

The upper and lower bounds of a 95% confidence interval of frequency and severity outcomes are applied as
sensitivity factors. The impact of applying the sensitivities is asymmetric around the central estimate due to the

assumed asyrmmetry of the distribution of outcomes of the net outstanding claim liabilities.

Impact on outstanding claims liabilities to changes in key variables

Impact on Impact on
Change in outstanding Change in outstanding
variable claims liabilities variable claims
2014 2014 2013 liabilities
$'000 2013
$'000
Frequency factor — upper 97.5" 18% 80,257 19% 72,093
Frequency factor - lower 2.5 -13% -57,948 -14% -53,281
Severity factor — upper 97.5" 7% 49,944 % 45,744
Severity factor — lower 2.5™ -5% -41,575 -6% -37,702

Claims handling expenses

Claims handling expenses are estimated after considering historical actual expenses and management's
projected costs of handiing claims over the weighted average term to settlement.

4.9 Capital adequacy position

APRA’s Prudential Standard GPS 170 Capital Adequacy requires additional disclosure in the annual financial
statements to improve policyholder and market understanding of the capital adequacy of the company.

2014 2013
$'000 $'000

Tier 1 capital
Paid-up ordinary shares 1,401,559 1,401,559
Other reserves (601,122) {601,314)
Retained earnings 1,428,817 1,376,413
Less: Deductions (31,613) {36,136)
Net surplus relating fo insurance liabilities 261,324 253,430
Net Tier 1 capital 2,458,985 2,393,952
Tier 2 capital 112,000 126,000
Total capital base 2,570,965 2,519,852
Insurance risk charge 201,906 179,365
Insurance concentration risk charge 1,488,026 1,435,217
Asset risk charge 127,034 123,761
Asset concentration risk charge - -
Operating risk charge 24,069 21,824
Aggregation benefit (60,066) (58,457)
Total prescribed capital amount 1,780,969 1,701,710
Prescribed Capital Amount coverage 1.44 1.48
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Section 5 — Capital management and financing

5.1 Capital management

The capital management sirategy plays a central role in managing risk to create shareholder value whilst
meeting the crucial and equally important objective of providing an appropriate level of capltal to protect both
policyholders' and lenders' interests and satisfy regulators, Capital finances growih, capital expenditure and
business plans and also provides support in the face of adverse outcomes from insurance and other activities

and investment performance.

The determination of the capital amount and mix is built around three core considerations. The Company aims to hold

capital to meet the highest requirements derived from these three considerations:

(i)  Regulatfory capital

The Company is subject to APRA’s prudential standards, which set out the basis for calculating the Prescribed
Capital Requirement ("PCR”), which is the minimum level of capital that the regulator deems must be held to
meet policyholder obligations. The capltal base is expected to be adequate for the size, business mix,
complexity and risk profile of the business and so the PCR utilises a risk based approach to capital adequacy.
The PCR is the sum of the capital charges for insurance, investments and other assets, investment
concentration, operational and catastrophe concentration risk plus any supervisory adjustment imposed by

APRA.

it is the Company's policy to hold regulatory capital levels in excess of the PCR required by APRA. The Company
maintains sufficient capital to support the PCR, which is APRA's derivation of the required capital to meet & 1 in 200
year risk of absolute ruin, and has at all times during the current and prior financial year complied with the externally

imposed capital requirements to which it is subject.

Capital calculations for regulatory purposes are based on a premium fiabilities model, which is different from the
deferral and matching model which underpins the measurement of assets and liabilities in the financial
statemeants, The premium liabilities mode! estimates future expected claim payments arising from future events
insured under existing policies. This differs from the measurement of the outstanding claims liabilities on the
statement of financial position, which considers claims relating to events that ocour only up to and including the

reporting date.

Under the Life and General Insurance Capital Standards ("LAGIC") regime the subordinaied notes of
$140,000,000 no longer qualify for recognition as regulatory capital. Transitional arrangements are available to
phase out these capital instruments over a 9 year period which has been approved by APRA. Consequently only
80% of the value of these instruments is included in the capital base for financial year 2014, Refer to Note 5.2

Interest bearing liabilities for further detailed information.

(i)  Ratings capital

The Company sets its target capital strength by reference to a target financial sitrength rating from an
independent ratings agency. The ratings help to reflect the financial strength of the Company and demonstrate to
the stakeholders the ability to pay claims for the long term. The Company has A+ and A3 ratings based on latest
ratings published for the Company by Standard & Poor's Rating Services and Moody's, respectively. On 17
December 2014, Fitch Ratings (Fitch) published an Insurer Financial Strength (IFS) Rating of an A+ rating with

stable outlook.

(i)  Economic capital

In conjunction with the considerations set aut above, which are important to the functioning of the business,

consideration is given to the capital needs of the business through ongoing operations.

Genworth Financial Mortgage Insurance Pty Limited Annual Financial Report 2014 -31-




Internal capital adequacy assessment process (ICAAP)

The Company has implemented an ICAAP as part of its compliance with the LAGIC standards, The purpose of
ICAAP is to assist the Company in making a proactive internal assessment of its capital requirements
considering the current strategy, business plan and associated risks inherent in that business plan. In addition to
the internal capital requirement, the ICAAP recognises the capital required for regulatory and ratings agency
purposes, and identifies ptanned and potential sources of capital required to meet these objectives. The ICAAP
is also designed to further augment the current corporate governance practices undertaken by the Board of
Directors in respect of the ongoing assessment of the Company' s risk profile, risk appetite, strategic plan and
capital adequacy.

The ICAAP summary statement is designed to summarise the major components of the ICAAP, which are:

(i} Risk Management Framework
(il Risk Management Strategy
(iif) Capital Management and Planning
+ The identification of the amount of capital required to be held against the risks of the business;
» The strategy for ensuring adequate capital is maintained over time, including the identification of
specific capital targets; and
» The plans for how target levels of capital are to be met and the means available for sourcing
additional capital if and when required;
{iv) Capital Monitoring
e The actions and procedures for monitoring the Company’ s compliance with its regulatory capital
requirements and capital targets including the triggers to alert management to, and specified actions
to avert and rectify, potential breaches of these reguirements; and
* The processes for reporting on the {CAAP and its outcomes to the Board and senior management.
{v) Stress Testing and scenario analysis relating to potential risk exposures and available capital resources.
{vi) ICAAP integration - ensuring that the ICAAP is taken into account in making business decisions.

5.2 Interest bearing liabilities

Accounting policies

interest bearing liabilities are initially recognised at fair value less transaction costs that are directly attributable to
the transaction. After initial recognition the liabilities are carried at amortised cost using the effective interest rate
method.

Finance costs include interest, which is accrued at the confracted rate and included in payables; amortisation of
transaction costs which are capitalised, presented together with borrowings, and amortised over the life of the
borrowings, and amortisation of discounts or premiums (the difference between the original proceeds, net of
transaction costs, and the settlement or redemption value of barrowings) over the term of the liabilities.

2014 2013

$000 $'000
Subordinated notes 140,000 140,000
Less: capitalised transaction costs (1,425) (2,259)
138,575 137,741

The subordinated notes were issued on 30 June 2011 with a face value of $140 million and are eligible for
recognition as lower Tier 2 capital in transitional arrangements under prudential standards issued by APRA,

Key terms and conditions:
+ Interest is payable quarterly in arrears, with the rate each calendar quarter being the average of the 90 day

Bank Bili Swap rate ("BBSW") at the end of the prior quarter plus a margin equivalent to 4.75% per annum;
and
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¢ The notes mature on 30 June 2021 (non-callable for the first 5 years) with the issuer having the option to
redeem at par from 30 June 2016. Redemption at maturity, or any earlier date provided for in the terms and
conditions of issue, is subject to prior approval by APRA.

5.3 Equity
2014 2013
$'000 $000
(a) Share capital
Issued fully paid capital
1,401,559,000 ordinary shares (2013: 1,401,559,000) 1,401,559 1,401,559

The Company does not have par value in respect of Its issued shares. All Ordinary shares are fully paid.
Ordinary shares have the right to receive dividends as declared and, in the event of winding up the Company, to
participate in the proceeds from the sale of all surplus assets in proportion to the number of and amounts paid up
on shares held.

Ordinary shares enfifle their holder to one vote, either in person or by proxy, at a meeting of the Company.

$000 $'000
(b) Share based payment reserve
Balance at 1 January 1,954 2.460
Share based compensation 1,615 172
Share based payment recharged from parent company (1,423) (678)
Balance at 31 December 2,146 1,954
Refer to Note 7.5 Share based payments for further detailed information.
5.4 Capital commitments and contingencies

Accounting policies

All leases entered into are operating leases, where the lessor retains substantially all the risks and benefits of
ownership of the leased items. Lease payments are recognised as an expense on a straight line basis over the
term for these leases.

2014 2013
$'000 $000
Operating lease commitments
The estimated future amounts of eperating lease commitments not
provided for in the financial statements are payable:
Within one year 6,368 3,442
One year or later and no later than five years 16,760 21,768
More than five years - -
23,128 25,210

The Company leases property and equipment under operating leases expiring from one to five years. The leases
have varying terms, escalation clauses and renewat rights. On renewal, the terms of the leases are renegotiated.
Lease payments comprise a base amount plus an incremental contingent rental. Confingent rentals are based on
mavements in the Consumer Price Index. Payments made under operating leases are recognised in profit or loss
on a straight line basis over the term of the lease. Lease incentives received are recognised as an integral part of
the total lease expense, over the term of the lease.
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Contingencies

There were no contingent liabilities as at 31 December 2014.

5.5 Other reserves

2014 2013
$'000 $°000
Other reserves {603,268) (603,268}

The balance in the other reserves comprises goodwill which has not been recognised as an asset due fo the
acquisition of the lenders mortgage insurance business from GE Mortgage Insurance Pty Ltd and GE Capital
Mortgage Insurance Corporation (Australia) Pty Ltd, being between entities under common control with the
Company at that time. Consequently, goodwill has not been recognised as an asset in the financial statements of
the acquirer.

Section 6 —~ Operating assets and liabilities

6.1 Plant and equipment

Accounting policies

Depreciation is recognised in profit or loss on a straight line basis over the estimated useful lives of each itemn of
plant and equipment. Assets are depreciated or amortised from the date of acquisition,

Depreciation and amortisation methods, useful lives and residual values are reviewed at each reporting date.
Where changes are made, adjustments are reflected in current and future periods only.

The estimated useful lives for the current period are as follows:

2014 2013
Leasehold improvements 5-10 years 5-10 years
Furniture & equipment 5-8 years 5-8 years
Computing hardware 3-5 years 3-5 years
Intangibles 5 years 5 years

Recongiliations

Reconciliations of the carrying amounts for ptant and equipment are set out below:

2014 2013
$'000 $'000
Cost
Opening balance at 1 January 10,288 10,136
Additions 213 152
Disposals (244} -
Closing balance at 31 December 10,257 10,288
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2014 2013

$'000 $'000
Accumulated depreciation
Opening balance at 1 January {8,703) (8,027}
Depreciation charge {521) (676)
Disposals 201 -
Closing balance at 31 December (9,023) {8,703)
Total net book value 1,234 1,585

6.2 Intangibles

The intangibles balance represents software development expenditure.

Accounting policies
Acquired intangible assets

Acquired intangible assets are initially recorded at their cost at the date of acquisition, being the fair value of the
consideration provided and, for assets acquired separately, incidental costs directly attributable to the
acquisition. All intangible assets acquired have a finite useful life and are amortised on a straight line basis over
the estimated useful life of the assets being the period in which the related benefits are expected to be realised
{shorter of legal penefit and expected economic life).

Software development expenditure

Software development expenditure that meets the criteria for recognition as an intangible asset is capilalised in
the statement of financial position and amortised over its expected useful life, subject to impairment testing.
Costs incurred in researching and evaluating a project up to the point of formal commitment to a project is
expensed as incurred. Only software development projects with total budgeted expenditure of more than
$250,000 are considered for capitalisation. Smaller projects and other costs are treated as maintenance costs,
being an ongoing part of maintaining effective technology, and are expensed as incurred.

All capitalised costs are deemed to have an expected useful fife of 5 years unless it can be clearly demonstrated
for a specific project that the majority of the net benefits are to be generated over a fonger or shorter period. The
capitalised costs are amortised on a straight fine basis over the period foliowing completion of & project or
implementation of part of a project.

Impairment assessment

The recoverability of the carrying amount of the asset is reviewed at each reporting date by determining whether
there is an indication that the carrying vaiue may be impaired. if such indication exists, the item is tested for
impairment by comparing the recoverabie amount, or vaiue in use, of the asset to the carrying value. An
impairment charge is recognised when the carrying value exceeds ihe calculated recoverable amount and
recognised in the income statement. The impairment charges can be reversed if there has been a change inthe
estimate used to determine the recoverable amount.

There was no impairment charge recognised during the year.

Reconciliations

Reccncillations of the carrying amounts for intangibles are set out below:
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2014 2013

$'000 $'000
Cost
Opening balance at 1 January 25,538 24,847
Additions 370 738
Disposals {437) (47)
Closing balance at 31 December 25,471 25,538

2014 2013

Accumulated amortisation
Opening balance at 1 January (18,227) (13,288)
Amortisation charge (4,818) (4,965)
Disposals 375 26
Closing balance at 31 December (22,668) (18,227)
Total net intangibles 2,803 7,311

6.3 Employee benefits provision

Accounting policies
The carrying amount of provisions for employee entitlements approximates fair vaiue.

Wages, salaries and annual leave

The accruals for employee entitlements to wages, salaries and annual leave represent present obligations
resulting from employees' services provided up to the statement of financial position date, calculated at
undiscounted amounts based on wage and salary rates that the entity expects to pay as at reporting date
including related on-costs.

Long service leave

The Company's net obligation in respect of long-term benefits other than pension plans is the amount of future
benefit that employees have earned in return for their service in the current and prior periods. A liability for long
service leave is recognised as the present value of estimated future cash outflows to be made in respect of
services provided by employees up fo the reporting date. The estimated future cash outflows are discounted
using interest rates on national government guaranteed securities which have terms to maturily that match, as
closely as possible, the estimated future cash outflows. Factors which affect the estimated future cash outflows
such as expected future salary increases including related on-costs and expected settlement dates are
incorporated in the measurement.

Superannuation commitments

The superannuation plan is a defined contribution plan. All employees are entitled to varying levels of benefits on
retirement based on accumulated employer contributions and investment earnings thereon as well as benefits in
the event of disability or death. Contributions by the Company are, as a minimum, in accordance with the
Superannuation Guarantee Levy.
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2014 2013

$'000 5000
Annual leave 2,949 2,651
Long service leave 4,197 3,425
7,146 6,076
Current 4,893 4,199
Non-current 2,253 1.877
7,146 6,076

As at the balance date there were 314 employees (2013: 308 employees).

6.4 Trade and other receivables

Accounting policies

The collectability of receivables is assessed at balance date and an impairment loss is made for any doubtful

accounts.
2014 2013
$000 $'000
Other debtors 3,634 6,321
Current 3,634 6,321
Non-current N -
3,634 6,321

Carrying amounts of receivables reasonably approximate fair value at statement of financial position date.

None of the receivables are impaired or past due.

6.5 Trade and other payables

Accounting policies

Liabilities are recognised for amounts to be paid in the future for goods or services received. Trade accounts
payable are normally settled within 30-80 days. The carrying amount of accounts payable approximates fair

value.
2014 2013
$'000 %000
Accrued expenses 20,980 15,678
Interest payable 57 56
Trade creditors 16,479 17,734
Fayable to related entities 78,253 27,221
114,769 60,689
Current 114,469 60,089
Non-current 300 600
114,769 60,689

For an analysis of the sensitivity of payables to currency and liquidity risk, refer to Note 2.2 (a) and 2.2 (c}.
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6.6

Included in the related entity payables are the balances related to taxes payable to the head entity of
$88,868,000 (2013: $34,625,000), net of other related party receivables. Under the tax consolidation system,
current tax liabilities recognised for the year by the Company are assumed by the head entity in the fax
consolidated group. The current tax liabilities arising for the Company under the tax funding agreement are
recognised as an intercompany payable to the head entity in the tax consolidated group.

Cash and cash equivalents

Accounting policies

Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits heid at call with financial institutions, other short-term and
highly fiquid investments with original maturities of three months or less that are readily convertible to known amounts
of cash and which are subject to an insignificant risk of changes in value. Cash and cash equivalents are measured at
fair value, being the principal amount,

Cash at the end of the financial year as shown in the statement of cash flows is reconciled to the related items in the
staterment of financial position as follows:

2014 2013

3000 $'000
Cash assets 66,096 84,794
66,096 84,794

The cash and cash equivalents balance includes operating cash only. Pror to 2014 cash and equivalents
included short term deposits and have been reclassified to conform to current year presentation.

Section 7 — Other disclosures

7.1

7.2

Auditor’s remuneration

2014 2013
$ §

« Audit of financial reports 338,551 269,780
+ Regqulatory audit services 54,045 54,045
382,596 323,825

+ Other assurance services 1,218,563 1,238,695
1,218,563 1,238,695

in 2014 and 2013 other assurance services provided primarily related to the IPO and were settled by the ultimate
parent entity.

Key management personnel disclosures

The following were key management personne! of the Company for the entire period, unless otherwise stated.
On 19 May 2014 the Genworth Australia Group underwent a restructure in relation to the parent entity listing on
the ASX on 20 May 2014. This restructure led to a change in the selection criteria of key management personnel
(KMP), when compared to 2013. This has been reflected in the below KMP disclosure to allow for consistency
with the parent entity financial statements.
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7.3

Directors of the Company Executives

Ellen Comerford Georgette Nicholas
Anthony Gill Bridget Sakr
Richard Greliman Tobin Fonseca

{an MacDonald Conor O'Dowd
Samuel Marsico

Leon Roday

Stuart Take

Gayle Tollifson
Jerome Uptan

2014 2013
$'000 $'000
The key management personnel compensation is:
Short-term employee benefits 5,249 5,893
Post-employment benefits 338 259
Equity compensation benefits 2,017 1,292
7,604 7,444

Related party disclosures

Transactions with related parties are undertaken on normal commercial terms and conditions.

Corporate overhead

The Company entered into a shared services agreement with Genworth Financial Inc (“"GF!"), the Company's
ultimate parent entity .The services rendered by GFI consist of finance, human resources, legal and compliance,
investment services, information technology and other specified services. These transactions are in the normal
course of business and accordingly are measured at fair value. Payment for these service transactions are non-
interest bearing and are setiled on a quarterly basis. The amount charged {o the Company during the year was
$3,817,000. There Is a payable balance of $792,000 as at 31 December 2014,

Other related party transactions

During the year the Company paid $2,890,000 (2013: $4,340,000) to settle the final 2013 year tax liabilities to the
pre-IPO Provisional Head Company of the multiple entry consdlidated group, Genworth Financial New Holdings
Pty Limited, under the terms of the tax sharing agreement, and $45,148,000 (2013: $982,513,000) as interim tax
funding amounts notified under the terms of the tax funding agreement.

The Company paid $33,000,000 during the year to the post-IPC head entity of the tax consolidated group,
Genworth Morigage Insurance Australia Limited, as interim tax funding amounts notified under the terms of the
tax funding agreement.

The Company received $8,265,000 in settlement of intercompany payables from Genworth Financial Mortgage
Insurance Finance Pty Limited during the year.

The Company has a services agreement with Genworth Financial Australia Holdings LLC {"LLC"), whereby LLC
provides corporate advisory and treasury services to the Company. The amount charged to the Company during
the year was $2,542,000 (2013: $2,685,000) with fees payable of $257,000 (2013: $203,000) as at 31 December
2014.

The Company was charged by Genworth Morigage Insurance Australia Limited an amount of $1,691,000 for
share based payment transactions during the year with fees payable of $198,000 as at 31 December 2014,

Dividend

The Company paid an ordinary dividend of $0.0157 and $0.1773 per ordinary share, amounting to $22,000,000
and $248,500,000 to its shareholder, Genworth Financial Services Pty Limited on 26 August 2014 and 16
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7.4

December 14 respectively. In 2013, the Company paid an ordinary dividend of $0.0828 per ordinary share,
amounting to $130,000,000 to its sharehalder, Genworth Financiat Services Pty Limited on 14 June 2013.

Ultimate parent entity

The ultimate parent entity is Genworth Mortgage Insurance Australia Limited (GMA). GMA’s majority shareholder
is Genwarth Financial Inc. {GF1) with 66.2% ownership, GF is incorporated in the United States of America.

Controlled entity

Accounting policies

Subsidiaries are entities controlled by the Company. Control exists when the Company is exposed, or has rights,
to variable returns from its involvement with the entity and has the ability to affect those returns through its power
over the entities. In assessing control, the Company shall consider the purpose and design of the entities in
order to identify the relevant aclivities, how decisions about the relevant activities are made, who has the current
ability to direct those activities and who receives the returns from those activities. The financial statements of the
controlled entities are included from the date confrol commences until the date control ceases.

investment in controlied entity is carried at the cost of acquisition less accumulated impairment in the Company's
financial statements,

Name of entity Country of incorporation Class of Equity holding
shares (%)

2014 2013

Genworth Financial Mortgage
indemnity Limited Australia Ordinary 100 100

7.5 Share-based payments

Accounting policies

Genworth Financial Inc., the ultimate parent entity, provides benefits to directors and employees of the Group in
the form of share-based payments including share options and restricted share units (‘RSUs"), whereby directors
and employees render services to the Group in exchange for shares or rights over shares in Genworth Financial
inc. ("equity-setlied transactions”).

The cost of equity-settled transactions under the Genworth Financial Inc. Omnibus Incentive Plan is measured
by reference to the fair value at the date which they are granied. The fair value is calculated using the Black-
Scholes option pricing model. No account is taken of any performance conditions, other than conditions linked to
the price of the shares of Genworth Financial Inc. {("market conditions™).

The cost of equity-settled transactions is recognised, together with a corresponding increase in equity, over the
period in which the performance conditions are fulfilled, ending on the date on which the relevant employees
become fully entitled to the award (“vesting date").

The cumulative expense recognised for equity-setiled transactions at each reporting date until vesting date
reflects (i} the extent to which the vesting period has expired and (i} an estimated number of awards that will
ultimately vest. No adjustment is made for the liketthood of market performance conditions being met as the
effect of these conditions is included in the determination of fair value at grant date.

No expense is recognised for awards that do not ultimately vest, except for awards where vesting is conditional
upon a market condition.

In the case where an equity-settled award vests and subsequently is cancelled, it is treated as if it had not vested
on the date of cancellation, and any expense not yet recognised for the award is recognised immediately.
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Share-hased payment fransactions

The ultimate parent entity grants share-based awards fo employees of subsidiaries in the form of share
appreciation rights ("SAR") and RSUs under the Genworth Financial inc. Omnibus Incentive Plan,

For awards issued prior to 1 January 2008, share-based expense is recognised on a graded vesting attribution
method over the awards' respective vesting schedules. For awards issued after 1 January 2008, share-based
expense is recognised evenly on a siraight-line atiribution method over the awards’ respective vesting periods.

The estimated fair value of share-based payment awards on the date of grant is calculated using the Black-Scholes
Model. The Black-Scholes Model requires the input of certain assumptions that involve judgement. Management
periodically evaluates the assumptions and methodologies used to calculate estimated fair value of share-based
payments. Circumstances may change and additional data may become available over time, which could resulf in
changes to these assumptions and methodologies.

The following table contains the SAR weighted-average grant-date fair value information and related valuation
assumptions for the years ended 31 December:

2014 2013
Estimated fair value per option - $2.77
Valuation assumptions: -
Expected term (years) - 6
Expected volatility - 101.7%
Expected dividend vield - 0.5%
Risk-free interest rate - 1.1%

One-fourth of the SARs vests on each of the first, second, third and fourth anniversaries of the Grant Date,
provided that there has been continuous service with the Company or one of its Affiliates through such dates.
Unvested SARs are immediately cancelled upon termination of service with the Company or its Affiliates before
the expiry date, except under certain conditions.

On 20 February 2014 the ultimate parent entity issued 129,800 RSUs, with restriction periods ranging from three
to eight years with a fair value of $17.06, measured at the market price of the non-restricted shares on the grant
date.

One-fourth of the RSUs vest on each of the first, second, third and fourth anniversaries of the Grant Date,
provided that there has been continuous service with the Company or one of its affiliates through such dates.
Unvested RSUs are immediately cancelled upon termination of service with the Company or its Affiliates, except
under certain conditions.

Details of the number of employee options granted, exercised and forfeited or cancelled during the year were as
follows:
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2014

Balance
. at 1
Grant date Expiry Date Exercise January
Price
2014
Number ‘
. 25/05/2004 © 25/05/2014 ; 23.90 24,180§
20/07/2005 | 20/07/2015 | 39.34 2,400 |
09/08/2006 | 09/08/2016 41.83 6,600 |
13/02/2008 | 13/02/2018 27941 7,800 |
12/0212008  , 12/02/2019 | 3.01 20,500 |
I 19/08/2009 25/05/2014 | 9.56 1,552
. 19/08/2009 | 20/07/2015 | 9.56 398
| 19/08/12003 | 09/08/2016 9.56 1,248
18/08/2009  © 03/10/2016 | 9.56 1110
. 19/08/2009  © 31/07/2017 ? 9.56 2,149 |
. 19/08/2009 | 13/02/2018 E 9.56 5,300
- 12/02/2010 12102/2020 17.38 37,800 !
09022011 09/02/2021 ° 15.63 30,000
14/02/2012 1402/2022 | 10.88 : 35,100
15/02/2013 = 15/02/2023 1 11.1af 33,000
i Total ! 210,137
} Weighted {
a average exercise ; i
L .. .price ., ol 81534
2013
Balance
. at1
Grant date Expiry Date Exes:mse January
Price :
2013
‘ ‘ Number
| 25/05/2004 | 25/05/2014 | 21.83 24680
P 20/07/2005 | 20/07/2015 35,03 2,400
09/08/2008 | 09/08/2016 5 38.21 7,500
13/02/2008 | 13/02/2018 25,52 7,800
12/02/2009 | 1210212019 2.75 24,500
19/08/2009 | 25/05/2014 j 8.73 9,135
19/08/2008 . 20/07/2015 | 873 | 2864
19/08/2008 | 09/08/2016 8.73 | 3,731
19/08/2009 03/10/2016 8.73 1,110
19/08/2008 . 31/07/2017 8.73 4,749
19/08/2009 | 13/02/2018 8.73 7,550
12/02/2010 12/02/2020 15.87 22,800
09/02/2011 09/02/2021 | 14.27 12,000 |
141022012 14/02/2022 | 9.94 | 14,700
15/02/2013 15/02/2023 | 10.14 -
Total 145,519
Weighted :
average exercise ! ;
.. price L $1451

Granted
in the
year

Number

Granted
inthe
year

Nurnber

15,00

1
!
+
i
i
i
i

0

15,000

L 810,14 |

Exercised
in the year

Number

1,552 -
299
199

1,110 |

2,149

3,750 |

Exercised
in the year

Number

2,600

7,583 |

2,466
2,483

2,600 :

3,800

21,532
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Cancelled/
forfeited in the
year

Number
24,180

i
H
'
i
H

Cancelted/
forfeited in the
year

Number
250

900

1,400

2,550 |

Balance at 31
December
2014

Number
2,400 |
6,600
7,800 |

20,500 |

2,550 |
36,600 |
30,000
35,100 |
33,000

175,698 |

1208

¥

L

Balance at 31

Vested and
exercisable at
end of the
year
Number
2,400
6,600
7,800 -
20,500
99
1,049

2,550
36,600
22,500
17,550

8,250

125,898

..5931

Vested and

December exercisable at
2013 end of the year
. Number Number ‘
’ 24,430 | 24,430 °
2,400 | 2,400 -
6,600 | 6,600
7,800 | 7,800 |
20,500 i 20,500 °
1,552 | 1,652
398 | 398
1,248 | 1,248
} 1,110 | 1,110 -
: 2,149 | 2,149
3,750 | 3,750 |
22,800 | 17,100 :
12,000 | 6,000
14,700 | 11,025 :
? 15,000 | -
_ 136,437 | 106,062
i H
L1500 81585
472 -




Details of the number of employee RSUs granted, exercised and forfeited or cancelled during the year were as follows:

2014

Grant date

07/02/2007
10/02/2010
01/11/2010
01/03/2011
(21092011
Q3/01/2012
06/01/2012
11/01/2012
14/02/2012
18/02/2013
1/08/2013
110/2013
2M2/2013

..20/2/2014

_Total |

Balance at 1
January 2014

Number
2,500
6,831

7,500

10,000

350 047

2,500 |
10,000 |
24,045
11,250 ¢

3,750 |
18,750
61,071 |

184,950 |

6,000 °

Granted in
the year

Number

120800
129 800

Exercised in
the year

Number

i
|

’ 107 888

6,831 |

5,000 |
12,027 |
3,750 |
1,250 |
6,250 :
20,658 |
46,247 |
1,875 |
1,500
2,500 !

Cancetled/forfeited in

the year

Number

2,500

2,249

4,750
31,537

68850
47 886

Balance at 31
December
2014
Number

2,500

5,000

7,500

2,500
12,500
36,563
i 107,166
5,625
i 4,500

122380

9,769 |

7,500 |

Vested and
exercisable at
end of the year
Number

5, 324073

i Balance at1 January 20’E4 is adjusted for RSUs granted in prior pereods to emptoyees who transferred into the Austrahan Company dunng the ;

.ﬂ.}’.‘ii!.[ o e e ket i e e a2t e e s
2013
Balance at1 Granted in
Grant date January the year
2013

_ Number , Mumber
03/01/2005 3,750 -
07/0212007 2,500 -
13/02/2008 i 5,310 - l
10/02/2010 i 13,829 -
011172010 5,000 -
01/03/2011 15,000 -
02/09/2011 34,322 -
03/01/2012 15,000 | -
06/01/2012 5,000 | -
11/01/2012 25,000 | -
14/02/2012 95,433 -
15/02/12013 - 198,100
1/08/2013 - 13,500
21122013 . - 10,000
Total .. 221,144 1 221,600

Exercised in the

year

Number
3,750 ¢

5,310 :
6,915 |
2,500 .
5,000 |
11,444 ;
3,750 |
1,250 -
6,250 |
24,113 |

70282

Cancelled/forfeited in

the year

Nurnber

13,748
24,500

Balance at
31 December
2013
Number

2,500
5,998
2,500
10,000 -
24,712
11,250
3,750
8,750
58,572
173,600
13,500
10,000
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332,132 ;

Vested and
exercisable at
end of the year

Number

-3 -




7.6 Events subsequent to reporting date

As the event occurred after reporting date and did not relate to conditions existing at reporting date, no aceount
has been taken of it In the financial statements for the current reporting year ended 31 December 2014.

¢ On 17 February 2015, one of our fop three lender customers provided 90 days writien notice that they
were terminating the Agreement for the provision of LI agreement with the Company. The LMI business
underwritten under this contract represented 10% of new insurance written in 2014 and 14% of gross

written premium in 2014.
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Directors’ declaration

in the opinion of the directors of Genworth Financial Mortgage Insurance Pty Limited (the "Company”):

(@) the financial statements apd notes set out on pages 5 to 44 are in accordance with the Corporafions Act
2001, including:

{i giving a true and fair view of the financial position of the Company as at 31 December 2014 and of its
performance, as represented by the results of its operations and its cash fiows for the year ended on
that date; and

(i)  complying with Accounting Standards in Australia and the Corporations Regulations 2001 and other
mandatory professional reporting requirements; and

{b) the financial statements and notes also comply with International Financial Reporting Standards; and

{c) there are reasonable grounds to believe that the Company will be able to pay its debts as and when they
become due and payable.

Signed in accordance with a resolution of the directors:

R'ichard Grellman

; Elten Comerford
Chairman Chief Executive Officer and Managing Director

Dated at Sydney, 27 February 2015.
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Independent auditor’s report to the members of Genworth Financial Mortgage
Insurance Pty Limited

Report on the financial report

We have audited the accompanying financial report of Genworth Financial Mortgage Insurance
Pty Limited (the Company), which comprises the Statement of Financial Position as at 31
December 2014, and the Statement of Comprehensive Income, Statement of Changes in Equity
and Statement of Cash Flows for the year ended on that date, notes 1.1 to 7.6 comprising a
summary of significant accounting policies and other explanatory information and the directors’
declaration.

Directors’ responsibility for the financial report

The directors of the Company are responsible for the preparation of the financial report that
gives a true and fair view in accordance with Australian Accounting Standards and the
Corporations Act 2001 and for such internal control as the directors determine is necessary to
enable the preparation of the financial report that is free from material misstatement, whether
due to fraud or error. In note 1.2(a}, the directors also state, in accordance with Australian
Accounting Standard AASB 101 Presentation of Financial Statements, that the financial
statements comply with International Financial Reporting Standards.

Auditor’s responsibility

Qur responsibility is to express an opinion on the financial report based on our audit. We
conducted our audit in accordance with Australian Auditing Standards. These Auditing
Standards require that we comply with relevant ethical requirements relating to audit
engagements and plan and perform the audit to obtain reasonable assurance whether the financial
report is free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial report. The procedures selected depend on the auditor’s judgement,
including the assessment of the risks of material misstatement of the financial report, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation of the financial report that gives a true and fair view in order
to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by the directors, as well as evaluating the overall presentation of the financial
report. ’

We performed the procedures to assess whether in all material respects the financial report
presents fairly, in accordance with the Corporations Act 2001 and Australian Accounting
Standards, a true and fair view which is consistent with our understanding of the Company’s
financial position and of its performance.
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We believe that the audit evidence we have obtained is sufficient and appropriate.to provide a
basis for our audit opinion.

Independence

In conducting our audit, we have complied with the independence requirements of the
Corporations Act 2001,

Auditor’s opinion
In our opinion:

(a) the financial report of Genworth Financial Mortgage Insurance Pty Limited is in accordance
with the Corporations Act 2001, including:

(i) giving a true and fair view of the Company’s financial position as at 31 December 2014
and of its performance for the year ended on that date; and

(ii) complying with Australian Accounting Standards and the Corporations Regulations
2001.

(b) the financial report also complies with International Financial Reporting Standards as
disclosed in note 1.2(a).

Kémg

KPMG

L

|27
Jan Moyger

Partner

Sydney
27 February 2015
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