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MANAGEMENT STATEMENT ON RESPONSIBILITY
FOR FINANCIAL REPORTING

Management is responsible for the preparation and presentation of the consolidated financial 
statements of Genworth MI Canada Inc.  This responsibility includes ensuring the integrity and 
fairness of information presented and making appropriate estimates based on judgment.  The 
consolidated financial statements are prepared in conformity with International Financial Reporting 
Standards.

Preparation of financial information is an integral part of management's broader responsibilities 
for the ongoing operations of the Company.  Management maintains an extensive system of internal 
accounting controls to ensure that transactions are accurately recorded on a timely basis, are 
properly approved and result in reliable financial statements.  The adequacy of operation of the 
control systems is monitored on an ongoing basis by management.

The Board of Directors of the Company is responsible for approving the financial statements.  The 
Audit Committee of the Board, comprising of independent directors who are neither officers nor 
employees of the Company, meets with management, internal auditors, the actuary and external 
auditors (all of whom have unrestricted access and the opportunity to have private meetings with 
the Audit Committee) and reviews the financial statements.  The Audit Committee then submits 
its report to the Board recommending its approval of the financial statements.

The Company's appointed actuary is required to conduct a valuation of policy liabilities in 
accordance with Canadian generally accepted actuarial standards, reporting his results to 
management and the Audit Committee.

The Office of the Superintendent of Financial Institutions Canada makes an annual examination 
and inquiry into the affairs of the insurance subsidiary of the Company as deemed necessary to 
ensure that the Company is in sound financial condition and that the interests of the policyholders 
are protected under the provisions of the Insurance Companies Act (Canada).

The Company's external auditors, KPMG LLP, Chartered Professional Accountants, conduct an 
independent audit of the consolidated financial statements of the Company and meet both with 
management and the Audit Committee to discuss the results of their audit.  The auditors' report 
to the shareholders appears on the following page.

Stuart Levings
President and Chief Executive Officer

Philip Mayers
Senior Vice-President and Chief Financial Officer

February 6, 2018
Toronto, Canada
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INDEPENDENT AUDITORS' REPORT 

To the Shareholders of Genworth MI Canada Inc. 

We have audited the accompanying consolidated financial statements of Genworth MI 
Canada Inc., which comprise the consolidated statements of financial position as at 
December 31, 2017 and 2016, the consolidated statements of income, comprehensive 
income, changes in equity and cash flows for the years then ended, and notes, 
comprising a summary of significant accounting policies and other explanatory 
information. 

Management's Responsibility for the Consolidated Financial Statements 

Management is responsible for the preparation and fair presentation of these 
consolidated financial statements in accordance with International Financial Reporting 
Standards, and for such internal control as management determines is necessary to 
enable the preparation of consolidated financial statements that are free from material 
misstatement, whether due to fraud or error. 

Auditors' Responsibility 

Our responsibility is to express an opinion on these consolidated financial statements 
based on our audits.  We conducted our audits in accordance with Canadian generally 
accepted auditing standards.  Those standards require that we comply with ethical 
requirements and plan and perform the audit to obtain reasonable assurance about 
whether the consolidated financial statements are free from material misstatement. 

An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the consolidated financial statements.  The procedures selected 
depend on our judgment, including the assessment of the risks of material 
misstatement of the consolidated financial statements, whether due to fraud or error.  
In making those risk assessments, we consider internal control relevant to the entity's 
preparation and fair presentation of the consolidated financial statements 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 management, as well as 
evaluating the overall presentation of the consolidated financial statements. 

We believe that the audit evidence we have obtained in our audits is sufficient and 
appropriate to provide a basis for our audit opinion. 
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Opinion 

In our opinion, the consolidated financial statements present fairly, in all material 
respects, the consolidated financial position of Genworth MI Canada Inc. as at 
December 31, 2017 and 2016, and its consolidated financial performance and its 
consolidated cash flows for the years then ended in accordance with International 
Financial Reporting Standards. 

 
Chartered Professional Accountants, Licensed Public Accountants 
 
February 6, 2018 
Toronto, Canada 
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Consolidated Statements of Financial Position
(In thousands of Canadian dollars)

December 31, 2017 and 2016
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Notes 2017 2016

Assets
Cash and cash equivalents 9 $ 286,980 $ 126,072
Short-term investments 9 221,397 206,099
Accrued investment income and other receivables 31,902 47,337
Derivative financial instruments 9 151,321 38,787
Bonds and debentures and other 9 5,394,204 5,468,170
Preferred shares 9 546,775 425,819
Total invested assets, accrued investment income and other

receivables 6,632,579 6,312,284

Subrogation recoverable 6(c) 59,303 67,242
Prepaid assets 3,518 2,730
Property and equipment 1,345 1,683
Intangible assets 15 8,352 10,070
Deferred policy acquisition costs 6(d) 208,046 206,810
Goodwill 17 11,172 11,172
Total assets $ 6,924,315 $ 6,611,991

Liabilities and Shareholders' equity
Liabilities:

Accounts payable and accrued liabilities $ 64,665 $ 64,987
Income taxes payable 43,637 19,329
Loss reserves 6(b) 118,951 163,467
Share-based compensation liabilities 14 23,485 16,069
Derivative financial instruments 9 59,698 42,838
Long-term debt 19 433,299 432,891
Unearned premiums reserve 6(a) 2,129,758 2,142,903
Accrued net benefit liabilities under employee benefit plans 13 48,393 41,710
Deferred tax liabilities 10 41,006 39,217

Total liabilities $ 2,962,892 $ 2,963,411

Shareholders' equity:
Share capital 18 1,359,220 1,368,658
Retained earnings 2,524,589 2,186,988
Accumulated other comprehensive income 77,614 92,934

Total shareholders' equity 3,961,423 3,648,580

Total liabilities and shareholders' equity $ 6,924,315 $ 6,611,991

See accompanying notes to the consolidated financial statements.

On behalf of the Board:

 (signed) "Stuart Levings"     Director 

 (signed) "Neil Parkinson"  Director



GENWORTH MI CANADA INC.
Consolidated Statements of Income
(In thousands of Canadian dollars, except per share amounts)

Years ended December 31, 2017 and 2016
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Notes 2017 2016

Premiums written 6(a) 662,706 $ 759,806

Premiums earned 6(a) $ 675,851 $ 637,896

Losses on claims 6(b) 68,865 139,023

Expenses:
Premium taxes and underwriting fees 50,704 58,462
Employee compensation 49,552 49,308
Office 21,300 19,080
Professional fees 4,458 5,221
Promotional and travel 4,734 4,856
Regulatory fees and assessments 3,142 822
Total expenses 133,890 137,749
Net change in deferred policy acquisition costs 6(d) (1,236) (13,740)

132,654 124,009

Net underwriting income 474,332 374,864

Investment income:
Interest 165,819 162,226
Dividends 21,368 18,055
Net realized gains on sale of investments 3,422 3,127
Net gains on derivatives and foreign exchange 79,182 37,720
Impairment loss — (2,505)
Total investment income 269,791 218,623
General investment expenses (4,806) (4,769)

264,985 213,854

Interest expense 19 23,526 23,194

Income before income taxes 715,791 565,524

Income taxes: 10
Current 185,621 148,146
Deferred 2,664 486

188,285 148,632

Net income for the year attributable to owners of the Company $ 527,506 $ 416,892

Earnings per share: 21
Basic $ 5.76 $ 4.54
Diluted $ 5.76 $ 4.54

See accompanying notes to the consolidated financial statements.



GENWORTH MI CANADA INC.
Consolidated Statements of Comprehensive Income
(In thousands of Canadian dollars)

Years ended December 31, 2017 and 2016
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2017 2016

Net income $ 527,506 $ 416,892

Other comprehensive loss:

Items that will not be reclassified subsequently to income:

Re-measurement of employee benefit obligations, net of income tax of
$875 (2016 - $274) (2,377) (747)

Items that may be reclassified subsequently to income:

Net change in fair value of Available-for-Sale ("AFS") financial assets,
net of income tax of $4,441 (2016 - $11,733) (11,830) (33,543)

Gains on AFS financial assets reclassified to income, net of income tax
of $1,310 (2016 - $33) (3,490) (93)

Total other comprehensive loss for the period attributable to owners of the
Company, net of income tax of $6,626 (2016 - $12,040) (17,697) (34,383)

Total comprehensive income attributable to owners of the Company $ 509,809 $ 382,509

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Changes in Equity
(In thousands of Canadian dollars, except per share amounts)

Years ended December 31, 2017 and 2016
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Accumulated
other Total

Share Retained comprehensive  shareholders'
capital earnings income equity

Balance at January 1, 2017 $ 1,368,658 $ 2,186,988 $ 92,934 $ 3,648,580

Comprehensive income:
Net income — 527,506 — 527,506
Other comprehensive loss — — (17,697) (17,697)
Total comprehensive income — 527,506 (17,697) 509,809

Total transactions recognized directly in
equity:

Dividends on common shares(1) — (164,147) — (164,147)
Issuance of common shares 7,186 — — 7,186
Repurchase of common shares

(note 18) (16,624) (23,381) — (40,005)

Re-measurement of employee benefit
obligations, net of income tax — (2,377) 2,377 —

Total transactions recognized directly
in equity (9,438) (189,905) 2,377 (196,966)

Balance at December 31, 2017 $ 1,359,220 $ 2,524,589 $ 77,614 $ 3,961,423

Accumulated
other Total

Share Retained comprehensive  shareholders'
capital earnings income (loss) equity

Balance at January 1, 2016 1,366,374 $ 1,926,949 $ 126,570 $ 3,419,893

Comprehensive income:
Net income — 416,892 — 416,892
Other comprehensive loss — — (34,383) (34,383)
Total comprehensive income — 416,892 (34,383) 382,509

Total transactions recognized directly in
equity:

Dividends on common shares(1) — (156,106) — (156,106)
Issuance of common shares 2,284 — — 2,284
Re-measurement of employee benefit

obligations, net of income tax — (747) 747 —
Total transactions recognized directly

in equity 2,284 (156,853) 747 (153,822)

Balance at December 31, 2016 $ 1,368,658 $ 2,186,988 $ 92,934 $ 3,648,580

(1) The Company paid dividends of $0.44 per common share in the first, second, and third quarters and $0.47 per common share in the fourth 
quarter of 2017 ($0.42 per common share in the first, second and third quarters of 2016 and $0.44 per common share in the fourth quarter 
of 2016).

See accompanying notes to the consolidated financial statements.
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Consolidated Statements of Cash Flows
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2017 2016
Cash provided by (used in):

Operating activities:
Net income $ 527,506 $ 416,892
Adjustments for non-cash items in net income:

Amortization of intangible assets and depreciation of property and equipment 3,666 3,286
Expensing of deferred policy acquisition costs 66,819 62,980
Income taxes 188,285 148,632
Interest income (165,819) (162,226)
Dividend income (21,368) (18,055)
Net realized gains on sale of investments (3,422) (3,127)
Net gains on derivatives and foreign exchange (79,182) (37,720)
Impairment loss — 2,505
Interest expense 23,526 23,194
Net share-based compensation expense 6,737 6,142

546,748 442,503
Change in non-cash balances related to operations:

Accrued investment income and other receivables (2,235) (3,367)
Prepaid assets (788) (274)
Subrogation recoverable 7,939 (5,998)
Deferred policy acquisition costs (68,055) (76,720)
Accounts payable and accrued liabilities (5,228) (1,475)
Loss reserves (44,516) 31,890
Unearned premiums reserve (13,145) 121,910
Accrued net benefit liability under employee benefit plans 3,431 3,448

424,151 511,917
Cash generated from (used in) operating activities:

Interest received from bonds and debentures 173,578 171,298
Dividends received from preferred shares 21,747 16,764
Interest paid on long-term debt (22,407) (22,407)
Income taxes paid (155,561) (101,332)
Share-based compensation awards settled in cash (3,052) (2,107)

Net cash generated from operating activities 438,456 574,133

Financing activities:
Dividends paid (164,147) (156,106)
Repurchase of common shares (40,005) —
Proceeds from exercise of stock options 3,744 1,599
Net cash used in in financing activities (200,408) (154,507)

Investing activities:
Purchase of short-term investments (527,755) (590,135)
Proceeds from sale or maturities of short-term investments 513,112 462,868
Purchase of bonds (1,339,559) (1,525,517)
Proceeds from sale or maturities of bonds 1,304,574 1,162,922
Purchase of preferred shares (73,016) (161,378)
Proceeds from sale of preferred shares 2,882 1,737
Purchase of intangible assets and property and equipment (1,609) (4,868)
Derivative financial instruments 44,231 (29,979)
Net cash used in in investing activities (77,140) (684,350)

Increase (decrease) in cash and cash equivalents 160,908 (264,724)

Cash and cash equivalents, beginning of period 126,072 390,796

Cash and cash equivalents, end of period $ 286,980 $ 126,072

See accompanying notes to the consolidated financial statements.
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Notes to Consolidated Financial Statements
(In thousands of Canadian dollars, except per share amounts)

Years ended December 31, 2017 and 2016
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1. Reporting entity:

Genworth MI Canada Inc. (the "Company") was incorporated under the Canada Business 
Corporations Act on May 25, 2009 and is domiciled in Canada.  The Company's shares are traded 
publicly on the Toronto Stock Exchange under the symbol "MIC". The Company's registered office 
is located at Suite 300, 2060 Winston Park Drive, Oakville, Ontario, L6H 5R7, Canada.

Genworth Financial Inc. ("Genworth Financial"), a public company listed on the New York Stock 
Exchange, indirectly holds approximately 57.1% (December 31, 2016 - 57.2%) of the common shares 
of the Company.

The Company holds a 100% ownership interest in the holding companies Genworth Canada Holdings 
I Company ("Holdings I"),  Genworth Canada Holdings II Company ("Holdings II"), MIC Holdings H 
Company ("Hco") and MIC Holdings I Company ("Ico"). The Company also holds an indirect 100% 
ownership interest in Genworth Financial Mortgage Insurance Company Canada (the "Insurance 
Subsidiary") through Holdings I and Holdings II.  These consolidated financial statements as at and 
for the year ended December 31, 2017 reflect the consolidation of the Company and these 
subsidiaries. Additional information on the reporting and consolidation structure is disclosed in note 
11(b).

The Insurance Subsidiary is engaged in mortgage insurance in Canada and owns all of the issued 
and outstanding shares of MIC Insurance Company Canada ("MICICC"). MICICC is licensed to 
service policies originated prior to its acquisition by the Company in 2012.

The Insurance Subsidiary and MICICC are regulated by the Office of the Superintendent of Financial 
Institutions Canada ("OSFI") as well as applicable provincial financial services regulators.

The Insurance Subsidiary is also subject to regulation under the Protection of Residential Mortgage 
or Hypothecary Insurance Act ("PRMHIA"). Under the terms of PRMHIA, the Canadian federal 
government guarantees the benefits payable under eligible mortgage insurance policies issued by 
the Insurance Subsidiary, less 10% of the original principal amount of each insured loan, in the event 
that the Insurance Subsidiary fails to make claim payments with respect to that loan due to its 
bankruptcy or insolvency. The maximum outstanding insured exposure for all private insured 
mortgages, including those insured by other private mortgage insurance companies, under PRMHIA 
is $350 billion. 

On October 21, 2016, Genworth Financial entered into an agreement and plan of merger (the “Merger 
Agreement”) with Asia Pacific Global Capital Co., Ltd. (“the Parent”), a limited liability company 
incorporated in the People’s Republic of China, and Asia Pacific Global Capital USA Corporation 
(“Merger Sub”), a Delaware corporation and an indirect, wholly-owned subsidiary of the Parent.
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Notes to Consolidated Financial Statements (continued)
(In thousands of Canadian dollars, except per share amounts)

Years ended December 31, 2017 and 2016
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1. Reporting entity (continued):

Subject to the terms and conditions of the Merger Agreement, including the satisfaction or waiver 
of certain conditions, Merger Sub would merge with and into Genworth Financial with Genworth 
Financial surviving the merger as an indirect, wholly-owned subsidiary of the Parent. The Parent is 
a newly formed subsidiary of China Oceanwide Holdings Group Co., Ltd. (together with its affiliates, 
“China Oceanwide”).

At a special meeting held on March 7, 2017, Genworth Financial’s stockholders voted on and 
approved a proposal to adopt the Merger Agreement. The transaction remains subject to closing 
conditions, including the receipt of required regulatory approvals in the U.S., China, and other 
international jurisdictions. Requisite regulatory approvals include that of the Committee on Foreign 
Investment in the United States (“CFIUS”).

On November 29, 2017, Genworth Financial, the Parent and Merger Sub entered into a Waiver and 
Agreement pursuant to which Genworth Financial and the Parent each agreed to waive until April 
1, 2018 its right to terminate the Merger Agreement and abandon the merger in accordance with 
the terms of the Merger Agreement due to a failure of the merger to have been completed on or 
before August 31, 2017. This was the second waiver and agreement extension, which extended the 
previous deadline of November 30, 2017, and allows additional time for regulatory reviews of the 
transaction. Due to the delay in the timing of the closing of the transaction, Genworth Financial is 
currently pursuing a secured indebtedness transaction to address upcoming debt maturities.

2. Basis of presentation:

(a) Statement of compliance: 

These consolidated financial statements were prepared in accordance with International 
Financial Reporting Standards ("IFRS"), as issued by the International Accounting Standards 
Board ("IASB"). 

These consolidated financial statements were approved by the Board of Directors on February 
6, 2018.
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2. Basis of presentation (continued):

 (b) Basis of measurement:

These consolidated financial statements have been prepared on the historical cost basis except 
for the following material items in the consolidated statements of financial position: 

(i) AFS short-term investments, bonds and debentures and preferred shares are measured at 
fair value; 

(ii) Derivative financial instruments, which are comprised of foreign currency forwards, cross 
currency interest rate swaps, interest rate swaps and equity total return swaps are measured 
at fair value; 

(iii)  Subrogation rights related to real estate included in subrogation recoverable are measured 
at the fair value of the real estate assets at the reporting date less costs for obtaining the 
rights to and selling of the real estate; 

(iv) Accrued benefit liabilities under employee benefit plans are recognized at the present value 
of the defined benefit obligations;  

(v) Liabilities for cash-settled share-based compensation are measured at fair value; and 

(vi) Loss reserves and estimated borrower recoveries included in subrogation recoverable are 
discounted and include an actuarial margin for adverse deviation.  

(c) Functional and presentation currency: 

These consolidated financial statements are presented in Canadian dollars, which is the 
Company's functional currency.  All financial information presented in Canadian dollars has been 
rounded to the nearest thousand, except per share amounts. 

(d)  Use of estimates and judgments: 

The preparation of financial statements requires management to make judgments, estimates 
and assumptions that affect the application of accounting policies and the reported amounts of 
assets and liabilities at the date of the consolidated financial statements and the reported 
amounts of income and expenses during the year.  Actual results may differ from estimates 
made.  See note 5 for a description of the significant judgments and estimates made by the 
Company. 
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Notes to Consolidated Financial Statements (continued)
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Years ended December 31, 2017 and 2016
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3. Significant accounting policies: 

(a) Basis of consolidation: 

(i) Business combinations: 

Business combinations are accounted for using the acquisition method as at the acquisition 
date, when control is transferred to the Company.  

The Company measures goodwill at the acquisition date as the fair value of consideration 
transferred less the net recognized amount of the identifiable assets acquired and liabilities 
assumed.  When the excess is negative, a bargain purchase gain is recognized immediately 
in income. 

Transaction costs, other than those associated with the issue of debt or equity securities, 
that the Company incurs in connection with a business combination are expensed as 
incurred. 

Interest in consolidated subsidiaries is disclosed in note 11(b).

(ii) Subsidiaries: 

Subsidiaries are entities controlled by the Company.  The financial statements of subsidiaries 
are included in the consolidated financial statements from the date that control commences 
until the date that control ceases. Intra-group balances and transactions are eliminated in 
preparing consolidated financial statements. 

(b) Insurance contracts: 

The items in the Company's consolidated financial statements that are derived from insurance 
contracts are premiums, losses on claims, subrogation recoveries and deferred policy acquisition 
costs.  Each of these items is described below. 



GENWORTH MI CANADA INC.
Notes to Consolidated Financial Statements (continued)
(In thousands of Canadian dollars, except per share amounts)

Years ended December 31, 2017 and 2016
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3. Significant accounting policies (continued): 

(i) Premiums written, premiums earned and unearned premiums reserve: 

Mortgage insurance premiums are deferred and then taken into underwriting revenues over 
the terms of the related policies.  The unearned portion of premiums is included in the liability 
for unearned premiums reserve.  The majority of policies in force have been written for terms 
of 20 to 35 years.  The rates or formulae under which premiums are earned are based on 
the loss emergence pattern in each year of coverage.  The Company performs actuarial 
studies and adjusts the formulae under which premiums are earned in accordance with the 
results of such studies.  This includes adjustments to premiums earned from premium written 
in respect of prior periods.  

A premium deficiency provision, if required, is determined as the excess of the present value 
of expected future losses on claims and expenses (including policy maintenance expenses) 
on policies in force (using an appropriate discount rate) over the unearned premiums reserve. 

(ii) Risk fee: 

In conjunction with receiving credit support in the form of the Government of Canada 
guarantee, as prescribed in the PRMHIA, the Company is subject to a risk fee equal to 
2.25% of gross premiums written excluding reinsurance premiums.  The Company records 
the risk fee in premium taxes and underwriting fees in the consolidated statements of income.
The risk fee relates directly to the acquisition of new mortgage insurance business.  
Accordingly, it is subsequently deferred and expensed in proportion to and over the period 
in which premiums are earned and reflected in deferred policy acquisition costs.  

(iii) Losses on claims and loss reserves: 

Losses on claims include internal and external claims adjustment expenses and are recorded 
net of amounts received or expected to be received from recoveries. 

Loss reserves represent the amount needed to provide for the expected ultimate net cost 
of settling claims including adjustment expenses related to defaults by borrowers (both 
reported and unreported) that have occurred on or before each reporting date.  Loss reserves 
are discounted to take into account the time value of money.  The Company records a 
supplemental provision for adverse deviation based on an explicit margin for adverse 
deviation developed by the Company's appointed actuary. 
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(In thousands of Canadian dollars, except per share amounts)

Years ended December 31, 2017 and 2016
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3. Significant accounting policies (continued):

Loss reserves are derecognized after a claim has been paid and the Company's obligation 
under the policy has been fulfilled, or after a borrower has remedied a delinquent loan and 
management estimates that no loss will be incurred under the policy. 

(iv) Subrogation recoveries and subrogation recoverable: 

Subrogation rights related to real estate are carried in subrogation recoverable at the fair 
value of the real estate assets less costs for obtaining the rights to and selling the real estate.

Estimated borrower recoveries related to claims paid and loss reserves are recognized in 
subrogation recoverable. Estimated borrower recoveries are discounted to take into account 
the time value of money and include an explicit margin for adverse deviation. 

(v)  Deferred policy acquisition costs: 

Deferred policy acquisition costs comprise premium taxes, appraisal costs, risk fee, certain 
employee compensation, and other expenses that relate directly to acquisition of new 
mortgage insurance business.  Policy acquisition costs related to unearned premiums are 
deferred to the extent that they can be expected to be recovered from the unearned premiums 
reserve and are expensed in proportion to and over the periods in which the premiums are 
earned.  

(c) Financial instruments: 

The Company recognizes financial assets on the trade date, at which it becomes a party to the 
contractual provisions of the financial asset contract. 

The Company derecognizes a financial asset when the contractual rights to the cash flows from 
the asset expire or it transfers the rights to receive contractual cash flows on the financial asset 
in a transaction in which substantially all the risks and rewards of ownership of the financial 
asset are transferred.  Any interest in transferred financial assets that is created or retained by 
the Company is recognized as a separate asset or liability. 

Financial assets and liabilities are offset and the net amount is presented in the statements of 
financial position when the Company has a legally enforceable right to offset the amounts and 
intends either to settle on a net basis or to realize the asset and settle the liability simultaneously. 



GENWORTH MI CANADA INC.
Notes to Consolidated Financial Statements (continued)
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3. Significant accounting policies (continued): 

(i) Cash and cash equivalents: 

Cash and cash equivalents are comprised of deposits in banks, treasury bills and other 
highly liquid investments, with original maturities of three months or less, that are readily 
convertible to known amounts of cash and which are not subject to a significant risk of 
changes in value. Cash pledged as collateral by counterparties for derivative contracts is 
recognized in cash and cash equivalents with a corresponding liability recognized in 
derivative financial instruments on the consolidated statements of financial position given 
that the risks and rewards of ownership are not transferred from the counterparties to the 
Company in the course of the collateral transactions. 

(ii) Financial assets at fair value through profit and loss: 

A financial asset is classified as fair value through profit and loss ("FVTPL") if it is considered 
to be held for trading or it is designated as such upon initial recognition.  The Company has 
classified derivative financial instruments as FVTPL at December 31, 2017 and 2016.

FVTPL financial assets are recorded at fair value with realized gains and losses on sale and 
changes in the fair value recorded in income.  Transaction costs related to FVTPL financial 
assets are recognized in income as incurred. 

(iii) AFS financial assets: 

AFS financial assets are non-derivative financial assets that are designated as AFS and are 
not classified in any other specific financial asset category. The Company classifies bonds 
and debentures, preferred shares and short-term investments in the AFS financial asset 
category. 

AFS financial assets are recorded at fair value with changes in their fair value recorded in 
other comprehensive income ("OCI").  Cumulative realized gains and losses on sale and 
cumulative realized gains and losses on AFS instrument derecognition, as well as 
impairment losses, are reclassified from accumulated other comprehensive income ("AOCI") 
and recorded in investment income.  Investment gains or losses on sale of investments are 
measured at the difference between cash proceeds received and the amortized cost of the 
investment. Transaction costs are capitalized as part of the carrying value of the AFS financial 
assets. 
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3. Significant accounting policies (continued): 

Re-measurement adjustments arising on translation of AFS bonds denominated in 
U.S. dollars to Canadian dollars are recognized in net gains or losses on derivatives and 
foreign exchange in the statement of income in accordance with the accounting policy for 
foreign currency translation in note 3(l).

(iv) Loans and receivables: 

Loans and receivables are financial assets with fixed or determinable payments that are 
not quoted in an active market.  Such assets are recognized initially at fair value plus any 
directly attributable transaction costs. 

Subsequent to initial recognition, loans and receivables are measured at amortized cost 
using the effective interest method, less any impairment losses.  Loans and receivables 
comprise cash and cash equivalents and accrued investment income and other receivables. 

(v) Non-derivative financial liabilities: 

All non-derivative financial liabilities are recognized initially on the date that the Company 
becomes a party to the contractual provisions of the financial instrument. 

The Company derecognizes a financial liability when its contractual obligations are 
discharged or canceled or expire. The Company classifies all non-derivative financial 
liabilities into the Other financial liabilities category.  Such financial liabilities are recognized 
initially at fair value along with any directly attributable transaction costs.  Subsequent to 
initial recognition, these financial liabilities are measured at amortized cost using the effective 
interest method. 

Non-derivative financial liabilities are comprised of the Company's long-term debt and 
accounts payable and accrued liabilities including balances due to the Company's majority 
shareholder and its affiliates. 
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3. Significant accounting policies (continued): 

 (d)   Securities lending: 

The Company includes a portion of its invested assets in its securities lending program. 
Securities lending transactions are entered into on a fully collateralized basis.  The transferred 
securities themselves are not derecognized on the consolidated statements of financial position 
given that the risks and rewards of ownership are not transferred from the Company to the 
counterparties in the course of such transactions.  The securities are disclosed separately in 
note 9 of the consolidated financial statements on the basis that counterparties may resell or 
re-pledge the securities during the time that the securities are in their possession. Securities 
received from counterparties as collateral are not recorded on the consolidated statements of 
financial position given that the risk and rewards of ownership are not transferred from the 
counterparties to the Company in the course of such transactions and because cash collateral 
is not permitted as an acceptable form of collateral under the program. 

(e) Derivative financial instruments: 

Derivative financial instruments are financial contracts whose value is derived from an underlying 
interest rate, foreign exchange rate, equity or commodity instrument or index.  Derivative financial 
instruments are classified as FVTPL and are recognized in the consolidated statements of 
financial position as assets when their fair value is positive and as liabilities when their fair value 
is negative.  While the Company has the ability to settle multiple financial derivative instruments 
on a net basis under a master netting arrangement, the Company does not meet the accounting 
requirements to offset derivative assets and liabilities.  Accordingly, each derivative financial 
instrument is presented as an asset or liability based on the fair value of the individual instrument. 
Derivative financial instruments include foreign currency forwards, cross currency interest rate 
swaps, interest rate swaps and equity total return swaps.

Changes in fair value of derivative financial instruments are generally recognized in net gains 
or losses on derivatives and foreign exchange during the period in which they arise.  However,  
when an economic hedge relationship has been established between the derivative financial 
instruments and certain expenses, the changes in fair value are recognized in expenses during 
the period in which they arise. 
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3. Significant accounting policies (continued): 

(f) Interest income: 

Interest income from fixed income investments including short-term investments and bonds and 
debentures is recognized on an accrual basis using the effective interest method and reported 
as interest in investment income.

Lending fees received under the Company's securities lending program are recognized on an 
accrual basis and reported in investment income. 

Interest income from impaired fixed income investments is recognized using the rate of interest 
used to discount the future cash flows for the purpose of measuring the impairment loss.  Such 
interest is recognized only if the Company expects the interest to be received based on the 
financial condition of the fixed income investment issuer. 

(g) Dividend income: 

Dividends on preferred and common shares are recognized when the shareholder's right to 
receive payment is established, which is the ex-dividend date, and are reported as dividends in 
investment income. 

(h) Impairment: 

(i) Impairment of financial assets: 

Financial assets not carried at FVTPL are assessed at each reporting period to determine 
whether there is objective evidence of impairment.  

Bonds and debentures and preferred shares are assessed for impairment if objective 
evidence indicates that a loss event has occurred after the initial recognition of the asset.  
Loss events include default or delinquency of the debtor, indications that the issuer of a 
security will enter bankruptcy, significant deterioration of credit quality and economic 
conditions that correlate with defaults or the disappearance of an active market for a security. 
Impairment is deemed to exist when the Company does not expect full recovery of the 
amortized cost of the investment based on the estimate of cash flows expected to be collected 
or when the Company intends to sell the investment prior to recovery from its unrealized 
loss position. 

Common shares are deemed to be impaired when it is determined that the common shares 
have experienced significant or prolonged losses. 
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3. Significant accounting policies (continued): 

Impairment losses on AFS financial assets are recognized by reclassifying losses from AOCI 
to income.  The cumulative loss that is reclassified from AOCI to income is the difference 
between the acquisition cost, net of any principal repayment and amortization, and the 
current fair value, less any impairment loss recognized previously in income.  Changes in 
impairment provisions attributable to time value are reflected as a component of investment 
income.  If, in a subsequent period, the fair value of an impaired AFS bond or preferred 
share increases and the increase can be related objectively to an event occurring after the 
impairment loss was recognized in income, then the impairment loss is reversed, with the 
amount of the reversal recognized in income.  However, any subsequent recovery in fair 
value of an impaired AFS common share is recognized in OCI. 

(ii) Impairment of non-financial assets: 

The carrying amounts of the Company's non-financial assets are reviewed at each reporting 
period to determine whether there is any indication of impairment.  If any such indication 
exists, the asset's recoverable amount is estimated.  An impairment loss is recognized if 
the carrying amount of an asset exceeds its estimated recoverable amount. The recoverable 
amount of an asset is the greater of its value in use and its fair value less expected selling 
costs.  

In assessing value in use, the estimated future cash flows are discounted to their present 
value using a pre-tax discount rate that reflects current market assessments of the time 
value of money and the risks specific to the asset.  For purposes of goodwill impairment 
testing, the comparison of estimated recoverable amount to carrying amount is performed 
on the Company's single cash-generating unit ("CGU"), which is its mortgage insurance 
business.  Impairment losses are recognized in income in the period in which the impairment 
is determined.  Impairment losses recognized in respect of a CGU are allocated first to 
reduce the carrying amount of goodwill and then to reduce the carrying amounts of the other 
assets in the CGU on a pro-rata basis.  An impairment loss in respect of goodwill is not 
reversed if the estimated recoverable amount increases. 
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3. Significant accounting policies (continued): 

The assessment of impairment of non-financial assets excludes assessment of deferred 
policy acquisition costs.  The ability of the Company to recover its deferred policy acquisition 
costs is assessed as part of the Company's overall insurance liability adequacy testing.  In 
the event that a provision for premium deficiency is required based on this test, the deferred 
policy acquisition cost asset is reduced with a corresponding charge recognized as deferred 
policy acquisition expense. 

(i) Income taxes: 

Income taxes are comprised of current and deferred taxes. Current and deferred taxes 
associated with items recognized in equity are recognized directly in equity.  Taxes on fair value 
gains and losses and actuarial gains and losses from re-measurement of defined benefit plans 
included in OCI are recognized directly in OCI.  Otherwise, except to the extent that they relate 
to a business combination, current and deferred taxes are recognized in income. 

(i) Current tax: 

Current taxes are recognized for estimated income taxes payable or recoverable for the 
current year and any adjustments to taxes payable in respect of prior years.  Current taxes 
payable and current taxes recoverable are offset when they relate to income taxes imposed 
by the same taxation authority for the same legal entity and the taxation authority permits 
making or receiving a single net payment. 

(ii) Deferred tax: 

Deferred tax is recognized in respect of temporary differences between the carrying amounts 
of assets and liabilities for financial reporting purposes and the amounts used for taxation 
purposes.  

Deferred tax is not recognized for temporary differences on the initial recognition of assets 
or liabilities in a transaction that is not a business combination and that affects neither 
accounting nor taxable income or loss, temporary differences related to investments in 
subsidiaries to the extent that it is probable that they will not reverse in the foreseeable 
future, and taxable temporary differences arising on the initial recognition of goodwill. 

The measurement of deferred tax reflects the tax consequences that would follow the manner 
in which the Company expects, at the end of the reporting period, to recover or settle the 
carrying amount of its assets and liabilities. 
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3. Significant accounting policies (continued): 

Deferred taxes are measured using currently enacted or substantively enacted income tax 
rates expected to apply to taxable income in the periods in which the temporary differences 
reverse.  The most significant temporary difference relates to policy reserves.

Deferred tax assets are recognized for unused tax losses, tax credits and deductible 
temporary differences to the extent that it is probable the Company will have sufficient taxable 
income against which they can be used.  The deferred tax assets are reviewed each reporting 
period and are reduced to the extent that it is no longer probable that the benefit arising 
from the unused tax loss, tax credit or deductible temporary difference will be realized. 

Deferred income tax assets and liabilities are offset when there is a legally enforceable right 
to offset current tax liabilities and assets and they relate to income taxes imposed by the 
same taxation authority for the same legal entity.

(j) Employee benefits: 

(i) Defined contribution pension plan: 

 The defined contribution pension plan is a post-employment benefit plan under which the 
Company pays fixed contributions into the plan (that is a separate legal entity) which are 
held in trust for the benefit of its employees and will have no legal or constructive obligation 
to pay further amounts.  The obligation for contributions to the defined contribution pension 
plan is recognized as an expense in the period during which services are provided by 
employees.

(ii) Defined benefit plans: 

A defined benefit plan is a post-employment plan other than a defined contribution plan.  
The Company currently maintains two defined benefit plans: a Supplemental Executive 
Retirement Plan ("SERP") and a plan for Non-Pension Post-Retirement Benefits ("NPPRB").  
The Company's obligation in respect of each plan is calculated separately.  For each plan, 
the Company has adopted the following policies: 

Actuarial valuations of benefit liabilities for SERP and NPPRB plans are performed as at 
December 31 of each year using the projected unit credit method and based on 
management's assumptions including assumptions on the discount rate, rate of 
compensation increase, mortality and the trend in the health care cost rate. For the NPPRB 
plan, membership data is updated every three years. 
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3. Significant accounting policies (continued): 

Obligations for the SERP are attributed to the period beginning on the employee's date of 
joining the plan and ending on the earlier of termination, death or retirement.  Obligations 
for NPPRB are attributed to the period beginning on the employee's date of hire to the date 
the employee reaches the age of 55 and is eligible for benefits under the plan. 

Actuarial gains and losses arising from changes in actuarial assumptions used to determine 
the benefit obligations or experience adjustments are recognized in OCI in the period in 
which they arise, and reported in retained earnings.

Prior service costs arising from plan amendments are recognized in expense in the period 
in which the plan amendments are introduced. 

The Company recognizes gains or losses on settlement of a defined benefit obligation when 
a settlement occurs.  The gain or loss is comprised of any change in the present value of 
the defined benefit obligation and any changes in actuarial gains and losses that had not 
been previously recognized. 

(iii) Short-term employee compensation and benefits: 

Short-term employee compensation and benefit obligations, including the Company's short-
term bonus, are measured on an undiscounted basis and are expensed as the related 
service is provided.

(iv) Share-based compensation: 

The Company's share-based awards include stock options with tandem stock appreciation 
rights ("Options"), Restricted Share Units ("RSUs"), Performance Share Units ("PSUs"), 
Directors' Deferred Share Units ("DSUs") and Executive Deferred Share Units ("EDSUs").  
Recipients of Options have choice of settlement in cash or shares of the Company.  RSUs, 
DSUs, and PSUs are settled in cash or shares of the Company at the discretion of the 
Company's Board of Directors.  EDSUs are settled in cash. The Company has applied  
liability settlement treatment for all of its share-based compensation awards because all 
such awards are either settled in cash or provide employees or the Company with the option 
of settlement in cash or shares of the Company. 
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3. Significant accounting policies (continued): 

The fair value of the share-based awards is recognized as compensation expense over the 
relevant vesting period, with a corresponding entry to share-based compensation liabilities.  
The liabilities are re-measured at each reporting date and the settlement date.  Any changes 
in the fair value of the liabilities are recognized as compensation expense. 

Options are measured at fair value using the Black-Scholes valuation model.  RSUs, PSUs, 
DSUs and EDSUs are measured at fair value using the quoted market price of the Company's 
shares at the end of each reporting period. 

RSUs, PSUs, DSUs and EDSUs may participate in dividend equivalents at the discretion 
of the Company's Board of Directors.  Dividend equivalents are calculated based on the fair 
value of the Company's shares on the date the dividend equivalents are credited to the 
RSU, PSU, DSU or EDSU account. 

Share-based awards are recorded as expense only to the extent that management expects 
such awards to vest based on service and performance conditions attached to the share-
based awards. 

The Company economically hedges a portion of the impact of the change in fair value of its 
common shares by entering into equity total return swaps. Changes in fair value of the equity 
total return swaps are recognized in employee compensation expense in the statements of 
income.

(v) Termination benefits: 

 Termination benefits are recognized at the earlier of when the Company can no longer 
withdraw the offer of the termination benefit or the Company recognizes restructuring costs 
within the scope of IAS 37 - Provisions, contingent liabilities and contingent assets ("IAS 
37"). 

(k)   Share capital:

Common shares are classified as equity on the consolidated statements of financial position.  
Incremental costs directly attributable to the issue of common shares are recognized as a 
deduction from equity, net of any tax effects.
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3. Significant accounting policies (continued): 

(l) Foreign currency translation: 

Transactions in foreign currencies are translated to Canadian dollars at the date of the 
transactions.  Monetary assets and liabilities denominated in foreign currencies at the reporting 
date are translated to Canadian dollars at period end rates.  Foreign currency differences arising 
on translation are recognized in income.  The Company does not have any non-monetary assets 
or liabilities denominated in foreign currencies. 

(m) Fair value measurement: 

Fair value is defined as the price that would be received to sell an asset or paid to transfer a 
liability in an orderly transaction between market participants at the measurement date.  A fair 
value hierarchy is applied to all fair value measurements including non-financial assets and 
liabilities that are measured at or based on fair value in the consolidated statements of financial 
position.  The Company's fair value hierarchy is disclosed in note 23. 

(n) Earnings per share:

The Company presents basic and diluted earnings per share for its common shares.  Basic 
earnings per share are calculated by dividing the Company's net income for the period by the 
weighted average number of shares outstanding during the period.  Diluted earnings per share 
are determined by adjusting the weighted average number of shares outstanding for the effects 
of all dilutive potential shares, which are comprised of share-based compensation awards 
granted to employees and directors of the Company, and by adjusting net income for the period 
by the share based compensation re-measurement amount, if the impact of such an adjustment 
is dilutive.

4.   Changes in accounting standards:

(a)  Changes in accounting standards effective January 1, 2017: 

The following amendments to existing standards have been issued by the IASB and are effective 
for annual periods beginning on or after January 1, 2017. 

(i)  Disclosure initiative (Amendments to IAS 7): 

In January 2016, the IASB issued amendments to IAS 7: Statement of cash flows that require 
additional disclosures for changes in liabilities arising from financing activities, including 
both cash and non-cash changes.   
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4.   Changes in accounting standards (continued):

The Company has provided additional disclosure in relation to the changes in liabilities 
arising from financing activities for the year ended December 31, 2017 in note 19.  The 
amendments do not require comparative information to be presented. 

(ii)  Recognition of deferred tax assets for unrealized losses (Amendments to IAS 12): 

In January 2016, the IASB issued amendments to IAS 12: Income taxes (“IAS 12”) which 
clarify that the existence of a deductible temporary difference depends solely on a 
comparison of the carrying amount of an asset and its tax base at the end of the reporting 
period, and is not affected by possible future changes in the carrying amount or expected 
manner of recovery of the asset. 

The amendments had no impact on the Company’s financial statements. 

(b)  Future accounting standards: 

The following new standards, amendments to existing standards or new interpretations have been 
issued by the IASB and are effective after December 31, 2017. 

(i)  IFRS 9:  Financial instruments ("IFRS 9"): 

In July 2014, the IASB issued the final version of IFRS 9, which replaces IAS 39: Financial 
instruments: recognition and measurement (“IAS 39”). IFRS 9 consists of three parts which 
include guidance on the classification and measurement of financial instruments, impairment 
of financial assets, and a new general hedge accounting model.  

Classification and measurement:  

The Classification of debt instruments is based on the cash flow characteristics and the 
business model in which the debt instrument is held. Debt instruments that have contractual 
cash flows representing solely payments of principal and interest can be classified as 
amortized cost when the objective of the business model is to receive contractual cash flows 
of principal and interest or fair value through other comprehensive income ("FVOCI") when 
the objective of the business model is both to receive contractual cash flows of principal 
and interest and to realize cash flows from the sale of the debt instruments. The fair value 
through profit or loss ("FVTPL") classification is applied for all other debt instruments or 
when specified elections are made.  
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4.   Changes in accounting standards (continued):

Equity investments are generally measured at FVTPL. For equity investments that are not 
held for trading, however, an irrevocable election can be made at initial recognition to present 
fair value changes permanently in OCI, meaning gains or losses are not reclassified to 
income when the investment is disposed of. 

Derivatives embedded in contracts where the host is a financial asset in the scope of the 
standard are never bifurcated. Instead the hybrid financial instrument as a whole is assessed 
for classification and measurement. 

IFRS 9 largely retains the existing requirements in IAS 39 for the classification of financial 
liabilities. 

Impairment: 

IFRS 9 introduces a single forward-looking expected credit loss model for debt instruments 
not measured at FVTPL. The new expected credit loss model will result in an allowance for 
credit losses being recorded on debt instruments regardless of whether there has been an 
actual loss event. The model has three stages: 

i. On initial recognition, a loss allowance is recognized and maintained equal to 12 
months of expected losses; 

ii. If credit risk increases significantly relative to initial recognition, the loss 
allowance is increased to cover full life time expected credit losses; and 

iii. When a financial asset is considered credit impaired, the loss allowance 
continues to reflect lifetime expected credit losses and interest revenue is 
calculated based on the carrying amount of the asset, net of the loss allowance, 
rather than its gross carrying amount. 

Changes in the expected credit loss allowance, including the impact of movement 
between 12 month and lifetime expected credit losses, will be recorded in income.  
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4.   Changes in accounting standards (continued):

Hedge accounting:

The new model for hedge accounting aligns hedge accounting with risk management 
objectives and strategy. An entity may choose to adopt the requirements under IFRS 9 or 
maintain the existing requirements of IAS 39.

IFRS 9 is generally effective for years beginning on or after January 1, 2018.  In September 
2016, the IASB issued an amendment to IFRS 4: Insurance contracts ("IFRS 4") which 
provides optional relief to eligible insurers in respect of IFRS 9.  The options permit entities 
whose predominant activity is issuing insurance contracts within the scope of IFRS 4 (a) a 
temporary exemption to defer the implementation of IFRS 9 or alternatively (b) the option 
to remove from income the incremental volatility caused by changes in the measurement 
of specified financial assets upon application of IFRS 9. Entities that apply either of the 
options will be required to adopt IFRS 9 on annual periods beginning on or after January 1, 
2021.  Additional financial statement disclosures will be required for entities that apply either 
of the options. 

The Company has analyzed this amendment and has concluded that it is an eligible insurer 
that qualifies for the transitional relief.  The Company has elected to apply the optional 
transitional relief that permits the deferral of the adoption of IFRS 9 for eligible insurers.  The 
Company will not apply IFRS 9 as at January 1, 2018.  The Company will continue to apply 
IAS 39 until January 1, 2021, the date at which implementation of IFRS 9 is mandatory. 
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4.   Changes in accounting standards (continued):

(ii)  IFRS 17: Insurance contracts: 

In May 2017, the IASB published IFRS 17, a comprehensive standard that establishes 
principles for the recognition, measurement, presentation and disclosure of insurance 
contracts. 

The measurement approach under IFRS 17 is based on the following: 
i. a current, unbiased probability-weighted estimate of future cash flows expected 

to arise as the insurer fulfills the contract; 

ii. the effect of the time value of money; 

iii. a risk adjustment that measures the effects of uncertainty about the amount and   
timing of future cash flows; and 

iv. a contractual service margin which represents the unearned profit in a contract 
and  that is recognized as the insurer fulfils its performance obligations under 
the contract. Estimates are required to be re-measured each reporting period. 

Certain types of contracts, typically short-duration contracts, will be permitted to use a 
simplified measurement approach. Additionally, for contracts in which the cash flows are 
linked to underlying terms, the liability value will reflect that linkage. There will also be a 
new financial statement presentation for insurance contracts and additional disclosure 
requirements. 

IFRS 17 is effective for annual periods beginning on or after January 1, 2021. IFRS 17 
will replace IFRS 4. 

The Company is currently assessing the impact of IFRS 17.  The extent of the impact of 
adoption of the standard has not yet been determined.
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4.   Changes in accounting standards (continued):

(iii)  IFRS 16: Leases ("IFRS 16"): 

In January 2016, the IASB issued IFRS 16 which sets out the principles for the recognition, 
measurement, presentation and disclosure of leases.  The new standard removes the 
current requirement of classifying leases as finance or operating leases by introducing a 
single lessee accounting model.  Under the new model, the lessee will be required to 
recognize a right of use asset and a lease liability for the lease component of future 
payments.  Lessees will also be required to replace operating lease expenses with the 
depreciation expense for the right of use assets and interest expense on lease liabilities 
in the statement of income.  There are recognition exemptions for short-term leases and 
leases of low value items.  There are no significant changes to lessor accounting 
requirements. 

IFRS 16 is effective for annual periods beginning on or after January 1, 2019, with 
retrospective application and some practical expedients available on adoption. 

The Company is currently assessing the impact of IFRS 16.  The Company expects that 
IFRS 16 will result in leases being recorded on the Company’s statement of financial 
position, including those currently classified as operating leases, except leases with low 
value of the underlying asset.  On transition, the Company expects to apply practical 
expedients available whereby the Company will not need to reassess whether a contract 
is, or contains, a lease for transactions recognized prior to the date of initial application. 

(iv)  Share-based payments (Amendments to IFRS 2): 

In June 2016, the IASB issued amendments to IFRS 2 which clarify how to account for 
certain types of share-based payment transactions.  

The amendments provide requirements on the accounting for: 

i. the effects of vesting and non-vesting conditions on the measurement of cash-settled 
share-based payments; 

ii. share-based payment transactions with a net settlement feature for withholding tax 
obligations; and 

iii. the effect of a modification to the terms and conditions of a share-based payment that 
changes the classification of the transaction from cash-settled to equity-settled. 
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4.   Changes in accounting standards (continued):

The amendments are effective for annual periods beginning on or after January 1, 2018, 
with early adoption permitted. 

The Company expects the amendments to IFRS 2 to have no impact on the Company’s 
financial statements. 

(v)  IFRIC Interpretation 22: Foreign currency transactions and advance consideration 
(“IFRIC 22”): 

In December 2016, the IASB issued IFRIC 22 which provides guidance on the exchange 
rate to use in transactions that involve advance consideration paid or received in a foreign 
currency. 

The interpretation is effective for annual periods beginning on or after January 1, 2018, 
with early adoption permitted. 

The Company expects IFRIC 22 to have no impact on the Company’s financial statements.

(vi)  IFRIC Interpretation 23: Uncertainty over income tax treatments (“IFRIC 23”): 

In June 2017, the IASB issued IFRIC 23 which clarifies how to apply the recognition and 
measurement requirement in IAS 12 when there is uncertainty over income tax treatments.  
An entity is required to recognize and measure its taxable profit (taxable loss), tax bases, 
unused tax losses, unused tax credits and tax rates applying this interpretation.  

IFRIC 23 is effective for annual periods beginning on or after January 1, 2019, with early 
adoption permitted. The interpretation requires retrospective application, with some 
practical expedients available on adoption. 

The Company is evaluating the impact of IFRIC 23 on the Company’s financial statements. 
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5.   Significant judgments and estimates:

(a) Judgments:

Significant judgments made in applying accounting policies are as follows: 

(i) Objective evidence of impairment of AFS financial assets: 

As of each reporting date, the Company evaluates AFS financial assets for objective evidence 
of impairment.

For investments in bonds and preferred shares, evaluation of whether impairment has 
occurred is based on the Company’s assessment that a loss event has occurred and the 
Company’s best estimate of the cash flows to be collected at the individual investment level.  
The Company considers all available information relevant to the collectability of the 
investment, including information about past events, current conditions, and reasonable and 
supportable forecasts.  Impairment assessment is a qualitative and quantitative process that 
incorporates information received from third party sources along with certain internal 
assumptions and judgments regarding the future performance of any underlying collateral 
for asset-backed investments.  Impairment for bonds and preferred shares is deemed to exist 
when the Company does not expect full recovery of the amortized cost of the investment 
based on the estimate of cash flows to be collected or when the Company intends to sell the 
investment prior to recovery from its unrealized loss position. 

For common shares, the Company recognizes an impairment loss in the period in which it 
is determined that an investment has experienced significant or prolonged losses. 

(b) Estimates: 

Information about assumptions and estimation uncertainties that have a risk of resulting in 
material adjustment within the next 12 months are as follows:

(i) Premiums earned: 

 Mortgage insurance premiums are deferred and then taken into underwriting revenues over 
the terms of the related policies.  The rates or formulae under which premiums are earned 
relate to the loss emergence pattern in each year of coverage.  In order to match premiums 
earned to losses on claims, premiums written are recognized as premiums earned using a 
factor-based premium recognition curve. 
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5.   Significant judgments and estimates (continued):

 In constructing the premium recognition curve, the Company applies actuarial forecasting 
techniques to historical loss data to determine expected loss development and the related 
loss emergence pattern.  

(ii) Losses: 

Loss reserves represent the amount needed to provide for the expected ultimate net cost 
of settling claims including adjustment expenses related to defaults by borrowers (both 
reported and unreported) that have occurred on or before the reporting date. Loss reserves 
are discounted to take into account the time value of money and include a supplemental 
provision for adverse deviation. In determining the ultimate claim amount, the Company 
estimates the expected recovery from the property securing the insured loan and the legal, 
property maintenance and other loss adjustment expenses incurred in the claim settlement 
process. Loss reserves consist of individual case reserves, Incurred But Not Reported 
("IBNR") reserves and supplemental loss reserves for potential adverse deviation. 

For the purpose of quantifying case reserves, the Company analyzes each reported 
delinquent loan on a case-by-case basis and establishes a case reserve based on the 
expected loss, if any. The ultimate expected claim amount is influenced significantly by 
housing market conditions, changes in property values, and the condition of properties in 
default.  

IBNR is the Company's best estimate of losses that have been incurred but not reported 
from the time the first scheduled mortgage payment has been missed by a mortgage 
borrower. The Company establishes reserves for IBNR based on the reporting lag from the 
date of first missed payment to the reporting date for mortgages in default that have not 
been reported to the Company.  IBNR is calculated using estimates of expected claim 
frequency and claim severity based on the most current available historical loss data, 
adjusted for seasonality. 

In order to discount loss reserves to present value, the Company's appointed actuary 
determines a discount rate based on the market yield of the Company's investment portfolio. 
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5.   Significant judgments and estimates (continued):

The Company recognizes a provision for adverse deviation based on assessment of the 
adequacy of the Company's loss reserves and with reference to the current and future 
expected condition of the Canadian housing market and its impact on the expected 
development of losses.

The process for the establishment of loss reserves relies on the judgment and opinions of 
a number of individuals, on historical precedent and trends, on prevailing legal and economic 
trends and on expectations as to future developments.  This process involves risks that 
actual results will deviate, perhaps substantially, from the best estimates made. 

These risks vary in proportion to the length of the estimation period and the volatility of each 
component comprising the liability.  Refer to note 6(b) for sensitivity analyses that quantify 
the exposure to changes in key loss assumptions. 

(iii) Subrogation recoverable: 

The Company estimates the fair value of subrogation rights related to real estate included 
in subrogation recoverable based on third party property appraisals or other types of third 
party valuations deemed to be more appropriate for a particular property. 

The Company estimates borrower recoveries related to claims paid and loss reserves 
included in subrogation recoverable based on historical recovery experience. Estimated 
borrower recoveries are discounted to present value and include an actuarial margin for 
adverse deviation. 

(iv) Deferred policy acquisition costs: 

Deferred policy acquisition costs are comprised of premium taxes, appraisal costs, risk fee, 
certain employee compensation, and other expenses that relate directly to acquisition of 
new mortgage insurance business.  Deferred policy acquisition costs are deferred and 
expensed in proportion to and over the periods in which premiums are earned. 

The Company estimates expenses eligible for deferral based on the nature of expenses 
incurred and results of time and activity studies performed to identify the portion of time the 
Company's employees incur in the acquisition of new mortgage insurance business. 
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6. Insurance contracts: 

(a) Premiums and unearned premiums reserve: 

Changes in unearned premiums reserve recorded in the consolidated statements of financial 
position and their impact on premiums earned are as follows: 

2017 2016

Unearned premium reserves, beginning of year $ 2,142,903 $ 2,020,993
Premiums written during the year 662,706 759,806
Premiums earned during the year (675,851) (637,896)
Unearned premium reserves, end of year $ 2,129,758 $ 2,142,903

Key methodologies and assumptions: 

Premiums written are recognized as premiums earned using a factor-based premium recognition 
curve that is based on the Company's expected loss emergence pattern.  The principal 
assumption underlying the formation of the premium recognition curve is that the Company's 
future loss development will follow a similar pattern to past loss emergence patterns.  
Approximately 80% of the Company's premiums written are recognized as premiums earned 
within the first five years of policy inception based on the current premium recognition curve. 
The effective risk of loss diminishes significantly subsequent to the first five years after policy 
inception due to normal amortization of the loan's principal balance from mortgage payments 
and potential home price appreciation which both increase the borrower's equity. A shift in the 
Company's loss emergence pattern could change the timing of the Company's recognition of 
earned premium and impact the Company's financial performance for a period. 

The Company's appointed actuary performs a liability adequacy test on the Company's unearned 
premiums reserve using a dynamic regression model.  The purpose of the test is to ensure the 
unearned premium liability at year end is sufficient to pay for future claims and expenses that 
may arise from unexpired insurance contracts.  The liability adequacy test for the years ended 
December 31, 2017 and 2016  identified a surplus in the Company's unearned premiums reserve 
and thus no premium deficiency reserve is required at these reporting dates.
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6. Insurance contracts (continued): 

(b) Losses on claims and loss reserves: 

The carrying value of loss reserves reflects the present value of expected claims costs and 
expenses and provisions for adverse deviation and is considered to be an indicator of fair value.  
There is no ready market for the trading of loss reserves and the value agreed between parties 
in an arm's-length transaction may be materially different. 

Loss reserves comprise the following: 

2017 2016

Case reserves $ 79,914 $ 102,753
Incurred but not reported reserves 33,205 53,305
Discounting (1,757) (1,940)
Provision for adverse deviation 7,589 9,349

Total loss reserves $ 118,951 $ 163,467
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6. Insurance contracts (continued): 

The following table presents movement in loss reserves and the impact on losses on claims: 

2017 2016

Loss reserves, beginning of year $ 163,467 $ 131,577
Claims paid during the year (113,381) (107,133)
Net losses on claims incurred during the year:

Losses on claims related to the current year 105,861 156,910
Favourable development on losses on claims related to
prior years

(36,996) (17,887)

Loss reserves, end of year $ 118,951 $ 163,467

Claims development:  

Loss reserves are established to reflect an estimate of the ultimate cost of claim settlement as 
at the reporting date.  Given the uncertainty in establishing the outstanding loss reserves, it is 
likely that the final outcome will be different than the original liability established.  Claims 
development refers to the financial adjustment in the current period relating to claims incurred 
in previous periods because of new and more up to date information that has become available 
and to reflect changes in assumptions. 

The Company’s financial performance is significantly influenced by the economy. Actual 
emergence of losses could differ significantly from best estimates in a period as a result of 
changes in economic conditions.  A deterioration in economic conditions and decline in home 
prices could cause unfavourable loss development.  Conversely, improvement in economic 
conditions and strengthening of housing markets could cause favourable loss development. 

In the year ended December 31, 2017, the Company experienced favourable development of 
$36,996, or 23% of the total loss reserves at the beginning of the year. The favourable 
development was caused primarily by improving economic conditions in the provinces of Alberta 
and Quebec and a strong housing market in the province of Ontario.  

In the year ended December 31, 2016, the Company experienced favourable development of 
$17,887, or 14% of the total loss reserves at the beginning of the year. The favourable 
development was caused primarily by improving economic conditions in Quebec and strong 
housing markets in Ontario and British Columbia, offsetting modest unfavourable development 
in Alberta, Saskatchewan and Manitoba. 
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6.     Insurance contracts (continued):

The following table demonstrates the development of the estimated loss reserves for the ten most recent default years. The information is presented 
on a default year basis (claims are related to the period in which the insured event occurred and not the period in which the policy was underwritten). 

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Total

Claims incurred at the end of

the default year $ 148,493 $ 196,586 $175,189 $172,200 $ 143,388 $ 132,299 $ 118,498 $ 132,945 $ 156,910 $ 105,861

Claims incurred one year later 200,807 218,890 193,820 193,226 141,957 128,042 112,834 119,428 128,609 —

Claims incurred two years later 204,706 247,663 217,034 196,377 140,572 126,540 109,894 114,127 — —

Claims incurred three years later 209,850 252,041 218,884 195,903 140,196 126,293 109,697 — — —

Claims incurred four years later 212,615 255,282 218,088 194,969 139,809 125,596 — — — —

Claims incurred five years later 212,595 254,725 217,036 194,383 139,297 — — — — —

Claims incurred six years later 212,595 253,795 217,624 193,142 — — — — — —

Claims incurred seven years later 212,595 252,995 216,877 — — — — — — —

Claims incurred eight years later 212,595 252,995 — — — — — — — —

Claims incurred nine years later 212,595 — — — — — — — — —

Current estimate of claims incurred $ 212,595 $ 252,995 $216,877 $193,142 $ 139,297 $ 125,596 $ 109,697 $ 114,127 $ 128,609 $ 105,861 $ 1,598,796

Cumulative payments to date $ 212,595 $ 252,995 $216,877 $192,626 $ 139,001 $ 125,524 $ 108,867 $ 111,414 $ 104,779 $ 15,167 $ 1,479,845

Current loss reserves $ — $ — $ — $ 516 $ 296 $ 72 $ 830 $ 2,713 $ 23,830 $ 90,694 $ 118,951

Current estimate of surplus
(deficiency) $ (64,102) $ (56,409) $ (41,688) $ (20,942) $ 4,091 $ 6,703 $ 8,801 $ 18,818 $ 28,301 $ —

Surplus (deficiency) of initial gross
loss reserve (43)% (29)% (24)% (12)% 3% 5% 7% 14% 18% —
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6. Insurance contracts (continued):

Conditions and trends that have affected the development of liabilities in the past may or may 
not occur in the future and, accordingly, conclusions about future results may not necessarily 
be derived from the information presented in the table above. 

Key methodologies and assumptions: 

The establishment of loss reserves is based on known facts and interpretation of circumstances.  
The principal methodologies and assumptions underlying loss reserve estimates are as follows:

(i) Claim frequency:  

Claim frequency is the portion of delinquencies (both reported and unreported) that are 
expected to result in paid claims, after estimated cures have been deducted.  A cure is 
defined as a reported delinquency that closes with no claim payment or only nominal loss 
adjustment expenses.  Claim frequency is influenced by labour market performance and 
changes in house prices.  The Company estimates claim frequency for case reserves by 
analyzing individual reported delinquencies.  The Company estimates claim frequency for 
incurred but not reported delinquencies by applying average delinquency-to-paid-claim 
ratios to historical reported delinquencies, derived from tracking and analyzing loss 
development over time. 

(ii) Claim severity:  

Claim severity is influenced by the performance of the housing market and will increase in 
a period of property value declines.  The Company estimates claim severity for case reserves 
by analyzing individual reported delinquencies, including obtaining valuations for the 
properties securing claims.  The Company estimates claim severity for incurred but not 
reported delinquencies based on historical claim amounts. 

Variables that affect the determination of loss reserves are the receipt of additional claim 
information and other internal and external factors such as the performance of the housing 
market, changes in claims handling procedures, significant claim reporting lags, and 
uncertainties regarding the condition of properties at the time of initial loss reserve 
quantification. 
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6. Insurance contracts (continued):

Sensitivity: 

Sensitivity analyses are conducted to quantify the exposure to changes in key loss 
assumptions.  The change in any key assumption will impact the Company's performance 
and financial position for a period.  The following sensitivity analyses are performed for 
reasonable possible movements in key loss assumptions with all other assumptions held 
constant, showing the impact on income before income taxes and shareholders' equity.  The 
correlation of assumptions will have a significant effect in determining ultimate claims 
liabilities, but to demonstrate the impact due to changes in assumptions, assumptions are 
changed on an individual basis.  Losses on claims are the product of frequency and severity. 
Therefore, changes in either frequency or severity of the same magnitude result in the same 
dollar impact on losses.

2017 Change in Impact on income Impact on
Sensitivity factor assumptions before income taxes shareholders' equity
Claim frequency +10% $ (23,722) $ (17,364)

-10% 23,722 17,364

Claim severity +10% (23,722) (17,364)
-10% 23,722 17,364
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6. Insurance contracts (continued):

(c) Subrogation recoverable: 

The following table presents movement in subrogation recoverable during the year: 

2017 2016

Subrogation rights related to real estate,
beginning of year $ 51,225 $ 43,223

Subrogation rights related to real estate acquired as a
result of settling claims, at fair value 203,658 204,800

Change in market value of real estate on hand 5,289 (1,077)
Subrogation rights related to real estate disposed of

during the year (214,639) (195,721)

Subrogation rights related to real estate, end of year 45,533 51,225

Estimated borrower recoveries, beginning of year 16,017 18,021
Net estimated borrower recoveries recognized 1,637 4,486
Borrower recoveries received (5,133) (4,439)
Discounting (135) (752)

Provision for adverse deviation 1,384 (1,299)

Estimated borrower recoveries, end of year 13,770 16,017

Subrogation recoverable, end of year $ 59,303 $ 67,242

The Company applies an expected recovery rate based on historical experience of successful 
recoveries from borrowers to past claims paid and current loss reserves to establish a recovery 
accrual.  The Company reviews the expected recovery rate to ensure it reflects the most current 
historical experience of successful recoveries. 
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6. Insurance contracts (continued):

(d) Deferred policy acquisition costs: 

The following table presents movement in deferred policy acquisition costs and the impact on 
total expenses:  

2017 2016

Deferred policy acquisition costs, beginning of year $ 206,810 $ 193,070

Policy acquisition costs deferred during the year 68,055 76,720
Deferred policy acquisition costs

expensed during the year (66,819) (62,980)

Net change in deferred policy acquisition costs
during the year 1,236 13,740

Deferred policy acquisition costs, end of year $ 208,046 $ 206,810
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7.   Financial risk management: 

The Insurance Subsidiary maintains an Own Risk and Solvency Assessment  ("ORSA") framework 
in accordance with OSFI Guideline E-19: Own Risk and Solvency Assessment. The prime purpose 
of ORSA is for an insurer to identify material risks, and to assess the adequacy of its current and 
likely future capital needs and solvency position relative to these risks. 

The Company's risk management framework facilitates compliance with ORSA through the 
identification and assessment of risks, and the ongoing monitoring and management of risks.  The 
objective of the framework and related internal control procedures is to ensure risks are within the 
Company's defined risk appetite and tolerance and to achieve profitable underwriting results.  There 
have been no significant changes to the Company's insurance risk management policies at 
December 31, 2017 compared to December 31, 2016.

(a) Insurance risk: 

The Company is exposed to insurance risk from underwriting of mortgage insurance contracts.  
Mortgage insurance contracts transfer risk to the Company by indemnifying lending institutions 
against credit losses arising from borrower mortgage default.  Under a mortgage insurance 
policy, a lending institution is insured against risk of loss for the entire unpaid principal balance 
of a loan plus interest, customary mortgage enforcement and selling costs, and expenses related 
to the sale of the underlying property.  Insurance risk impacts the amount, timing and certainty 
of cash flows arising from insurance contracts. 

The Company has identified pricing risk, underwriting risk, claims management risk, loss 
reserving risk and insurance portfolio concentration risk as its most significant sources of 
insurance risk.  Each of these risks is described separately below. 

(i)  Pricing risk: 

Pricing risk arises when actual claims experience differs from the assumptions included in 
pricing calculations.  The Company's premium rates vary with the perceived risk of a claim 
on an insured loan, which takes into account the Company's long-term historical loss 
experience on loans with similar loan-to-value ratios, terms and types of mortgages, borrower 
credit histories and capital required to support the product.
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7.   Financial risk management (continued):

Before the Company introduces a new product, it establishes specific performance targets, 
including delinquency rates and loss ratios, which the Company monitors frequently to identify 
any deviations from expected performance so that it can take corrective action when 
necessary.  These performance targets are adjusted periodically to ensure they reflect the 
current environment. 

The Company is subject to minimum regulatory capital requirements under the Insurance 
Companies Act and PRMHIA (note 8). If regulatory capital requirements increase the 
Company's financial performance could be adversely impacted and pricing could be 
inadequate relative to the Company's regulatory capital requirements. 

(ii)  Underwriting risk: 

Underwriting risk is the risk that the Company's underwriting function will underwrite 
mortgage insurance under terms that do not comply with the Company's pre-established 
risk guidelines, resulting in inappropriate risk acceptance by the business.  

The underwriting results of the mortgage insurance business can fluctuate significantly due 
to the cyclicality of the Canadian mortgage market.  The mortgage market is affected primarily 
by housing supply and demand, interest rates, and general economic factors including 
unemployment rates. 

The Company's risk management function establishes risk guidelines based on the 
Company's underwriting goals.  The underwriting process enables assessment of high loan-
to-value applications on a loan-by-loan basis, taking into account a broad range of factors 
and ensuring compliance with the risk guidelines.  The risk guidelines are reviewed and 
updated regularly to manage the Company's exposures and to address emerging trends in 
the housing market and economic environment.  Authority levels for underwriting decisions 
are also assigned and monitored by the risk management function.  Underwriters are given 
authority to approve mortgage insurance applications based on their experience and levels 
of proficiency.  Underwriter performance is reviewed to facilitate continuous improvement 
or remedial action where necessary. 
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7.   Financial risk management (continued):

(iii) Claims management risk: 

The Company enforces a policy of actively managing and promptly settling claims in order 
to reduce exposure to unpredictable future developments that can adversely impact losses. 
The Company has two primary loss mitigation programs. The Homeowner Assistance 
Program is designed to help homeowners who are experiencing temporary financial 
difficulties that may prevent them from making timely payments on their mortgages. Initiatives 
currently employed under the Homeowner Assistance Program include capitalizing arrears, 
deferring payments for a specified period, arranging a partial payment plan, and increasing 
a mortgage amortization period.  The Asset Management Program is designed to accelerate 
the conveyance of the rights to real estate properties to the Company in select circumstances.  
This strategy allows for better control of the property marketing process, potential reduction 
of carrying costs and potential of realization of a higher property sales price.

In addition to its current loss mitigation programs in place, under its agreement with lending 
institutions, the Company has the right to recover losses from borrowers once a claim has 
been paid.  The Company actively pursues such recoveries. 

                (iv) Loss reserving risk: 

Loss reserving risk is the risk that loss reserves differ significantly from the ultimate amount 
paid to settle claims, principally due to additional information received and external factors 
that influence claim frequency and severity (including performance of the Canadian housing 
market). 

The Company reviews its case reserves on an ongoing basis and updates the case reserves 
as appropriate. Management has established procedures to evaluate the appropriateness 
of loss reserves, which include a review of the loss reserves by the Company's appointed 
actuary. 

(v) Insurance portfolio concentration risk: 

A national or regional economic downturn may increase the likelihood that borrowers will 
not have sufficient income to pay their mortgages and can also adversely affect home values, 
which increases the severity of the Company's losses.  Portfolio concentration risk is the 
risk that losses increase disproportionately where portfolio concentrations exist. 
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7.   Financial risk management (continued):

The exposure to insurance portfolio concentration risk is mitigated by a portfolio that is 
diversified across geographic regions.  The Company monitors the conditions of the housing 
market and economy in each region of Canada against pre-determined risk tolerances and 
utilizes this data to customize underwriting guidelines and loss mitigation initiatives by region. 
Additional scrutiny is given to geographic regions where property values are particularly 
sensitive to an economic downturn. 

The following table presents the Company's concentration of insurance risk by region based 
on premiums written. 

2017 2016

Ontario $ 262,052 40% $ 343,158 45%
Alberta 122,821 19% 119,356 16%
British Columbia 87,390 13% 111,924 15%
Quebec 94,192 14% 89,312 12%
Other 96,251 14% 96,056 12%

$ 662,706 100% $ 759,806 100%

The Company is exposed to changes in housing market performance and trends by 
geographic region and the concentration of geographic risk may change over time. 

 (b)  Credit risk: 

Credit risk is the risk that one party to a financial instrument fails to discharge an obligation 
and causes financial loss to another party.  The Company is exposed to credit risk principally 
through its invested assets. 

The total credit risk exposure at December 31, 2017 is $6,404,902 (2016 - $6,253,454) and 
comprises $221,397 (2016 - $206,099) of short-term investments, $31,902 (2016 - $47,337) 
of accrued investment income and other receivables, $5,394,204 (2016 - $5,468,170) of 
bonds and debentures, $546,775 (2016 - $425,819) of preferred shares, $151,321 of 
derivative financial instruments in an asset position (2016 - $38,787) and $59,303 (2016 - 
$67,242) of subrogation recoverable.
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7.   Financial risk management (continued):

The Company's investment management strategy is to invest primarily in financial instruments 
of Canadian government agencies and other high-credit-quality issuers and to limit the amount 
of credit exposure with respect to any one issuer, business sector, or credit rating category, 
as specified in its investment policy.  Credit quality of financial instrument issuers is assessed 
based on ratings supplied by rating agencies DBRS, Standard and Poor's, or Moody's.

The breakdown of the Company's bonds and debentures, preferred shares and short-term 
investments by credit rating is presented below.

2017 2016
Carrying value Carrying value

Credit rating amount % amount %
Bonds and debentures and short-

term investments:
AAA $ 2,320,746 41.3 $ 2,262,080 39.9
AA 1,125,624 20.0 1,164,483 20.5
A 1,593,226 28.4 1,687,011 29.7
BBB 566,130 10.1 538,540 9.5
BB 9,875 0.2 22,155 0.4

5,615,601 100.0 5,674,269 100.0
Preferred Shares
P2 429,666 78.6 337,607 79.3
P3 117,109 21.4 88,212 20.7

546,775 100.0 425,819 100.0
$ 6,162,376 $ 6,100,088

As at December 31, 2017, 89.7% of the Company's bonds and debentures were rated 'A' or  
better, compared to 90.1% at December 31, 2016.  As at December 31, 2017 and December 
31, 2016, all of the Company's preferred  shares were rated P3 or better. 

The Company did not hold any impaired financial assets at December 31, 2017 and 2016. 

Concentration of credit risk: 

Concentration of credit risk exists where a number of borrowers or counterparties are engaged 
in similar activities, are located in the same geographic area or have comparable economic 
characteristics.  Their ability to meet contractual obligations may be similarly affected by changing 
economic, political or other conditions. The Company's investments could be sensitive to 
changing conditions in specific geographic regions or specific industries.
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7.   Financial risk management (continued):

The following table presents the Company's concentration of credit risk within its bond and 
debenture, short-term investment and preferred share portfolios by geographic region and by  
industry.

2017 2016

Carrying value Carrying value
amount % amount %

By country of issuance:

Canada $ 5,289,503 85.8 $ 5,420,310 88.9
Other 872,873 14.2 679,778 11.1

$ 6,162,376 100.0 $ 6,100,088 100.0

By industry:

Government $ 3,074,059 49.9 $ 3,170,107 51.8
Bank, insurance, and other financial

institutions 1,172,779 19.0 1,157,523 19.0
Energy - Direct (1) 75,948 1.2 114,290 1.9
Energy - Indirect (1) 371,961 6.0 320,857 5.3
Infrastructure 98,109 1.6 101,069 1.7
All other sectors 1,369,520 22.3 1,236,242 20.3

$ 6,162,376 100.0 $ 6,100,088 100.0
(1) Direct Energy securities have direct business correlation to the underlying commodity price movements and issuers of these securities are 

integrated oil and gas companies with large market capitalizations. Indirect energy securities have issuers that are pipelines and distribution 
companies that are primarily regulated entities with stable cash flows. 

Exposures to the financial and energy sectors is closely monitored by the Company and adjusted 
through periodic portfolio rebalancing as deemed necessary. 

Derivative-related credit risk: 

Credit risk from derivative transactions reflects the potential for the Company's counterparty to 
its derivative transactions to default on its contractual obligations when one or more transactions 
have a positive market value to the Company. Therefore, derivative-related credit risk is 
represented by the positive fair value of the instrument and is normally a small fraction of the 
contract's notional amount. 
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7.   Financial risk management (continued):

To mitigate credit risk related to derivative counterparties, the Company has adopted a policy 
whereby, upon signing the derivative contract, the counterparty is required to have a minimum 
credit rating of A-. 

Netting is a technique that can reduce credit exposure from derivatives and is generally facilitated 
through the use of netting clauses in master derivative agreements.  The netting clauses in a 
master derivative agreement provide for a single net settlement of all financial instruments 
covered by the agreement in the event of default.  However, credit risk is reduced only to the 
extent that the Company's financial obligations toward the counterparty to such an agreement 
can be set off against obligations such counterparty has toward the Company.  The Company 
uses netting clauses in master derivative agreements to reduce derivative-related credit 
exposure. 

The Company also uses collateral to manage derivative-related counterparty credit risk as 
governed by the International Swaps and Derivatives Association ("ISDA") agreement between 
the Company and its counterparties.  Mark-to-market provisions in the Company's ISDA 
agreements with counterparties provide the Company with the right to request that the 
counterparty collateralize the current market value of its derivative positions when the value 
passes a specified exposure threshold.  As at December 31, 2017, the Company's net derivative 
assets were $129,683 (2016 - $4,051 net derivative liability) and the Company has accepted 
collateral of $109,577 from its counterparties comprised of $38,060 cash and $71,517 Canadian 
federal and provincial government bonds. At December 31, 2016, the Company posted $12,752 
collateral in the form of Canadian federal government bonds for the benefit of its counterparties 
and accepted collateral of $10,070 from its counterparties in the form of Canadian federal and 
provincial government bonds. 

(c) Liquidity risk/maturity analysis:

Liquidity risk is the risk of having insufficient cash resources to meet financial commitments and 
policy obligations as they fall due without raising funds at unfavourable rates or selling assets 
on a forced basis. 

Liquidity risk arises from the Company's general business activities and in the course of managing 
its assets, liabilities and externally imposed capital requirements (note 8). The liquidity 
requirements of the Company's business have been met primarily by funds generated from 
operations including investment income, investment asset maturities and financing activities.  
Cash provided from these sources is used primarily for claim payments,  loss adjustment 
expenses, operating expenses and payment of dividends.  To ensure liquidity requirements are 
met, the Company holds a portion of its invested assets in liquid securities.  
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7.   Financial risk management (continued):

At December 31, 2017, the Company has cash and cash equivalents of $286,980 (2016 - 
$126,072) and short-term investments of $221,397 (2016 - $206,099).   

The table presented below summarizes the carrying value by the earliest contractual maturity 
of the Company's bonds and debentures and short-term investments. 

Within 1 1 - 3 3 - 5 5 - 10 Over 10
year years years years years Total

2017 $ 732,244 $ 1,186,860 $ 1,290,854 $ 1,895,862 $ 509,781 $ 5,615,601

2016 $ 694,553 $ 1,239,332 $ 1,397,581 $ 1,933,719 $ 409,084 $ 5,674,269

The Company's preferred shares have been excluded from this table because they do not have 
a fixed contractual maturity. The Company owns two types of preferred shares, 5-year reset 
preferred shares and perpetual preferred shares. The 5-year reset preferred shares are shares 
whose dividends are set for a 5-year term based on a spread over the 5-year Government of 
Canada rate. These preferred shares reset every 5 years where the issuer has the option to call 
them at fair value or roll them over for another 5 years at a pre-determined spread plus the 
prevailing Government of Canada 5-year rate. The perpetual preferred shares are the traditional 
form of preferred shares in which the Company receives a fixed dividend either in perpetuity or 
until redeemed by the issuer according to a redemption schedule. 
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7.   Financial risk management (continued):

The table below shows the expected payout pattern of the Company's financial liabilities:

Within 1 1 - 3 3 - 5 5 - 10 Over 10
year years years years years Total

2017:

Non-derivative financial
liabilities:

Accounts payable and
accrued liabilities $ 64,665 $ — $ — $ — $ — $ 64,665

Income taxes payable 43,637 — — — — 43,637
Loss reserves (at

Actuarial Present Value) 101,134 17,817 — — — 118,951
    Long-term debt — 275,000 — 160,000 — 435,000

Derivative financial liabilities:
Derivative financial

instruments 38,870 2,382 10,634 7,812 — 59,698

Total $ 248,306 $ 295,199 $ 10,634 $ 167,812 $ — $ 721,951

2016:

Non-derivative financial
liabilities:

Accounts payable and
accrued liabilities $ 64,987 $ — $ — $ — $ — $ 64,987

Income taxes payable 19,329 — — — — 19,329
    Loss reserves (at

Actuarial Present Value) 134,890 28,577 — — — 163,467
Long-term debt — — 275,000 160,000 — 435,000

Derivative financial liabilities:
Derivative financial

instruments 4,006 4,521 9,095 25,216 — 42,838

Total $ 223,212 $ 33,098 $ 284,095 $ 185,216 $ — $ 725,621
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7.   Financial risk management (continued):

(d) Market risk: 

Market risk is the risk of loss arising from adverse changes in market rates and prices, such as 
interest rates, equity market fluctuations, foreign currency exchange rates and other relevant 
market rate or price changes.  Market risk is directly influenced by the volatility and liquidity in 
the markets in which the related underlying assets are traded.  The market risks to which the 
Company is exposed are interest rate risk and currency risk. 

(i)  Interest rate risk: 

Fluctuations in interest rates have a direct impact on the market valuation of the Company's 
interest-sensitive assets.  Short-term interest rate fluctuations will generally create unrealized 
gains or losses. Generally, the Company's investment income will be reduced during 
sustained periods of lower interest rates as higher-yielding investments are called, mature 
or are sold and the proceeds are reinvested at lower rates, and this will generally result in 
unrealized gains in the value of investments the Company continues to hold, as well as 
realized gains to the extent that the relevant investments are sold. During periods of rising 
interest rates, the market value of the Company's existing interest-sensitive assets will 
generally decrease and gains on investments will likely be reduced or become losses. 

The Company uses fixed for floating interest rate swaps in conjunction with the management 
of interest rate risk related to its fixed income investments. 

As at December 31, 2017, management estimates that an immediate hypothetical 100 basis 
point, or 1%, increase in interest rates would decrease the market value of the AFS bonds 
and debentures, short- term investments and preferred shares by approximately $225,418, 
representing 3.66% of the $6,162,376 fair value of these investments, and decrease the 
value of loss reserves by $769.  Conversely, a 100 basis point, or 1%, decrease in interest 
rates would increase the market value of the AFS bonds and debentures, short-term 
investments and preferred shares by approximately $242,308 representing 3.93% of the fair 
value, and increase the value of loss reserves by approximately $783. 

As at December 31, 2017,  the Company has fixed for floating interest rate swaps with a 
notional value of $3,500,000. Management estimates that an immediate hypothetical 100 
basis point, or 1%, increase in interest rates would increase the market value of the Company's 
interest rate swaps by $132,530. Conversely, a 100 basis point, or 1%, decrease in interest 
rates would decrease the market value of the Company's interest rate swaps by the same 
amount. 
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7.   Financial risk management (continued):

As at December 31, 2016,  management estimates that an immediate hypothetical 100 basis 
point, or 1%, increase in interest rates would have decreased the market value of the AFS 
bonds and debentures, short- term investments and preferred shares by approximately 
$222,571, representing 3.65% of the $6,100,088 fair value of these investments, and would 
have decreased the value of loss reserves by $1,087.  Conversely, a 100 basis point, or 1%, 
decrease in interest rates would have increased the market value of the AFS bonds and 
debentures, short-term investments and preferred shares by approximately $231,232 
representing 3.79% of the fair value, and would have increased the value of loss reserves 
by approximately $1,107. 

As at December 31, 2016,  the Company had fixed for floating interest rate swaps with a 
notional value of $2,000,000. Management estimates that an immediate hypothetical 100 
basis point, or 1%, increase in interest rates would have increased the market value of the 
Company's interest rate swaps by $90,099. Conversely, a 100 basis point, or 1%, decrease 
in interest rates would have decreased the market value of the Company's interest rate swaps 
by the same amount. 

Computations of the prospective effects of hypothetical interest rate changes are based on 
numerous assumptions and should not be relied on as indicative of future results.  The analysis 
in this section is based on the following assumptions:  (a) the existing level and composition 
of interest-sensitive assets will be maintained; (b) shifts in the yield curve are parallel; and                       
(c) credit and liquidity risks have not been considered. 

(ii) Equity price risk: 

Equity price risk is the risk that the fair values of equity investments will decrease as a 
result of changes in the levels of equity indices and the values of individual stocks. Equity 
price risk exposure arises from investment in common shares. 

The Company did not hold any common shares at December 31, 2017 and 2016. 

(iii) Currency risk: 

Currency risk is the risk that the fair value of future cash flows of a financial instrument will 
fluctuate because of changes in foreign exchange rates.  The Company is exposed to currency 
risk arising from investments denominated in U.S. dollars. The Company uses foreign 
currency forward contracts and cross currency interest rate swaps to mitigate currency risk. 
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7.   Financial risk management (continued):

The following table presents the foreign-denominated financial assets and the derivative 
financial instruments used to reduce currency risk. 

2017 2016

Bonds and debentures denominated in U.S. dollars (1) $ 872,873 $ 679,778

Less: Foreign currency forward contract notional amount 416,325 422,344
 Cross currency interest rate swap notional amount 438,509 270,852

Total derivative financial instrument notional amount 854,834 693,196
Net currency exposure from financial instruments $ 18,039 $ (13,418)

(1) Bonds and debentures denominated in U.S. dollars consists of $402,609 of emerging market debt (2016-
$407,200),  $357,495 of collateralized loan obligations (2016- $207,137) and $112,769 of global bonds (2016 - 
65,441). 
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8.   Capital management and regulatory requirements:

The Insurance Subsidiary is a regulated insurance company governed by PRMHIA  and the provisions 
of the Insurance Companies Act (“the Act”), which is administered by OSFI. As such, the Insurance 
Subsidiary is subject to certain requirements and restrictions contained in PRMHIA and the Act. The 
requirements and restrictions are aimed at protecting policy holders and creditors rather than the 
insurer and include:

• restrictions on the amount of outstanding mortgages insured by the Company;  

• restrictions on the types of insurance products that may be offered;  

• establishment of mortgage insurance eligibility criteria;

• restrictions on the distribution of the Company's products; 

• restrictions on types of invested assets;  

• the requirement to maintain a required level of regulatory capital including adequate 
margins for unearned premiums reserve and unpaid claims;  

• the examination of insurance companies by regulatory authorities, including periodic 
financial and market conduct examinations; and  

• limitations on dividends and transactions with affiliates. 

Capital management:

Capital comprises the Company’s shareholders’ equity. The Company’s objectives when managing 
capital are to maintain financial strength and a strong financial strength credit rating, to support its 
claim-paying ability, and to maximize returns to shareholders over the long term. 

Under PRMHIA and the Act, the Insurance Subsidiary is required to meet a minimum capital test 
(“MCT”) to support its outstanding mortgage insurance in force. The MCT ratio is calculated based 
on methodology prescribed by OSFI. On January 1, 2017, the capital advisory titled “Capital 
Requirements for Federally Regulated Mortgage Insurers” came into effect, replacing OSFI's 
advisory, "Interim Capital Requirements for Mortgage Insurance Companies", which has been in 
effect since January 1, 2015.  This advisory provides a new regulatory capital framework for 
determining the capital requirements for mortgage insurance companies.  The new framework is 
more risk sensitive and incorporates additional risk attributes, including credit score, remaining 
amortization and outstanding loan balance.
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8.   Capital management and regulatory requirements (continued):

The advisory focuses on capital requirements for insurance risk, which consist primarily of: 

(a)   A base requirement that applies to all insured mortgages at all times; plus 

(b)   A supplementary requirement that applies only to mortgages originated during periods 
when the housing market for the region that corresponds to the mortgage has a house 
price-to-income ratio that exceeds a specified threshold (with this supplementary 
requirement not applying to mortgages insured prior to January 1, 2017); less 

(c)  Premium liabilities, consisting of unearned premiums reserve and the reserve for incurred 
but not reported ("IBNR") claims. 

Supplementary capital will be tied to the behavior of property prices, both in terms of recent 
housing price trends and the behavior of housing prices relative to household incomes. The 
advisory includes a phase-in period to allow for a smooth transition to the new regulatory capital 
framework. 

Under the new regulatory capital framework, the Insurance Subsidiary's holding target as at 
December 31, 2016 of 220% has been recalibrated, under PRMHIA, to the OSFI Supervisory 
MCT Target of 150%. Additionally, effective January 1, 2017, the minimum MCT under PRMHIA is 
150%. 

As at December 31, 2017, the Insurance Subsidiary had an MCT ratio of approximately 168% 
(2016 - 245%) and management has determined that the Insurance Subsidiary has complied with 
regulatory capital requirements.  

In addition to requirements to maintain specified levels of capital, to measure the degree to which 
the Insurance Subsidiary is able to meet regulatory requirements, the Company’s appointed 
actuary presents an annual Dynamic Capital Adequacy Test to the Board of Directors and 
management on the Insurance Subsidiary’s current and future solvency under various projected 
scenarios prior to its submission to OSFI. 

The Company’s Board of Directors has adopted a capital management policy for the Company 
and the Insurance Subsidiary.  The policy identifies sources of capital, establishes a capital 
adequacy target for the Insurance Subsidiary and sets a financial leverage target and dividend 
policy for the Company.  As part of its ongoing management of capital, the Company prepares 
capital forecasts and regularly compares actual performance with forecasted results. 
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9.     Investments:

The investments presented in the table below are carried at fair value: 

2017 2016

Fair value
Amortized

cost
Unrealized
gain (loss)

% total fair
value Fair value

Amortized
cost

Unrealized
gain (loss)

% total fair
value

Cash and cash equivalents:
Canadian federal government treasury bills $ 127,168 $ 127,168 $ — 2.0 $ 50,407 $ 50,407 $ — 0.8
Cash (1) 159,812 159,812 — 2.5 75,665 75,665 — 1.2

286,980 286,980 — 4.5 126,072 126,072 — 2.0
AFS investments:

Short-term investments:
Canadian federal government treasury bills (2) 221,397 221,403 (6) 3.4 206,099 206,099 — 3.3

Government bonds and debentures:
Canadian federal government (2) 1,907,016 1,890,802 16,214 29.6 1,976,304 1,931,558 44,746 31.8
Canadian provincial and municipal governments 945,646 907,128 38,518 14.7 987,704 932,399 55,305 15.9

2,852,662 2,797,930 54,732 44.3 2,964,008 2,863,957 100,051 47.7
Corporate bonds and debentures:

Financial 843,456 840,480 2,976 13.1 910,468 886,780 23,688 14.6
Energy 349,221 335,965 13,256 5.4 355,629 336,422 19,207 5.7
Infrastructure 98,109 94,019 4,090 1.5 101,069 95,791 5,278 1.6
All other sectors 893,261 868,177 25,084 13.9 929,859 873,466 56,393 14.9

2,184,047 2,138,641 45,406 33.9 2,297,025 2,192,459 104,566 36.8

Collateralized loan obligations 357,495 373,208 (15,713) 5.5 207,137 180,394 26,743 3.3
207,137 180,394 26,743 3.3

Total AFS bonds and debentures 5,394,204 5,309,779 84,425 83.7 5,468,170 5,236,810 231,360 87.8

Preferred Shares:
Financial 329,323 318,501 10,822 5.1 247,055 262,649 (15,594) 4.0
Energy 98,688 91,654 7,034 1.5 79,518 78,967 551 1.3
All other sectors 118,764 112,213 6,551 1.8 99,246 103,167 (3,921) 1.6

546,775 522,368 24,407 8.4 425,819 444,783 (18,964) 6.9

Total investments $ 6,449,356 $ 6,340,530 $ 108,826 (3) 100.0 $ 6,226,160 $ 6,013,764 $ 212,396 (3) 100.0

(1) Cash includes $38,060 (December 31, 2016 - nil) as collateral posted to the benefit of the Company from its derivative counterparties with a corresponding liability to return the collateral in liabilities for 
derivative financial instruments.
(2) As at December 31, 2017, the Company  had no collateral posted for the benefit of the Company's counterparties to its derivative financial instrument contracts, as described in the derivative financial 
instruments section of note 9 (December 31, 2016 - $12,752).
(3) As at December 31, 2017, unrealized gains include unrealized foreign exchange losses of $3,230  (December 31, 2016 - unrealized foreign exchange gains of $79,271).
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9. Investments (continued):

The fair value of investments, excluding preferred shares and cash and cash equivalents, are 
shown by contractual maturity of the investment(1).

2017 2016

Terms to maturity:

Federal, provincial and municipal bonds and debentures
and short-term investments:
1 year or less $ 472,119 $ 456,092
1 - 3 years 736,343 723,451
3 - 5 years 662,414 871,807
5 - 10 years 970,631 931,797
Over 10 years 232,552 186,960

3,074,059 3,170,107

Corporate bonds and debentures and collateralized loan
obligations:
1 year or less 260,125 238,460
1 - 3 years 450,517 515,882
3 - 5 years 628,440 525,774
5 - 10 years 925,231 1,001,922
Over 10 years 277,229 222,124

2,541,542 2,504,162

$ 5,615,601 $ 5,674,269
(1) Certain bonds and collateralized loan obligations have prepayment features that may cause actual maturities to be
shorter than contractual maturities.

Investments denominated in foreign currencies: 

Collateralized loan obligations ("CLOs") of $357,495 (2016 - $207,137) are denominated in U.S. 
dollars. The CLOs are structured credit securities, collateralized by U.S. bank loans with an 
average AA credit rating, that pay interest based on floating interest rates indexed to the London 
Interbank Offered Rate. Additionally, corporate bonds and debentures includes $402,609 of 
emerging market bonds (2016 - $407,200) and $112,769 of global bonds (2016 - $65,441) 
denominated in U.S. dollars. 

The CLOs, emerging market and global bonds are classified as AFS and changes in the fair value 
of the investments are recorded in OCI. Re-measurement adjustments arising on translation of 
the investments from U.S. dollars into Canadian dollars are recognized in net gains or losses on 
derivatives and foreign exchange in the consolidated statements of income. 
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9. Investments (continued): 

Derivative financial instruments:

Derivative financial instruments are used by the Company for economic hedging purposes and for 
the purpose of modifying the risk profile of the Company's investment portfolio, subject to exposure 
limits specified within the Company's investment policy guidelines, which have been approved by 
the Board of Directors. 

The Company uses derivative financial instruments in the form of foreign currency forwards and 
cross currency interest rate swaps to mitigate foreign currency risk associated with bonds 
denominated in U.S. dollars. Foreign currency forwards and cross currency interest rate swaps are 
contractual obligations to exchange one currency for another at a predetermined future date. 

The Company uses equity total return swaps to hedge a portion of its economic exposure from the 
changes in fair market value of the Company's common shares in relation to risk associated with 
share-based compensation expenses. Equity total return swaps are contracts by which one 
counterparty agrees to pay or receive from the other cash amounts based on changes in the fair 
value of a referenced asset or group of assets, including any returns such as interest earned or 
dividends accrued on these assets in exchange for amounts that are based on prevailing market 
funding notes.  Additional disclosure of the Company's equity total return swaps is included in note 
14.

The Company uses fixed-for-floating interest rate swaps in conjunction with management of interest 
rate risk related to its fixed income investments. The fixed-for-floating interest rate swaps are 
derivative financial instruments in which the Company and its counterparties agree to exchange 
interest rate cash flows based on a specified notional amount from a fixed rate to a floating rate. 
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9. Investments (continued): 

The following table shows the fair value and notional amounts of the derivative financial instruments 
by terms of maturity, in Canadian dollars: 

Notional Amount

December 31, Derivative Derivative Net 1 year 1 - 3 3 - 5 Over 5
2017 asset liability(1) fair value or less years years years Total

Foreign currency
forwards $ 6,135 $ (21,608) $ (15,473) $ 184,921 $ 28,401 $ 85,772 $ 117,231 $ 416,325

Cross currency
interest rate swaps 13,735 (30) 13,705 36,336 155,870 83,949 162,354 438,509

Equity total return
swaps 381 — 381 27,398 — — — 27,398

Interest rate swaps 131,070 — 131,070 — — 3,500,000 — 3,500,000

Total $ 151,321 $ (21,638) $ 129,683 $ 248,655 $184,271 $ 3,669,721 $ 279,585 $ 4,382,232

Notional Amount

December 31, Derivative Derivative Net 1 year 1 - 3 3 - 5 Over 5
2016 asset liability(1) fair value or less years years years Total

Foreign currency
forwards $ 219 $ (35,497) $ (35,278) $ 161,066 $ 24,391 $ 50,288 $ 186,599 $ 422,344

Cross currency
interest rate swaps 83 (7,333) (7,250) 18,810 38,963 70,589 142,490 270,852

Equity total return
swaps 702 (8) 694 20,812 — — — 20,812

Interest rate swaps 37,783 — 37,783 — — 2,000,000 — 2,000,000

Total $ 38,787 $ (42,838) $ (4,051) $ 200,688 $ 63,354 $ 2,120,877 $ 329,089 $ 2,714,008
(1) Excludes $38,060 cash pledged as collateral by counterparties for derivative contracts (December 31, 2016 - nil).
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9. Investments (continued): 

Net gains on derivatives and foreign exchange in the statements of income is comprised of the 
following amounts:

2017 2016

Foreign exchange loss on bonds and debentures
denominated in U.S. dollars $ (82,501) $ (17,747)

Gains on foreign currency forward and cross currency
interest rate swap contracts 43,045 9,352

Realized foreign exchange gains 26,336 9,857

Net gains (losses) on foreign exchange (13,120) 1,462

Gains on interest rate swap contracts (1) 92,302 36,258

Net gains on derivatives and foreign exchange $ 79,182 $ 37,720
(1) Includes $492 of net realized interest rate swap expense related to contractual cash flows (December 31, 2016 - $792)

The Company enters into collateral arrangements with its derivative counterparties that require the 
posting of collateral upon certain net exposure thresholds being met.  As at December 31, 2017,  
the Company has accepted collateral of $109,577 from its counterparties comprised of $38,060 
cash and $71,517 Canadian federal and provincial government bonds (2016 - the Company posted 
$12,752 collateral in the form of Canadian federal government bonds for the benefit of its 
counterparties and accepted collateral of $10,070 from its counterparties in the form of Canadian 
federal and provincial government bonds).

Cash received from counterparties as collateral for derivative contracts is recognized within
cash and cash equivalents, and a corresponding liability is recognized within derivative financial
instruments on the consolidated statements of financial position. Securities received from
counterparties as collateral are not recorded as assets. Securities delivered to counterparties
as collateral for derivative financial instruments continue to be reflected as investment assets
on the consolidated statements of financial position. The Company does not currently pledge
cash to its counterparties as collateral for derivative contracts.
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9. Investments (continued): 

Securities lending:

The Company participates in a securities lending program through an intermediary that is a financial 
institution for the purpose of generating fee income.  Non-cash collateral, in the form of U.S. or 
Canadian government securities, which is equal to at least 105% of the fair value of the loaned 
securities, is retained by the Company until the underlying securities have been returned to the 
Company. 

The fair value of the loaned securities is monitored on a daily basis with additional collateral obtained 
or refunded as the fair value of the underlying securities fluctuates.  While in the possession of 
counterparties, the loaned securities may be resold or re-pledged by such counterparties.  The 
intermediary, which is an AA-rated financial institution, indemnifies the Company against any 
shortfalls in collateral. 

In addition to earning fee income under the securities lending program, the Company continues to 
earn all interest, dividends and other income generated by the loaned securities while the securities 
are in the possession of counterparties. 

These transactions are conducted under terms that are usual and customary to security lending 
activities, as well as requirements determined by exchanges where a financial institution acts as an 
intermediary. 

As at December 31, 2017 and 2016 the Company had loaned the following investments under its 
securities lending program: 

2017 2016

Cash equivalents $ 120,086 $ 31,207
Short-term investments 633 —
Bonds and debentures 350,402 430,490
Preferred shares 7,423 9,186

$ 478,544 $ 470,883

As at December 31, 2017, the Company has accepted eligible securities as collateral with a fair 
value of $501,536 (2016 - $496,211). 
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10.   Income taxes:

The provision for income taxes comprises the following: 

2017 2016

Current tax:
Current income taxes $ 186,425 $ 148,056

Current income tax adjustments in respect of prior years (804) 90
185,621 148,146

Deferred tax:
Origination and reversal of temporary differences 2,470 486
Impact of changes in income tax rates 194 —

2,664 486

Total income tax expense $ 188,285 $ 148,632

Income taxes recognized in OCI comprise the following: 

2017 2016

Net income tax recovery related to AFS financial
assets $ (5,751) $ (11,766)

Income tax recovery related to re-measurement of
employee benefit plan obligations (875) (274)

Total income tax recovery recognized in OCI $ (6,626) $ (12,040)
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10.   Income taxes (continued):

Income taxes reflect an effective tax rate that differs from the statutory tax rate for the following 
reasons: 

2017 2016

Income before income taxes $ 715,791 $ 565,524

Combined basic Canadian federal
   and provincial income tax rate 26.81% 26.80%

Income tax expense based on statutory income tax rate $ 191,904 $ 151,560

Increase (decrease) in income tax resulting from:
Non-taxable income (3,605) (3,035)
Effect of increases in income tax rates 194 —
Income tax adjustments in respect of prior years (208) 107

Income tax expense $ 188,285 $ 148,632

The difference between the effective income tax rate and statutory rate in 2017 and 2016 is primarily 
attributable to non-taxable dividend income.
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10.    Income taxes (continued):

The following table describes the components of the net deferred tax liability on the Company's 
consolidated statements of financial position:

2017 2016

Deferred tax assets:
Employee benefits $ 16,043 $ 13,460
Loss reserves 1,600 2,190
Tax losses available for carry forward 10,366 11,802

28,009 27,452

Deferred tax liabilities:
Investments (949) (1,170)
Policy reserves (64,772) (62,552)
Property and equipment and intangible assets (3,035) (2,593)
Financing costs (259) (354)

(69,015) (66,669)

Net deferred tax liability $ (41,006) $ (39,217)

The net change in the composition of the net deferred tax liabilities is as follows:

2017 2016

Deferred tax liability, beginning of year $ 39,217 $ 39,005
Expense for the year 2,664 486
OCI recognized for the year (875) (274)

Deferred tax liability, end of year $ 41,006 $ 39,217

All deferred tax assets have been recognized as at December 31, 2017 and 2016 as the Company 
has assessed it is probable that future taxable profits will be available against which the deferred 
tax benefits can be utilized and appropriate tax planning is in place to ensure all tax losses available 
for carry forward will be utilized. 
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11.   Related party transactions and balances:

(a)     Transactions with key management personnel and Company directors: 

Key management personnel are those persons having authority and responsibility for 
planning and directly controlling the activities of the Company. 

Key management personnel's compensation includes base salary and performance-based 
compensation consisting of short-term incentive compensation and long-term share-based 
compensation benefits, retirement benefits and executive allowances. Short-term incentive 
compensation is dependent on the Company's performance against metrics that have been 
approved by the Company’s Board of Directors and each managers' performance against 
his or her personal goals and objectives.  Long-term share-based compensation grants may 
consist of any combination of Options, RSUs, PSUs and EDSUs (note 14).  In addition to the 
defined contribution retirement benefit plan, the SERP is maintained to provide pension 
benefits to key management personnel in excess of the amounts payable under the 
Company's registered defined contribution plan. The Company's incentive compensation 
plans are subject to the Company's compensation recoupement policy, which can be applied 
in limited circumstances at the discretion of the Company's Board of Directors. 

The Company has standard policies in place to cover various forms of termination. Key 
management personnel are subject to the same terms and conditions as all other employees 
of the Company for resignation and termination for cause. 

Directors must take 50% of their annual retainer in the form of DSUs and may elect to take 
the remaining portion as cash.  Independent directors are required to own at least three times 
their annual retainer in common shares or DSUs five years from  the individual's appointment 
date.  If a director has not met the Company's ownership guideline within the prescribed 
period, 100% of the director's annual retainer will be paid in DSUs until such time as the 
guidelines are met. 

The President and Chief Executive Officer is required to own at least three times his base 
salary in applicable securities. Other specified senior executives are required to own at least 
one time their base salary in applicable securities.  Share ownership requirements for the 
executives commence on their appointment date and must be satisfied within five years from 
that date.
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11.   Related party transactions and balances (continued):

Compensation for the Company's seven key management personnel and six independent 
directors (2016 - seven key management personnel and seven independent directors) is 
comprised of the following: 

2017 2016
Short-term employee benefits $ 4,245 $ 4,250
Post-employment benefits 760 813
Share-based compensation 2,214 2,000
Director fees 1,183 809
Total compensation $ 8,402 $ 7,872

(b)     Interest in consolidated subsidiaries:  

The following table identifies all of the investees in the Company's reporting structure and 
the Company's percentage of direct and indirect ownership of the investees.  All of the 
investees have been incorporated in Canada:

Investee Type of ownership Ownership
interest

Genworth Canada Holdings I Company
("Holdings I") Direct 100%

Genworth Canada Holdings II Company
("Holdings II") Direct 100%

MIC Holdings H Company ("Hco") Direct 100%

MIC Holdings I Company ("Ico") Direct 100%
Genworth Financial Mortgage Insurance

Company Canada ("the Insurance
Subsidiary")

Indirect through Holdings I
and Holdings II 100%

MIC Insurance Company Canada
("MICICC")

Indirect through                the
Insurance Subsidiary 100%
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11.   Related party transactions and balances (continued):

Through its sole ownership interest in these investees, the Company has the ability to make 
decisions on behalf of the investees and has control of the investees.  As control has been 
established, the Company is required to consolidate the investees.

The Insurance Subsidiary and MICICC are regulated insurance companies governed by the 
provisions of the Insurance Company Act ("the Act"), which is administered by OSFI. The 
Insurance Subsidiary is also subject to legislation under PRMHIA. As such, these investees 
are subject to certain requirements and restrictions contained in PRMHIA and the Act. The 
Investees are required under the Act to meet an MCT to support their outstanding mortgage 
insurance policies in force. Accordingly, the payment of dividends and other distributions by 
the Insurance Subsidiary to the Company are subject to compliance with the MCT and other 
applicable regulatory requirements.  

(c)     Other related party transactions:

The Company enters into related party transactions with Genworth Financial Inc. and its 
subsidiaries.  Services rendered by Genworth Financial Inc. and its subsidiaries consist of 
information technology, finance, human resources, legal and compliance and other specified 
services.  The services rendered by the Company and the Insurance Subsidiary relate mainly 
to financial reporting and tax compliance support services.  These transactions are in the 
normal course of business and are at terms and conditions no less favourable than market.  
Balances owing for service transactions are non-interest bearing and are settled on a quarterly 
basis.

The Company incurred net related party charges of $6,269 for the year ended December 31, 
2017, recorded in office expenses in the consolidated statements of income  (2016 - $6,055). 
The balance owing for related party services at December 31, 2017 is $168 (2016 - $44 
receivable) and is reported in accounts payable and accrued liabilities in the consolidated 
statements of financial position.

During the year ended December 31, 2017, the Company repurchased 1,114,260 (2016-nil) 
of its own common shares for cancellation on the open market for an aggregate purchase 
price of $40,005 (December 31, 2016 - nil).  Genworth Financial Inc., through its subsidiaries, 
participated proportionately in the share purchase transaction. See note 18 for additional 
disclosure on the share repurchase transaction.
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12.   Commitments:

The Company's commitments comprise of operating leases.  The Company leases office space, 
office equipment, computer equipment and automobiles.  Leases of office space have initial lease 
terms between five to seven years, with the right to extend the initial term of the lease for an 
additional three or five years.

Future minimum lease commitments at December 31, 2017 and 2016 are as follows:

2017 2016

Less than 1 year $ 2,818 $ 2,692
Later than 1 year but less than 5 years 10,057 9,761

$ 12,875 $ 12,453

Lease payments recognized as an expense for the year ended December 31, 2017 were $3,058 
(2016 - $3,166).
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13.   Employee benefits:

Defined contribution pension benefit plan: 

The Company's eligible employees participate in a registered defined contribution pension plan.  
The plan has immediate vesting. Employees are entitled to accumulated pension benefits 
immediately upon hire. As plan sponsor, the Company is responsible for contributing a 
predetermined amount to an employee's retirement savings, based on a percentage of that 
employee's salary.

The cost of the defined contribution pension plan is recognized as compensation expense as 
services are provided by employees. 

The defined contribution pension plan is subject to regulation under the Pension Benefits Act 
(Ontario) and the Canadian Income Tax Act. 

Defined benefit plans: 

The Company maintains two types of defined benefit plans: a SERP and a NPPRB. 

The SERP is an unregistered, non-contributory supplemental pension plan that supplements the 
registered defined contribution plan for certain employees. Benefit entitlement under the SERP is 
based on a final average earnings target. The SERP has immediate vesting. Employees eligible 
for SERP participation are entitled to accumulated pension benefits immediately upon hire. The 
NPPRB plan provides medical and life insurance coverage to employees after retirement.  Certain 
employees are also entitled to dental benefits under this plan. Participation in the NPPRB plan is 
limited to employees who joined the Company before January 1, 2016. 

The benefit liabilities for these plans represent the amount of pension and non-pension post 
retirement benefits that employees and retirees have earned as at year end.  The Company's 
actuaries perform valuations of the benefit liabilities for these plans as at December 31 of each 
year based on the Company's assumptions, including assumptions on discount rate, rate of 
compensation increase,  mortality and the trend in the health care cost rate.  The discount rate is 
determined by the Company with reference to AA credit-rated bonds that have maturity dates 
approximating the Company's obligation terms at period end and are denominated in the same 
currency as the benefit obligations.  Other assumptions are determined with reference to long-term 
expectations.
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13.   Employee benefits (continued):

Plan membership data used in the valuations includes the number of plan members and the average 
age, service period and pensionable earnings of plan members.  For the SERP, actuarial valuations 
for the years ended December 31, 2017 and 2016 are based on plan membership data as at the 
respective period ends.  The weighted average duration of the SERP is 22 years.  For the NPPRB 
plan, actuarial valuations for the years ended  December 31, 2017 and 2016 are based on plan 
membership data as at  June 1, 2015. The weighted average duration of the NPPRB plan is 25
years.

The plans are unfunded with no specific assets backing the plans. The Company is the sponsor of 
these plans.  Pension and benefit payments related to these plans are paid directly by the Company 
at the time the benefits are due. 

The SERP and NPPRB plans are unregistered and are not subject to specific legislation. 
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13.  Employee benefits (continued):

Benefit plan governance:

The Company's Board of Directors has oversight of the SERP, NPPRB and defined contribution plans.  The Pension Committee, which is 
comprised of executive-level employees of the Company, reports to the Board of Directors on all pension-related matters for the defined 
contribution plan.  Part of the Pension Committee's broader mandate is to identify risks associated with the pension plans and to recommend 
appropriate policies and procedures to mitigate and manage these risks to the Board of Directors for approval.  Once approved by the Board of 
Directors, the policies and procedures are implemented by the Company. 

The accrued net benefit liabilities in respect of the plans are recorded in the Company's consolidated statements of financial position as follows:

SERP NPPRB Total
2017 2016 2017 2016 2017 2016

Accrued net benefit liabilities under employee 
benefit plans $ 26,128 $ 23,390 $ 22,265 $ 18,320 $ 48,393 $ 41,710

The maturity profile of the plans is demonstrated in the following table:     

SERP NPPRB Total
2017 2016 2017 2016 2017 2016

Accrued net benefit
liabilities of active plan members $ 16,996 $ 17,890 $ 18,127 $ 14,781 $ 35,123 $ 32,671

Accrued net benefit
liabilities of retirees and deferred vested

benefit recipients 9,132 5,500 4,138 3,539 13,270 9,039

Accrued net benefit
liabilities under employee benefit plans $ 26,128 $ 23,390 $ 22,265 $ 18,320 $ 48,393 $ 41,710
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13. Employee benefits (continued):

Pension and non-pension post retirement benefits are recognized in employee compensation in the consolidated statements of income and 
are determined as follows:

SERP NPPRB Total
2017 2016 2017 2016 2017 2016

Defined benefit expense:
Benefits earned by

employees $ 966 $ 994 $ 1,321 $ 1,206 $ 2,287 $ 2,200
Interest costs on accrued benefit liability 925 899 760 692 1,685 1,591

Defined benefit
expense for the year 1,891 1,893 2,081 1,898 3,972 3,791

Defined contribution
expense for the year 2,371 2,399 — — 2,371 2,399

Total pension and non-pension
post-retirement benefit expense

for the year $ 4,262 $ 4,292 $ 2,081 $ 1,898 $ 6,343 $ 6,190

The actuarial losses recognized in the consolidated statements of comprehensive income relating to the SERP are $1,304 for the year ended  
December 31, 2017 (2016 - actuarial losses of $730).  The actuarial losses recognized in the consolidated statements of comprehensive income 
relating to the NPPRB plan are $1,948 (2016 - actuarial losses of $291).
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13.   Employee benefits (continued):

Changes in the estimated financial positions of the SERP and NPPRB plans are as follows:

SERP NPPRB Total
2017 2016 2017 2016 2017 2016

Accrued net benefit liabilities
under employee benefit

plans, beginning of year $ 23,390 $ 21,052 $ 18,320 $ 16,189 $ 41,710 $ 37,241
Benefits earned by employees

during the year 966 994 1,321 1,206 2,287 2,200
Interest costs on accrued

liability incurred during
the year 925 899 760 692 1,685 1,591

Benefits paid to pensioners
during the year (457) (285) (84) (58) (541) (343)

Actuarial losses from
plan re-measurement 1,304 730 1,948 291 3,252 1,021

Accrued net benefit liabilities
under employee benefit
plans $ 26,128 $ 23,390 $ 22,265 $ 18,320 $ 48,393 $ 41,710

The actuarial gains or losses categorized according to experience gains or losses and changes 
in assumptions are presented in the following table:

SERP NPPRB Total

2017 2016 2017 2016 2017 2016

Actuarial losses (gains):

Experience

losses (gains) $ (485) $ (435) $ (137) $ (122) $ (622) $ (557)

Changes in assumptions:

Financial assumptions 1,571 1,165 1,897 413 3,468 1,578

Demographic
assumptions 218 — 188 — 406 —

Total changes in assumptions 1,789 1,165 2,085 413 3,874 1,578

$ 1,304 $ 730 $ 1,948 $ 291 $ 3,252 $ 1,021
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13.   Employee benefits (continued):

Defined benefit plan assumptions: 

The significant weighted average assumptions used to determine benefit liabilities are as follows:

SERP NPPRB

2017 2016 2017 2016

Discount rate 3.70% 4.10% 3.70% 4.10%

Change in rate of
compensation
increase 3.00% 3.00% 3.00% 3.00%

Mortality 75% of male 
rates and 92% 
of female rates 
from the CIA 

Private Sector 
Table with 

generational 
mortality 

improvements 
using the 

Scale MI-2017 
scale

75% of male 
rates and 92% 
of female rates 
from the CIA 

Private Sector 
Table with 

generational 
mortality 

improvements 
using CIA 

CPM-B Scale

CPM2014
Private Sector

Table with
generational

mortality
improvements
scale MI2017

CPM2014
Private Sector

Table with
generational

mortality
improvements
scale CPM-B

Assumed overall
health care cost trend
rate(1) n/a n/a 6.07% 6.15%

(1) Grading down to 4.50% per year in and after 2029.
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13.   Employee benefits (continued):

The following sensitivity analyses demonstrate the impact of a reasonable possible change in each 
significant valuation assumption as at December 31, 2017 and 2016 on the benefit obligations.

2017 SERP NPPRB

Increase (decrease) in benefit obligations:

Discount rate:
Impact of 1% increase $ (4,691) $ (4,230)
Impact of 1% decrease $ 6,156 $ 5,357

Change in rate of compensation increase:
Impact of 1% increase $ 2,084 n/a
Impact of 1% decrease $ (1,866) n/a

Mortality rate:
Impact of 1 additional year of life expectancy $ 108 $ 430
Impact of 1 less year of life expectancy $ (161) $ (408)

Assumed overall health care cost trend rate:
Impact of 1% increase n/a $ 1,076
Impact of 1% decrease n/a $ (1,214)
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13.   Employee benefits (continued):

2016 SERP NPPRB

Increase (decrease) in benefit obligations:

Discount rate:
Impact of 1% increase $ (4,123) $ (3,756)
Impact of 1% decrease $ 5,394 $ 4,488

Change in rate of compensation increase:
Impact of 1% increase $ 1,887 n/a
Impact of 1% decrease $ (1,670) n/a

Mortality rate:
Impact of 1 additional year of life expectancy $ 417 $ 310
Impact of 1 less year of life expectancy $ (453) $ (294)

Assumed overall health care cost trend rate:
Impact of 1% increase n/a $ 962
Impact of 1% decrease n/a $ (1,429)

This sensitivity analysis is hypothetical.  Actual experience may differ from expected experience.  
For the purpose of this analysis, all other assumptions were held constant. 
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13.   Employee benefits (continued):

Benefit plan cash flows: 

The SERP and NPPRB plans are unfunded.  The Company pays these benefits as they become 
due. 

Cash payments made by the Company during the year in connection with employee benefit plans 
are as follows: 

Pension Post-Retirement Benefits
2017 2016 2017 2016

Benefits paid for
defined benefit plans $ 457 $ 285 $ 84 $ 58

Contribution to defined
contribution plan 2,371 2,399 — —

$ 2,828 $ 2,684 $ 84 $ 58

The Company expects to contribute the following amounts to its employee benefit plans during the 
annual period beginning after December 31, 2017:

Defined contribution plan $ 2,367
SERP 495
NPPRB 261

Total $ 3,123
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14.   Share-based compensation:

The Company provides long-term incentive plans for the granting of Options, RSUs, PSUs, EDSUs 
and DSUs.

Options are granted to employees with an exercise price equal to the Company's closing share 
price at the date of grant. Options vest over a period of three years (50% on each of the second 
and third anniversaries of the grant date or equally over three years).  The Options expire at the 
earlier of 10 years and employee's termination from the date of grant and provide employees with 
the choice of settlement in either cash or shares of the Company.  The range of exercise prices for 
the year ended December 31, 2017 is $19.00 to $33.89 (2016 - $19.00 to $32.88).

RSUs entitle employees to receive an amount equal to the fair value of the Company's shares. 
RSU grants issued vest at the end of a three-year period.

PSUs entitle employees to receive an amount equal to the fair value of the Company's shares if 
certain performance conditions are met.  Performance measures associated with PSU grants 
include return on equity and basic earnings per share. PSU grants issued vest at the end of a three-
year period. The average of the performance measures taken over the three-year performance 
period is used to determine the extent to which performance conditions are met.

The Company's Board of Directors, at its sole discretion, may grant EDSUs to the Company's 
executive-level employees. EDSUs entitle employees to receive an amount equal to the fair value 
of the Company's shares. The Board of Directors determines the vesting and performance 
conditions, as well as the number of EDSUs to be granted. EDSUs may be redeemed only upon 
termination of employment.

DSUs entitle eligible members of the Company's Board of Directors to receive an amount equal to 
the fair value of the Company's shares. The number of DSUs granted is based on the portion of 
the Board member's annual retainer earned in the period. DSUs vest immediately on the date of 
grant and must be redeemed no later than December 15 of the calendar year, commencing 
immediately after the Director's termination date.  
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14.   Share-based compensation (continued):

Employees and directors receive settlement of RSUs, PSUs and DSUs in either cash or shares of 
the Company at the discretion of the Company's Board of Directors. EDSUs are settled in cash.  
The RSUs, PSUs, EDSUs and DSUs may also receive dividend equivalents at the discretion of 
the Company's Board of Directors.

The Company's incentive compensation plans, including its share-based compensation plans, are 
subject to the Company's compensation recoupement policy, which can be applied in limited 
circumstances at the discretion of the Company's Board of Directors.

The Company enters into equity total return swaps to hedge a portion of its economic exposure 
from the changes in fair market value of the Company's common shares in relation to risk associated 
with share-based compensation expense.  Equity total return swaps are contracts by which one 
counterparty agrees to pay or receive from the other cash amounts based on changes in the value 
of a referenced asset or group of assets, including any returns such as interest earned or dividends 
accrued on these assets, in exchange for amounts that are based on prevailing market funding 
rates. Changes in fair value of the equity total return swaps are recognized in employee 
compensation expense in the consolidated statements of income.  
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14. Share-based compensation (continued):

The Company has reserved 3,000,000 common shares of its issued and authorized shares for issuance under these long-term incentive plans.

As at December 31, 2017, the Company has 1,230,781 common shares remaining that are available for distribution (2016 - 1,285,028). 

The following table presents information about these share-based compensation plans: 

2017
Number of

Options

Weighted
average
exercise

price
Fair value
of Options

Number of
RSUs

Fair value
of RSUs

Number of
DSUs

Fair
value of

DSUs
Number of

PSUs

Fair
value of

PSUs
Number of

EDSUs
Fair value of

EDSUs

Outstanding as at
January 1 957,063 $ 24.09 $ 7,802 137,430 $ 4,626 64,214 $ 2,161 97,378 $ 3,278 45,283 $ 1,524

Granted 69,600 33.89 — 43,736 1,482 6,969 265 43,247 1,451 — —
Dividend equivalents

granted — — — 6,162 181 3,291 91 4,274 125 2,228 66

Exercised (192,200) 19.48 (4,355) (43,014) (1,430) — — (48,633) (1,622) — —

Forfeited (9,700) 23.47 (212) (16,566) (473) — — (5,119) (128) — —

Changes in fair value — — 9,383 — 1,171 — 723 — 861 — 477

Outstanding as at
December 31 824,763 25.99 $ 12,618 127,748 $ 5,557 74,474 $ 3,240 91,147 $ 3,965 47,511 $ 2,067

Exercisable as at
December 31 682,860 $ 25.26 $ 11,018 — $ — 74,474 $ 3,240 — $ — — $ —

Weighted average
remaining contractual
life (years) 4.7 — — 1.7 — — — 1.7 — 1.8 —
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14. Share-based compensation (continued):

2016
Number of

Options

Weighted
average
exercise

price
Fair value
of Options

Number of
RSUs

Fair value
of RSUs

Number of
DSUs

Fair value
of DSUs

Number of
PSUs

Fair value
of PSUs

Number of
EDSUs

Fair value
of EDSUs

Outstanding as at
January 1 955,237 $ 24.08 $ 2,649 95,928 $ 2,552 53,316 $ 1,418 97,635 $ 2,597 31,317 $ 833

Granted 94,600 23.47 — 55,822 1,341 8,901 287 57,948 1,366 11,598 272

Dividend equivalents
granted — — — 7,185 208 3,132 84 5,190 150 2,368 70

Exercised (64,941) 24.62 (579) (16,896) (402) (1,135) (35) (59,847) (1,424) — —

Forfeited (27,833) 20.41 (240) (4,609) (127) — — (3,548) (97) — —

Changes in fair value — — 5,972 — 1,054 — 407 — 686 — 349

Outstanding as at
December 31 957,063 24.09 $ 7,802 137,430 $ 4,626 64,214 $ 2,161 97,378 $ 3,278 45,283 $ 1,524

Exercisable as at
December 31 795,725 $ 23.46 $ 6,943 — $ — 64,214 $ 2,161 — $ — — $ —

Weighted average
remaining contractual
life (years) 4.8 — — 1.8 — — — 1.9 — 2.2 —
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14.   Share-based compensation (continued):

The fair value of Options is measured using the Black-Scholes valuation model as at the end of 
each reporting period.  

The inputs used in the measurement of fair value of the Options are as follows:

2017 2016

Share price at reporting date $ 43.50 $ 33.66
Weighted average exercise price per share $ 25.99 $ 24.09
Expected volatility 24.45% 24.19%
Expected option life (years) 9.8 9.0
Expected dividend yield 4.32% 5.23%
Weighted average risk-free interest rate 1.70% 1.00%

Expected volatility is estimated based on the Company's average historical volatility. The weighted 
average expected life of the instrument is estimated based on the Company's expectations about 
the timing of option exercises.  Dividend yield is estimated based on historical dividends.  Risk-free 
rate is determined with reference to Government of Canada bonds that have maturity dates 
approximating the estimated remaining terms of the share-based awards. 

The fair value of the RSUs, PSUs, DSUs and EDSUs is measured at the quoted market price of 
the Company's shares at the end of each reporting period.

The Company records share based compensation expense only to the extent that the share-based 
awards are expected to vest based on the Company's best estimate of the outcome of service and 
performance conditions.  
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14.   Share-based compensation (continued):

The following tables provide information about the expenses and liabilities arising from share-based 
compensation:

2017 2016

Expenses arising from:
Options $ 8,090 $ 5,840
RSUs 1,972 1,688
PSUs 2,173 1,311
EDSUs 598 746
DSUs 1,077 781

$ 13,910 $ 10,366

Effect of equity total return swaps $ (7,173) $ (4,224)

Net share-based compensation expense $ 6,737 $ 6,142

2017 2016

Total carrying amount of liabilities for cash-settled
arrangements $ 23,485 $ 16,069

Total intrinsic value of liability for vested benefits $ 17,339 $ 11,079
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15.   Intangible Assets: 

The Company's intangible assets are comprised primarily of computer software and are summarized 
as follows: 

Cost

Balance at January 1, 2016 $ 43,167
Acquisitions - externally purchased 3,852

Balance at December 31, 2016 47,019
Acquisitions - externally purchased 1,497

Balance at December 31, 2017 $ 48,516

         

Amortization

Balance at January 1, 2016 $ 34,083
Amortization for the year 2,866

Balance at December 31, 2016 36,949
Amortization for the year 3,215

Balance at December 31, 2017 $ 40,164

Amortization of intangible assets is included in office expenses in the consolidated statements of 
income. 

Carrying amounts

At December 31, 2016 $ 10,070
At December 31, 2017 $ 8,352
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16. Transactions with lenders:

Gross premiums written from one major lender (defined as a lender that individually accounts for 
more than 10% of the Company's gross premiums written) was $67,271, representing 10.2% of 
the Company's total gross premiums written for the year ended December 31, 2017 (2016 - gross 
premiums written from one major lender that accounted for more than 10% of the Company's 
gross premiums written was $132,966 or 17.5%).

17. Goodwill:

On January 17, 1995, the Company acquired certain assets and assumed certain liabilities from 
the Mortgage Insurance Company Canada ("MICC") related to MICC's residential mortgage 
insurance line of business.  The excess of the purchase price over the estimated fair value of the 
net assets was recorded as goodwill.

Goodwill impairment test: 

Goodwill is considered impaired to the extent that its carrying amount exceeds its recoverable 
amount.  The recoverable amount of the Company's single CGU, which is its mortgage insurance 
business, was determined based on its value in use.  Value in use was calculated by discounting 
the future cash flows generated from continuing use of the CGU.    

The calculation of value in use incorporated five years of cash flow estimates. The Company's 
multi-year plan was used as a proxy for five years of future cash flow estimates.  The multi-year 
plan represents the Company's best estimate of future income and cash flows and is approved 
by the Company's Board of Directors.  The plan incorporates assumptions regarding premium 
growth rate, loss development and relevant industry and economic assumptions. Terminal value 
incorporated into the value in use calculations was estimated by applying a growth rate of 1.7%
(2016 - 1.7%) to the last year of the multi-year plan cash flow estimate.  The growth rates at 
December 31, 2017 and 2016 reflect the Canadian five year historical average core inflation rate, 
which does not exceed the long-term average growth rate for the industry.  A pre-tax discount rate 
of 16.9% (2016 - 14.2%) was applied in determining the recoverable amount of the unit.  The 
discount rates as at December 31, 2017 and 2016 were based on the Company's weighted average 
cost of capital, adjusted for liquidity and a risk premium.  

Based on the value in use calculation, the recoverable amount of the unit was determined to be 
higher than its carrying amount.  No goodwill impairment charge has been recognized in the year 
ended December 31, 2017 (2016 - nil). 
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18.   Share capital:

The share capital of the Company comprises the following:

2017 2016

Authorized:
Unlimited common shares with nominal or no par value(1)

1 special share(2)

Issued:
90,942,040 common shares (2016 - 91,864,100) $ 1,359,220 $ 1,368,658
1 special share — —

Share capital $ 1,359,220 $ 1,368,658

(1) Holders of common shares will, except where otherwise provided by law and subject to the rights of the holder of the 
special share, be entitled to elect a portion of the Board of Directors, vote at all meetings of shareholders of the Company 
and be entitled to one vote per common share.  Holders of common shares are entitled to receive dividends as and when 
declared by the Board of Directors and, upon voluntary or involuntary liquidation, dissolution or winding-up of the Company, 
the holders of common shares are entitled to receive the remaining property and assets of the Company available for 
distribution, after payment of liabilities.  All issued shares are fully paid. 

(2) Only one special share may be authorized for issuance. The special share is held by the Company's majority shareholder, 
Genworth Financial Inc.  The attributes of the special share provide that the holder of the special share will be entitled to 
nominate and elect a certain number of directors to the Board of Directors, as determined by the number of common 
shares that the holder of the special share and its affiliates beneficially own from time to time.  Accordingly, for so long as 
Genworth Financial Inc. beneficially owns a specified percentage of commons shares, the holder of the special share will 
be entitled to nominate and elect a specified number of the Company's directors, as set out in the table below.

Common share ownership Number of directors

Greater than or equal to 50% 5/9

Less than 50% but not less than 40% 4/9

Less than 40% but not less than 30% 3/9

Less than 30% but not less than 20% 2/9

Less than 20% but not less than 10% 1/9

Less than 10% none

Under the shareholder agreement, the selling shareholder will agree that the special share may not be transferred except 
to and among affiliates of Genworth Financial Inc.  Subject to applicable law, the special share will be automatically 
redeemed for $1.00 immediately upon (a) any transfer to a non-affiliate of Genworth Financial Inc., (b) the time that any 
affiliate of Genworth Financial Inc. who, at the relevant time, holds the special share is no longer an affiliate of Genworth 
Financial Inc., (c) the time that Genworth Financial Inc. first ceases to beneficially own at least 10% of the outstanding 
common shares, or (d) demand by the holder of the special share.



GENWORTH MI CANADA INC.
Notes to Consolidated Financial Statements (continued)
(In thousands of Canadian dollars, except per share amounts)

Years ended December 31, 2017 and 2016

84

18.   Share capital (continued):

The following table presents changes in the number of common shares outstanding that 
occurred during each year:

2017 2016

Common shares, January 1 91,864,100 91,795,125
Common shares issued in connection with share-

based compensation plans 192,200 68,975
Common shares retired under share repurchase (1,114,260) —

Common shares, December 31 90,942,040 91,864,100

At  December 31, 2017, subsidiaries of Genworth Financial Inc. owned 51,925,742 common shares 
of the Company or approximately 57.1% (2016 - 52,562,042 or approximately 57.2%).

Share repurchases:

Shares purchased by the Company for cancellation are recognized as a reduction to share capital 
equal to the average carrying value of the common shares. Any difference between the aggregate 
purchase price and the average carrying value of the common shares is recorded in retained 
earnings. Expenses incurred in connection with the share purchases are recorded in retained 
earnings. 

2017:

During the year ended December 31, 2017, the Company received approval by the Toronto Stock 
Exchange for the Company to undertake a normal course issuer bid ("NCIB"). Pursuant  to the 
NCIB, the Company can purchase, for cancellation, up to 4,597,385 shares representing 
approximately 5% of its outstanding common shares.  Purchases of common shares under the 
NCIB may commence on or after May 5, 2017 and will conclude on the earlier of May 4, 2018 and 
the date on which the Company has purchased the maximum number of shares under the NCIB.

During the year ended December 31, 2017, the Company repurchased 1,114,260 of its own 
common shares for cancellation on the open market for an aggregate purchase price of $40,005. 
Genworth Financial Inc., through its subsidiaries, participated proportionately in the share purchase 
transaction.
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18.   Share capital (continued):

2016:

On April 28, 2016 the Company received approval by the Toronto Stock Exchange for the Company 
to undertake a NCIB.  Pursuant to the NCIB the Company could purchase, for cancellation, up to 
4,589,958 shares representing approximately 5% of its outstanding common shares at the time.  
The NCIB expired on May 4, 2017.  

The Company did not purchase any shares under this NCIB.

19.   Long-term debt:

On June 29, 2010, the Company completed an offering of $275,000 principal amount of senior 
unsecured debentures ("Series 1").  The Series 1 debentures were issued for gross proceeds of 
$274,862 or a price of $99.95, before approximate issuance costs of $2,413.  

On April 1, 2014, the Company completed an offering of $160,000 principal amount of senior 
unsecured debentures ("Series 3"). The Series 3 debentures were issued at par, before approximate 
issuance costs of $1,365.

All debentures issued are redeemable at the option of the Company in whole or in part, at any time 
subject to an early redemption fee. 

The issuance costs and discount are amortized over the respective terms of the debentures using 
the effective interest method.

The following table provides details of the Company's long-term debt:

Series 1 Series 3

Date issued June 29, 2010 April 1, 2014
Maturity date June 15, 2020 April 1, 2024
Principal amount $275,000 $160,000
Fixed annual rate 5.68% 4.242%

Semi-annual interest payment due each period on: June 15 October 1
December 15 April 1
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19.   Long-term debt (continued):

The Company's long-term debt balances are as follows:

December 31, 2017 Series 1 Series 3 Total

Carrying value $ 274,219 $ 159,080 $ 433,299
Fair value 292,762 163,182 455,944

December 31, 2016 Series 1 Series 3 Total

Carrying value $ 273,937 $ 158,954 $ 432,891
Fair value 297,289 162,904 460,193

The Company's long-term debt is classified as a Level 2 financial instrument, as described in             
note 23, as the fair value of the debt is determined using observable market data.

The Company incurred interest expense of $23,526  and  $23,194  for the years ended December 31, 
2017 and 2016, respectively, with accrued interest payable of $2,490 at December 31, 2017
(December 31, 2016- $2,490).

Reconciliation of movements of liabilities to cash flows arising from financing activities:

Long Term Debt Interest Payable

Balance at January 1, 2017 $ 432,891 $ 2,490

Amortization of discount and capitalized
borrowing costs 408 —

Interest expense on long-term debt — 22,407
Interest paid — (22,407)

408 —

Balance at December 31, 2017 $ 433,299 $ 2,490
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20.   Credit Facility:

On September 29, 2017, the Company entered into a $200 million senior unsecured revolving 
syndicated credit facility, which matures on September 29, 2022. Any borrowings under the 
syndicated credit facility will either be discounted at a rate per annum equal to either a one, two, 
three or six month (as selected by the Company from time to time) banker's acceptance discount 
rate or will bear interest at a variable rate based on a spread over the agent bank's prime rate. 
The Company also pays a standby fee based on the unused amount of the commitment which is 
recorded in interest expense in the consolidated statements of income. The syndicated credit 
facility includes customary representations, warranties, covenants, terms and conditions for 
transactions of this type. 

This syndicated credit facility replaced an existing $100 million previous unsecured revolving 
credit facility which was cancelled on September 29, 2017.

As at December 31, 2017, there was no amount outstanding under the syndicated credit facility 
and all of the covenants were met (December 31, 2016 - nil).

21.   Earnings per share:

Basic earnings per share have been calculated using the weighted average number of shares 
outstanding of 91,583,907 (2016 - 91,828,701). Diluted earnings per share have been calculated 
using the diluted weighted average number of shares outstanding of 91,625,024
(2016 -91,874,244). 

The following units were excluded from the diluted weighted average number of shares since their 
effect would have been anti-dilutive due to the cash settlement option:

2017 2016

Options 824,763 957,063
RSUs 82,543 96,017
DSUs 67,374 57,172
PSUs 61,132 73,940
Total 1,035,812 1,184,192
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21.   Earnings per share (continued):

Earnings per share are presented below:

2017 2016

Basic earnings per share:
Net income $ 527,506 $ 416,892

Diluted earnings per share:
Re-measurement amount net of income taxes (83) (77)

Earnings for purposes of diluted earnings per share $ 527,423 $ 416,815

Basic weighted average common shares outstanding,
beginning of year 91,864,100 91,795,125
Effect of share-based compensation exercised

during the year 114,141 33,576
Effect of repurchase of common shares during the

year (394,334) —

Weighted average basic common shares outstanding
during the year 91,583,907 91,828,701

Basic earnings per share $ 5.76 $ 4.54

Diluted earnings per share:
Basic weighted average common shares

outstanding during the year 91,583,907 91,828,701

Effect of share-based compensation during the year 41,117 45,543

Diluted weighted average common shares outstanding
during the year 91,625,024 91,874,244

Diluted earnings per share $ 5.76 $ 4.54
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22.   Non-current assets and liabilities:

The following table presents assets and liabilities the Company expects to recover or settle after 
12 months at December 31, 2017 and 2016.

2017 2016

Assets:
Derivative financial instruments $ 144,267 $ 38,051
Bonds and debentures 4,883,357 4,979,717
Preferred shares 538,622 425,819
Subrogation recoverable 9,623 11,477

Total assets 5,575,869 5,455,064

Liabilities:
Loss reserves 17,817 28,577

Derivative financial instruments 20,828 38,832
Accrued net benefit liabilities under employee

benefit plans 47,637 41,012
Long-term debt 433,299 432,891

Total liabilities 519,581 541,312

Net liabilities due after one year $ 5,056,288 $ 4,913,752
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23.   Fair value measurement:

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability 
in an orderly transaction between market participants at the measurement date. 

Fair value measurements are based on a three-level fair value hierarchy based on inputs used in 
estimating the fair value of assets and liabilities.  The hierarchy of inputs is summarized below: 

• Level 1 - inputs used to value the financial assets and liabilities are unadjusted quoted prices 
in active markets for identical assets or liabilities; 

• Level 2 - inputs used to value the financial assets and liabilities are other than quoted prices 
included in Level 1 that are observable for the asset or liability either directly or indirectly; 
and 

• Level 3 - inputs used to value the financial assets and liabilities are not based on observable  
market data. 
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23.   Fair value measurement (continued):

The following table shows the carrying amounts and fair values of financial assets and financial liabilities, including their levels in the fair value hierarchy.  
It does not include fair value information for financial assets and financial liabilities not measured at fair value if the carrying amount is a reasonable 
approximation of fair value.

Carrying amount Fair value
Loans Other

and financial
2017 AFS FVTPL receivables liabilities Level 1 Level 2 Level 3
Financial assets measured

at fair value:
Short-term investments $ 221,397 $ — $ — $ — $ 166,279 $ 55,118 $ —
Derivative financial instruments — 151,321 — — — 151,321 —
Bonds and debentures 5,394,204 — — — — 5,394,204 —
Preferred shares 546,775 — — — 546,775 — —

6,162,376 151,321 — — 713,054 5,600,643 —

Financial assets not measured
at fair value:

Cash and cash equivalents — — 286,980 — — — —
Accrued investment income

and other receivables — — 31,902 — — — —
— — 318,882 — — — —

Financial liabilities measured
at fair value:

Derivative financial instruments(1) — (21,638) — — — (21,638) —

Financial liabilities not
measured at fair value:

Accounts payable and accrued
liabilities — — — (64,665) — — —

Long-term debt — — — (433,299) — (455,944) —
— — — (497,964) — (455,944) —

Total $ 6,162,376 $ 129,683 $ 318,882 $ (497,964) $ 713,054 $ 5,123,061 $ —
(1) Excludes $38,060 cash pledged as collateral by counterparties for derivative contracts (December 31, 2016 - nil)
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23.   Fair value measurement (continued):

Carrying amount Fair value
Loans Other

and financial
2016 AFS FVTPL receivables liabilities Level 1 Level 2 Level 3
Financial assets measured

at fair value:
Short-term investments $ 206,099 $ — $ — $ — $ 206,099 $ — $ —
Derivative financial instruments — 38,787 — — — 38,787 —
Bonds and debentures 5,468,170 — — — — 5,468,170 —
Preferred shares 425,819 — — — 425,819 — —

6,100,088 38,787 — — 631,918 5,506,957 —

Financial assets not measured
at fair value:

Cash and cash equivalents — — 126,072 — — — —
Accrued investment income

and other receivables — — 47,337 — — — —
— — 173,409 — — — —

Financial liabilities measured
at fair value:

Derivative financial instruments — (42,838) — — — (42,838) —

Financial liabilities not
measured at fair value:

Accounts payable and accrued
liabilities — — — (64,987) — — —

Long-term debt — — — (432,891) — (460,193) —
— — — (497,878) — (460,193) —

Total $ 6,100,088 $ (4,051) $ 173,409 $ (497,878) $ 631,918 $ 5,003,926 $ —
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23.   Fair value measurement (continued):

The fair value of cash and cash equivalents, accrued investment income and other receivables and 
accounts payable and accrued liabilities approximates fair value due to the short term nature of 
these items. 

During the years ended December 31, 2017 and 2016, the Company did not hold any investments 
measured at fair value using unobservable inputs (Level 3).  Transfers between levels of the fair 
value hierarchy may occur if the inputs used to value the assets or liabilities change.  Any transfers 
between the levels are deemed to have occurred at the end of the reporting period.  Given the 
types of assets classified in Level 1, which are short-term investments and preferred shares, the 
Company does not typically have any transfers between Level 1 and Level 2 of the fair value 
hierarchy, and there were no such transfers during the years ended December 31, 2017 and 2016.

Valuation of Level 2 financial instruments:

Fair values of bonds and debentures, including CLOs, are obtained primarily from industry standard 
pricing services utilizing market observable inputs.  Fair value is assessed by analyzing available 
market information through processes such as benchmark curves, benchmarking of like securities 
and quotes from market participants.  

Observable information is compiled and integrates relevant credit information, interest rates of the 
underlying investment, perceived market movements and sector news.  Market indicators, industry 
and economic events are also monitored as triggers to obtain additional data.  The primary inputs 
used in determining fair value of bonds and debentures and preferred shares are interest rate 
curves and credit spreads.

Derivative financial instruments are non-exchange traded foreign currency forwards, cross currency 
interest rate swaps, equity total return swaps and interest rate swaps.  The value of these derivative 
financial instruments is determined using an income approach in which future cash flows expected 
from the contracts are discounted to reflect the current value of the derivative financial instruments.  
The primary inputs used in determining fair value of foreign currency forwards and cross currency 
swaps are interest  rate yield curves and foreign currency exchange rates. The primary inputs used 
in determining fair value of equity total return swaps are market prices for referenced assets and 
interest rate yield curves. The primary inputs used in determining fair value of interest rate swaps 
are interest rate yield curves.

The Company's long-term debt is a financial liability that is not carried at fair value on the Company's 
consolidated statements of financial position, for which fair value is disclosed in the notes to the 
consolidated financial statements (note 19).  Fair values are obtained from independent pricing 
sources utilizing market observable information.  The primary inputs used in the valuation of the 
long-term debt are interest rate curves and credit spreads.  
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24.   Comparatives:

Certain comparative figures have been reclassified to conform to financial statement 
presentation adopted in the current year.
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