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REPORT OF INDEPENDENT AUDITORS

The Board of Directors of
SAIF Corporation

The Secretary of State Audits Division of
The State of Oregon

Report on Financial Statements

We have audited the accompanying statutory financial statements of SAIF Corporation
(“SAIF"), which comprise the statutory statements of admitted assets, liabilities, and capital
and surplus as of December 31, 2012 and 2011, and the related statutory statements of
revenues, expenses, and capital and surplus, and cash flows for the years then ended, and
the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with the accounting practices prescribed or permitted by the
Insurance Division of the Oregon Department of Consumer and Business Services.
Management is also responsible for the design, implementation, and maintenance of
internal control relevant to the preparation and fair presentation of financial statements that
are free from material misstatement, whether due to error or fraud.

Auditor’s Responsibility

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

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity’s preparation and fair presentation of the
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. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of
significant accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

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

In our opinion, the financial statements referred to previously present fairly, in all material
respects, the admitted assets, liabilities, and capital and surplus of SAIF Corporation as of
December 31, 2012 and 2011, and the results of its operations and its cash flows for the
years then ended, on the basis of accounting described in Note 2.

Emphasis of Matter Regarding Basis of Accounting

We draw attention to Note 2 of the financial statements, which describes the basis of
accounting. The financial statements were prepared in conformity with accounting practices
prescribed or permitted by the Insurance Division of the Oregon Department of Consumer
and Business Services, which is a basis of accounting other than accounting principles
generally accepted in the United States of America, to meet the requirements of the
Insurance Division of the State of Oregon. Our opinion is not modified with respect to this
matter.

Other Matter
Report on Supplementary Information

Our audits were conducted for the purpose of forming an opinion on the statutory financial
statements as a whole. The summary investment schedule and supplemental investment
risk interrogatories are presented for purposes of additional analysis and are not a required
part of the statutory financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The information has been subjected
to the auditing procedures applied in the audit of the statutory financial statements and
certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the statutory financial
statements or to the statutory financial statements themselves, and other additional
procedures in accordance with auditing standards generally accepted in the United States of
America. In our opinion, the information is fairly stated in all material respects in relation to
the statutory financial statements as a whole.

Restriction on Use

This report is intended solely for the information and use of the board of directors and
management of SAIF Corporation, the Governor of the State of Oregon, the President of the
Senate of the State of Oregon, the Speaker of the House of Representatives of the State of
Oregon, and the Insurance Division of the Oregon Department of Consumer and Business
Services and is not intended to be and should not be used by anyone other than these
specified parties.

m 055 /’%{'}am LLP

Eugene, Oregon
July 30, 2013



SAIF CORPORATION

STATEMENTS OF ADMITTED ASSETS, LIABILITIES, AND CAPITAL AND SURPLUS—STATUTORY BASIS

AS OF DECEMBER 31, 2012 and 2011
(In thousands)

ADMITTED ASSETS

CASH AND INVESTED ASSETS:
Bonds
Common stocks

Real estate, net of accumulated depreciation of $14,850 and $14,110:

Properties occupied by the Company
Properties held for the production of income
Cash, cash equivalents, and short-term investments
Other invested assets
Receivable for securities sold
Security lending reinvested collateral

Total cash and invested assets

Interest, dividends, and real estate income due and accrued

Premiums in course of collection

Premiums and installments booked but deferred and not yet due

Accrued retrospective premiums receivable

Reinsurance recoverables

Electronic data processing (EDP) equipment and software,
net of accumulated depreciation of $2,226 and $2,561

Due from Workers’ Compensation Division

Other assets

TOTAL
LIABILITIES AND CAPITAL AND SURPLUS

LIABILITIES:
Losses
Loss adjustment expenses
Other accrued expenses
Taxes, licenses, and fees
Unearned premiums
Advance premiums
Dividends to policyholders declared and unpaid
Ceded reinsurance premiums payable
Amounts withheld or retained for account of others
Other liabilities
Unclaimed property
Payable for securities lending
Accrued retrospective premiums payable

Total liabilities
CAPITAL AND SURPLUS—Unassigned funds

TOTAL

See notes to financial statements—statutory basis.

2012 2011
3,237,270 $ 3,427,549
442,543 378,852
13,504 14,213
697 728
314,469 63,877
27,961 11,754

38 1,487
315,896 199,303
4,352,378 4,097,763
36,117 36,554
4,716 4,485
257,117 242,771
30,801 35,980
555 368

301 267
10,153 9,951
16,594 14,886
4,708,732 $ 4,443,025
2,670,886 $ 2,677,485
391,737 351,776
25,949 23,708
22,105 20,493
194,370 180,283
3,921 3,775

35 -

2,617 5,362
24,326 23,090
16,939 3,512
320 60
315,817 199,315
33,393 35,072
3,702,415 3,523,931
1,006,317 919,094
4,708,732 $ 4,443,025




SAIF CORPORATION

STATEMENTS OF REVENUES, EXPENSES, AND CAPITAL AND SURPLUS—STATUTORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011
(In thousands)

2012 2011
UNDERWRITING REVENUES—Premiums earned, net $ 401,350 $ 357,475
UNDERWRITING EXPENSES:
Losses incurred, net 260,771 242,220
Loss adjustment expenses incurred 91,987 85,600
Other underwriting expenses incurred 75,866 70,889
Total underwriting expenses 428,624 398,709
NET UNDERWRITING LOSS (27,274) (41,234)
NET INVESTMENT INCOME:
Net investment income earned 154,011 163,193
Net realized investment gains 39,328 26,091
Net investment income 193,339 189,284
OTHER INCOME:
Net loss from premium balances charged off (944) (954)
Other income 1,228 1,091
Total other income—net 284 137
Net income before dividends to policyholders 166,349 148,187
POLICYHOLDER DIVIDENDS (149,970) (150,043)
NET INCOME (LOSS) $ 16,379 $ (1,856)
CAPITAL AND SURPLUS:
Unassigned funds—beginning of year $ 919,094 $ 960,391
Net income (loss) 16,379 (1,856)
Change in net unrealized capital gains 69,073 (39,127)
Change in nonadmitted assets 300 (235)
Change in provision for reinsurance 1,471 (79)
Net change in capital and surplus 87,223 (41,297)
Unassigned funds—end of year $ 1,006,317 $ 919,094

See notes to financial statements—statutory basis.



SAIF CORPORATION

STATEMENTS OF CASH FLOWS—STATUTORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011
(In thousands)

2012 2011
CASH FROM (USED BY) OPERATIONS:
Cash from underwriting:
Premiums collected net of reinsurance $ 403,705 $ 354,995
Net investment income 162,788 174,222
Net cash from underwriting 566,493 529,217
Miscellaneous income 285 137
Benefits and loss related payments (267,558) (264,032)
Underwriting expenses paid (123,562) (115,111)
Policyholder dividend payments (149,935) (150,043)
Net cash from operations 25,723 168
CASH FROM (USED BY) INVESTMENTS:
Proceeds from investments sold, matured, or repaid:
Bonds 1,100,067 1,098,537
Common stocks 216 155,334
Other invested assets (116,501) 28,973
Miscellaneous payments 1,449 (1,325)
Total proceeds from investments sold, matured, or repaid 985,231 1,281,519
Cost of investments acquired:
Bonds 872,866 1,145,767
Common stocks 120 90,343
Other invested assets (100,296) 28,727
Miscellaneous receipts (14,631) (4)
Total cost of investments acquired 758,059 1,264,833
Net cash from investments 227,172 16,686
CASH FROM (USED BY) FINANCING AND MISCELLANEOUS SOURCES:
Other cash provided 1,797 7,176
Other cash applied (4,100) (1,895)
Net cash from (used by) financing and miscellaneous sources (2,303) 5,281
RECONCILIATION OF CASH, CASH EQUIVALENTS, AND SHORT-TERM
INVESTMENTS—Net increase in cash, cash equivalents, and
short-term investments 250,592 22,135
CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS—Beginning of year 63,877 41,742
CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS—ENd of year $ 314,469 $ 63,877

See notes to financial statements—statutory basis.

Supplemental schedule of noncash transactions:

Noncash investment transactions were $50.4 million and $44.0 million for both investment acquisitions and
dispositions resulting from conversions and tax-free exchange transactions for the years ended December 31,
2012 and 2011, respectively.



SAIF CORPORATION

NOTES TO FINANCIAL STATEMENTS—STATUTORY BASIS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2012 AND 2011

1. NATURE OF OPERATIONS

SAIF Corporation (SAIF) is a public corporation created by an act of the Oregon Legislature. It
traces its origins to 1914 when its predecessor organization commenced business.

SAIF is an insurance company authorized to write workers’ compensation coverage in Oregon
and is a servicing carrier for accounts in the assigned risk pool. SAIF also provides coverage
governed by the Longshore and Harbor Workers’ Compensation Act, Jones Act, and Federal
Employers Liability Law. SAIF has partnered with Zurich American Insurance Company and
United States Insurance Services to provide other states coverage effective February 1, 2011.
SAIF’s Board of Directors is appointed by the governor of the State of Oregon and consists of
Oregon business and community leaders not otherwise in the employ of SAIF. Certain
members of SAIF’'s Board of Directors are SAIF policyholders or are employed by SAIF
policyholders. The transactions between SAIF and these policyholders were within SAIF’s
standard terms and conditions.

SAIF writes business on a direct basis as well as through agents. Premiums written on a direct
basis were 29.8 percent and 31.7 percent of standard premium during 2012 and 2011,
respectively. SAIF issues workers’ compensation insurance policies to individual Oregon
employers including state agencies.

The Oregon Department of Consumer and Business Services (DCBS) enforces workers’
compensation laws under the Oregon Revised Statutes (ORS). Under the reporting
requirements of the DCBS, Insurance Division (the Insurance Division), SAIF is subject to Risk
Based Capital (RBC) requirements of the National Association of Insurance Commissioners
(NAIC), which establishes that certain amounts of capital and surplus be maintained. SAIF’s
RBC calculated minimum capital and surplus amount was $284.4 million and $276.2 million at
December 31, 2012 and 2011, respectively. At December 31, 2012 and 2011, the statutory
capital and surplus of SAIF exceeded the minimum RBC requirements. While SAIF is not
subject to the minimum capital and surplus requirements set forth in ORS 731.554, SAIF uses
various benchmarking and risk level techniques to monitor and maintain an adequate level of
capital and surplus.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of accounting—SAIF prepares its financial statements—statutory basis in conformity
with accounting practices prescribed or permitted by the Insurance Division. The Insurance
Division requires that insurance companies domiciled in the State of Oregon prepare their
financial statements—statutory basis in accordance with the NAIC Accounting Practices and
Procedures Manual—Version effective March 2012 and 2011, subject to any deviations
prescribed or permitted by the Insurance Division.

Accounting practices and procedures of the NAIC as prescribed or permitted by the Insurance
Division comprise a comprehensive basis of accounting other than accounting principles
generally accepted in the United States of America (GAAP). The more significant differences
are as follows:

(a) Investments in bonds are generally carried at amortized cost, while under GAAP they are
carried at fair value, with changes in fair value recorded as investment income (loss).
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(b) Changes in the fair value of common stock are charged directly to capital and surplus
whereas, under GAAP, changes in fair value are recorded as investment income (loss).

(c) Changes in fair value for investments considered to be other-than-temporarily impaired
(OTTI) are recognized as realized losses, while under GAAP they are recorded as
investment income (loss).

(d) Acquisition costs, such as commissions and other costs related to acquiring new business,
are expensed as incurred, while under GAAP they are deferred and amortized to income
as premiums are earned.

(e) Assets are reported under Statutory Accounting Principles (SAP) at “admitted asset” value
and “nonadmitted” assets are excluded through a charge against capital and surplus,
while under GAAP such assets are reinstated to the balance sheet, net of any valuation
allowance. The statutory Statement of Concepts states that assets that cannot be used to
fulfill policyholder obligations or are subject to third party interests shall not be
recognized on the statutory balance sheet. Nonadmitted assets include such assets as
premiums receivable past due for more than ninety days, furniture and equipment, and
application software.

(f) Short-term investments include securities with maturities, at the time of acquisition, of
one year or less.

(g) Cumulative effects of changes in accounting are reported as an adjustment to surplus in
the period of the change in accounting principle.

(h) A liability for reinsurance balances is provided for unsecured unearned premiums, unpaid
losses ceded to reinsurers unauthorized by license to assume such business, and certain
overdue reinsurance balances. Changes in those amounts are credited and charged
directly to unassigned surplus.

(i) The statements of cash flow differ in certain respects from the presentation required by
GAAP, including the presentation of the changes in cash and short-term investments
instead of cash and cash equivalents and absence of a reconciliation between net income
and cash provided by operating activities. Under statutory accounting principles, SAIF
offsets accounts with negative cash balances with accounts with positive balances instead
of presenting accounts with negative balances as short-term liabilities.

(j) Policyholder dividends are accrued when declared by the Board of Directors, whereas
GAAP requires the accrual of estimated policyholder dividends.

Investments—Bonds and short-term investments not backed by mortgages or other assets
are generally carried at amortized cost using the scientific interest method. Noninvestment
grade bonds (NAIC rated 3 to 6) are carried at the lower of amortized cost or fair value. As of
December 31, 2012 and 2011, SAIF held bonds which were in or near default with a carrying
value of $0.1 thousand and $3.9 million, respectively. Residential and commercial mortgage-
backed securities are carried at the lower of amortized cost or fair value based on the financial
model provided by the NAIC. Other asset-backed securities are carried at either amortized
cost (NAIC rated 1 and 2) or the lower of amortized cost or fair value (NAIC rated 3 to 6)
based on the modified filing exempt model provided by the NAIC. Premiums and discounts on
mortgage-backed bonds and structured securities are amortized using the retrospective
method based on anticipated prepayments at the date of purchase. Prepayment assumptions
are obtained from Bloomberg. Changes in estimated cash flows from the original purchase
assumptions are accounted for using the retrospective method. The prospective method is
used for securities recognized as OTTI, when collection of all contractual cash flows is not



probable. Interest-only securities and securities where the yield has become negative are
valued using the prospective method.

Common stocks are carried at fair value. The change in the stated value is recorded as a
change in net unrealized capital gains, a component of unassigned funds.

The fair values for investment securities for 2012 and 2011 were obtained from Reuters, FT
Interactive, Barclay’s Capital, and JPM Pricing Direct. Equity securities traded on a national
exchange are valued at the last reported sales price. Debt securities are generally valued at
the midpoint between the bid and asked prices. For some debt securities, fair value cannot be
determined in this manner. For these securities, a similar “benchmark” security is used. The
benchmark security has a coupon rate and maturity date comparable to the debt security
being valued, and its market risk is similar considering current market conditions. As of
December 31, 2012 and 2011, the percent of SAIF’s debt securities priced using the
benchmark method was 29.2 percent and 28.6 percent, respectively.

For all investments, impairments are recorded in the statement of revenues, expenses, and
capital and surplus when it is determined that the decline in fair value of an investment below
its amortized cost is other-than-temporary. The measurement of OTTI for equity securities,
bonds, and securities not backed by other assets is measured by the difference between
amortized cost and fair value. OTTI for mortgage and other asset-backed securities is based
upon the difference between amortized cost and future projected discounted cash flows. SAIF
considers several factors in determining if an impairment is OTTI, including the extent and
duration of impairment, the financial condition and short-term prospects of the issuer, cash
flows of underlying collateral for mortgage and other asset-backed securities, SAIF’s ability to
hold the investment to allow for any anticipated recovery in value, as well as management’s
intent to sell the investment. OTTI charges are reflected in net realized capital gains (losses).
The cost basis of the investment is then adjusted to reflect the OTTI.

Net investment income earned consists primarily of interest and dividends less investment
expenses. Interest income is recognized on an accrual basis, and dividends are recorded as
earned at the ex-dividend date. Interest income on mortgage-backed and asset-backed
securities is determined using the effective yield method based on estimated principal
prepayments. Accrual of income is suspended for bonds and mortgage loans that are in default
or when the receipt of interest payments is in doubt. Realized capital gains and losses are
determined on a specific identification basis.

Investment income due and accrued with amounts over 90 days past due is nonadmitted. At
December 31, 2012 and 2011, no accrued interest or other investment income due and
accrued was required to be nonadmitted.

SAIF’s policy requires a minimum of 102 percent of the fair value of securities purchased
under repurchase agreements to be maintained as collateral. The collateral securities are held
at State Street Bank and Trust Company (State Street). There were no securities purchased
under repurchase agreements at December 31, 2012 and 2011.

Cash, cash equivalents, and short-term investments—SAIF places its temporary cash
investments with the Oregon Short-Term Fund (OSTF). The OSTF is a cash and investment
pool that operates as a demand deposit account. As a result, SAIF’s investment is not
impacted by changes in the market value of the OSTF. By statute, the OSTF may hold
securities with maturities no greater than three years. Audited financial statements and
monthly compliance summaries, which include information about the OSTF’s maturity
distribution and credit quality, may be obtained at the Oregon State Treasury’s web site:
http://www.oregon.qgov/treasury/Divisions/Investment/Pages/Oregon-Short-Term-Fund-
(OSTF).aspx. As of December 31, 2012 and 2011, SAIF’s balance in the OSTF was $27.6
million and $28.4 million, respectively.




Oregon’s State Treasurer employs the services of two external investment managers to
manage SAIF’s fixed income portfolios. The cash balances of the fixed income managers are
invested in the SSgA Prime Money Market Fund. This fund’s stated objectives are to maximize
current income while maintaining a stable $1.00 unit value by investing in high-quality, short
maturity securities. The average maturity of the SSgA Prime Money Market Fund as of
December 31, 2012 and 2011, was 25 days and 19 days, respectively. As of December 31,
2012 and 2011, SAIF’'s balance in the SSgA Prime Money Market Fund was $51.8 million and
$10.6 million, respectively. Bonds with maturity dates greater than three months and less
than one year also included in the short-term balance at December 31, 2012 and 2011, were
$226.1 million and $20.0 million, respectively.

Concentrations of credit risk—Financial instruments, which potentially subject SAIF to
concentrations of credit risk, consist principally of temporary cash investments and debt
securities. SAIF places its investment securities with financial institutions approved by the
State of Oregon and limits the amount of credit exposure to any one financial institution.
Concentrations of credit risk with respect to investments in debt securities are limited due to
the large number of such investments and their distribution among many different industries
and geographic regions.

Property and equipment—Property and equipment, both admitted and nonadmitted, are
recorded at cost, less accumulated depreciation. Maintenance, repairs, and minor renovations
are charged to expense as costs are incurred. Upon retirement or sale, any resulting gain or
loss is included as a component of net income. Property and equipment are depreciated using
the straight-line method over the estimated useful lives of the assets as follows:

Useful
Life
Buildings and improvements 30-40 years
Furniture, equipment, and automobiles 3-7 years
Data processing software 3 years

Total depreciation and amortization expense for both admitted and nonadmitted property and
equipment for the years ended December 31, 2012 and 2011, were $1.2 million and $1.3
million, respectively.

Internal and external costs incurred to develop internal-use computer software and web sites
during the application development stage are capitalized, if they meet the $500,000 threshold.
Costs incurred during the preliminary project stage and post-implementation/operation stage
are expensed as incurred.

Premiums—Premiums are based on individual employers’ reported payroll using
predetermined, DCBS-approved insurance rates based on employee risk classifications and are
recognized as income on a pro rata basis over the coverage period, which is generally one
year. Ceded premiums are recognized consistent with the underlying policies. The portion of
premiums that will be earned in the future are deferred and reported as unearned premiums.

Policyholders’ premiums due to SAIF are recorded as premiums receivable, net of the
allowance for uncollectible accounts. Premiums receivable consists of both billed amounts
(recorded as premiums in course of collection) and unbilled amounts (recorded as premiums
and installments booked but deferred and not yet due). Unbilled premiums receivable
primarily represent premiums recorded as written at the policy inception date and not yet
billed, as well as an estimate of the difference between amounts earned ratably on
installment-billed policies and the amount billed on the policy. Unbilled premiums receivable
also include estimated billings on payroll reporting policies that were earned but not billed
prior to year-end. SAIF uses its historical experience to estimate earned but unbilled amounts,
which are recorded as premiums receivable. These unbilled amounts are estimates, and while
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SAIF believes such amounts are reasonable, there can be no assurance the amounts
ultimately received will equal the recorded unbilled amounts. The ultimate collectability of the
unbilled premiums receivable can be affected by general changes in the economy and the
regulatory environment due to the increased time required to determine the billable amount.
SAIF considers these factors when estimating the premium receivable for unbilled premiums.
Unbilled premiums at December 31, 2012 and 2011, were $257.1 million and $242.8 million,
respectively, including unearned premiums of $150.8 million and $142.5 million, respectively,
and are included in premiums and installments booked but deferred and not yet due.

Certain policyholders are required to remit deposits which represent premium expected to be
payable to SAIF at the end of the month following the reporting period (monthly and
quarterly), plus one additional month. Deposits are generally in the form of cash and are
recorded as policyholders’ premium deposits and included on the statements of admitted
assets, liabilities, and capital and surplus in amounts withheld or retained for account of
others. However, policyholders may pledge surety bonds and securities, as well as letters of
credit, in lieu of cash deposits. Premium deposits at December 31, 2012 and 2011, were $10.2
million and $8.7 million, respectively.

In addition to its regular premium plans, SAIF offers employers retrospective premium rating
plans under which premiums are adjusted annually for up to 102 years following the plan year
based on policyholders’ loss experience. Adjustments to the original premiums are paid to or
collected from the policyholders six months following the expiration of the policy and annually
thereafter for up to 102 years. The amounts of expected ultimate settlements are included in
the accompanying statements of admitted assets, liabilities, and capital and surplus as

accrued retrospective premiums receivable and payable. Changes in estimated settlements are
recorded in premiums earned at the time they are known.

SAIF estimates accrued retrospective premiums receivable and payable by reviewing historical
loss and premium development patterns at various stages of maturity and using these
historical patterns to arrive at the best estimate of return and additional retrospective
premiums on all open retrospectively rated policies. Premiums written on retrospective
workers’ compensation policies for 2012 and 2011 were $88.0 million and $92.9 million,
respectively, or 21.2 percent and 24.9 percent of net premiums written, respectively.

SAIF has nonadmitted 10 percent of the amount of accrued retrospective premiums receivable
not offset by accrued retrospective premiums payable to the same party (other than the
reserve for losses and loss adjustment expenses), or collateral. At December 31, 2012 and
2011, the admitted balance was as follows (dollars in thousands):

2012 2011
Total accrued retrospective premiums receivable $34,223 $39,977
Less nonadmitted amount (10 percent) 3,422 3,997
Admitted accrued retrospective premium receivable $30,801 $35,980

Reserve for losses and loss adjustment expenses—The reserve for losses and loss
adjustment expenses (LAE) is generally based on past experience. The liability includes
provisions for reported claims, claims incurred but not reported, and claims that are currently
closed but which experience indicates will be reopened.

Management believes that the reserve for incurred but unpaid losses and LAE at December 31,
2012 and 2011, is a reasonable estimate of the ultimate net costs of settling claims and claim
expenses incurred. Annually, the Board of Directors reviews the actuarial assumptions utilized
in determining the liability for such losses. Actual claim costs depend upon such factors as
duration of worker disability, medical cost trends, occupational disease, inflation, and other
societal and economic factors. As a result, the process used in computing the ultimate cost of
settling claims and expense for administering claims is necessarily based on estimates. The
amount ultimately paid may be more or less than such estimates. Adjustments resulting from
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changes in estimates of these liabilities are charged or credited to operations in the period in
which they occur (see Note 7).

Premium deficiency—Premium deficiency is based upon an estimate of the amount by which
the sum of anticipated claims costs, claims adjustment expenses, and maintenance expenses
exceeds expected premium income and earnings on investments. At December 31, 2012 and
2011, no reserve for premium deficiency was required to be recorded.

Policyholders’ dividends—Substantially all of SAIF’s business is written under various
participating plans wherein a dividend may be returned to the policyholder. Dividends may be
paid to the extent that a surplus is accumulated from premiums, investment gains, and/or loss
reserve reductions. In 2012 and 2011, policyholder dividends of $150.0 million were declared
and paid to qualifying policyholders.

Taxes and assessments—The Oregon Department of Justice has determined that SAIF is
exempt from federal and state taxes, because it is an integral part of the State of Oregon and,
alternatively, exempt under either or both Sections 501(c)(27)(B) and 115(1) of the Internal
Revenue Code.

SAIF is subject to levies by the Oregon Workers’ Compensation Division of the DCBS. Such
assessments constitute an in-lieu-of-tax relative to premiums. Premium assessments were
$24.4 million and $23.5 million, including $22.4 million and $20.4 million of accrued premium
assessments, for the years ended December 31, 2012 and 2011, respectively. Premium
assessment income net of premium assessment expense for the years ended December 31,
2012 and 2011, was $137.2 thousand and $293.6 thousand, respectively, and is included as a
component of other underwriting expenses incurred.

Use of estimates—The preparation of financial statements—statutory basis in accordance
with SAP requires management to make estimates and assumptions that affect the reported
amounts of admitted assets and liabilities, the reported amounts of revenues and expenses
during the reporting period, and disclosures of contingent assets and liabilities at the date of
the financial statements—statutory basis. Actual results could differ from those estimates.

Allocable expenses—The material components of loss adjustment expenses, other
underwriting expenses, and investment expenses were as follows (dollars in thousands):

2012 2011
Loss Other Loss Other
Adjustment Underwriting Adjustment Underwriting
Expenses Expenses Investment Expenses Expenses Investment
Incurred Incurred Expenses Incurred Incurred Expenses
Salaries, wages, & other benefits $ 78,039 $ 40,868 $ 1,586 $ 72,440 $ 38,999 $ 1,514
Commissions - 24,940 - - 21,220 -
Other 13,948 10,058 7,127 13,160 10,670 6,910
Total allocable Expenses $ 91,987 $ 75,866 $ 8,713 $ 85,600 $ 70,889 $ 8,424

Reclassifications—Certain reclassifications have been made to prior year amounts in order to
conform with current year presentation.

NEW STATUTORY ACCOUNTING PRINCIPLES

On March 3, 2012, the NAIC issued SSAP No. 92—accounting for postretirement benefits other
than pensions, a replacement of SSAP No. 14. This statement applies to all postretirement
benefits expected to be provided by an employer to current and former employees pursuant to
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the terms of an employer's undertaking to provide those benefits. A postretirement benefit
plan may be part of a larger plan or arrangement that provides benefits currently to active
employees as well as to retirees. When retirees are included in the plan, the promise to
provide benefits to present and future retirees under the plan shall be segregated from the
promise to provide benefits to active employees. The cost and funding of the benefits upon
retirement shall be recognized. The statement is effective January 1, 2013, with early adoption
permitted. SAIF is adopting these reporting and disclosure requirements in the first quarter of
2013.

On March 3, 2012, the NAIC issued SSAP No. 103—Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities, a replacement of SSAP No. 91R. This
statement establishes statutory accounting principles for transfers and servicing of financial
assets including asset securitization and securitizations of policy acquisition costs,
extinguishments of liabilities, repurchase agreements, repurchase financing, and reverse
repurchase agreements, including dollar repurchase and dollar reverse repurchase agreements
that are consistent with the SAP statement of concepts and statutory hierarchy. The statement
is effective January 1, 2013, with early adoption permitted. SAIF is adopting these reporting
and disclosure requirements in the first quarter of 2013.

On December 18, 2012, the NAIC made revisions to SSAP 62R—Property and Casualty
Reinsurance, to incorporate the concept of certified reinsurer. Qualified “certified” reinsurers
will have a reduced collateral requirement and unauthorized reinsurers will have a 100 percent
collateral requirement. This will affect the calculation of the provision for reinsurance, which is
a measure of collectability. At year-end the certification program was not in force in all states
and certifications were not available for use in the statement. SAIF does not expect that
adoption of the program will have a material effect on the statements.

INVESTMENTS

SAIF’s investment policies are governed by statute and the Oregon Investment Council
(Council). The State Treasurer (Treasurer) is the investment officer for the Council and is
responsible for the funds on deposit in the State Treasury. In accordance with ORS 293.726,
the investment funds are required to be invested, and the investments of those funds
managed, as a prudent investor would do, exercising reasonable care, skill, and caution. While
the Treasurer is authorized to use demand deposit accounts and fixed-income investments,
equity investment transactions must be directed by external investment managers that are
under contract with the Council. Equity investments are limited to not more than 50 percent of
the monies contributed to the Industrial Accident Fund (SAIF Corporation). However, SAIF’s
adopted investment policy as approved by the Council limits equity holdings to a range of 7 to
13 percent of the market value of invested assets with a target allocation of 10 percent.

Bond, mortgage-backed, asset-backed, and equity security transactions are recorded on a
trade-date basis, generally three business days prior to the settlement date. However, the
number of days between trade and settlement dates for mortgage-backed securities can be up
to 30 days or longer, depending on the security. Receivables for securities not received within
15 days from the settlement date are nonadmitted. There were no such receivables at
December 31, 2012 and 2011.
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The carrying value and fair value of SAIF’s investment securities at December 31, 2012 and

2011, were as follows (dollars in thousands):

2012

Bonds:
U.S. government
All other governments
States, territories, and possessions
Political subdivisions of states and territories
Special revenue and special assessment
Hybrid securities
Industrial and miscellaneous
Mortgage and other asset-backed securities

Total bonds
Short-term investments

Common stock - BlackRock MSCI ACWI IMI Index Fund

2011

Bonds:
U.S. government
All other governments
States, territories, and possessions
Political subdivisions of states and territories
Special revenue and special assessment
Hybrid securities
Industrial and miscellaneous
Mortgage and other asset-backed securities

Total bonds
Short-term investments

Common stock - BlackRock MSCI ACWI IMI Index Fund

Excess Of
Fair Value
Carrying Fair Over (Under)
Value Value Carrying Value
$ 99,630 $ 102,529 $ 2,899
2,615 3,529 914
16,093 17,686 1,593
20,127 21,633 1,506
78,461 89,097 10,636
14,708 17,415 2,707
2,051,336 2,344,553 293,217
954,300 1,010,810 56,510
$3,237,270 $3,607,252 $ 369,982
$ 277,905 $ 277,909 $ 4
$ 442,543 $ 442,543 $ -
Excess Of
Fair Value
Carrying Fair Over (Under)
Value Value Carrying Value
$ 165,477 $ 173,447 $ 7,970
5,541 6,169 628
19,299 20,961 1,662
11,129 11,838 709
82,651 93,743 11,092
14,589 14,753 164
2,072,477 2,245,738 173,261
1,056,386 1,104,056 47,670
$3,427,549 $3,670,705 $ 243,156
$ 30,556 $ 30,556 $ -
$ 378,852 $ 378,852 $ -

Proceeds from the sale of bonds were $1.1 billion during 2012 and 2011. Proceeds from the
sale of stocks were $0.2 million and $155.3 million during 2012 and 2011, respectively.

The carrying value and fair value of bonds at December 31, 2012 and 2011, by contractual
maturity, except for asset-backed securities which are by expected maturity, are shown below
(dollars in thousands). Expected maturities will differ from contractual maturities, because
borrowers may have the right to call or prepay obligations with or without call or prepayment

penalties.
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2012 2011

Carrying Fair Carrying Fair

Value Value Value Value
Due in one year or less $ 46,166 $ 46,705 $ 66,246 $ 67,921
Due after one year through five years 834,731 890,014 823,948 847,222
Due after five years through ten years 962,491 1,071,513 1,047,312 1,121,980
Due after ten years 1,393,882 1,599,020 1,490,043 1,633,582
Total bonds $ 3,237,270 $ 3,607,252 $ 3,427,549 $3,670,705

Net investment income earned for the years ended December 31, 2012 and 2011, was

comprised of the following (dollars in thousands):

2012 2011
Bonds $ 158,147 $ 167,155
Preferred stock - 241
Common stock 55 55
Other invested assets 4,522 4,166
Total gross investment income earned 162,724 171,617
Less investment expenses 8,713 8,424
Net investment income earned $ 154,011 $ 163,193

Gross realized gains and losses and the net realized gains (losses) for the years ended
December 31, 2012 and 2011, were as follows (dollars in thousands):

Gross Gross Net Realized
Realized Realized Gains
2012 Gains Losses (Losses)
Bonds $ 44,784  $ (5,470) $ 39,314
Common stock 14 - 14
Other invested assets - - -
Total $ 44,798 $ (5,470) $ 39,328
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Gross Gross Net Realized
Realized Realized Gains

2011 Gains Losses (Losses)
Bonds $ 37,800 $ (19,764) $ 18,036
Preferred stock 50 - 50
Common stock 7,862 (1) 7,861
Other invested assets 144 - 144
Total $ 45,856 $ (19,765) $ 26,091

The following tables represent unrealized losses on bonds as of December 31, 2012 and 2011,
that were in a loss position for less than one year and a continuous loss position for greater
than one year. These bonds were not considered OTTI, as SAIF’s investment managers assert
that they have the intent and ability to hold these securities long enough to allow the cost
basis of these securities to be recovered. Unrealized losses are primarily attributable to credit
spread widening and increased liquidity discounts (dollars in thousands):

Amortized Unrealized Fair
2012 less than one year Cost Losses Value
U.S. Government $ 12,631 $ 297 $ 12,334
All other governments - - -
States, territories, and possessions 1,008 26 982
Political subdivisions of states and territories - - -
Special revenue and special assessment 1,487 8 1,479
Mortgage and other asset-backed securities 56,409 391 56,018
Hybrid securities - - -
Industrial & miscellaneous 36,240 311 35,929
Total less than one year $ 107,775 $ 1,033 $ 106,742
Amortized Unrealized Fair

2012 greater than one year Cost Losses Value
U.S. Government $ - $ - $ -
All other governments - - -
States, territories, and possessions - - -
Political subdivisions of states and territories - - -
Special revenue and special assessment - - -
Mortgage and other asset-backed securities 27,759 371 27,388
Hybrid securities - - -
Industrial & miscellaneous 3,114 99 3,015
Total greater than one year 30,873 470 30,403
Total $ 138,648 $ 1,503 $ 137,145
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Amortized Unrealized Fair
2011 less than one year Cost Losses Value
U.S. Government $ 32,427 $ 2 $ 32,425
All other governments - - -
States, territories, and possessions - - -
Political subdivisions of states and territories - - -
Special revenue and special assessment 2,873 40 2,833
Mortgage and other asset-backed securities 190,827 3,104 187,723
Hybrid securities 7,089 154 6,935
Industrial & miscellaneous 427,584 19,459 408,125
Total less than one year $ 660,800 $ 22,759 $ 638,041
Amortized Unrealized Fair

2011 greater than one year Cost Losses Value
U.S. Government $ - $ - $ -
All other governments - - -
States, territories, and possessions - - -
Political subdivisions of states and territories - - -
Special revenue and special assessment - - -
Mortgage and other asset-backed securities 84,861 2,159 82,702
Hybrid securities - - -
Industrial & miscellaneous 55,193 5,446 49,747
Total greater than one year 140,054 7,605 132,449
Total $ 800,854 $ 30,364 $ 770,490

As of December 31, 2012 and 2011, there were no unrealized losses on equity securities that
were in a loss position for less than one year and a continuous loss position for greater than
one year.
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