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MOSSADAMS

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, 2018 and 2017, 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.



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, 2018
and 2017, 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 Matters
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, supplemental investment risk interrogatories, and
general 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
audits 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.

sy Letopa. L1F°

Portland, Oregon
July 29, 2019



SAIF CORPORATION

STATEMENTS OF ADMITTED ASSETS, LIABILITIES, AND CAPITAL AND SURPLUS—STATUTORY BASIS
AS OF DECEMBER 31, 2018 and 2017
(In thousands)

2018 2017
ADMITTED ASSETS
CASH AND INVESTED ASSETS:
Bonds $ 3,879,279 $ 3,875,309
Common stocks 532,875 589,331
Real estate, net of accumulated depreciation of $12,930 and $11,011:

Properties occupied by SAIF 95,594 71,463
Cash, cash equivalents, and short-term investments 62,016 139,263
Other invested assets 21,266 21,264
Receivable for securities sold 68 578
Security lending reinvested collateral 143,445 199,080

Total cash and invested assets 4,734,543 4,896,288
Interest, dividends, and real estate income due and accrued 33,956 33,565
Premiums in course of collection 6,168 6,957
Premiums and installments booked but deferred and not yet due 297,943 302,067
Accrued retrospective premiums receivable 7,735 15,215
Reinsurance recoverables 1,743 1,072
Electronic data processing (EDP) equipment and operating software,

net of accumulated depreciation of $2,910 and $2,814 1,667 461
Due from Workers’ Compensation Division 8,279 7,805
Other assets 29,832 30,599

TOTAL $ 5,121,866 $ 5,294,029

LIABILITIES AND CAPITAL AND SURPLUS

LIABILITIES:
Losses $ 2,128,990 $ 2,283,546
Loss adjustment expenses 417,715 444,190
Other accrued expenses 52,830 53,258
Taxes, licenses, and fees 33,774 32,164
Unearned premiums 226,891 232,070
Advance premium 12,504 4,281
Dividends to policyholders declared and unpaid 54 -
Ceded reinsurance premiums payable 2,834 3,063
Amounts withheld or retained for account of others 38,368 40,970
Other liabilities 8,865 9,948
Unclaimed property 1,324 908
APBO transition liability - 612
Payable for securities purchased 3 47,511
Payable for securities lending 143,475 199,063
Accrued retrospective premiums payable 50,277 51,784

Total liabilities 3,117,904 3,403,368

CAPITAL AND SURPLUS
Assigned surplus - PERS UAL 90,082 91,953
Unassigned surplus 1,913,880 1,798,708

TOTAL CAPITAL AND SURPLUS 2,003,962 1,890,661

TOTAL $ 5,121,866 $ 5,294,029

See notes to financial statements—statutory basis.
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SAIF CORPORATION

STATEMENTS OF REVENUES, EXPENSES, AND CAPITAL AND SURPLUS—STATUTORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
(In thousands)

2018 2017

UNDERWRITING REVENUES—Premiums earned, net $ 523,681 $ 527,186
UNDERWRITING EXPENSES:

Losses incurred, net 166,396 206,258

Loss adjustment expenses incurred 57,328 82,557

Other underwriting expenses incurred 117,359 106,868

Total underwriting expenses 341,083 395,683

NET UNDERWRITING GAIN 182,598 131,503

NET INVESTMENT INCOME:
Net investment income earned 154,340 141,331

Net realized investment gains 4,321 30,667
Net investment income 158,661 171,998
OTHER INCOME:
Net loss from premium balances charged off (359) (642)
Other income 1,199 1,359
Total other income - net 840 717
Net income before dividends to policyholders 342,099 304,218
POLICYHOLDER DIVIDENDS (159,939) (160,094)
NET INCOME $ 182,160 $ 144,124
CAPITAL AND SURPLUS:
Total capital and surplus—beginning of year $ 1,890,661 $ 1,647,409
Net income 182,160 144,124
Change in net unrealized capital gains (66,018) 116,712
Change in nonadmitted assets (3,453) (18,411)
Prior APBO service costs 612 827
Net change in capital and surplus 113,301 243,252
Total capital and surplus—end of year $ 2,003,962 $ 1,890,661

See notes to financial statements—statutory basis.



SAIF CORPORATION

STATEMENTS OF CASH FLOWS—STATUTORY BASIS
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017
(In thousands)

2018 2017
CASH FROM (USED IN) OPERATIONS:
Cash from underwriting:
Premiums collected net of reinsurance $ 537,403 $ 530,836
Net investment income 166,693 162,031
Net cash from underwriting 704,096 692,867
Miscellaneous income 840 717
Benefits and loss related payments (320,923) (318,829)
Underwriting expenses paid (198,962) (172,117)
Policyholder dividend payments (159,885) (160,094)
Net cash from operations 25,166 42,544
CASH FROM (USED IN) INVESTMENTS:
Proceeds from investments sold, matured, or repaid:
Bonds 1,555,198 1,707,170
Common stocks 305 261
Real estate - 488
Other invested assets 55,588 (126,139)
Cash and short-term investments 1 (4)
Miscellaneous payments 512 (232)
Total proceeds from investments sold, matured, or repaid 1,611,604 1,581,544
Cost of investments acquired:
Bonds 1,574,052 1,985,151
Common stocks 1,445 220
Real estate 26,050 46,046
Other invested assets 55,588 (137,012)
Miscellaneous receipts 47,508 (47,509)
Total cost of investments acquired 1,704,643 1,846,896
Net cash from (used in) investments (93,039) (265,352)
CASH FROM (USED IN) FINANCING AND MISCELLANEOUS SOURCES:
Other cash provided (3,743) 1,752
Other cash applied (5,631) (20,658)
Net cash from (used in) in financing and miscellaneous sources (9,374) (18,906)
RECONCILIATION OF CASH, CASH EQUIVALENTS, AND SHORT-TERM
INVESTMENTS—Net increase (decrease) in cash, cash equivalents, and
short-term investments (77,247) (241,714)
CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS—Beginning of year 139,263 380,977
CASH, CASH EQUIVALENTS, AND SHORT-TERM INVESTMENTS—End of year $ 62,016 $ 139,263

See notes to financial statements—statutory basis.

Supplemental schedule of noncash transactions:

Noncash investment transactions were $63.5 million and $146.6 million for both investment acquisitions and
dispositions resulting from tax-free exchange transactions for the years ended December 31, 2018 and 2017,
respectively.
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SAIF CORPORATION

NOTES TO FINANCIAL STATEMENTS—STATUTORY BASIS
AS OF AND FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017

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 Zurich Insurance Group Ltd. (Zurich) and United
States Insurance Services (USIS) 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 18.0 percent and 18.5 percent of standard premium during 2018 and 2017,
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 DCBS, Division of Financial Regulation (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
Company Action Level (CAL) RBC calculated minimum capital and surplus amount was $303.9
million and $314.3 million at December 31, 2018 and 2017, respectively. At December 31,
2018 and 2017, 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 2018 and 2017, 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)

(b)

(©)

(d)

(e)

(f)

(9)

(h)

(1

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).

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).

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).

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 Statements of Admitted Assets, Liabilities and Capital and Surplus. Nonadmitted
assets include such assets as premiums receivable past due for more than ninety days,
furniture and equipment, and application software.

Short-term investments include securities with maturities, at the time of acquisition, of
ohe year or less.

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

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.

The statements of cash flows 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.

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

The Company participates in a cost-sharing multiemployer defined benefit pension plan
administered by the Oregon Public Employees Retirement System (PERS) (see note 10).
PERS has a net Unfunded Actuarial Liability (UAL) which represents the estimated
unfunded pension benefits. GAAP accounting requires the UAL to be recorded as a liability
while SAP does not allow for recording of the UAL as a liability. Instead for Statutory
Accounting, SAIF established a special surplus fund in 2017 to identify its portion of the
PERS UAL and has adjusted the fund based on information provided by PERS and allocated
by the Oregon Department of Administration Services as of June 30, 2018. Due to the
timing delay, SAIF has evaluated subsequent events that may impact the assets and
liabilities of the plan and determined that the valuation of liability is still materially
accurate. Based on this information, the special surplus fund for the unfunded pension
benefits is $90.1 million and $92.0 million at December 31, 2018 and 2017, respectively.

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 designation 3 to 6) are carried at the lower of amortized cost or fair value.
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There were no bonds held by SAIF which were in or near default at December 31, 2018 and
2017. 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 designation 1 and 2) or the lower
of amortized cost or fair value (NAIC designation 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 2018 and 2017 were obtained from Thomson
Reuters, IDC, JPM Direct, and Bloomberg. Equity securities traded on a national exchange are
valued at the last reported sales price. Debt securities are valued using evaluated bid prices at
December 31, 2018 and 2017.

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, 2018 and 2017 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, 2018 and 2017.

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
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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:

https://www.oregon.gov/treasury/public-financial-services/oregon-short-term-
funds/documents/ostf-fund-facts/2018-g4-ostf-fund-fact-page.pdf. As of December 31, 2018
and 2017, SAIF's balance in the OSTF was $36.6 million and $21.7 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 money market funds with the objective of maximizing current income while
maintaining a stable net asset value. The average maturity of the Institutional U.S.
Government Money Market Fund at December 31, 2018 and 2017, was 28 days and 27 days,
respectively. The Institutional U.S. Government Money Market Fund had a credit quality rating
of AAAM at December 31, 2018 and 2017. At December 31, 2018 and 2017, SAIF’s balance in
the Institutional U.S. Government Money Market Fund was $7.0 million and $56.6 million,
respectively. At December 31, 2018, SAIF held $11.5 million in Treasury bills which mature in
January 2019. There were no Treasury bills held as of December 31, 2017. There were no
short-term bonds held as of December 31, 2018. At December 31, 2017, bonds with maturity
dates greater than three months and less than one year included in the short-term balance
were $54.1 million.

Periodically, SAIF uses the State Street Short-Term Investment Fund (STIF) to hold cash used
in trading activity. The STIF seeks to provide safety of principal, a high level of liquidity, and a
competitive yield. This fund is not registered with the Securities and Exchange Commission.
The average maturity of the fund as of December 31, 2018, was 24 days and the average
credit quality was A1/P1 (AA-). At December 31, 2018, SAIF’s balance in the fund was $1.3
million. There were no investments in the fund as of December 31, 2017.

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 20-50 years
Furniture, equipment, and automobiles 3-7 years
Operating and nonoperating system software 3-5 years

Total depreciation and amortization expense for both admitted and nonadmitted property,
equipment and software for the years ended December 31, 2018 and 2017, were $2.9 million
and $1.2 million, respectively.

SAIF has active construction in progress for a significant home office renovation. Capital
project life-to-date costs were $86.8 million and $60.7 million, respectively, for the years
ended December 31, 2018 and 2017. Capital project year-to-date costs were $26.1 million and
$46.0 million, respectively, for the years ended December 31, 2018 and 2017.
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SAIF has an active software replacement project for the policy and billing system. Capital
project life-to-date costs were $25.5 million and $17.8 million, respectively, for the years
ended 2018 and 2017. Capital project year-to-date costs were $7.7 million and $16.6 million,
respectively, for the years ended December 31, 2018 and 2017.

Costs incurred to develop internal-use computer software and web sites during the application
development stage are capitalized, if they meet the $500 thousand threshold. Costs incurred
during the preliminary project stage and post-implementation/operation stage are expensed as
incurred. The predefined capitalization thresholds have not changed from those of the prior
year. Under SSAP #16 admitted EDP & operating software is limited to 3 percent of the prior
reported period surplus.

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 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 receivable at
December 31, 2018 and 2017 were $297.9 million and $302.1 million, respectively, including
unearned premiums of $173.3 million and $177.3 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, 2018 and 2017, were $18.8
million and $17.9 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 10 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 10%2 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.
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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 2018 and 2017 were $77.9 million and $77.3 million,
respectively, or 15.0 and 14.7 percent of net premiums written, respectively, for each year.

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, 2018 and
2017, the admitted balance was as follows (dollars in thousands):

2018 2017
Total accrued retrospective premiums receivable $8,594 $16,906
Less nonadmitted amount (10 percent) 859 1,691
Admitted accrued retrospective premiums receivable $7,735 $15,215

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 and claims incurred but not yet reported.

Management believes the reserve for unpaid losses and LAE at December 31, 2018 and 2017
is a reasonable estimate of net future claim costs and expenses associated with administering
claims. Annually, executive leaders review key actuarial assumptions used to estimate this
liability and consider the significant uncertainty associated with these estimates in booking the
reserve. Actual future claims costs and LAE depend on a number of factors, including, but not
limited to, the duration of worker disability, claimant and beneficiary lifespans, medical cost
trends, occupational disease exposure, inflation, and other societal and economic factors. As a
result, the process used to compute the ultimate cost of settling claims and expenses
associated with administering claims is necessarily based on estimates. The amount ultimately
paid may be higher or lower than these estimates. Adjustments resulting from 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, 2018 and
2017, 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 2018 and 2017, policyholder dividends of $159.9 million and $160.1
million, respectively, were incurred 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 collects and remits levies on behalf of their policyholders to the Oregon Workers’
Compensation Division of DCBS. Such assessments constitute an in-lieu-of-tax relative to
premiums. Premium assessment expenses were $37.6 million and $35.1 million for the years
ended December 31, 2018 and 2017 respectively. Premium assessments were accrued of
$36.1 million and $34.2 million as of December 31, 2018 and 2017, respectively. Premium
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assessment income net of premium assessment expense for the years ended December 31,
2018 and 2017, was $375 thousand and $4 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):

2018 2017
Loss Other Loss Other
Adjustment Underwriting Adjustment Underwriting
Expenses Expenses Investment Expenses Expenses Investment
Incurred Incurred Expenses Incurred Incurred Expenses
Salaries, wages, & other benefits $ 44,096 $ 58,510 $ 2,596 $ 66,853 $ 54,927 $ 2,437
Commissions - 37,291 - 36,597 -
Other 13,232 21,558 8,320 15,704 15,344 9,971
Total allocable Expenses $ 57,328 $ 117,359 $ 10,916 $ 82,557 $ 106,868 $ 12,408

Subsequent events— A SAIF owned building was demolished on January 21, 2019, as part of
the home office renovation and addition project. A realized loss of $187 thousand was
recognized in January 2019.

Subsequent events have been considered through July 29, 2019, which is the date the
statutory statements were available to be issued.

NEW STATUTORY ACCOUNTING PRINCIPLES

No applicable new statutory accounting principles were adopted by SAIF for the years ended
December 31, 2018 or 2017.

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
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15 days from the settlement date are nonadmitted. There were no such receivables at
December 31, 2018 and 2017.

The carrying value and fair value of SAIF’s investment securities at December 31, 2018 and
2017, were as follows (dollars in thousands):

Excess Of
Fair Value
Carrying Fair Over (Under)
2018 Value Value Carrying Value
Bonds:
U.S. government $ 415,095 $ 416,453 $ 1,358
All other governments 38,811 36,249 (2,562)
U.S. states, territories, and possessions 1,004 1,006 2
U.S. political subdivisions of states, territories,
and possessions 11,246 11,213 (33)
U.S. special revenue and special assessment 90,298 96,594 6,296
Hybrid securities 25,788 25,237 (551)
Industrial and miscellaneous 2,258,540 2,286,614 28,074
Mortgage and other asset-backed securities 1,038,497 1,035,001 (3,496)
Total bonds $ 3,879,279 $ 3,908,367 $ 29,088
Short-term investments $ - $ - $ -
Common stock - BlackRock MSCI ACWI IMI Index Fund $ 532,875 $ 532,875 $ -
Excess Of
Fair Value
Carrying Fair Over (Under)
2017 Value Value Carrying Value
Bonds:
U.S. government $ 335,423 $ 337,342 $ 1,919
All other governments 35,993 35,936 (57)
U.S. states, territories, and possessions 1,019 1,027 8
U.S. political subdivisions of states, territories,
and possessions 11,249 11,100 (149)
U.S. special revenue and special assessment 113,270 122,447 9,177
Hybrid securities 18,867 21,450 2,583
Industrial and miscellaneous 2,209,128 2,408,964 199,836
Mortgage and other asset-backed securities 1,150,360 1,168,023 17,663
Total bonds $ 3,875,309 $ 4,106,289 $ 230,980
Short-term investments $ 54,146 $ 54,146 $ -
Common stock - BlackRock MSCI ACWI IMI Index Fund $ 589,331 $ 589,331 $ -

Proceeds from the sale of bonds were $1.6 billion and $1.7 billion during 2018 and 2017,
respectively. Proceeds from the sale of stocks were $0.3 million during 2018 and 2017.

The carrying value and fair value of bonds at December 31, 2018 and 2017, by contractual
maturity, except for asset-backed securities which are by expected maturity, are shown as
follows (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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2018 2017

Carrying Fair Carrying Fair

Value Value Value Value
Due in one year or less $ 21,386 $ 21,481 $ 77,294 $ 78,105
Due after one year through five years 802,210 801,276 718,848 739,867
Due after five years through ten years 1,294,248 1,283,307 1,167,379 1,207,114
Due after ten years 1,761,435 1,802,303 1,911,788 2,081,203
Total bonds $ 3,879,279 $ 3,908,367 $ 3,875,309 $ 4,106,289

Net investment income earned for the years ended December 31, 2018 and 2017, was
comprised of the following (dollars in thousands):

Bonds
Common stock
Other invested assets

Total gross investment income earned

Less investment expenses

Net investment income earned

2018 2017
157,766 $ 147,628
138 219

7,351 5,892
165,255 153,739
10,915 12,408
154,340 $ 141,331

Gross realized gains and losses and the net realized gains (losses) for the years ended
December 31, 2018 and 2017, were as follows (dollars in thousands):

Gross Gross Net Realized
Realized Realized Gains
2018 Gains Losses (Losses)
Bonds 22,115 (17,954) $ 4,161
Common stock 159 - 159
Real estate - - -
Short-term investments 1 - 1
Other invested assets - - -
Total 22,275 (17,954) $ 4,321
Gross Gross Net Realized
Realized Realized Gains
2017 Gains Losses (Losses)
Bonds 39,567 (13,162) $ 26,405
Common stock 121 - 121
Real estate 5 (29) (24)
Short-term investments 2 (6) (4)
Other invested assets 4,169 - 4,169
Total 43,864 (13,197) $ 30,667




The following tables represent unrealized losses on bonds at December 31, 2018 and 2017,
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
interest rate risk, credit risk, and increased liquidity discounts (dollars in thousands):

Amortized Unrealized Fair
2018 Unrealized Losses Cost Losses Value
Less than one year
U.S. Government $ 115,721 $ 1,184 $ 114,537
All other governments 11,200 529 10,671
U.S. states, territories, and possessions - - -
U.S. political subdivisions of states, territories,
and possessions 6,195 9 6,186
U.S. special revenue and special assessment - - -
Hybrid securities 15,813 1,615 14,198
Industrial and miscellaneous 1,238,027 46,544 1,191,483
Mortgage and other asset-backed securities 368,239 4,616 363,623
Total less than one year $ 1,755,195 $ 54,497 $ 1,700,698
Greater than one year
U.S. Government $ 49,792 $ 1,045 $ 48,747
All other governments 22,154 2,297 19,857
U.S. states, territories, and possessions - - -
U.S. political subdivisions of states, territories,
and possessions 5,060 33 5,027
U.S. special revenue and special assessment 626 2 624
Hybrid securities - - -
Industrial and miscellaneous 171,341 8,783 162,558
Mortgage and other asset-backed securities 400,981 12,428 388,553
Total greater than one year 649,954 24,588 625,366
Total unrealized losses $ 2,405,149 $ 79,085 $ 2,326,064
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Amortized Unrealized Fair
2017 Unrealized losses Cost Losses Value
Less than one year
U.S. Government $ 89,324 $ 835 $ 88,489
All other governments 17,862 194 17,668
U.S. states, territories, and possessions - - -
U.S. political subdivisions of states, territories,
and possessions - - -
U.S. special revenue and special assessment 635 5 630
Hybrid securities - - -
Industrial and miscellaneous 180,762 1,888 178,874
Mortgage and other asset-backed securities 368,162 2,591 365,571
Total less than one year $ 656,745 $ 5,513 $ 651,232
Greater than one year
U.S. Government $ 28,555 $ 1,135 $ 27,420
All other governments 5,198 103 5,095
U.S. states, territories, and possessions - - -
U.S. political subdivisions of states, territories,
and possessions 5,060 164 4,896
U.S. special revenue and special assessment - - -
Hybrid securities - - -
Industrial and miscellaneous 59,296 1,906 57,390
Mortgage and other asset-backed securities 186,048 3,415 182,633
Total greater than one year 284,157 6,723 277,434
Total unrealized losses $ 940,902 $ 12,236 $ 928,666

As of December 31, 2018 and 2017, 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.

SAIF seeks guidance from the external investment managers on a regular basis to determine if
any OTTI exists. OTTI is recorded as realized investment losses on the statement of revenues,

expenses, and capital and surplus.

The following table summarizes the total realized losses recorded based on management’s
OTTI analysis as of December 31, 2018 and 2017 (dollars in thousands):

2018 2017
Bonds, excluding loan-backed securities 1,807 $
Mortgage and other asset-backed securities -
Total realized losses due to OTTI 1,807 $

SAIF invests in several asset classes that could potentially be adversely affected by subprime
mortgage exposure. These investments include mortgage-backed securities, debt obligations
of financial institutions participating in subprime lending practices, and unaffiliated equity

securities, issued by financial institutions participating in subprime lending. SAIF believes that
its greatest exposure is to unrealized losses from declines in asset values versus realized
losses resulting from defaults or foreclosures. SAIF has reviewed its mortgage-backed
securities portfolio as of December 31, 2018, and believes that all of these investments are in
pools that are backed by loans made to well-qualified borrowers or tranches that have minimal
default risk, with the exception of two securities, Bayview Opportunity Master Fund Trust and
Credit Suisse Mortgage Trust, included below. Default risk on these bonds appears minimal at
this time. The impact on these investments, should the market conditions worsen, cannot be
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assessed at this time. The mortgage-backed securities portfolio at December 31, 2018 and

2017 is as follows (dollars in thousands):

Book/Adjusted Other-Than-
Carrying Value Temp_»orary
(Excluding Impairment
L. Interest) . Losse_es
Description Actual Cost Fair Value _Recognized
2018 Residential mortgage-backed securities $ 19,296 $ 19,284 $ 18,309 $ -
2017 Residential mortgage-backed securities $ 21,869 $ 21,863 $ 21,675 $ -

Wash sales—In the course of SAIF’s asset management, securities are sold and reacquired
within 30 days of the sale date to enhance SAIF’s yield on its investment portfolio.

No securities with NAIC designations of 3 or below were sold during the years ended
December 31, 2018 and 2017, and reacquired within 30 days of the sale.

Securities on deposit—U.S. Treasury obligations with a carrying value of $8.0 million were
on deposit with the Federal Reserve as required by the U.S. Department of Labor under the
Longshore and Harbor Workers’ Compensation Act at December 31, 2018 and 2017,
respectively. Certificates of deposit with a carrying value of $108 thousand were on deposit at
U.S. Bank as required by DCBS at December 31, 2018 and 2017, respectively. U.S. Treasury
obligations with a carrying value of $33.1 million and $33.2 million were on deposit with
Wilmington Trust for loss payments with Zurich, a reinsurer for other states coverage, as of
December 31, 2018 and 2017, respectively.

SECURITIES LENDING

In accordance with state investment policies, SAIF participates in securities lending
transactions. The Oregon State Treasury has, through a Securities Lending Agreement,
authorized State Street to lend SAIF's securities to broker-dealers and banks pursuant to a
form of loan agreement. Both SAIF and the borrowers maintain the right to terminate all
securities lending transactions on demand. There have been no significant violations of the
provisions of securities lending agreements.

During 2018 and 2017, State Street loaned SAIF’s fixed income securities and received cash
and noncash collateral denominated in U.S. dollars. Borrowers were required to deliver
collateral for each loan equal to at least 102 percent of the fair value of the loaned security.
SAIF did not impose any restrictions on the amount of the loans State Street made on its
behalf. Securities received as collateral may not be sold or pledged by SAIF, except in the
event of borrower default. SAIF was fully indemnified by State Street against losses due to
borrower default, and there were no losses during the year from the failure of borrowers to
return loaned securities.

State Street is authorized by the Securities Lending Agreement to invest cash collateral
received for securities loaned in the State Street Bank and Trust Company Oregon Short-Term
Investment Fund (the Fund). SAIF’s participation in this fund is voluntary. The fair value of
investments held by this fund is based upon valuations provided by a recognized pricing
service. This fund is not registered with the Securities and Exchange Commission, but the
custodial agent is subject to the oversight of the Federal Reserve Board and the Massachusetts
Commissioner of Banks. No income from the Fund was assigned to another fund by the
custodial agent during 2018 and 2017. At December 31, 2018 and 2017, the Fund had an
average life-final maturity of 148 days and 86 days, respectively.
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The cash collateral held at December 31, 2018 and 2017, was $143.5 million and $199.1
million, respectively. Securities received as collateral at December 31, 2018 and 2017, were
$50.1 million and $1.6 million, respectively. At December 31, 2018 and 2017, the fair value,
including accrued investment income related to the securities on loan, was $190.0 million and
$196.8 million, respectively. For 2018 and 2017, securities lending income was $4.2 million
and $1.6 million and securities lending expense was $3.6 million and $1.3 million, respectively.
These amounts are reported net in the accompanying financial statements—statutory basis as
a component of net investment income earned.

FAIR VALUE OF FINANCIAL INSTRUMENTS

In accordance with the NAIC disclosure requirements of SSAP No. 100, Fair Value
Measurements, SAIF has categorized its assets and liabilities that are measured at fair value
into the three-level fair value hierarchy as reflected in the table that follows. The three-level
fair value hierarchy is based on the degree of subjectivity inherent in the valuation method by
which fair value was determined. The three levels are defined as follows:

Level 1 - Quoted prices in active markets for identical assets and liabilities: This category, for
items measured at fair value on a recurring basis, includes hybrid securities and exchange-
traded common stocks. The estimated fair value of the equity securities within this category
are based on quoted prices in active markets and are thus classified as Level 1.

Level 2 - Significant other observable inputs: This category, for items measured at fair value
on a recurring basis, includes bonds and common stocks which are not exchange-traded. The
estimated fair values of some of these items were determined by independent pricing services
using observable inputs. Others were based on quotes from markets which were not
considered actively traded.

Level 3 - Significant unobservable inputs: This category, for items measured at fair value
where there is no independent pricing source available, includes bonds, common stocks, and
other invested assets. The estimated fair values of these items were determined by SAIF's
investment managers’ own assumptions using unobservable inputs.

The following assets and liabilities measured and reported at fair value in the Level 1, 2, or 3
category as of December 31, 2018 and 2017 were (dollars in thousands):

2018
Description For Each Class of Asset Net Asset
or Liability Level 1 Level 2 Level 3 Value (NAV) Total
Assets at fair value
Bonds-industrial & misc. $ - $ 153,456 $ - $ - $ 153,456
Common stocks-mutual funds - 532,875 - - 532,875
Cash equivalents-money market fund - 7,029 - - 7,029
Total assets at fair value $ - $ 693,360 $ - $ - $ 693,360
Liabilities at fair value $ - $ - $ - $ - $
Total liabilities at fair value $ - $ - $ - $ - $
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2017

Description For Each Class of Asset Net Asset
or Liability Level 1 Level 2 Level 3 Value (NAV) Total

Assets at fair value

Bonds-industrial & misc. - $ 37,625 $ - $ - $ 37,625

Common stocks-mutual funds - 589,331 - - 589,331

Cash equivalents-money market fund - 56,568 - - 56,568
Total assets at fair value - $ 683,524 $ - $ - $ 683,524
Liabilities at fair value $ - $ - $ - $ - $ -
Total liabilities at fair value $ - $ - $ - $ - $

At the end of each reporting period, SAIF evaluates whether or not any event has occurred, or
circumstances have changed that would cause an instrument to be transferred between Levels
1 and 2 or transferred into and out of Level 3. At December 31, 2018 and 2017, there were no
assets or liabilities transferred between Levels 1 and 2 or transferred into and out of Level 3.

Bonds carried at fair value categorized as level 2 were valued using a market approach. These
valuations were determined to be level 2 valuations as quoted market prices for similar
instruments in an active market were utilized. This was accomplished by the use of matrix
pricing. Matrix pricing takes quoted prices of bonds with similar features and applies analytic
methods to determine the fair value of bonds held. Features that are inputs into the analysis
include duration, credit quality, tax status, and call and sinking fund features.

Common stocks carried at fair value categorized as level 2 were valued using a market
approach. These valuations were determined to be level 2 valuations because quoted market
prices for identical instruments trading in an inactive market were utilized. When an equity
instrument is illiquid due to limited trading activity, the use of quoted market prices for
identical instruments was determined by SAIF to be the most reliable method to determine fair
value. There were no assets measured at fair value in the Level 3 category at December 31,
2018 and 2017.

The following tables reflect the fair values and admitted values of all admitted assets and
liabilities that are financial instruments as of December 31, 2018 and 2017, excluding those
accounted for under the equity method (subsidiaries, joint ventures, and ventures). The fair
values are also categorized into the three-level fair value hierarchy as described above (dollars
in thousands):

Not

2018 Net Asset Practicable

Aggregate Admitted Value (Carrying

Type of Financial Instrument Fair Value Value Level 1 Level 2 Level 3 (NAV) Value)

Assets
Bonds $ 3,908,368 $ 3,879,279 $ 1,982 $ 3,906,278 $ - $ - $ 108
Common stocks 532,875 532,875 - 532,875 - - -
Other invested assets 27,552 21,266 - 27,552 - - -
Securities lending reinvested
collateral 143,445 143,445 - 143,445 - - -
Cash, cash equivalents, & short-
term 62,016 62,016 43,491 18,525 - - -
Total assets $ 4,674,256 $ 4,638,881 $ 45,473 $ 4,628,675 - - $ 108
Liabilities
Total liabilities $ - $ - $ - $ - $ - $ - $ -
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Not

2017 Net Asset Practicable

Aggregate Admitted Value (Carrying
Type of Financial Instrument Fair Value Value Level 1 Level 2 Level 3 (NAV) Value)

Assets

Bonds $ 4,106,289 $ 3,875,309 $ 2,061 $ 4,104,120 - $ $ 108

Common stocks 589,331 589,331 - 589,331 - -

Other invested assets 30,151 21,264 30,151 -

Securities lending reinvested

collateral 199,080 199,080 199,080 -

Cash, cash equivalents, & short-

term 139,263 139,263 28,549 110,714 - -

Total assets $ 5,064,114 $ 4,824,247 $ 30,610 $ 5,033,396 - $ 108

Liabilities

Total liabilities $ $ - $ $ - - $ $

It was not practicable to determine the fair values of the bonds in the following table as of

December 31, 2018 and 2017, for purposes of the above disclosures, as these items are not

traded, and therefore, quoted market prices are not available. Also, the cost of obtaining

estimates of fair values from other sources was considered excessive given the immateriality
of the bonds (dollars in thousands):

2018
Type or Class of Carrying Effective Maturity
Financial Instrument Value Interest Rate Date
Bonds
U.S. Bank certificate of deposit 108 1.10% 10/12/2020
Total $ 108
2017
Type or Class of Carrying Effective Maturity
Financial Instrument Value Interest Rate Date
Bonds
U.S. Bank certificate of deposit 108 1.10% 10/12/2020
Total $ 108

-20 -



LOSSES AND LOSS ADJUSTMENT EXPENSES

The following table provides a reconciliation of the beginning and ending reserve for losses and
loss adjustment expenses (LAE) at December 31, 2018 and 2017 (dollars in thousands):

Gross reserve for losses and loss adjustment expenses—beginning

of year
Less reinsurance ceded—beginning of year

Net balance—beginning of year
Incurred related to:
Current year
Prior year
Total incurred losses and loss adjustment expenses
Paid losses related to:
Current year
Prior year
Total paid losses and loss adjustment expenses

Net balance—end of year

Plus reinsurance ceded—end of year

2018 2017
$ 2,814,914 $ 2,931,058
(87,178) (97,403)

2,727,736

536,340
(312,616)

223,724

142,736
262,019

404,755
2,546,705

81,537

2,833,655

572,980
(284,165)

288,815

154,880
239,854

394,734
2,727,736

87,178

Gross reserve for losses and loss adjustment expenses—end of year $ 2,628,242 $ 2,814,914

The reserve for losses and LAE decreased $181.0 million in 2018, which was net of favorable
development of $312.6 million. Loss reserves decreased $154.6 million as compared to the
prior year. Loss reserves for the 2018 accident year were offset by favorable loss reserve
development in prior accident years. The favorable loss reserve development was attributed
primarily to permanent total disability (PTD) and permanent partial disability (PPD) medical
loss reserves. The key drivers were a decrease in ultimate PPD counts and the continuing
downward trend in medical severity. The observed medical escalation rate for 2018 was well
below the assumption. LAE reserves decreased $26.5 million, during 2018. LAE reserves for
the 2018 accident year were partially offset by favorable loss reserve development in prior
accident years. The favorable LAE development was largely attributed to the overall reduction
in loss reserves.

The reserve for losses and LAE decreased $105.9 million in 2017, which was net of favorable
development of $284.2 million. Loss reserves decreased $112.5 million as compared to the
prior year. Loss reserves for the 2017 accident year were offset by favorable loss reserve
development in prior accident years. The favorable loss reserve development was attributed
primarily to permanent total disability (PTD) and permanent partial disability (PPD) medical
loss reserves. The key drivers were a decrease in ultimate PPD counts and the continuing
downward trend in medical severity. The observed medical escalation rate for 2017 was well
below the assumption.

LAE reserves decreased $6.6 million during 2017. LAE reserves for the 2017 accident year
were offset by favorable loss reserve development in prior accident years. The favorable LAE
development was largely attributed to the overall reduction in loss reserves.

SAIF discounts the indemnity reserve for known unpaid fatal and permanent total disability
losses on a tabular basis using the 2007 United States Life Tables, the 1997 United States of
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America Railroad Retirement Board Remarriage Table, and a discount rate of 3.5 percent. SAIF
does not discount any incurred but not reported reserves, medical unpaid losses, or unpaid
LAE. Gross reserves subject to tabular discounting were $268.9 million and $268.8 million for
2018 and 2017, respectively. The discounts were $96.5 million and $97.5 million as of
December 31, 2018 and 2017, respectively.

Anticipated salvage and subrogation of $36.8 million and $34.6 million was included as a
reduction of the reserve for losses and LAE at December 31, 2018 and 2017, respectively.

SAIF's exposure to asbestos claims arose from the sale of workers’ compensation policies.
Reserves of $14.3 million and $15.9 million for losses and LAE are related to asbestos claims
as of December 31, 2018 and 2017, respectively. Amounts paid for asbestos-related claims
were $618 thousand and $432 thousand for the years ended December 31, 2018 and 2017,
respectively.

RISK MANAGEMENT

The State of Oregon administers property and casualty insurance programs covering state
government agencies through its Insurance Fund, an internal service fund. The Insurance Fund
services claims for: direct physical loss or damage to state property; tort liability claims
brought against the state, its officers, employees, or agents; workers’ compensation; and
employees, elected officials, and members of commissions and boards for faithful
performance. The Insurance Fund is backed by a commercial excess property policy with limits
of $425 million and a blanket commercial excess bond with limits of $7.7 million.

SAIF participates in the Insurance Fund. The cost of servicing insurance claims and payments
is covered by charging an assessment to each participating state entity based on its share of
services provided in a prior period. The total statewide assessment of each type of coverage is
based on independent biennial actuarial forecasts and administrative expenses, less any
available fund balance of the Insurance Fund from the prior biennium. SAIF’s assessment was
$1.0 million and $0.9 million for the years ended December 31, 2018 and 2017, respectively.

SAIF’s employees do not participate in the State of Oregon’s health insurance plans.
DEFERRED COMPENSATION PLAN

SAIF provides a deferred compensation plan, authorized under and consistent with Internal
Revenue Code Section 457(b), as a benefit available to all its employees. The plan authorizes
the employee to execute an individual agreement with the plan’s record keeper, Empower
Retirement, whereby the employee defers a portion of their current income until future years
as a retirement savings vehicle in which funds are sheltered from federal and state taxation
until withdrawal. Participants cannot receive the funds until certain circumstances are met.
Funds withheld from employee compensation and remitted to the plan are invested by the
employee in a variety of mutual funds and other offerings selected by SAIF’s Deferred
Compensation Plan Committee. Plan assets are generally held in a trust account with Wells
Fargo (the Guaranteed Interest Fund is a general account product), and administered by
Empower Retirement for the exclusive benefit of the participants or their beneficiary(ies).
Participants’ rights under the plan are equal to the fair market value of the deferred
compensation plan account for each participant. SAIF has no rights to participant funds and
does not perform the investing function for the participant. SAIF’'s primary fiduciary
responsibilities for the plan extends to selection of the investment options that are made
available to the participants. Thus, plan assets and any related liability to plan participants
have been excluded from the financial statements.
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10. RETIREMENT PLAN

SAIF’'s employees hired prior to August 29, 2003, participate in the Oregon Public Employees’
Retirement System (PERS), a cost-sharing multiemployer defined benefit pension plan. The
PERS Board of Trustees under the guidelines of ORS Chapter 238 administers PERS. The PERS
retirement allowance, payable monthly for life, may be selected from multiple retirement
benefit options. Options include survivorship benefits and lump-sum refunds. The basic benefit
formula is 1.67 percent of a member’s final average salary multiplied by the member’s number
of years of service. Benefits may also be calculated under either a money match or an annuity-
plus-pension computation if a greater benefit results. PERS also provides death and disability
benefits.

Beginning January 1, 2004, all covered employees are required by state statute to contribute
6.00 percent of their salary to the Individual Account Program (IAP), a defined contribution
plan. Current law permits employers to pay employees’ contributions to PERS, which SAIF has
elected to do. Additionally, SAIF is required by statute to contribute a percentage of each
covered employee’s salary to fund the PERS program. SAIF currently contributes 17.84 percent
of each covered employee’s salary to the PERS Program. This contribution is the minimum
contribution required for future periods. Rates are subject to change as a result of subsequent
actuarial valuations.

SAIF employees hired on or after August 29, 2003, participate in the Oregon Public Service
Retirement Plan (OPSRP) after completing six months of service. OPSRP is a hybrid pension
plan (multiemployer plan) administered by the PERS Board of Trustees under the guidelines of
ORS Chapter 238A with two components: the Pension Program (defined benefit) and the IAP
(defined contribution). SAIF currently contributes 10.78 percent of each covered employee’s
salary to the Pension Program and 6.00 percent to the IAP. This contribution is the minimum
contribution required for future periods. Rates are subject to change as a result of subsequent
actuarial valuations.

SAIF participates, along with other State of Oregon agencies, in paying debt service for State
of Oregon general obligation bonds issued in October 2003 to reduce the unfunded PERS
liability. The bonds are scheduled to mature 25 years after the date of issuance. Currently, the
repayment rate is 6.20 percent of payroll each month. The payment rate is recalculated
periodically, as needed.

The total amount contributed by SAIF for all plans for the years ended December 31, 2018 and
2017, consist of the following (dollars in thousands):

2018 2017
Employer contributions:
Debt service $ 4,854 $ 4,487
PERS-Pension Program 6,118 5,448
OPSRP-Pension Program 4,739 3,536
Total employer contributions 15,711 13,471
Employee contributions paid by SAIF:
PERS-IAP 2,053 2,120
OPSRP-IAP 2,638 2,344
Total employee contributions 4,691 4,464
Total contributions $ 20,402 $ 17,935
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11.

For the years ended December 31, 2018 and 2017, SAIF’'s employer contributions were equal
to the annual required contributions. SAIF’s contributions were less than 5.00 percent of each
plan’s total contributions. There are no funding improvement or rehabilitation plans
implemented or pending for any of the plans SAIF participates in. SAIF did not pay any
surcharges during the year ended December 31, 2018. SAIF is a funder of last resort,
embodied in the scheme of ORS chapter 238, along with every other employer in PERS. PERS’
board from time to time will evaluate the liabilities of PERS and set the amount of
contributions to be made by SAIF to ensure that those liabilities will be funded no more than
40 years after the date on which the determination is made.

POST RETIREMENT BENEFITS AND COMPENSATED ABSENCES

On January 1, 2013, SAIF adopted the provisions of SSAP 92, Accounting for Postretirement
Benefits Other Than Pensions, a replacement of SSAP No.14. SSAP 92 provided new
requirements for recording and calculating the liability and expense of postretirement benefit
plans other than pensions. SAIF elected to recognize the entire surplus impact of adopting
SSAP 92 as of January 1, 2013, resulting in recognition of an accumulated postretirement
benefit obligation (APBO) of $9.9 million and a decrease in unassigned funds, prior APBO
service costs. Over time, this amount was amortized through periodic charges to income. The
balance was $0 and $0.6 million as of December 31, 2018 and 2017, respectively. Current
year changes in the postemployment benefit obligation are charged to income in the current
period.

Plan description — SAIF administers a single-employer defined benefit healthcare plan. SAIF
employees retiring under Oregon PERS are eligible to receive medical coverage for self and
eligible dependents until age 65. Retirees must pay the premium for the coverage elected.
Premiums for coverage are identical for active and retired employees, except to the extent that
SAIF pays all or a portion of its active employees’ premiums. Participating retirees pay their
own monthly premiums based on a blended premium rate since retirees are pooled together
with active employees for insurance rating purposes. Benefit provisions are established by
SAIF.

Funding policy — SAIF’s funding policy provides for contributions at amounts sufficient to fund
benefits on a pay-as-you-go basis. The plan Accumulated Postretirement Benefit Obligation
was $10.0 million and $10.5 million as of December 31, 2018 and 2017, respectively, all of
which was unfunded.

Actuarial methods and assumptions — Actuarial valuations involve estimates of the value of
reported amounts and assumptions about the probability of events far into the future.
Actuarially determined amounts are subject to continual revision as actual results are
compared to past expectations and new estimates are made about the future. Calculations are
based on the types of benefits provided under the terms of the substantive plan at the time of
each valuation and on the pattern of sharing of costs between the employer and participating
members to that point. Actuarial calculations reflect a long-term perspective and include
techniques that are designed to reduce short-term volatility in actuarial accrued liabilities and
the actuarial value of assets.

The postemployment healthcare benefit obligation was determined as part of the actuarial
valuation prepared by a consulting actuary as of December 31, 2018 and 2017, using the
projected unit credit cost method. Significant assumptions used in the actuarial valuation
include a 4.00 percent discount rate as of December 31, 2018 and a 3.25 percent as of
December 31, 2017. A 6.50 percent health care cost trend rate was used for 2018, 5.75
percent for 2019, 5.25 percent for 2020 through 2029, 6.00 percent for 2030 through 2031,
6.25 percent for 2032, 6.00 percent for 2033 through 2040, 5.75 percent for 2041 through
2043, 5.50 percent for 2044 through 2052, 5.25 percent for 2053 through 2064, 5.00 percent
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for 2065 through 2066, 4.75 percent for 2067 through 2069, 4.50 percent for 2070 through
2072, and a 4.25 percent ultimate trend rate thereafter.

As of December 31, 2017, significant assumptions used in the actuarial valuation include a
3.25 percent discount rate of return. A 6.50 percent health care cost trend rate was used for
2018, 5.75 percent for 2019, 5.25 percent for 2020 through 2029, 6.00 percent for 2030
through 2031, 6.25 percent for 2032, 6.00 percent for 2033 through 2040, 5.75 percent for
2041 through 2043, 5.50 percent for 2044 through 2052, 5.25 percent for 2053 through
2064, 5.00 percent for 2065 through 2066, 4.75 percent for 2067 through 2069, 4.50 percent
for 2070 through 2072, and a 4.25 percent ultimate trend rate thereafter.

At December 31, 2018, the Accumulated Postretirement Benefit Obligation was $10.0 million,
which is recorded as other accrued expenses on the Statement of Admitted Assets, Liabilities,

and Capital and Surplus.

At December 31, 2017, the Accumulated Postretirement Benefit Obligation was $10.5 million,
$0.6 million of which is recorded as APBO transition liability and $9.9 million recorded as other
accrued expenses on the Statement of Admitted Assets, Liabilities, and Capital and Surplus.

The net periodic benefit cost recognized for the years ended December 31, 2018 and 2017,
was (dollars in thousands):

Components of net periodic benefit cost

Postemployment &
Compensated Absence

Benefits
2018 2017
Service cost $ 559 $ 446
Interest cost 331 348
Transition obligation recognized - Scheduled 612 827
Recognition of net (gain) loss (797) 634
Total net periodic benefit cost $ 705 $ 2,255

Assumed health care cost trend rates have a significant effect on the amounts reported for the
health care plans. A one-percentage-point change in assumed health care cost trend rates
would have the following effects (dollars in thousands):

1 Percentage Point 1 Percentage Point

Increase Decrease
Effect on APBO $ 1,204 $ (1,045)
Effect on total of service
and interest cost
component $ 137 $ (116)
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12,

13.

The following estimated future payments, which reflect expected future service, as
appropriate, are expected to be paid in the years indicated (dollars in thousands):

Year(s) Amount
2019 $ 545
2020 516
2021 518
2022 573
2023 626
2024 through 2028 4,228

SAIF has accrued obligations to former employees for benefits after their employment but
before their retirement. A liability for earned but untaken vacation pay for current employees
has been accrued.

CAPITAL AND SURPLUS
The cumulative increase (decrease) to capital and surplus reported in the financial

statements—statutory basis due to each item below at December 31, 2018, and 2017, was as
follows (dollars in thousands):

2018 2017
Net unrealized investment gains $ 235,886 $ 301,903
Nonadmitted assets (43,142) (39,689)
Prior APBO service costs - (612)

The Company participates in a cost-sharing multiemployer defined benefit pension plan
administered by the Oregon Public Employees Retirement System (PERS) (Note 10). PERS has
a net pension liability which represents the unfunded pension benefits. SAIF established a
special surplus fund in 2017 to identify its portion of the PERS liability and has adjusted the
fund based on information provided by PERS and allocated by the Oregon Department of
Administrative Services as of June 30, 2018. Due to the timing delay, SAIF has evaluated
subsequent events that may impact the assets and liabilities of the plan and determined that
the valuation of liability is still materially accurate. Based on this information, the special
surplus fund for the unfunded pension benefits is $90.1 million and $92.0 million at December
31, 2018 and 2017, respectively.

CONTINGENCIES

SAIF has entered into structured settlements wherein SAIF has purchased annuities for which
the claimant is payee, but for which SAIF is contingently liable. The amount of the contingent
liability is the amount of the liability due to the various claimants that has been offset by the
purchase of the annuity. Contingent liabilities arising from these settlements were $2.7 million
at December 31, 2018 and 2017.

During the normal course of business, SAIF becomes involved in litigation arising out of
matters incident to the conduct of its insurance operations. SAIF is represented in these
actions by the Oregon Department of Justice. Some of these potential liabilities become actual
liabilities when one or more future events occur or fail to occur. To the extent that the future
event is likely to occur or fail to occur, and a reasonable estimate of the loss can be made, an
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14.

15.

estimated liability would be recorded on SAIF's financial statements. Management believes that
these matters do not materially impact the financial statements.

As of December 31, 2018, SAIF has entered into an $88.7 million construction contract, of
which $8.1 million is still outstanding.

LEASE COMMITMENTS

SAIF leases office space in several locations under operating leases expiring during various
years through 2029. Lease expense was $2.1 million and $2.9 million as of December 31,
2018 and 2017, respectively.

SAIF’s future minimum lease payments under noncancelable operating leases at December 31,
2018, are as follows (dollars in thousands):

Year(s) Amount
2019 $ 1,198
2020 1,226
2021 1,188
2022 1,076
2023 1,105
Total minimum payments $ 5,793

Certain rental commitments have renewal options extending through the year 2039.
REINSURANCE

In the ordinary course of business, SAIF cedes premiums for purposes of risk diversification
and limiting maximum loss exposure from catastrophic events through contractual agreements
with reinsurers. If such assuming reinsurers are unable to meet the obligations assumed under
these reinsurance agreements, SAIF would be liable to pay the obligation. To minimize its
exposure to significant losses from reinsurer insolvencies, SAIF evaluates the financial
condition of its reinsurers and monitors concentration of credit risk.

SAIF maintains reinsurance protection providing limits of $160 million excess of $35 million per
occurrence with a $10 million maximum on any one life. The Terrorism Risk Insurance Act
provides coverage for terrorist events that are nuclear, biological, chemical, or radiological in
nature, which are excluded from the reinsurance contract. During 2018, SAIF had reinsurance
protection for 82 percent of losses in excess of 20 percent of 2017 direct written premium for
acts of foreign and domestic terrorism through the Terrorism Risk Insurance Program
Reauthorization Act.

The following amounts have been deducted in the accompanying financial statements—
statutory basis as a result of reinsurance ceded for 2018 and 2017 (dollars in thousands):

2018 2017
Reserve for losses and loss adjustment expenses $ 24,231 $ 23,076
Premiums written and earned 1,898 1,971
Losses and loss adjustment expenses incurred 1,226 (4,200)

The company does not have an unsecured aggregate reinsurance recoverable from any
individual reinsurer that exceeds 3 percent of policyholders’ surplus.
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In 2018 and 2017, SAIF did not commute ceded reinsurance.

In November 2010, SAIF received formal approval from DCBS for implementation of its Other
States Coverage program. Beginning February 1, 2011, SAIF partnered with Zurich and USIS
to provide other states coverage. Zurich issues policies covering the non-Oregon operation of
SAIF’s customers and manages claims arising from those policies. SAIF reinsures those policies
in full. USIS, a broker licensed in all fifty states, provides marketing and administrative
services.

The following amounts are included in the accompanying financial statements as a result of
participation in other states coverage in 2018 and 2017 (dollars in thousands):

Other States Coverage 2018 2017

Assumed:
Reserve for losses and loss adjustment expenses $ 18,139 $ 18,233
Unearned premiums 7,744 7,255
Premiums written 17,491 16,341
Premiums earned 17,002 15,931
Losses and loss adjustment expenses incurred 7,244 10,841
Commission expense 2,785 2,466

SAIF is authorized to write business on behalf of the Oregon Workers’ Compensation Insurance
Plan (the Plan), administered by the National Council on Compensation Insurance through the
National Workers’ Compensation Reinsurance Pool (NWCRP). The Plan provides a guaranteed
source of workers’ compensation insurance for employers unable to obtain coverage because
of unstable financial condition, poor loss experience, or the inherently dangerous nature of the
work. SAIF cedes such business to the Plan. In addition, SAIF is required to assume its share
of premiums and losses from the Plan based on voluntary market share.

The following amounts are included in the accompanying financial statements—statutory basis
as a result of participation in the Plan in 2018 and 2017 (dollars in thousands):

NWCRP 2018 2017

Assumed:
Reserve for losses and loss adjustment expenses $ 96,977 $ 84,470
Unearned premiums 4,804 5,604
Premiums written 29,055 32,069
Premiums earned 29,856 31,898
Losses and loss adjustment expenses incurred 29,806 16,755
Commission expense 9,096 9,922

Ceded:
Reserve for losses and loss adjustment expenses $ 57,307 $ 64,102
Unearned premiums 6,644 7,045
Premiums written 19,318 18,904
Premiums earned 19,719 18,683
Losses and loss adjustment expenses incurred 1,599 1,029
Commission expense 7,320 6,966

16. ELECTRONIC DATA PROCESSING (EDP) EQUIPMENT AND SOFTWARE

EDP equipment and operating and nonoperating software are carried at cost less accumulated
depreciation. Depreciation expense is computed using the straight-line method over the lesser
of the estimated useful life of the related asset or three years for EDP equipment and
operating system software. Depreciation expense for nonadmitted nonoperating system
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17.

software is computed using the straight-line method over the lesser of the estimated useful life
of the related asset or five years. There were no nonoperating software assets admitted at
December 31, 2018 and 2017.

Admitted EDP equipment and software at December 31, 2018 and 2017, were as follows
(dollars in thousands):

2018 2017
EDP equipment and software $ 4,577 $ 3,275
Accumulated depreciation (2,910) (2,814)
Balance—net $ 1,667 $ 461

Depreciation expense related to admitted EDP equipment and software was $835 thousand
and $510 thousand for the years ended December 31, 2018 and 2017, respectively.

RECONCILIATION OF ANNUAL STATEMENTS TO AUDITED STATUTORY-BASIS
FINANCIAL STATEMENTS

The following reconciles the differences between the annual statements as filed with the
Insurance Division and the audited financial statements—statutory basis for the years ended

December 31, 2018 and 2017.

The following adjustments were made after the annual statements were filed. These
adjustments were primarily the result of differences between estimates of reinsurance
assumed from NWCRP recorded in the filed annual statements and actual amounts of
reinsurance assumed from NWCRP recorded in the audited financial statements (dollars in

thousands):
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2018
(In thousands)

Statement of admitted assets, liabilities, and capital

and surplus:
Other assets
Total admitted assets
Losses
Unearned premiums
Other liabilities
Total liabilities
Capital and surplus—PERS UAL
Capital and surplus—unassigned funds
Total capital and surplus
Total

Statement of revenues, expenses, and capital

and surplus:

Premiums earned, net

Losses incurred, net

Other underwriting expenses incurred
Total underwriting expenses

Net underwriting income

Net loss from premium balances charged off
Total other income (loss)—net
Net income before dividends to policyholders
Net income
Net change in capital and surplus

Total capital and surplus—end of year

Statement of cash flows:
Premiums collected net of reinsurance
Miscellaneous income
Benefits and loss related payments
Underwriting expenses paid
Net cash from operations
Other cash provided
Other cash applied
Net cash from (used by) financing and
miscellaneous sources

- 30 -

$ 30,441
5,122,475
2,131,464

227,268
4,606
3,116,494
91,953
1,914,028
2,005,981
5,122,475

$ 524,287
163,454
117,511
338,293
185,995

(574)
1,197
345,278
185,340
116,481
2,005,981

$ 538,263
623
(321,501)
(199,287)
24,905
(9,113)

(9,113)

Audited

$ 29,832
5,121,866
2,128,990

226,891
8,865
3,117,904
90,082
1,913,880
2,003,962
5,121,866

$ 523,681
166,396
117,359
341,083
182,598

(359)
1,199
342,099
182,160
113,301
2,003,962

$ 537,403
840
(320,923)
(198,962)
25,166
(3,743)
(5,631)

(9,374)

Difference

$

(609)
(609)
(2,474)
(377)
4,259
1,410
(1,871)
(148)
(2,019)
(609)

(606)
2,942

(151)
2,790

(3,397)
215

(3,180)
(3,180)
(3,180)
(2,019)

(860)
217
578
325
261

5,370

(5,631)

(261)



2017
(In thousands)

Statement of admitted assets, liabilities, and capital

and surplus:
Other assets
Total admitted assets
Losses
Unearned premiums
Other liabilities
Total liabilities
Capital and surplus—PERS UAL
Capital and surplus—unassigned funds
Total capital and surplus
Total

Statement of revenues, expenses, and capital
and surplus:
Premiums earned, net
Losses incurred, net
Other underwriting expenses incurred
Total underwriting expenses
Net underwriting income
Other income
Net income before dividends to policyholders
Net income
Net change in capital and surplus
Total capital and surplus—end of year

Statement of cash flows:
Premiums collected net of reinsurance
Miscellaneous income
Benefits and loss related payments
Underwriting expenses paid
Net cash from operations
Other cash provided
Other cash applied
Net cash from (used by) financing and
miscellaneous sources

$ 30,764
5,294,194
2,289,539

232,193
52,670
3,404,694
93,600
1,795,900
1,889,500
5,294,194

$ 526,695
204,209
106,497
393,263
133,432

(911)
305,878
145,784
244,912

1,889,500

$ 530,318
448
(318,333)
(171,794)
42,575
(18,937)

(18,937)
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Audited

$ 30,599
5,294,029
2,283,546

232,070
57,459
3,403,368
91,953
1,798,708
1,890,661
5,294,029

$ 527,186
206,258
106,868
395,683
131,503

(642)
304,218
144,124
243,252

1,890,661

$ 530,836
717
(318,829)
(172,117)
42,544
1,752
(20,658)

(18,906)

Difference

$ (165)
(165)
(5,993)
(123)
4,789
(1,326)
(1,647)
2,808
1,161
(165)

$ 491

2,049

371

2,420
(1,929)

269
(1,660)
(1,660)
(1,660)

1,161

$ 518
269

(496)

(323)

(31)
20,689

(20,658)
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O The

Supplement for the year 2018 of fie  SAIF Corporation

SAIF Corporation
Address (City, State, Zip Code)

MAIC Growp Code

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES

35196201828500100

For The Year Ended December 31, 2018

(To/Be Fied by Apeil 1)

400 High Street Southeast, Salem, OR 97312
MAIC Company Code

0000

)

Emgioyer's ID Number

The Irvestment Risks Interrogatories are to be fled by Aprl 1. They are also to be incuded with the Audited Statuwory Financial Statements.

Insuranc= Comgany

938001769

Answer the fallowing interogatories by reporting the applicable U. 5. dollar amounts and percentages of the reporiing enity's total admitted assets held in that

category of investmenis.

1. Reporing enfity's total admitted assets as reported on Fage 2 of this annual siatement

2 Ten largest exposures 0 a single isswenbomoweninvesiment.

1

Issuer

201 BlackRock MSCI ACW! index Fund
202 FHLME
203 FNMA
204 JF Morgan Chase & Co
205 Goldman Sachs Group In

206 Cidgroup Inc
207 Morgan Stanley

208 ATET Inc
209 Wels Fargo & Co
210 New Residendial Morigage Loan

Inclzxx Fund

(LX)

Description of
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T A

. 5121866451

E
Amoant
531,566,879
305,688,863
197,711,380
71,789,231
71,359,577
6857379
65,710,958
52376958
50,521,415
45,800,550

3. Amounts and percentages of the reporiing enfity's total admitted assets held in bonds and prefered stocks by NAIC designation.

am
.02
3.03
04
305
3.06

Bonds
NAIC 1
RAICZ
NAIC 3
RAIC 4
WAICS
NAICE

4. Aszets heldin foreign vesiments:

2,199,390,959
1,491 168,434
166,260,596
33935352

I ks
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2111
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E N A A
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a2

401 Are assets held in forcign investments less than 2.5% of te reporting entity’s total admitted assets?

4.02 Total admitied assets held in foreign nvestments

4.03 Foreign-currency-denominated mvesiments
404 Insurance liabiifies denominated in that same foreign curency

If response to 4.01 above = yes, responses are not required for inierrogatodes 5 — 10
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Supplement for the year 2073 of the  SAIF Corporation

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES - Continued

5. Aggregsi= foemign invesiment exposers cabeqonizad by NAIC scuereign designabion:

1 2
5.01 Courdries designated MAIC 1 § 73334551 ]
5.02 Coundriz= designated NAIC 2 H 70,153,036 1370 %
5.03 Countri=s designated NAIC 3 or below 5 . BAB3TE8 0T %
B. Lamesd foemign investrnend axposurss by country, cafsqorized by the coontey's KA apvarsign designabisn:
Couniries designated BAIC 1: 1 z
601 Courdry1:  Cayman Islznds § 144,557,448 LB %
602 Courry 22 United Kingdom § 117,282,848 130 %
Couniries designated NAIC 2:
£.03 Courdry 1: Mlzxico £ 20,507,166 0402 %
£.04 Country 2: Indenesin 3 19,337,665 0375 %
Couniriea designaled MAIC 3 or below:
6.05 Courdry 1: Brezi 3 L5747 00Es %
6.06 Courtry 2: Kenys 3 1,114,572 0022 %
1 2
7. Aggregste unhedged foreign currency sxposure § . 1
B. Aggregsie unhedged foreign currency expoaure calegorized by NAIC soversign designadion:
1 2
8.01 Couniries designated HAIC 1 H =
8.02 Couniriez designated RAUC 2 H L]
8.03 Countries designated MAIC 3 or below H %
8. Largesi unhedged foreign currency expoaures by couniey, cetzgonized by fe couniry’s MAIC sovermign designebion:

Counirizs designated BAIC 1:

8.01 Counlry 1:
5.02 Courtry 2 o

Couniries designated NAIC 2:
503 Counry 1. O . U
5.0 Counlry 2 B o o i

Couniries designated NAIC 3 or below:
906 Courey::
806 Courey2
10. Ten largzst non-aoversign i.e. non-governmental) forzign isaues:

1 z 3 4
[ NAIC Designation
1001 Apidoz CLO FE § 22,365,381 04T %
10,02 Credit Suizse Group Fued Lid FE i 15,931,550 031 %
1003 CIFC Funding Lid 1FE § 14,562 247 0.285 %
1004 Carlyle Ghtal Marksts FE § 14,375,000 0281 %
1005 Telefonica Emisiones AU FE H 14,332 568 0280 %
10,05 UBE Grup Fending Switzerand 1FE H 14032733 0.I7d %
1007 Cooparsieve Rabobank LA FE H 13,636,454 0I70 %
100G ENF Parkas 1FE H 13,521,778 0264 %
10,05 Magnetfe CLO LW 1FE H 13,450,000 0263 %
10,10 HEEC Holdings PLC 1FE H 13,618015 L8 %
2

-37-



Supplement for the year 2013 of the  SAIF Corporation

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES - Continued

11. Amcuniy snd percentages of the reporfing =rdiy's ioisl sdmied ss=ebs keld in Canadian inu=stments snd unhedg=d Camadian currency expoaure:

1101 Lre a=aets held in Canedian inuvestments less than 2.5% of the reporing enlity's
‘oial admited azseis?

Hfresponae fo 1101 is yes, daisil is not required for the remainder of infermgetory 11,

11.02 Totel sdmitied asaets held inCanadien nvesiments
4403 Canadi 1d insfed mnymsiments
1.4 Cansdien-denomingizd inzurance isbifes

11.05 Unhedged Cansdian cumency exposure

EE I

12. Report aggregate amounis and percanbages of e reporfing entiy's tolsl edmiti=d sasefs held i investments with conbractusl asles resiictions.

1201 Are a=aets held in investments. with cenlractual sales restricions |22 than 2.5% of the reporfing
eniiy's iotsl admitied samets?
Hfresponae {o 12,01 is yes, responaes see nof requined for the remainder of Infermgetory 12

1
1202 Aggregei= =it kvalue of imve simeni with conbractusl seles restich

Largesi thres investments with confraciuel sales resirclions:
T2l
L
s

13. Amcunby and percentages of sdmitted a=aets held in the ten lsegest equity intenests:
13.01 Are as=ets held in equily imeresi =23 fhan 2.5% of e reporiing endity's folsl sdmitted azast=?
Hfresponae to 13.01 ia yes, responaes are nof required doe the remainder of Infzrrogatory 13

1
|H;!l
13.02 BleciRock MSCI ACH Index Fund -
303 S Strest Eank & Trust Co Shart Tare Invesivent Fund
am
ww
ww
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Yes [X]Ha] ]
1 z
§
§
§
§
Yas [X]No]]
z S
H
s. ......
s. ......
s. ......
Yas[ [Mo[X]
z S
H L WHT
H 1,308,354 D.026
3
- s ......
- s ......
- s ......
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¢ the year 2013 of the  ZAIF Corporation

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES - Continued
14. Amcunis and peroentages of Toe reporting enfity's folal admitbed 2szels held in nonafiiisted, privately placed equifes:
1401 Are mamais held in nonsfilished, privately placed aquities less than 7 5% of the reporting enify's ioisl sdmitted sesete? Yes [K]Na[]

Hresponae i 1£.01 sbowe i yes, reaponses are not required for the remeinder of Im=megebory 14,

1 2 3
1402 Aggregeiz sisizmank value of invesiments held in nonafilsied, prusisly placed equiies i
Largesi fhres nuestments beld in nonaffiialed, privetely placed equiies:
e P
e e B
e B
15. Amcunis and peroentages of Toe reporting enfity's folal admithed sszets held in geners] pernershipinberests:
1501 Are mamais bald in general parinership imlzresis leas than 2 5% of the reporting entfty's ioisl sdmited ssseis? Yea [X]Ma] ]
Hresponae i 15.01 sbowe i yes, reaponses are not required for the remeinder of Im=megebory 15,
L z i
15.02 Aggregais sistement value of imesiments held in ganesal parinership inferesis H

s op

Largest ez investments in gznerel parinemship inlzrests:

15{6 s ......
16. Amcunis and percentages of Toe reporting enfity's fofal admithed 2s=ets held in morigage loana:
16.01 Are mortgage loans reported in Schedule B lexs fhan 2 5% of fhe reporing entity's tolal sdmied azaets? Yea [X]Na] ]

Hresponae io 1601 showe is yes, responses are not required for the remainder of Inkerrogeiony 16 end Intemogadory 17.

1
Type [Residentinl, Commercial, Agri }

jra
jua

Wz
W
W
W5
W
wT
W
WE

EAD
LRI

I I I T
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tfor the year 2013 cf the  BAIF Corporation

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES - Continued

Amcunt end percentsge of fhe reporting enkity's fohal sdmitted assels beld in fie following cateqonies of morigage loans:

16.12 Consiruction loans

16.13 Worigege koens over 20 deyspasi due

16.14 Worigage loans in the process of foreclosure

16.15 Worigagz loan= foresieazd

P

16.16 Restruchired morigage kana

17. Aggregai= morigage loans having the llowing loas-to-value rafios e defermined from the most pernent appreizal as of the snnuel stebement deis:

Loan-tn-Vakse Residenisl Commercinl Agricubtural
1 2 £ &
17.01 sbave 5% i i &
17.02 91% 10 95% 3 3 k]
17.03 B1% 10 90% 3 i k]
17.04 71% 1o B0% 3 R k]
17.05 below T0% $ 3 &
15. Amcunks and percenteges of the reporiing eniiéy's intsl admitizd aasats held in 2sch of #he fvs langestinusstiments in neal =sbale:

18.01 Are az=ets held in real esisie reporied less fhen 2.5% ofthe reporiing eniity’s fobel sdmitied ssseis? Yes [X]No|]

Hfresponae to 15.01 sbove i yes, responzas are not required for the remeinder of Imlemegabery 16,

Largesi five investments in any cne pancel or group of conliguous parcels of neal ssiste.

Diescripfion
L B i
e L R
e B 3 R
W oo R
B 3 %
weE L &
19. Report aggregsie amounts and percentages of the: reporiing entiy's iolal edmitiad sasefs held ininvestments held in mezzanine real =sbabe loana:

1501 Are a=aets hald in investments held in mezzanine resl exisi= loens less than 2.5% of the reporiing eribys

fokal ndmitbed saseln? Yes[K[Mc[]

K respenss 4o 1901 is yes, respons=s s nck raguired for @2 remainder of Inkereogaiary 19,

1 2 3

10.02 Aggregei= welue ofi heldin ine real estaie koana: $ i

Largest three investmentz held in mezzenine real extaiz kans:

LT §
LT - §
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Supplement for the year 2013 of the  SAIF Corporation

SUPPLEMENTAL INVESTMENT RISKS INTERROGATORIES - Continued
20. Amcuniy and percantages of S reporting anfily's foésl admithed sasebs subject bo the following types of egreements:
A Yenrend A End of Each Qwarier

1=ty 2nd Qir 3 Qtr
4 z

=
Ik
e

.01 Eacurities lending agreement= {donct

include aszets keid o= colleteral for

2uch Pansactions) H 192,064,550
20.02 Repurchaze egrezments L

§ ISz § 2072880 § 196529006
§

§
20.03 Reverse repaechaae agreements ‘ R
20.04 Dollar repurcisse agreements LI
20.05 Dollar rewerse repurchese sgresmenis B

T i

3. Amicunby snd percentages of the reporting =efty's ickal sdmited a=sets for warnsnis nck elnched bo other finsscisl imstriments, opfions, cape, and fioors:
Ouned Witlen
[ 2 3 T 4
2101 tiedging S IR - e
T2 Income genanation . L “
10E e L 8 %

22. Amcunby snd percentages of the reperfing eniity's iotsl edmified sasets of pobentinl exposurs for collers, swaps, and forwends:

At Yesr-end At End of Ezch Quarber
1=t O 2nd Qir Jed Qi
1 H N 4 5
22.01 Hedging 5. LE -
22.02 Income genersbion i LB
22.03 Replcsfions 5 %
22.04 Cther L %
23. Amcunia and percenbages of Tom reporting enfily's fofsl admibed essets of pofenial expozure for fulures contrects:
At Yese-and At End of Each Quarter
1=t Qf 2nd Qir Jed Qir
1 H N 4 5

23.01 Hedging

23.02 Income genersbion
23.03 Replcsfions
23.04 CHher

MR R R
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APPENDIX C
GENERAL INTERROGATORIES (REINSURANCE)
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Annual Stiement for the year 2018 of the  SAIF Gomporation

GENERAL INTERROGATORIES

PART 2 - PROPERTY & CASUALTY INTERROGATORIES

6.2 Describe the method used to esimate tis reporting entity’s probakble maximum nswance loss, and identiy the type of rsured exposures
comprising that proballe maximum loss, the locations of concentrations: of fose exposures and the extemal resowrces (such as
consuiting frms or compuier software models), if any, used in the estimation process:
The Company reviewed several earthauake studies of an analysis performed by its reinsurance beoker. The greatest concentrations of
exposure are in Portland, Salem and along the Oregon coast

6.3 What provision has this reporting enfity made (such as a cafastrophic reinswance program) fo protect itseif from an excessive loss arising
from the types and concenirations of insured exposures compeising its prokalole maximum property insurance loss?
Cafasirophic reinsurance was purchased as described n 6.1,

6.4 Does the reporting entity carry catastrophe reinsurance profection for at least one reinstatement, in an amount sufficient to caver its.
estimated proballe maximum loss atibutable to a sngle loss event or ccowrence?

6.3 [f no, describe any arrangements or mecharisms employed by the reporting enity to supplement its catastrophe reinsurance program or o
hedge it exposure io unrsinsured ic loss.

7.1 Has the reporfing entity reimsured any risk with any other entity under a quota share reinsurance confract that includes a provision that would
limit the reinsurer's lasses below fhe stated quota share percentage (e.9., a deductible, a loss ratfio comidar, a lass cap, an aggregate limit
or any similar provisions) 7

7.2 If yes, indicate the numiber of rensurance condracts containing such provisions.

7.3 i yes, doas fhe amount of reinswrance credit taken refiect the reduction in quota share coverage caused by any applicable Emiting provision|s)?

8.1 Has this reporting entity reinsured any rsk with ary other entity and agreed {o release such entity from Eakility, in whole or in part, from any
loss that may occur on fhis risk, or porfion thereof, reinsured?

4.2 i yes, give full information

9.1 Has the reporfing entity ceded any risk under any reinsurance coniract (or under multiple cortracts with the same reirsurer or its affiiaies)
for which during the period covered by the statement (1) it recorded a posiive or negative underariting result greater than 5% of prior
year-end swplus as regards policyholders or it reporied calendar year writien premium caded or year-end loss and loss expense reserves
ceded greater than 5% of pror year-end surplus as regards policyhiolders; (\) it accounted for that contract as reinsurance and not as a
depaosit; and (i) the contract{s) contain one or more of the fallowing features or ofher features that would have similar resuits:

(a) A contract term longer than two years and the coniract is noncancellable ly the reporting enfity during the contract e

() A imited or consitional cancellation provision under which cancelation triggers an deligafion by the reporting enfity, or an affiiate of the
reporting eniity, to enter imio 2 mew reinsurance confract with the reinsurer, or an affiliate of the reinsurer;

(c) Aggregate stop loss reinsurance coverage;

{d) A undateral right by edher party [or both parties) to commuis e reinsurance confract, whether condifional or nof, except for such
provisions which are only triggered by a dedline in fhe credit stafus of the other party;

() A provision permitting reporting of losses, or payment of losses, less frequendly tham on a quartery basis (uniess there is no actvity
during the period); or

(f) Payment schedule, accumulating retentions from mulfiple years or any features inherently designed to delay timing of the reimbursement
bo the: ceding enfiy.

9.2 Has the reparfing enity during fhe period covered by the siatement ceded any risk under any reinsurance contract (o under multiple
coniracts with the same reinsurer or iis affilates), for which, during fhe pericd covered loy the statement, it recorded a positive or negative
undenwriting resulf greater than 5% of pricr year-2nd sumplus as regards policyholders or it reported calendar year writien premium ceded or
year-end loss and loss expense reserves ceded greater than 5% of prior year-end surplus as regards policyholders; exciuding cessions fo
approved pocling arrangements o to captive insurance companies: that are directy or indirectly controlling, controlled by, or under common
confrol with (1) one or more uraffiliated policyholders of fhe reparting entity, or () an associafion of which one or more unaffliaded
palizyholders of e reporting enfity is 2 member whene:

(a) The written premium ceded to fhe reinsurer by $ie reporiing entity or its affliates represents fifty parcent (S0%) of more of the entire direct
and assumed premium writen by the reinsurer based on its most recentiy available fmancial statement; or

(k) Twenity-five percent (235 or more of the writien premium ceded o fie reinsurer has been retroceded back io the reporing entity orils
affiliates in 3 separate reinswrance contract.

9.3 Fyesin 9.1 or 9.2 please provide the following information in e Reinsurance Summary Supplemental Fiing for General Intzrrogatory 9:
(a) The aggregaie financial statement impact gross of all such ceded reinsurance contracts on the kalance shest and statement of iIncome;
(&) A summary of the reirsurance contract terms and indicate whether it apelies {o e contracts meeting he citera in 8.1 o 8.2; and
) A rief discussion of m ‘= principle objectives in entering into e reinsurance contract including the economic pumpase tn be

achieved.

9.4 Exsept for ransactions meeting the requirements of paragraph 31 of SSAF No. B2R, Property and Casualty Reinsurance, has the
reporting entity ceded any sk under amy reirsurance contract (or mulfiple contracts with the same reinsurer of its affiliates) during the
period covered by the financial statement, amd sither:

(a) Accournted for that contract as reinsurance (either prospeciive or refroactive) under stabutory accounting principles [“SAP7) andas a
deposi umder generally accepied accounting principles [FGAAFT; or
() Accownted fior that contract as reinsurance under GAAF and as a deposit under SAP?

9.5 [ yes i 9.4, explain in the Reinsurance Summary Supplemental Fiing for General Interrogaiory 9 [Sechion DY why the confrachs) is treated
differently for GAAF and SAP.

9.5 The reporting entity i= exempt from the Reinsurance Atiestation Supplement under one or more of the following critesia:
(a) The enfity does not uiilize reinsurance; of,
(k)] The endly only engages in a 100% auota share contract with an affliate and the affiliated or lzad company has filed an ion
supplement. or
(c) The entity has no external cessions and only participaies in an intercompany pool and the affiiated or lead company has filed an
attestation supplement.

184
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Yes[X]Ma[ |
Yes[ [Ne[X]
Yes[ [Ne[X]
Yes[ [No[X]
Yes[ [No[X]
Yes[ [Ne[X]
Yes[ [Ne[X]
Yes[ [No[X]
Yes[ [Ne[X]
Yes[ [No[X]



