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Financial Highlights

(Dollars in millions, except per share amounts)

Operating revenues $ 1,783 $ 1,804
Net operating income $ 267 $ 208
Net income for common stock $ 125 $ 95
Return on equity (average) 8.0% 6.6%
Total assets $ 5,491 $ 5,172
Dividends declared per common share $ 1.035 $ 1.010
Weighted-average shares outstanding (in thousands), diluted 75,350 75,291 72,852
Customers 822,466 820,676 815,739
Long-term debt, including current portion $ 1735 $ 1,808 $ 1,744
Long-term debt/capitalization 50',.6%” 52.8% 53.1%
Senior secured debt ratings (S&P/Moody's) . AB3 A-/A3 A-/A3
Comrmercial paper ratings (S&P/Moody’s) ' VVA—Z/P,—Z - A-2/P-2 A-2/P-2
Employees 2634 2,671 2,708
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About Portland General Electric
Portland General Electric Company (PGE), headquartered in Portland, Oregon, is a fully integrated electric utility serving approximately 822,000
residential, commercial and industrial customers in Oregon. PGE common stock is traded on the New York Stock Exchange under the symbol POR.
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To Our Shareholders

In 2011 Portland General Electric continued to build a solid foundation for future growth. Oregon’s economy —
with unemployment down nearly 2 percent and private-sector payroll growing faster than the national average —
certainly played a role in our success. In addition, our focus on operational excellence, business growth and corporate

responsibility enabled us to deliver value to customers, shareholders, employees and the communities we serve.

Outstanding operational performance is crucial to PGE’s overall success, and I'm proud that customers in every
sector express high levels of satisfaction with the service they receive. In 2011 the reliability of our transmission
and distribution system and the availability of our generating facilities exceeded our performance targets for the
year. With abundant hydro in the Northwest, wholesale power prices were low, enabling us to economically

displace a significant amount of our thermal generation, resulting in a reduction in our overall net power costs.

Load growth, along with our strong operations and continued focus on efficiency, delivered a net income of

$147 million, or $1.95 per diluted share, for a 9 percent return on equity. Weather-adjusted retail energy deliveries
were up 1.4 percent from 2010, with moderate load growth in our residential and commercial customer sectors as
well as increased demand from high-tech and other industrial manufacturing customers. We anticipate continued

load growth in 2012.

We continue to invest in the business, with capital expenditures of $300 million in 2011. Key projects include
improvements at our Boardman and Coyote Springs thermal plants, which were completed on time and on budget
and produced better-than-expected results. We also invested in our transmission and distribution system to support
growth in the high-tech industry. We are managing our capital structure to support these investments, and at

year-end our debt-to-capital ratio was 51 percent, with solid investment-grade credit ratings.

Last summer the Environmental Protection Agency (EPA) approved Oregon'’s Regional Haze State Implementation
Plan, which included our Boardman 2020 Plan to install new emission controls at our Boardman plant, allowing
its continued coal-fired operations through 2020. In December the EPA issued Maximum Achievable Control
Technology (MACT) rules that apply to the Boardman plant. Based on our full-scale testing results of the controls

approved under the 2020 Plan, we believe that the plant will be in compliance with MACT rules.

We are also making progress on the implementation of our 2009 Integrated Resource Plan. Last September the
Oregon Public Utility Commission (OPUC) directed us to combine our capacity and energy requests for proposals
(RFPs) to take advantage of potential site synergies. We filed a draft combined RFP with the OPUC in January 2012,
and the OPUC is scheduled to rule on the RFP in the second quarter, with projected completion of the RFP in late 2012

or early 2013.
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Our proposed Cascade Crossing transmission project was one of seven grid modernization projects selected by
the federal government’s Rapid Response Team for Transmission to streamline federal permitting and increase
cooperation at the federal, state and tribal levels. We have established a framework for moving forward on the
key agreements for this project with the Bonneville Power Administration and have extended our Memorandum of

Understanding with PacifiCorp.

We also continued to collaborate with government, business and other community leaders to support sustained
growth of Oregon’s economy and to help make the communities we serve vibrant and strong. | am proud of our
employees’ generosity, including the $1.6 million contributed to the community through our employee giving

campaign and the countless hours they volunteer to better our community.

Our success is due to our talented employees, with whom | am honored to work every day. As a result of their
commitment to continuous improvement, teamwork and outstanding effort, PGE will make great strides on our
priorities of achieving operational excellence, growing the business through strategic investments and being a
responsible corporate citizen. After all, this is how we will continue to deliver
value to our customers, our shareholders and our communities while keeping

a focus on meeting the needs of Oregon’s energy future.

Sincerely,

i Plaa

Jim Piro
President and Chief Executive Officer

March 12, 2012
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DEFINITIONS

The following abbreviations or acronyms used throughout this Form 10-K are defined below:

Abbreviation or Acronym Definition ‘

AFDC........oooveeeeeee, Allowance for funds used during construction
AUT. .ot Annual Power Cost Update Tariff
Beaver...........occoociniieiiinieneen, Beaver natural gas-fired generating plant

Biglow Canyon....................... Biglow Canyon Wind Farm
Boardman..............cocceeeeeee Boardman coal-fired generating plant

BPA ..o, Bonneville Power Administration

CAA ..o, Clean Air Act

Colstrip.......ccooevveeieeeceeene Colstrip Units 3 and 4 coal-fired generating plant
Coyote Springs.............coc.... Coyote Springs Unit 1 natural gas-fired generating plant
Dtho.oiieeereeee Decatherm = 10 therms = 1,000 cubic feet of natural gas
DEQ ..o Oregon Department of Environmental Quality
EPA ..o, United States Environmental Protection Agency
ESA Endangered Species Act

ESS..oo e Electricity Service Supplier

FERC .........covviiieeiieieceenne Federal Energy Regulatory Commission

IRP oo Integrated Resource Plan
ISFSL.....oooieeee Independent Spent Fuel Storage Installation

KV e Kilovolt = one thousand volts of electricity

KW e Kilowatt = one thQusand watts of electricity

KWhe e Kilowatt hours

Moody’s.......cccoverveireererennns Moody’s Investors Service

MW e Megawatts

MWa e, Average megawatts

MWh s Megawatt hours

NRC ..o, Nuclear Regulatory Commission

NVPC ... Net Variable Power Costs
OATT...coooieeeeeeeee Open Access Transmission Tariff

OEQC ..o, Oregon Environmental Quality Commission
OPUC.........covireeereien, Public Utility Commission of Oregon

PCAM ..ot Power Cost Adjustment Mechanism

Port Westward....................... Port Westward natural gas-fired generating plant
REP ..ot Residential Exchange Program

RPS .o, Renewable Portfolio Standard

S&P ..o Standard & Poor’s Ratings Services

SEC ... United States Securities and Exchange Commission
SIP.oeeeeee Oregon Regional Haze State Implementation Plan
Trojan.........coovviencinnnne. Trojan nuclear power plant

USDOE ..........cccoovviiiannne. United States Department of Energy

VIE ..., Variable interest entity



PART I

ITEM 1. BUSINESS.
General

Portland General Electric Company (PGE or the Company) was incorporated in 1930 and is a vertically integrated
electric utility engaged in the generation, purchase, transmission, distribution, and retail sale of electricity in the state
of Oregon. PGE operates as a cost-based, regulated electric utility, with revenue requirements and customer prices
determined based on the forecasted cost to serve retail customers, and a reasonable rate of return as determined by the
Public Utility Commission of Oregon (OPUC). The Company’s retail load requirement is met with both Company-
owned generation and power purchased in the wholesale market. The Company also participates in the wholesale
market by purchasing and selling electricity and natural gas in order to obtain reasonably-priced power for its retail
customers. PGE is publicly-owned, with its common stock listed on the New York Stock Exchange, and operates as
a single segment, with revenues and costs related to its business activities maintained and analyzed on a total electric
operations basis.

PGE’s state-approved service area allocation of approximately 4,000 square miles is located entirely within Oregon
and includes 52 incorporated cities, of which Portland and Salem are the largest. The Company estimates that at the
end of 2011 its service area population was 1.7 million, comprising approximately 44% of the state’s population.
During 2011, the Company added 1,790 customers and as of December 31, 2011, served a total of 822,466 retail
customers.

PGE had 2,634 employees as of December 31, 2011, with 840 employees covered under two separate agreements with
Local Union No. 125 of the International Brotherhood of Electrical Workers. Such agreements cover 804 and 36
employees and expire in February 2015 and August 2014, respectively.

Available Information

PGE’s Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and amendments
to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Actof 1934 are available
and may be accessed free of charge through the Investors section of the Company’s Internet website at
www.portlandgeneral.com as soon as reasonably practicable after the reports are electronically filed with, or furnished
to, the United States Securities and Exchange Commission (SEC). It is not intended that PGE’s website and the
information contained therein or connected thereto be incorporated into this Annual Report on Form 10-K. Information
may also be obtained via the SEC Internet website at www.sec.gov.




Regulation and Rates

PGE is subject to both federal and state regulation, which can have a significant impact on the operations of the
Company. In addition to those agencies and activities discussed below, the Company is subject to regulation by certain
environmental agencies, as described in the Environmental Matters section in this Item 1.

Federal Regulation

PGE is subjecttoregulation by several federal agencies, including the Federal Energy Regulatory Commission (FERC),
the U.S. Department of Transportation’s Pipeline and Hazardous Materials Safety Administration (PHMSA), and the
Nuclear Regulatory Commission (NRC).

FERC Regulation

The Company is a “licensee,” a “public utility,” and a “user, owner and operator of the bulk power system,” as defined
in the Federal Power Act, and is subject to regulation by the FERC in matters related to wholesale energy activities,
transmission services, reliability standards, natural gas pipelines, hydroelectric projects, accounting policies and
practices, short-term debt issuances, and certain other matters.

Wholesale Energy—PGE has authority under its FERC Market-Based Rates tariff to charge market-based rates for
wholesale energy sales. Re-authorization for continued use of such rates requires the filing of triennial market power
studies with the FERC. The Company’s next triennial market power study is due in June 2013.

Transmission—PGE offers transmission service pursuant to its Open Access Transmission Tariff (OATT), which is
filed with the FERC. As required by the OATT, PGE provides information regarding its transmission business on its
Open Access Same-time Information System, also known as QASIS. As of December 31, 2011, PGE owned
approximately 1,100 circuit miles of transmission lines. For additional information, see the Transmission and
Distribution section in this Item 1. and in Item 2.—“Properties.”

Reliability and Cyber Security Standards—Pursuant to the Energy Policy Act of 2005 (EPAct 2005), the FERC has
adopted mandatory reliability standards for owners, users and operators of the bulk power system. Such standards,
which are applicable to PGE, were developed by the North American Electric Reliability Corporation (NERC) and
the Western Electricity Coordinating Council (WECC), which has responsibility for compliance and enforcement of
these standards. These standards include Critical Infrastructure Protection standards, a set of cyber security standards
that provide a framework to identify and protect critical cyber assets used to support reliable operation of the bulk
power system.

Pipeline—The Natural Gas Act of 1938 and the Natural Gas Policy Act of 1978 provide the FERC authority in matters
related to the extension, enlargement, safety, and abandonment of jurisdictional pipeline facilities, as well as
transportation rates and accounting for interstate natural gas commerce. PGE is subject to such authority as the
Company has a 79.5% ownership interest in and is the operator of record of the Kelso-Beaver Pipeline, a 17-mile
interstate pipeline that provides natural gas to its Port Westward and Beaver plants. As the operator of record, PGE
is subject to the requirements and regulations enacted under the Pipeline Safety Laws administered by the PHMSA,
which include safety standards, operator qualification standards and public awareness requirements.

Hydroelectric Licensing—Under the Federal Power Act, PGE’s hydroelectric generating plants are subject to FERC
licensing requirements. These include an extensive public review process that involves the consideration of numerous
natural resource issues and environmental conditions. PGE holds FERC licenses for the Company’s projects on the
Deschutes, Clackamas, and Willamette Rivers. For additional information, see the Environmental Matters section in
this Item 1.

Accounting Policies and Practices—Pursuant to applicable provisions of the Federal Power Act, PGE prepares
financial statements in accordance with the accounting requirements of the FERC, as set forth in its applicable Uniform
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System of Accounts and published accounting releases. Such financial statements are included in annual and quarterly
reports filed with the FERC.

Short-term Debt—Pursuant to applicable provisions of the Federal Power Actand FERC regulations, regulated public
utilities are required to obtain FERC approval to issue certain securities. The Company, pursuant to an order issued
by the FERC on December 28, 2011, is authorized to issue up to $700 million of short-term debt through February
6,2014.

NRC Regulation

The NRC regulates the licensing and decommissioning of nuclear power plants, including PGE’s Trojan nuclear power
plant (Trojan), which was closed in 1993. The NRC approved the 2003 transfer of spent nuclear fuel from a spent
fuel pool to a separately licensed dry cask storage facility that will house the fuel on the plant site untila U.S. Department
of Energy (USDOE) facility is available. Radiological decommissioning of the plant site was completed in 2004 under
an NRC-approved plan, with the plant’s operating license terminated in 2005. Spent fuel storage activities will continue
to be subject to NRC regulation until all nuclear fuel is removed from the site and radiological decommissioning of
the storage facility is completed.

State of Oregon Regulation

PGE is subject to the jurisdiction of the OPUC, which is comprised of three members appointed by Oregon’s governor
to serve non-concurrent four-year terms.

The OPUC reviews and approves the Company’s retail prices (see “Ratemaking” below) and establishes conditions
of utility service. In addition, the OPUC regulates the issuance of securities, prescribes accounting policies and
practices, and reviews applications to sell utility assets, engage in transactions with affiliated companies, and acquire
substantial influence over a public utility. The OPUC also reviews the Company’s generation and transmission resource
acquisition plans, pursuant to an integrated resource planning process. For additional information on the integrated
resource planning process, see Power Supply section of this Item 1.

Oregon’s Energy Facility Siting Council (EFSC) has regulatory and siting responsibility for large electric generating
facilities, high voltage transmission lines, gas pipelines, and radioactive waste disposal sites. The EFSC also has
responsibility for overseeing the decommissioning of Trojan. The seven volunteer members of the EFSC are appointed
to four-year terms by the state’s governor, with staff support provided by the Oregon Department of Energy.

Integrated Resource Plan—Unless the OPUC directs otherwise, PGE is required to file with the OPUC an Integrated
Resource Plan (IRP) within two years of its previous IRP acknowledgment order. The IRP guides the utility on how
it will meet future customer demand and describes the Company’s future energy supply strategy, reflecting new
technologies, market conditions, and regulatory requirements. The primary goal of the IRP is to identify an acquisition
plan for generation, transmission, demand-side and energy efficiency resources that, along with the Company’s existing
portfolio, provides the best combination of expected cost and associated risks and uncertainties for PGE and its
customers.

Ratemaking—Under Oregon law, the OPUC is required to ensure that prices and terms of service are fair, non-
discriminatory, and provide regulated companies an opportunity to earn a reasonable return on their investments.
Customer prices are determined through formal ratemaking proceedings that generally include testimony by
participating parties, discovery, public hearings, and the issuance of a final order. Participants in such proceedings,
which are conducted under established procedural schedules, include PGE, OPUC staff, and intervenors.

+  General Rate Cases. PGE periodically evaluates the need to change its retail electric price structure to
sufficiently cover its operating costs and provide a reasonable rate of return. Such changes are requested
pursuant to a comprehensive general rate case process that includes a forecasted test year, debt-to-equity
capital structure, return on equity, and overall rate of return. Revenue requirements and retail customer price
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changes are proposed based upon such factors. PGE’s most recent general rate case was the 2011 General
Rate Case, which became effective on January 1, 2011. For additional information, see the Overview section
of Item 7.—*“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Power Costs. In addition to price changes resulting from the general rate case process, the OPUC has approved
the following mechanisms by which PGE can adjust retail customer prices to cover the Company’s NVPC,
which consists of the cost of power and fuel (including related transportation costs) less revenues from
wholesale power and fuel sales:

= Annual Power Cost Update Tariff (AUT). Under this tariff, customer prices are adjusted annually to reflect
the latest forecast of NVPC. Such forecasts assume average regional hydro conditions (based on seventy
years of stream flow data covering the period 1928 - 1998) and current hydro operating parameters. The
NVPC forecasts also assume average wind conditions (based on wind studies completed in connection
with the permitting process of the wind farm) for PGE-owned wind generation and normal operating
conditions for thermal generating plants. An initial NVPC forecast, submitted to the OPUC by April Ist
each year, is updated during the year and finalized in November. Based upon the final forecast, new prices,
as approved by the OPUC, become effective at the beginning of the next calendar year; and

*  Power Cost Adjustment Mechanism (PCAM). Customer prices can also be adjusted to reflect a portion
of the difference between each year’s forecasted NVPC included in prices and actual NVPC for the year.
Under the PCAM, PGE is subject to a portion of the business risk or benefit associated with the difference
between actual NVPC and that included in base prices (baseline NVPC). The PCAM utilizes an
asymmetrical deadband range within which PGE absorbs cost variances, with a 90/10 sharing of such
variances between customers and the Company outside of the deadband. Annual results of the PCAM are
subject to application of a regulated earnings test, under which a refund will occur only to the extent that
it results in PGE’s actual regulated return on equity (ROE) for that year being no less than 1% above the
Company’s latest authorized ROE. A collection will occur only to the extent that it results in PGE’s actual
regulated ROE for that year being no greater than 1% below the Company’s authorized ROE. A final
determination of any customer refund or collection is made by the OPUC through a public filing and
review typically during the second half of the following year. The OPUC order in PGE’s 2011 General
Rate Case provides for a fixed deadband range of $15 million below, to $30 million above, forecasted
NVPC, beginning in 2011. For additional information, see the Results of Operations section of Item 7.
—“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Renewable Energy. The 2007 Oregon Renewable Energy Act (the Act) established a Renewable Portfolio
Standard (RPS) which requires that PGE serve at least 5% of its retail load with renewable resources by 2011,
15% by 2015, 20% by 2020, and 25% by 2025. PGE has sufficient renewable resources to meet the 2011 -
2014 requirements of the Act. Further, the Company expects to have sufficient resources to meet the 2015
requirements with additional resources included in its most recent Integrated Resource Plan (IRP). It is
anticipated that requirements for subsequent years will be met by the acquisition of additional renewable
resources, as determined pursuant to the Company’s integrated resource planning process. The Actalso allows
Renewable Energy Credits, resulting from energy generated from qualified renewable resources placed in
service after January 1, 1995, to be carried forward, with any excess of what is required to meet the Company’s
compliance obligation used to fulfill RPS requirements of future years. For additional information, see the
Power Supply section in this Item 1.

The Act also provides for the recovery in customer prices of all prudently incurred costs required to comply
with the RPS. Under a renewable adjustment clause (RAC) mechanism, PGE can recover the revenue
requirement of new renewable resources and associated transmission that are not yet included in prices. Under
the RAC, PGE submits a filing by April 1st of each year for new renewable resources expected to be placed
in service in the current year, with prices to become effective January 1st of the following year. In addition,
the RAC provides for the deferral and subsequent recovery of eligible costs incurred prior to January 1st of
the following year. ‘



For additional information, see the “Legal, Regulatory and Environmental Matters™ discussion in the Overview section
of Item 7.—“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

Other ratemaking proceedings can involve charges or credits related to specific costs, programs, or activities, as well
as the recovery or refund of deferred amounts recorded pursuant to specific OPUC authorization. Such amounts are
generally collected from, or refunded to, retail customers through the use of supplemental tariffs.

Retail Customer Choice Program—PGE’s commercial and industrial customers have access to pricing options other
than cost-of-service, including direct access and daily market based pricing. All commercial and industrial customers
are eligible for direct access, whereby customers purchase their electricity from an Electricity Service Supplier (ESS),
and PGE continues to deliver the energy to the customers. Large commercial and industrial customers may elect to
be served by PGE on a daily market based price. Certain large commercial and industrial customers may elect to be
removed from cost-of-service pricing for a fixed three-year or a minimum five-year term, to be served either by an
ESS or under a market price option.

The retail customer choice program has no material impact on the Company’s financial condition or operating results.
Revenue changes resulting from increases or decreases in electricity sales to direct access customers are substantially
offset by changes in the Company’s cost of purchased power and fuel. Further, the program provides for “transition
adjustment” charges or credits to direct access and market based pricing customers that reflect the above- or below-
market cost of energy resources owned or purchased by the Company. Such adjustments are designed to ensure that
the costs or benefits of the program do not unfairly shift to those customers that continue to purchase their energy
requirements from the Company.

Residential and small commercial customers can purchase electricity from PGE among a portfolio of price options
that include basic cost-of-service, time-of-use, and renewable resource prices.

Energy Efficiency Funding—Oregon law provides for a “public purpose charge” to fund cost-effective energy
efficiency measures, new renewable energy resources, and weatherization measures for low-income housing. This
charge, equal to 3% of retail revenues, is collected from customers and remitted to the Energy Trust of Oregon (ETO)
and other agencies for administration of these programs. Approximately $51 million was collected from customers
for this charge in 2011. The Company estimates that $47 million will be collected from customers in 2012.

In addition to the public purpose charge, PGE also remits to the ETO amounts collected under an Energy Efficiency
Adjustment tariff to fund additional energy efficiency measures. This charge was approximately 1.8% in 2011 and
increased to 2.7% effective January 1, 2012, for applicable customers. Under the tariff, approximately $28 million
was collected from eligible customers in 2011. The Company estimates that $42 million will be collected in 2012.

Decoupling—The decoupling mechanism is intended to provide for recovery of reduced revenues resulting from a
reduction in electricity sales attributable to energy efficiency and conservation efforts by residential and certain
commercial customers. The mechanism provides for customer collection if weather adjusted use per customer is lower
than levels included in the Company’s most recent general rate case; it also provides for customer refunds if weather
adjusted use per customer exceeds levels included in the general rate case.



During 2011, PGE recorded an estimated refund of $2 million, which resulted primarily from actual weather adjusted
use per customer being slightly higher than levels included in the 2011 General Rate case. Pending review and approval
by the OPUC, any resuiting refund to customers would be expected over a one-year period beginning June 1, 2012.
For 2010, the Company recorded an estimated collection of $8 million, as weather adjusted use per customer was less
than levels included in the 2009 General Rate Case. After review, the OPUC approved collections from customers
over a one-year period that began June 1, 2011.

As part of the Company’s 2011 General Rate Case, the OPUC authorized the continued use of the decoupling
mechanism through December 31, 2013.

Regulatory Accounting

PGE is subject to accounting principles generally accepted in the United States of America, and as a regulated public
utility, the effects of rate regulation are reflected in its financial statements. These principles provide for the deferral
as regulatory assets of certain actual or anticipated costs that would otherwise be charged to expense, based on expected
recovery from customers in future prices. Likewise, certain actual or anticipated credits that would otherwise reduce
expense can be deferred as regulatory liabilities, based on expected future credits or refunds to customers. PGE records
regulatory assets or liabilities if it is probable that they will be reflected in future prices, based on regulatory orders
or other available evidence.

The Company periodically assesses the applicability of regulatory accounting to its business, considering both the
current and anticipated future rate environment and related accounting guidance. For additional information, see
Regulatory Assets and Liabilities in Note 2, Summary of Significant Accounting Policies, and Note 6, Regulatory
Assets and Liabilities, in the Notes to Consolidated Financial Statements in Item 8.—“Financial Statements and
Supplementary Data.”

Customers and Revenues

PGE conducts retail electric operations exclusively in Oregon within a service area approved by the OPUC. Retail
customers are generally classified within one of the following three categories: i) residential; ii) commercial; or iii)
industrial. Within its service territory, the Company competes with: i) the local natural gas distribution company for
the energy needs of residential and commercial space heating, water heating, and appliances, and ii) fuel oil suppliers,
primarily for residential customers’ space heating needs. In addition, the Company distributes power to commercial
and industrial customers that choose to purchase their energy supply from an ESS.

In 2011, three ESSs were registered with PGE to transact business with the Company and its customers and provided
an average of 242 direct access customers with a total retail load of 988 thousand megawatt hours (MWh) representing
8.5% of PGE’s commercial and industrial retail energy deliveries and 5.1% of the Company’s total retail energy
deliveries for the year. In 2010, ESSs supplied an average of 221 direct access customers with a total retail load
representing 9.3% of PGE’s commercial and industrial retail energy deliveries and 5.6% of the Company’s total retail
energy deliveries for the year.

Beginning in January 2012, two ESSs are registered with PGE to transact business with the Company and its customers
and are expected to supply energy to 484 direct access customers with an estimated annual load representing 11% of
the Company’s expected commercial and industrial load and 6% of total retail deliveries. Of these direct access
customers, a total of 137, with an estimated annual retail load requirement representing 8% of the Company’s expected
commercial and industrial load and 5% of total retail deliveries, will be served on a three- or five-year basis.

The Company includes direct access customers in its customer counts and energy delivered to such customers in its

total retail energy deliveries although Retail revenues reflect only delivery charges and transition adjustments for these
customers.
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PGE’s Revenues are comprised of the following (dollars in millions):

Years Ended December 31,

2011 2010 2009
Amount % Amount % Amount %
Retail:
Residential.......c.ccoeeeveveeieneenereneeenne $ 877 48% $ 803 45% $ 856 47%
Commercial ........cceeveveeeeerecererieneenens 635 35 601 34 642 36
Industrial........ccooveenevrcecinereeeeeenee 226 13 221 12 166 9
Subtotal .......oeeeieieeeeeeeceeeene 1,738 96 1,625 91 1,664 92
Other accrued revenues, net ............... (16) (1) 39 2 (7) —
Total retail revenues......coocvveevenveenen.. 1,722 95 1,664 93 1,657 92
Wholesale revenues ......ooveeeeevneeeriencereennne. 60 3 87 5 112 6
Other operating revenues ..........cc.ceeeeeernenne 31 2 32 2 35 2
REVENUES ........coovevieereeeeeeieneeeeennen $ 1,813 100% $ 1,783 100% $ 1,804 100%

Certain averages for retail customers who purchase their energy requirements from the Company are as follows:

Years Ended December 31,

2011 2010 2009

Average usage per customer (in kilowatt hours):

Residential ........cccooveerieeiieniienieeeeie ettt et 10,740 10,384 11,059 .

CommEICial .....c.eiiiieiiiieereieer et 68,835 68,040 70,853

INAUSHIIAL....oeeeiieeee e et s e 14,932,550 12,986,466 9,343,838
Average revenue per customer (in doliars):

Residential .........cveevereeeerieeieierecetee et nee e e s $ 1,160 $ 1,049 $ 1,111

CommEICial ....coveveiriieeirinreeecteceeeeeetee et 6,091 5,769 6,127

INAUSTIIAL. ..o erereee s e cer e e e sen e e saaeemeesaee s 919,764 859,251 660,839
Average revenue per kilowatt hour (in cents):

Residential .........ccooiiiiiiicieeiicecrce e e see e 10.80¢ 10.10¢ 10.05¢

Commercial .......ooveeevrerieieiicrcrc 8.85 8.48 8.65

INAUSHEIAL....eoveeenreeieeeeecee e 6.16 6.62 7.07

" Excludes customers who purchase their energy requirements from ESSs.

For additional information, see Results of Operations in Item 7.—“Management’s Discussion and Analysis of Financial

Condition and Results of Operations.”

Retail Revenues

Retail customers are classified as residential, commercial, or industrial, with no single customer representing more
than 4% of PGE’s total retail revenues or 5% of total retail deliveries. Commercial and industrial customer classes are
not dominated by any single industry. While the 20 largest commercial and industrial customers constituted 12% of
total retail revenues in 2011, they represented nine different groups, including high technology, paper manufacturing,

metal fabrication, health services, and governmental agencies.
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Averages over the past three-year period by customer class are as follows, with energy deliveries and revenues expressed
as a percentage of the totals:

Average
Number of Energy
Customers Deliveries Revenues
RESIAGNEIAL ...c.vvveeieeeeeeeeceeeeeete st ereerreese e e e esbnesr e s rasssaaarenane 717,358 40% 51%
COMMETCIAL o.cveiiieeeieeeetie et ceeerreeeresreseeecraseeeeastaeeesesanrenenesnes 102,148 39 37
INAUSEIIAL ..ottt ceerebreae e e e e s se s vevaeeeraaeaeesenes 264 21 12

In accordance with state regulations, PGE s retail customer prices are determined through general rate case proceedings
and various tariffs filed with the OPUC from time to time, and are based on the Company’s cost of service. Additionally,
the Company offers different pricing options. Under PGE’s daily market price option, the Company delivered electricity
to 185 commercial and industrial customers in 2011, representing 1.5% of commercial and industrial deliveries and
less than 1% of total retail energy deliveries.

Under the renewable energy options, approximately 85,000, residential and small commercial customers were enrolled
compared to 77,000 and 82,000 as of December 31, 2010, and 2009, respectively. Under time-of-use options,
approximately 4,500 customers were enrolled compared to 2,100, and 2,130 as of December 31, 2010, and 2009,
respectively.

For additional information on customer options, see “Retail Customer Choice Program” within the Regulation and
Rates section of this Item 1. Additional information on the customer classes follows.

Residential customers include single family housing, multiple family housing (such as apartments, duplexes, and town
homes), mobile homes, and small farms.

Residential demand is sensitive to the effects of weather, with demand historically highest during the winter heating
season. Due to the increased use of air conditioning in PGE’s service territory, the summer peaks have increased in
recent years. Economic conditions can also affect demand from the Company’s residential customers, as historical
data suggests that high unemployment rates contribute to a decrease in demand. Residential demand is also impacted
by energy efficiency measures; however, the Company’s decoupling mechanism is intended to mitigate the financial
effects of such measures.

During 2011, total residential deliveries increased 3.8% compared to 2010 as a result of cooler weather during the
heating season, and an increase in the average number of customers. During 2010, total residential deliveries decreased
5.7% compared to 2009, with milder weather conditions accounting for nearly half of the decrease.

Commercial customers consist of non-residential customers who accept energy deliveries at voltages equivalent to
those delivered to residential customers. This customer class consists of most businesses, including small industrial
companies, and public street and highway lighting accounts.

Demand from the Company’s commercial customers is less susceptible to weather conditions than the residential class.
Economic conditions and fluctuations in total employment in the region can also lead to corresponding changes in
energy demand from commercial customers. Commercial demand is also impacted by energy efficiency measures, the
financial effects of which are partially mitigated by the Company’s decoupling mechanism.

In 2011, favorable weather effects combined with the addition of an average of nearly 700 new customers contributed

to the 2% increase in deliveries to commercial customers. During 2011, non-farm employment increased 1.6% in
Oregon.
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During 2010, as the Oregon economy lost approximately 0.9% of its payroll, the Company’s commercial energy
deliveries decreased 3.7% compared to 2009 with milder weather, including a very cool summer in 2010, contributing
about one-third of the decline.

Industrial customers consist of non-residential customers who accept delivery at higher voltages than commercial
customers, with pricing based on the amount of electricity delivered and the applicable tariff. Demand from industrial
customers is primarily affected by economic conditions, with weather having little impact on this customer class.

A change in economic activity in Oregon and the United States can also lead to a change in energy demand from the
Company’s industrial customers. In 2011, industrial deliveries rose 4.7% as demand increased from certain paper
production customers, and the general economic conditions improved. In 2010, the Company’s industrial energy
deliveries rose 3.3% compared to 2009, driven by increased demand from certain paper production customers in the
latter half of 2010.

Other accrued revenues, net include items that are not currently in customer prices, but are expected to be in prices in
a future period. Such amounts include deferrals recorded under regulatory mechanisms for the renewable adjustment
clause, the power cost adjustment, and decoupling. See “State of Oregon Regulation” in the Regulation and Rates
section of this Item 1 for further information on these items.

Other accrued revenues also include deferrals recorded pursuant to the Residential Exchange Program (REP). Under
the REP, the Bonneville Power Administration (BPA) provides federal hydropower benefits to residential and small
farm customers of certain investor-owned electric utilities that are expected to continue until the year 2028. PGE
receives monthly payments from BPA under the program and passes such payments along to eligible customers in the
form of monthly billing credits. For the twelve months ended September 30, 2011, PGE received payments totaling
$55 million and received $44 million during each of the twelve month periods ended September 30, 2010 and 2009.
Payments for the twelve month period ending September 30, 2012 are expected to be approximately $58 million, with
such benefits to be credited to eligible customers.

Wholesale Revenues

PGE participates in the wholesale electricity marketplace in order to balance its supply of power to meet the needs of
its retail customers. In doing so, the Company attempts to secure reasonably priced power, manage risk, and administer
its current long-term wholesale contracts through economic dispatch decisions for its own generation. Interconnected
transmission systems in the western United States serve utilities with diverse load requirements and allow the Company
to purchase and sell electricity within the region depending upon the relative price and availability of power, hydro
conditions, and daily and seasonal retail demand.

The majority of PGE’s wholesale electricity sales is to utilities and power marketers and is predominantly short-term.
The Company may net purchases and sales with the same counterparty rather than simultaneously receiving and

delivering physical power, with only the net amount of those purchases or sales required to meet retail and wholesale
obligations physically settled.

Other Operating Revenues

Other operating revenues consist primarily of the sale of excess natural gas and oil, as well as revenues from transmission
services, excess transmission capacity resales, pole contact rentals, and other electric services provided to customers.

Seasonality
Demand for electricity by PGE’s residential customers is affected by seasonal weather conditions, as discussed above.

The Company uses heating and cooling degree-days to determine the effect of weather on the demand for electricity.
Heating and cooling degree-days provide cumulative variances in the average daily temperature from a baseline of
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65 degrees, over a period of time, to indicate the extent to which customers are likely to use, or have used, electricity

for heating or air conditioning. The higher the numbers of degree-days, the greater the expected demand for heating
or cooling.

The following table indicates the heating and cooling degree-days for the most recent three-year period, along with
15-year averages for the most recent year provided by the National Weather Service, as measured at Portland
International Airport:

Heating Cooling
Degree-Days Degree-Days
20T ] oot ee et e e s st s e e e e e tb e s br e s e s e baaeee e babebeaaaahaaeea e rarasesesaneeesnrenenn 4,650 362
200 ettt e ettt e st e e e e rt e s e b b e b e ea e bataea e abbebaaeasrraaaae e rareeesnranesennnraes 4,187 314
2009 ettt ettt r e e e e ar————tesrab e e ea e —aaaieantaaaeeeat et aeeeaenaaa e e s rreetenneaenessnrarean 4,391 627
15-year average for 2011 ......ccoveivcnieiiniiiiiiicie s 4,219 464

PGE’s all-time high net system load peak of 4,073 Megawatts (MW) occurred in December 1998. The Company’s all-
time “summer peak” of 3,949 MW occurred in July 2009. The following table presents the Company’s average winter
and summer loads for the periods indicated along with the corresponding peak load and month in which it occurred:

Average Peak

Load Load

MW Month MW
2011 WINEET .o ieoeeeeicerre e eeriee e eeere e e e eetneee e s e nraeesssnenens 2,612 January 3,555
SUITMET ...oveiieivve ettt e e e e e e e e nreeerens 2,233 September 3,340
2010 WD ..o cerirteeeerreeee e e se s rarase s sanresesanenes 2,445 November 3,582
SUIMIMET «.vevveeeeeeceeeriereeeeeceecesnrernteereresasssessnsnmenes 2,220 August 3,544
2009 WL ..o ceeeeeeeerreeeeeerrrereeereresessensasassssnenasssnarenes 2,658 December 3,851
SUITITIET ..o veeeiieeeeeeeeeeevvereenrtesesnreeeeeeaesnvaaeaenns 2,267 July 3,949

The Company tracks and evaluates both base load growth and peak capacity for purposes of long-term load forecasting
and integrated resource planning as well as for preparing general rate case assumptions. Behavior patterns, conservation,
energy efficiency initiatives and measures, weather effects, and demographic changes all play a role in determining
expected future customer demand and the resulting resources the Company will need to adequately meet those loads
and maintain adequate capacity reserves.
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Power Supply

PGE relies upon its generating resources as well as short- and long-term power and fuel purchase contracts to meet
its customers’ energy requirements. The Company executes economic dispatch decisions concerning its own generation,
and participates in the wholesale market as a result of those economic dispatch decisions, in an effort to obtain reasonably
priced power for its retail customers.

PGE’s base generating resources consist of five thermal plants, seven hydroelectric plants, and a wind farm located
at Biglow Canyon in eastern Oregon. The volume of electricity the Company generates is dependent upon, among
other factors, the capacity and availability of its generating resources. Capacity of the thermal plants represents the
MW the plant is capable of generating under normal operating conditions, net of electricity used in the operation of
the plant. The capacity of the Company’s thermal generating resources is also affected by ambient temperatures.
Capacity of both hydro and wind generating resources represent the nameplate MW, which varies from actual energy
expected to be received as these types of generating resources are highly dependent upon river flows and wind
conditions, respectively. Availability represents the percentage of the year the plant was available for operations, which
reflects the impact of planned and forced outages. For a complete listing of these facilities, see Item 2.—Properties.”

The Company also promotes the expansion of renewable energy resources, as well as energy efficiency measures, to
meet its energy requirements and enhance customers’ ability to manage their energy use more efficiently.

PGE’s resource capacity (in MW) was as follows:

As of December 31,
2011 2010 2009
Capacity % Capacity % Capacity %
Generation:
Thermal:
Natural gas......ccccevveereveveecriciecreeeenenn 1,172 28% 1,157 24% 1,175 26%
Coal.eeiieeeeeee 670 16 670 14 670 15
Total thermal ........cccovveeevreerernnennen. 1,842 44 1,827 38 1,845 41
HYAIO wovenvveeeieeitecterreevenvese e 489 12 489 10 489 11
Wind * ..o 450 11 450 9 275 6
Total generation..........cccceveeevevennen. 2,781 67 2,766 57 2,609 58

Purchased power:
Long-term contracts:

Capacity/exchange.........cccocererreerenne.. 190 4 540 11 640 14
Mid-Columbia hydro ...........ccccveunenee. 335 8 507 10 548 12
Confederated Tribes hydro.................. 150 4 150 3 150 3
WinNd....ooveoeieieeeeeeeeeeeee e 44 1 44 1 35 1
Other ..o, 210 5 221 5 233 5
Total long-term contracts................ 929 22 1,462 30 1,606 35
Short-term contracts.......c.coveeeveecererernnns 458 11 612 13 315 7
Total purchased power ................... 1,387 33 2,074 43 1,921 42
Total resource capacity................... 4,168 100% 4,840 100% 4,530 100%

*  Capacity represents nameplate and differs from expected capacity, which is expected to range from 135 MW to 180 MW,
dependent upon wind conditions.
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For information regarding actual generating output and purchases for the years ended December 31, 2011, 2010 and
2009, see the Results of Operations section of Item 7.—*“Management’s Discussion and Analysis of Financial Condition
and Results of Operations.”

Generation

That portion of PGE’s retail load requirements generated by its plants varies from year to year and is determined by
various factors, including planned and forced outages, availability and price of coal and natural gas, precipitation and
snow-pack levels, the market price of electricity, and wind variability.

Thermal PGE has a 65% ownership interest in Boardman, which it operates, and a 20% ownership interest in Colstrip
Units 3 and 4. These two coal-fired generating facilities provided approximately 21% of the Company’s
total retail load requirement in 2011, compared to 26% in 2010 and 20% in 2009. The Company’s three
natural gas-fired generating facilities, Port Westward, Beaver, and Coyote Springs, provided approximately
11% of its total retail load requirement in 2011 and 24% in 2010 and 2009.

The thermal plants, which have a combined capacity of 1,842 MW, provide reliable power for the Company’s
customers with plant availability, excluding Colstrip, of 90% in 2011, 94% in 2010, and 84% in 2009 and
Colstrip plant availability of 84% in 2011, 95% in 2010, and 68% in 2009.

Hydro The Company’s FERC-licensed hydroelectric projects consist of Pelton/Round Butte on the Deschutes River
- near Madras, Oregon (discussed below), four plants on the Clackamas River, and one on the Willamette
River. The licenses for these projects expire at various dates from 2035 to 2055. These plants, which have
a combined capacity of 489 MW, provided 10% of the Company’s total retail load requirement in 2011,
2010and 2009, with availability of 100%in 2011 and 99% in both 2010 and 2009. Northwest hydro conditions
have a significant impact on the region’s power supply, with water conditions significantly impacting PGE’s
cost of power and its ability to economically displace more expensive thermal generation and spot market
power purchases.

PGE has a 66.67% ownership interest in the 450 MW Pelton/Round Butte hydroelectric project on the
Deschutes River, with the remaining interest held by the Confederated Tribes of the Warm Springs
Reservation of Oregon (Tribes). A 50-year joint license for the project, which is operated by PGE, was issued
by the FERC in 2005. The Tribes have an option to purchase an additional undivided 16.66% interest in
Pelton/Round Butte at its discretion no sooner than December 31, 2021. The Tribes have a second option
to purchase an undivided 0.02% interest in Pelton/Round Butte at its discretion no sooner than April 1,2041.
If both options are exercised by the Tribes, the Tribes’ ownership percentage would exceed 50%.

Wind  Biglow Canyon Wind Farm (Biglow Canyon), located in Sherman County, Oregon, is PGE’s largest
renewable energy resource with 217 wind turbines with a total installed capacity of approximately 450 MW.
It was completed and placed in service in three phases between December 2007 and August 2010. In 2011,
Biglow Canyon provided 6% of the Company’s total retail load requirement, compared to 4% in 2010 and
3% in 2009, with availability of 97% in 2011 and 96% in both 2010 and 2009. The energy received from
wind resources differs from the nameplate capacity and is expected to range from 135 MW to 180 MW for
Biglow Canyon, dependent upon wind conditions.

Dispatchable Standby Generation (DSG)—PGE has a DSG program under which the Company can start, operate,
and monitor customer-owned standby generators when needed to meet peak demand. The program helps provide
operating reserves for the Company’s generating resources and, when operating, can supply most or all of DSG customer
loads. As of December 31, 2011, there were 31 projects that together can provide approximately 69 MW of diesel-
fired capacity at peak times. In addition, there were 12 projects under construction that are expected to provide an
additional 30 MW.

16



Fuel Supply—PGE contracts for natural gas and coal supplies required to fuel the Company’s thermal generating
plants, with certain plants also able to operate on fuel oil if needed. In addition, the Company uses forward, swap, and
option contracts to manage its exposure to volatility in natural gas prices.

Coal

Natural Gas

Boardman—PGE has fixed-price purchase agreements that provide coal for Boardman into 2014. The
coal is obtained from surface mining operations in Wyoming and Montana and is delivered by rail
under two separate ten-year transportation contracts which extend through 2013.

PGE expects to begin seeking requests for proposal in mid-2012 for the purchase of coal to fill open
positions for 2013 and beyond. The terms of any contracts and quality of coal are expected to be staged
in alignment with the timing of the installation of required emissions controls. For additional
information on Boardman’s emissions controls, see the Capital Requirements section in Item 7.
—"“Management’s Discussion and Analysis of Financial Condition and Results of Operations.” PGE
believes that sufficient market supplies of coal are available to meet anticipated operations of
Boardman for the foreseeable future.

Port Westward and Beaver—PGE manages the price risk of natural gas supply for Port Westward
through financial contracts up to 60 months in advance. Physical supplies for Port Westward and
Beaver are generally purchased within 12 months of delivery and based on anticipated operation of
the plants. PGE owns 79.5%, and is the operator of record, of the Kelso-Beaver Pipeline, which directly
connects both generating plants to the Northwest Pipeline, an interstate natural gas pipeline operating
between British Columbia and New Mexico. Currently, PGE transports gas on the Kelso-Beaver
Pipeline for its own use under a firm transportation service agreement, with capacity offered to others
on an interruptible basis to the extent not utilized by the Company. PGE has access to 103,305 Dth
per day of firm gas transportation capacity to serve the two plants.

PGE also has contractual access through April 2017 to natural gas storage in Mist, Oregon, from which
it can draw in the event that gas supplies are interrupted or if economic factors require its use. This
storage may be used to fuel both Port Westward and Beaver. PGE believes that sufficient market
supplies of gas are available to meet anticipated operations of both plants for the foreseeable future.

The Beaver generating plant has the capability to operate on No. 2 diesel fuel oil when it is economical
or if the plant’s natural gas supply is interrupted. PGE had an approximate 7-day supply of ultra-low
sulfur diesel fuel oil at the plant site as of December 31, 2011. The current operating permit for Beaver
limits the number of gallons of fuel oil that can be burned daily, which effectively limits the daily
hours of operation of Beaver.

Coyote Springs—PGE manages the price risk of natural gas supply for Coyote Springs through
financial contracts up to 60 months in advance, while physical supplies are generally purchased within
12 months of delivery and based on anticipated operation of the plant. Coyote Springs utilizes 41,000
Dth per day of natural gas when operating at full capacity, with firm transportation capacity on three
pipeline systems accessing gas fields in Alberta, Canada. PGE believes that sufficient market supplies
of gas are available for Coyote Springs for the foreseeable future, based on anticipated operation of
the plant. Although Coyote Springs was designed to also operate on fuel oil, such capability has been
deactivated in order to optimize natural gas operations.

Purchased Power

PGE supplements its own generation with power purchased in the wholesale market to meet its retail load requirements.
The Company utilizes short- and long-term wholesale power purchase contracts in an effort to provide the most
favorable economic mix on a variable cost basis. Such contracts have original terms ranging from one month to 30
years and expire at varying dates through 2036.
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PGE’s medium term power cost strategy helps mitigate the effect of price volatility on its customers due to changing
energy market conditions. The strategy allows the Company to take positions in power and fuel markets up to five
years in advance of physical delivery. By purchasing a portion of anticipated energy needs for future years over an
extended period, PGE mitigates a portion of the potential future volatility in the average cost of purchased power and
fuel.

The Company’s major power purchase contracts consist of the following (also see the preceding table which summarizes
the average resource capabilities related to these contracts):

Capacity/exchange—PGE has three contracts that provide PGE with firm capacity to help meet the Company’s
peak loads. The contracts range from 10 MW to 150 MW and expire at various dates from February 2012
through December 2016. They include a seasonal exchange contract with another western utility that helps
meet winter--peaking requirements.

Mid-Columbia hydro—PGE has long-term power purchase contracts with certain public utility districts in the
state of Washington for a portion of the output of three hydroelectric projects on the mid-Columbia River.
These contracts expire at various dates from 2017 through 2052. Although the projects currently provide a
total of 335 MW of capacity, actual energy received is dependent upon river flows.

Confederated Tribes—PGE has a long-term agreement under which the Company purchases, at market prices,
the Tribes’ interest in the output of the Pelton/Round Butte hydroelectric project. Although the agreement
provides 150 MW of capacity, actual energy received is dependent upon river flows. The term of the agreement
coincides with the term of the FERC license for this project, which expires in 2055.

Wind—The Company has three long-term contracts, which extend to various dates between 2028 and 2035,
that provide for the purchase of renewable wind-generated electricity. Although these contracts provide a total
of 44 MW of capacity, actual energy received is dependent upon wind conditions.

Other—These primarily consist of long-term contracts to purchase power from various counterparties,
including other Pacific Northwest utilities, over terms extending into 2036.

Other also includes contracts that provide for the purchase of renewable solar-powered electricity as follows:

« PGE operates three photovoltaic solar power projects installed in the Portland area, with a
combined installed capacity of 3.6 MW. PGE purchases 100% of the energy generated from two
of the facilities and purchases any excess energy generated from one facility pursuant to a net
metering arrangement with the Oregon Department of Transportation (ODOT);

«  PGE has two 25-year purchase agreements for the power generated from two photovoltaic solar
projects installed near Salem, Oregon. The construction of the projects was completed inmid-2011,
with PGE then purchasing the power generated from these facilities, which have a combined
generating capacity of 2.8 MW,

In January 2012, PGE completed the construction of a 1.75 MW photovoltaic solar power project, which was
sold and simultaneously leased-back from a financial institution. The Company operates the project and
receives 100% of the power generated by the facility.

Short-term contracts—These contracts are for delivery periods of one month up to one year in length. They
are entered into with various counterparties to provide additional firm energy to help meet the Company’s
load requirement.

PGE also utilizes spot purchases of power in the open market to secure the energy required to serve its retail customers.
Such purchases are made under contracts that range in duration from 30 minutes to less than one month. For additional
information regarding PGE’s power purchase contracts, see Note 15, Commitments and Guarantees, in the Notes to
Consolidated Financial Statements in Item 8.—“Financial Statements and Supplementary Data.”
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Future Energy Resource Strategy

PGE’s most recent IRP was acknowledged by the OPUC on November 23, 2011. The IRP includes an action plan for
the acquisition of new resources and a 20-year strategy that outlines long-term expectations for resource needs and
portfolio performance. PGE projects that it needs 873 MWa of new resources by 2015, increasing to 1,396 MWa by
2020, to meet expected customer demand. Such projected energy gaps are driven primarily by continued load growth
and the expiration of certain long-term power supply contracts. The projected energy gap increases by approximately
374 MW with the cessation of coal-fired operations at Boardman in 2020.

To meet the projected energy requirements, the IRP includes energy efficiency measures, new renewable resources,
new transmission capability, new generating plants, and improvements to existing generating plants, as follows:

*  Acquisition of 214 MWa of energy efficiency through continuation of Energy Trust of Oregon programs, with
funding to be provided from the existing public purpose charge and through enabling legislation included in
Oregon’s RPS;

* An additional 101 MWa of wind or other renewable resources necessary to meet requirements of Oregon’s
RPS by 2015;

» Transmission capacity additions to interconnect new and existing energy resources in eastern Oregon to PGE’s
services territory. For additional information on the Cascade Crossing Transmission Project (Cascade
Crossing), see the Transmission and Distribution section in this Item 1;

» New natural gas generation facilities to help meet additional base load requirements estimated at 300 to 500
MW, which is expected to be available in the 2015 to 2017 timeframe;

» New natural gas generation facilities to help meet peak capacity requirements estimated at up to 200 MW, bi-
seasonal peaking supply of 200 MW and winter-only peaking supply of 150 MW, all of which are expected
to be available in the 2013 to 2015 timeframe; and

» Continued operations of the Boardman plant, including the addition of certain emissions controls and the
continuation of coal-fired operation of the plant through 2020. For additional information about emissions
controls for the Boardman plant, see the Capital Requirements section in Item 7.—*“Management’s Discussion
and Analysis of Financial Condition and Results of Operations.”

In January 2012, PGE requested that the OPUC acknowledge a draft request for proposals (RFP) that is expected to
be issued in the second quarter of 2012, seeking electric power generating resources to help meet PGE’s capacity and
energy needs, as outlined in the IRP discussion above. PGE expects to file a second RFP, for renewable resources,
later in 2012.

The Company has filed with the OPUC a motion for a one-year extension to file its next IRP. If the motion is approved

as submitted, PGE would be required to file its next IRP no later than November 2013. If not approved as submitted,
PGE may be required to file its next IRP as early as November 2012,
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Transmission and Distribution

Transmission systems deliver energy from generating facilities to distribution systems for final delivery to customers.
PGE schedules energy deliveries over its transmission system in accordance with FERC requirements and operates
one balancing authority area (an electric system bounded by interchange metering) in its service territory. In 2011,
PGE delivered approximately 20 million MWh in its balancing authority area through approximately 1,100 circuit
miles of transmission lines.

PGE’s transmission system is part of the Western Interconnection, the regional grid in the western United States. The
Western Interconnection includes the interconnected transmission systems of 11 western states, two Canadian provinces
and parts of Mexico, and is subject to the reliability rules of the WECC and the NERC. PGE relies on transmission
contracts with BPA to transmit a significant amount of the Company’s generation to its distribution system. PGE’s
transmission system, together with contractual rights to other transmission systems, enables the Company to integrate
and access generation resources to meet its customers’ energy requirements. PGE’s generation is managed on a
coordinated basis to obtain maximum load-carrying capability and efficiency. The Company’s transmission and
distribution systems are located as follows:

e On property owned or leased by PGE,;

«  Under or over streets, alleys, highways and other public places, the public domain and national forests, and
state lands under franchises, easements or other rights that are generally subject to termination;

«  Under or over private property as a result of easements obtained primarily from the record holder of title; or

+  Under or over Native American reservations under grant of easement by the Secretary of the Interior or lease
" or easement by Native American tribes. :

PGE’s wholesale transmission activities are regulated by the FERC. In accordance with its OATT, PGE offers several
transmission services to wholesale customers:

« Network integration transmission service, a service that integrates generating resources to serve retail loads;

«  Short- and long-term firm point-to-point transmission service, a service with fixed delivery and receipt points;
and

«  Non-firm point-to-point service, an “as available” service with fixed delivery and receipt points.

These services are offered on a non-discriminatory basis, with all potential customers provided equal access to PGE’s
transmission system. In accordance with FERC Standards of Conduct, PGE’s transmission business is managed and
operated independently from its power marketing business.

PGE’s current acknowledged IRP includes a proposal for an approximate 210-mile, 500 kV transmission project (the
Cascade Crossing Transmission Project) that would help meet future electricity demand and improve future grid
reliability by transmitting power from new and existing energy resources in eastern Oregon to the Company’s service
territory. PGE continues to work with other stakeholders in the region in planning the project and is actively engaged
in the federal, state, and tribal permitting processes. Subject to obtaining all necessary approvals, the expected in-
service date would be late 2016 or early 2017. In October 2011, Cascade Crossing was selected as one of seven
transmission projects in the nation to participate in the federal inter-agency Rapid Response Team for Transmission
program to improve agency collaboration and expedite federal permitting.

PGE continues to meet state regulatory requirements related to power distribution service quality and reliability. Such
requirements are reflected in specific indices that measure outage duration, outage frequency, and momentary power
interruptions. The Company is required to include performance results related to service quality measures in annual
reports filed with the OPUC. Specific monetary penalties can be assessed for failure to attain required performance
levels, with amounts dependent upon the extent to which actual results fail to meet such requirements.
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For additional information regarding the Company’s transmission and distribution facilities, see Item 2.—“Properties.”

Environmental Matters

PGE’s operations are subject to a wide range of environmental protection laws and regulations, which pertain to air
quality (including climate change), water quality, endangered species and wildlife protection, and hazardous waste.
Environmental matters that relate to the siting and operation of generation, transmission, and substation facilities and
the handling, accumulation, cleanup, and disposal of toxic and hazardous substances fall under the jurisdiction of
various state and federal agencies. In addition, certain of the Company’s hydroelectric projects and transmission
facilities are located on property under the jurisdiction of federal and state agencies, and/or tribal entities that have
authority in environmental protection matters. The following discussion provides further information on certain
regulations that affect the Company’s operations.

Air Quality

Clean Air Act—PGE’s operations, primarily its thermal generating plants, are subject to regulation under the federal
Clean Air Act (CAA), which addresses, among other things, sulfur dioxide (SO,), nitrogen oxides (NOy), carbon
monoxide, particulate matter, hazardous air pollutants, and greenhouse gas emissions (GHGs). Oregon and Montana,
the states in which PGE facilities are located, also implement and administer certain portions of the CAA and have set
standards that are at least equal to federal standards.

In June 2011, the United States Environmental Protection Agency (EPA) approved revised rules to reduce SO, and
NOj, emissions at Boardman that have resulted in the installation of certain emissions controls during 2011. To further
reduce SO, emissions, plans call for the use of lower sulfur coal and the addition of a Dry Sorbent Injection system to
Boardman in 2014, at an estimated capital cost to the Company of $27 million, including AFDC. The revised rules
also provide for coal-fired operation at Boardman to cease no later than December 31, 2020. Construction or acquisition
costs of replacement generating capacity will be considered in future customer prices.

In December 2011, the EPA issued new emissions limits under the CAA’s National Emission Standards for Hazardous
Air Pollutants (NESHAP) regulating hazardous air pollutant emissions, from coal- and oil-fired electric generating
units. Emission limits included in the NESHAP are based on the application of maximum achievable control technology
(MACT). Based onits review of the rules and the preliminary full-scale test results, the Company believes the Boardman
plant should be able to meet the MACT requirements with the installation of the currently planned controls. The
operator of the Colstrip plant has provided the Company with estimated costs for emission control modifications to
Units 3 and 4 that may be necessary to meet the MACT requirements. Based on this estimate, the Company expects
that its share of these costs, as a 20% owner of Units 3 and 4, will not exceed $10 million.

Regulation of mercury emissions is contemplated under NESHAP. However, the states of Oregon and Montana have
previously adopted regulations concerning mercury emissions that have had an impact on the Company as follows:

Oregon—The Oregon Environmental Quality Commission (OEQC) has adopted final rules that pertain to mercury
emissions from Boardman. Such rules require compliance with stated mercury limits by July 1, 2012, In 2011,
PGE installed controls that are expected to eliminate 90% of the mercury emissions from the plant to comply with
the rules.

Montana—The Montana Board of Environmental Review adopted final rules on mercury emissions from coal-
fired generating plants, including Colstrip. With the installation of additional mercury control systems, Colstrip
is in compliance with these requirements.

For additional information, see “Boardman emissions controls” in the Capital Requirements section of Item 7.
“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”
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PGE manages its air emissions by the use of low sulfur fuel, emissions and combustion controls and monitoring, and
SO, allowances awarded under the CAA. The current allowance inventory and expected future annual SO, allowances,
along with the recent and planned installation of emissions controls, are anticipated to be sufficient to permit the
Company to continue to meet its compliance requirements and operate its thermal generating plants at forecasted
capacity for at least the next several years.

Climate Change—State, regional, and federal legislative efforts continue with respect to establishing regulation of
greenhouse gas (GHG) emissions and their potential impacts on climate change. Recent or pending environmental
measures include the following:

«  In2007, the State of Oregon adopted a non-binding policy guideline that sets a goal to reduce GHG emissions
to 10% below 1990 levels by 2020. The guideline does not mandate reductions by any specific entity nor does
it include penalties for failure to meet the goal.

«  In2009, the U.S. House of Representatives approved legislation that seeks to establish a cap and trade system
for GHG emissions. However, the U.S. Senate did not act and it is uncertain whether a cap and trade system
will move forward in the near term.

+  Effective January 1, 2010, the EPA required mandatory measurement and reporting of GHG emissions. PGE
is subject to these requirements and is meeting the monitoring and reporting requirements. Reported data will
be used to establish a baseline for measuring progress toward any future emissions reduction targets in the
United States.

« In 2010, the EPA finalized rules creating GHG thresholds that apply to the permitting process for stationary
sources, such as electric generating facilities, under the Prevention of Significant Deterioration and Title V
operating permit programs. The EPA has also issued guidance under these rules relating to Best Available
Control Technology (BACT) requirements for new and modified stationary sources. In April 2011, the OEQC
approved new state rules to implement these federal requirements and in December 2011, the rules were
approved by the EPA. As a result of these rules, new or modified generating facilities may need to satisfy
BACT requirements for limiting GHG emissions. The specific requirements applicable to a particular facility
would be determined in connection with the permitting process.

+ InDecember 2010, the EPA announced a proposed settlement agreement with states and environmental groups
that would require the EPA to set GHG New Source Performance Standards (NSPS) for new and modified
fossil fuel-based power plants, and guidelines for state-developed NSPS for existing sources. The deadlines
for setting these standards and guidelines have been delayed and the timing is now unclear.

Any laws that impose mandatory reductions in GHG emissions may have a material impact on PGE, as the Company
utilizes fossil fuels in its own power generation and other companies use such fuels to generate power that PGE
purchases in the wholesale market. PGE’s Beaver, Coyote Springs, and Port Westward natural gas-fired facilities, and
the Company’s ownership interest in Boardman and Colstrip coal-fired facilities, provide approximately 66% of the
Company’s net generating capacity. If PGE were to incur incremental costs as a result of changes in the regulations
regarding GHGs, the Company would seek recovery in customer prices.
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Water Quality

The federal Clean Water Act requires that any federal license or permit to conduct an activity that may result in a
discharge to waters of the United States must first receive a water quality certification from the state in which the
activity will occur. In Oregon, the DEQ is responsible for reviewing proposed projects under this requirement to ensure
that federally approved activities will meet water quality standards and policies established by the state. PGE has
obtained permits where required, and has certificates of compliance for its hydroelectric operations under the FERC
licenses.

Threatened and Endangered Species and Wildlife

Fish Protection—The federal Endangered Species Act (ESA) has granted protection to many populations of migratory
fish species in the Pacific Northwest that have declined significantly over the last several decades. Long-term recovery
plans for these species have caused major operational changes to many of the region’s hydroelectric projects. Over
the years, these changes have resulted in reductions in hydroelectric generation capacity and shifts in the seasonality
of much of the generation due to the timing of stored water releases, both of which can affect the price of power in
the regional wholesale market. PGE purchases power in the wholesale market to serve its retail load requirements and
has contracts to purchase power generated at some of the affected facilities on the mid-Columbia River in central
Washington.

PGE is implementing a series of fish protection measures at its hydroelectric projects on the Clackamas, Deschutes,
and Willamette rivers that were prescribed by the U.S. Fish and Wildlife Service and the National Marine Fisheries
Service under their authority granted in the ESA. As a result of measures contained in their operating licenses, the
Deschutes River and Willamette River projects have been certified as low impact hydro, with 50 MWa of their output
included as part of the Company’s renewable energy portfolio used to meet the requirements of Oregon’s RPS.
Conditions required with the new operating licenses are expected to result in a minor reduction in power production
and increase capital spending to modify the facilities to enhance fish passage and survival.

Avian Protection—Various statutory authorities as well as the Migratory Bird Treaty Acthave established civil, criminal,
and administrative penalties for the unauthorized take of migratory birds. Because PGE operates electric transmission
lines and wind generation facilities that can pose risks to a variety of such birds, the Company is required to have an
avian protection plan. PGE has developed and implemented such a plan for its transmission and distribution facilities
and is in the process of developing a plan for its wind facilities to reduce risks to bird species that can result from
Company operations.

Hazardous Waste

PGE has a comprehensive program to comply with requirements of both federal and state regulations related to
hazardous waste storage, handling, and disposal. The handling and disposal of hazardous waste from Company facilities
is subject to regulation under the federal Resource Conservation and Recovery Act (RCRA). In addition, the use,
disposal, and clean-up of polychlorinated biphenyls, contained in certain electrical equipment, are regulated under the
federal Toxic Substances Control Act.

The Company’s coal-fired generation facilities, Boardman and Colstrip, produce coal combustion byproducts, which
have been exempt from federal hazardous waste regulations under the RCRA. The EPA is revisiting this exemption
and is considering listing these residuals as hazardous wastes, which would likely have an impact on current disposal
practices and could increase the Company’s cost of handling these materials and affect operations. The EPA has
announced that the final rule would likely be issued in late 2012. The Company cannot predict the possible impact of
this matter until the EPA provides further guidance on the proposed rules. If PGE were to incur incremental costs as
a result of changes in the regulations, the Company would seek recovery in customer prices.
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PGE is also subject to regulation under the Comprehensive Environmental Response Compensation and Liability Act
(CERCLA), commonly referred to as Superfund. The CERCLA provides authority to the EPAto assert joint and several
liability for investigation and remediation costs for designated Superfund sites. PGE is listed by the EPA as a Potentially
Responsible Party (PRP) at two Superfund sites as follows:

Portland Harbor—A 1997 investigation by the EPA of a segment of the Willamette River, known as the Portland
Harbor, revealed significant contamination of river sediments. The EPA subsequently included Portland Harbor
on the federal National Priority List as a Superfund site pursuant to CERCLA and listed sixty-ninePRPs, including
PGE, which has historically owned or operated property near the river. In 2008, the EPA

requested further information from various parties, including PGE, concerning property several miles beyond the
original river segment and, as a result, the PRPs now number over one hundred.

Harbor Oil—The Harbor Oil site in north Portland is the location of a company that PGE engaged to process used
oil from power plants and electrical distribution systems until 2003. The Harbor Oil facility continues to be utilized
by other entities for the processing of used oil and other lubricants. In September 2003, the Harbor Oil site was
included on the federal National Priority List as a federal Superfund site and PGE was included among fourteen
PRPs.

For additional information on these EPA actions, see Note 18, Contingencies, in the Notes to Consolidated Financial
Statements in Item 8.—“Financial Statements and Supplementary Data.”

Under the Nuclear Waste Policy Act of 1982, the USDOE is responsible for the permanent storage and disposal of
spent nuclear fuel. PGE has contracted with the USDOE for permanent disposal of spent nuclear fuel from Trojan that
is stored in the Independent Spent Fuel Storage Installation (ISFSI), an NRC-licensed interim dry storage facility that
houses the fuel at the former plant site. The spent nuclear fuel is expected to remain in the ISFSI until permanent off-
site storage is available, which is not likely to be before 2020. Shipment of the spent nuclear fuel from the ISFSI to
off-site storage is not expected to be completed prior to 2033. For additional information regarding this matter, see
“Trojan decommissioning activities” in Note 7, Asset Retirement Obligations, in the Notes to Consolidated Financial
Statements in Item 8.—*“Financial Statements and Supplementary Data.”

ITEM 1A. RISK FACTORS.

Certain risks and uncertainties that could have a significant impact on PGE’s business, financial condition, results of
operations or cash flows, or that may cause the Company s actual results to vary from the forward-looking statements
contained in this Annual Report on Form 10-K, include, but are not limited to, those set forth below.

Recovery of PGE’s costs is subject to regulatory review and approval, and the inability to recover costs may
adversely affect the Company’s results of operations.

The prices that PGE charges for its retail services, as authorized by the OPUC, are a major factor in determining the
Company’s operating income, financial position, liquidity, and credit ratings. As a general matter, the Company will
seek to recover in customer prices most of the costs incurred in connection with the operation of its business, including,
among other things, the costs of compliance with legislative and regulatory requirements and the costs of damage from
storms and other natural disasters. However, there can be no assurance that such recovery will be granted. The OPUC
has the authority to disallow the recovery of any costs that it considers excessive or imprudently incurred. Further, the
regulatory process does not guarantee that PGE will be able to achieve the earnings level authorized. Although the
OPUC is required to establish rates that are fair, just and reasonable, it has significant discretion in the interpretation
of this standard.

In both PGE’s 2009 and 2011 general rate cases, overall price increases approved by the OPUC were less than the
Company’s initial proposals. PGE attempts to manage its costs at levels consistent with the reduced price increases.
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However, if the Company is unable to do so, or if such cost management results in increased operational risk, the
Company’s financial and operating results could be adversely affected. For additional information regarding the 2011
General Rate Case, see the Overview section of Item 7.—“Management’s Discussion and Analysis of Financial
Condition and Results of Operations.”

The risk of volatility in power costs is partially mitigated through the Annual Power Cost Update Tariff (AUT) and
the PCAM. PGE files an annual AUT with an update of PGE’s forecasted net variable power costs (baseline NVPC)
to be reflected in customer prices. The PCAM provides a mechanism by which the Company can adjust future customer
prices to reflect a portion of the difference between each year’s baseline NVPC included in customer prices and actual
NVPC. PGE is subject to a portion of the business risk or benefit associated with the difference between actual NVPC
and baseline NVPC by application of an asymmetrical “deadband.” The OPUC order in PGE’s 2011 General Rate
Case provides for a fixed deadband range of $15 million below, to $30 million above, baseline NVPC, beginning in
2011. Application of the PCAM requires that PGE absorb certain power cost increases before the Company is allowed
to recover any amount from customers. Accordingly, the PCAM is expected to only partially mitigate the potentially
adverse financial impacts of forced generating plant outages, reduced hydro and wind availability, interruptions in fuel
supplies, and volatile wholesale energy prices.

A continued weakening of the economy could reduce the demand for electricity and impair the financial stability
of some of PGE’s customers, which could affect the Company’s results of operations.

The weak economy in Oregon over the past several years has resulted in reduced demand for electricity, which could
continue. Further reduction in demand could affect the Company’s results of operations and cash flows. The weak
economy could also result in an increased level of uncollectable customer accounts. Additionally, the Company’s
vendors and service providers could experience cash flow problems and be unable to perform under existing or future
contracts.

Market prices for power and natural gas are subject to forces that are often not predictable and which can
result in price volatility and general market disruption, adversely affecting PGE’s costs and ability to manage
its energy portfolio and procure required energy supply, which ultimately could have an adverse effect on the
Company’s liquidity and results of operations.

As part of its normal business operations, PGE purchases power and natural gas in the open market or under short-
term, long-term, or variable-priced contracts. Market prices for power and natural gas are influenced primarily by
factors related to supply and demand. These factors generally include the adequacy of generating capacity, scheduled
and unscheduled outages of generating facilities, hydroelectric generation levels, prices and availability of fuel sources
for generation, disruptions or constraints to transmission facilities, weather conditions, economic growth, and changes
in technology.

Volatility in these markets can affect the availability, price and demand for power and natural gas. Disruption in power
and natural gas markets could result in a deterioration of market liquidity, increase the risk of counterparty default,
affect regulatory and legislative processes in unpredictable ways, affect wholesale power prices, and impair PGE’s
ability to manage its energy portfolio. Changes in power and natural gas prices can also affect the fair value of derivative
instruments and cash requirements to purchase power and natural gas. If power and natural gas prices decrease from
those contained in the Company’s existing purchased power and natural gas agreements, PGE may be required to
provide increased collateral, which could adversely affect the Company’s liquidity. Conversely, if power and natural
gas prices rise, especially during periods when the Company requires greater-than-expected volumes that must be
purchased at market or short-term prices, PGE could incur greater costs than originally estimated. Although the
Company’s PCAM can be expected to partially mitigate adverse financial effects related to market conditions, cost
sharing features of the mechanism do not provide for full recovery in customer prices.

25



The effects of weather on electricity usage can adversely affect operating results.

Weather conditions can adversely affect PGE’s revenues and costs, impacting the Company’s financial and operating
results. Variations in temperatures can affect customer demand for electricity, with warmer-than-normal winters or
cooler-than-normal summers reducing energy sales and revenues. Weather conditions are the dominant cause of usage
variations from normal seasonal patterns, particularly for residential customers. Severe weather can also disrupt energy
delivery and damage the Company’s transmission and distribution system.

Rapid increases in load requirements resulting from unexpected adverse weather changes, particularly if coupled with
transmission constraints, could adversely impact PGE’s cost and ability to meet the energy needs of its customers.
Conversely, rapid decreases in load requirements could result in the sale of excess energy at depressed market prices.

Forced outages at PGE’s generating plants can increase the cost of power required to serve customers because
the cost of replacement power purchased in the wholesale market generally exceeds the Company’s cost of
generation. '

Forced outages at the Company’s generating plants could result in power costs greater than those included in customer
prices. As indicated above, application of the Company’s PCAM could help mitigate adverse financial impacts of such
outages; however, the cost sharing features of the mechanism do not provide full recovery in customer prices. Inability
to recover such costs in future prices could have a negative impact on the Company’s results of operations.

The construction of new facilities, or modifications to existing facilities, is subject to risks that could result in
the disallowance of certain costs for recovery in customer prices, reduced efficiency, or higher operating costs.

PGE’s current position as a “short” utility requires that the Company supplement its own generation with wholesale
market purchases to meet its retail load requirements. In addition, long-term increases in both the number of customers
and demand for energy will require continued expansion and upgrade of PGE’s generation, transmission, and
distribution systems. Construction of new facilities and modifications to existing facilities could be affected by various
factors, including unanticipated delays and cost increases and the failure to obtain, or delay in obtaining, necessary
permits from state or federal agencies or tribal entities, which could result in failure to complete the projects and the
disallowance of certain costs in the rate determination process. In addition, failure to complete construction projects
according to specifications could result in reduced plant efficiency, equipment failure, and plant performance that falls
below expected levels, which could increase operating costs.

Adverse changes in PGE’s credit ratings could negatively affect its access to the capital markets and its cost of
borrowed funds.

Access to capital markets is important to PGE’s ability to operate and to complete its capital projects. Credit rating
agencies evaluate PGE’s credit ratings on a periodic basis and when certain events occur. A ratings downgrade could
increase the interest rates and fees on PGE’s revolving credit facilities, increasing the cost of funding day-to-day
working capital requirements, and could also result in higher interest rates on future long-term debt. Aratings downgrade
could also restrict the Company’s access to the commercial paper market, a principal source of short-term financing,
or result in higher interest costs.

In addition, if Moody’s Investors Service (Moody’s) and/or Standard and Poor’s Ratings Services (S&P) reduce their
rating on PGE’s unsecured debt to below investment grade, the Company could be subject to requests by certain
wholesale counterparties to post additional performance assurance collateral, which could have an adverse effect on
the Company’s liquidity.
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Current capital and credit market conditions could adversely affect the Company’s access to capital, cost of
capital, and ability to execute its strategic plan as currently scheduled.

Access to capital and credit markets is important to PGE’s continued ability to operate. The Company potentially faces
significant capital requirements over the next three to five years and expects to issue debt and equity securities, as
necessary, to fund these requirements. In addition, because of contractual commitments and regulatory requirements,
the Company may have limited ability to delay or terminate certain projects. For additional information concerning
PGE’s capital requirements, see “Capital Requirements” in the Liquidity and Capital Resources section of Item 7.
—“Management’s Discussion and Analysis of Financial Condition and Results of Operations.”

If the capital and credit market conditions in the United States and other parts of the world deteriorate, the Company’s
future cost of debt and equity capital, as well as access to capital markets, could be adversely affected. In addition,
restrictions on PGE’s ability to access capital markets could affect its ability to execute its strategic plan.

PGE is subject to various legal and regulatory proceedings, the outcome of which is uncertain, and resolution
unfavorable to PGE could adversely affect the Company’s results of operations, financial condition or cash
flows.

From time to time in the normal course of its business, PGE is subject to various regulatory proceedings, lawsuits,
claims and other matters, which could result in adverse judgments, settlements, fines, penalties, injunctions, or other
relief. These matters are subject to many uncertainties, the ultimate outcome of which management cannot predict.
The final resolution of certain matters in which PGE is involved could require that the Company incur expenditures
over an extended period of time and in a range of amounts that could have an adverse effect on its cash flows and
results of operations. Similarly, the terms of resolution could require the Company to change its business practices and
procedures, which could also have an adverse effect on its cash flows, financial position or results of operations.

There are certain pending legal and regulatory proceedings, such as those related to PGE’s recovery of its investment
in Trojan, the proceedings related to refunds on wholesale market transactions in the Pacific Northwest and the
investigation and any resulting remediation efforts related to the Portland Harbor site, that may have an adverse effect
on results of operations and cash flows for future reporting periods. For additional information, see Item 3.—“Legal
Proceedings” and Note 18, Contingencies, in the Notes to Consolidated Financial Statements in Item 8.—*“Financial
Statements and Supplementary Data.”

Reduced stream flows and unfavorable wind conditions can adversely affect generation from PGE’s
hydroelectric and wind resources. The Company could be required to replace generation from these sources
with higher cost power from other facilities or with wholesale market purchases, which could have an adverse
effect on operating results.

PGE derives a significant portion of its power supply from its own hydroelectric facilities and from those owned by
certain public utility districts in the state of Washington with which the Company has long-term purchase contracts.
Regional rainfall and snow pack levels affect stream flows and the resulting amount of generation available from these
facilities. Shortfalls in low-cost hydro production would require increased generation from the Company’s higher cost
thermal plants and/or power purchases in the wholesale market, which could have an adverse effect on operating
results.

PGE also derives a portion of its power supply from wind resources, output from which is dependent upon wind

conditions. Unfavorable wind conditions could require increased reliance on power from the Company’s other
generating resources or on wholesale power purchases, both of which could have an adverse effect on operating results.
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Although the application of the PCAM could help mitigate adverse financial effects from any decrease in power
provided by hydroelectric and wind resources, full recovery of any increase in power costs is not assured. Inability to
fully recover such costs in future prices could have a negative impact on the Company’s results of operations, as well
as a reduction in renewable energy credits and loss of production tax credits (PTCs).

Legislative or regulatory efforts to reduce greenhouse gas emissions could lead to increased capital and operating
costs and have an adverse impact on the Company’s operations or results of operations.

PGE expects that future legislation or regulations could result in limitations on greenhouse gas emissions from the
Company’s fossil fuel-fired electric generating facilities. Legislation has been introduced in the U.S. Congress that
would require greenhouse gas emission reductions from such facilities as well as other sectors of the economy. Although
no such legislation has yet been enacted, the House of Representatives passed climate legislation in June 2009.
Compliance with any greenhouse gas emission reduction requirements could require PGE to incur significant
expenditures, including those related to carbon capture and sequestration technology, purchase of emission allowances
and offsets, fuel switching, and the replacement of high-emitting generation facilities with lower emitting facilities.

The cost to comply with expected greenhouse gas emissions reduction requirements is subject to significant
uncertainties, including those related to: the timing of the implementation of emissions reduction rules; required levels
of emissions reductions; requirements with respect to the allocation of emissions allowances; the maturation, regulation
and commercialization of carbon capture and sequestration technology; and PGE’s compliance alternatives. Although
the Company cannot currently estimate the effect of future legislation or regulations on its results of operations, financial
condition or cash flows, the costs of compliance with such legislation or regulations could be material.

Under certain circumstances, banks participating in PGE’s credit facilities could decline to fund advances
requested by the Company or could withdraw from participation in the credit facilities.

PGE currently has unsecured revolving credit facilities with several banks for an aggregate amount of $670 million.
These credit facilities are available for general corporate purposes and may be used to supplement operating cash flow
and provide a primary source of liquidity. The credit facilities may also be used as backup for commercial paper
borrowings.

The credit facilities represent commitments by the participating banks to make loans and, in certain cases, to issue
letters of credit. The Company is required to make certain representations to the banks each time it requests an advance
under one of the credit facilities. However, in the event of a material adverse change in the business, financial condition
or results of operations of PGE, the Company may not be able to make such representations, in which case the banks
would not be required to lend. PGE is also subject to the risk that one or more of the participating banks may default
on their obligation to make loans under the credit facilities.

In addition, it is possible that the Company might not be aware of certain developments at the time it makes such a
representation in connection with a request for a loan, which could cause the representation to be untrue at the time
made and constitute an event of default. Such a circumstance could result in a loss of the banks’ commitments under
the credit facilities and, in certain circumstances, the accelerated repayment of any outstanding loan balances.

Measures required to comply with state and federal regulations related to emissions from thermal generating
plants could result in increased capital expenditures and operating costs and reduce generating capacity, which
could adversely affect the Company’s results of operations.

The Company is subject to state and federal requirements concerning emissions from thermal generation plants. For
additional information, see “Environmental Matters” in Item 1-“Business.” These requirements could adversely affect
the Company’s results of operations by requiring (i) the installation of additional emissions controls at the Company’s
generating plants, which could result in increased capital expenditures and (ii) changes to PGE’s operations that could
increase operating costs and reduce generating capacity.
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Adverse capital market performance could result in reductions in the fair value of benefit plan assets and
increase the Company’s liabilities related to such plans. Sustained declines in the fair value of the plans’ assets
could result in significant increases in funding requirements, adversely affecting PGE’s liquidity and results of
operations.

Performance of the capital markets affects the value of assets that are held in trust to satisfy future obligations under
the Company’s defined benefit pension plan. Sustained adverse market performance could result in lower rates of
return for these assets than projected by the Company and could increase PGE’s funding requirements related to the
pension plan. Additionally, changes in interest rates affect the Company’s liabilities under the pension plan. As interest
rates decrease, the Company’s liabilities increase, potentially requiring additional funding. In 2011, discount rates used
to value the pension plan declined substantially. This decline, combined with an increased actuarial loss related to prior
year asset under performance, contributed to an increase in pension plan’s underfunded status from $77 million as of
December 31, 2010 to $147 million as of December 31, 2011.

Performance of the capital markets also affects the fair value of assets that are held in trust to satisfy future obligations
under the Company’s non-qualified employee benefit plans, which include deferred compensation plans. As changes
in the fair value of these assets are recorded in current earnings, decreases can adversely affect the Company’s operating
results. In addition, such decreases can require that PGE make additional payments to satisfy its obligations under
these plans.

For additional information regarding PGE’s contribution obligations under its pension and non-qualified benefit plans,
see the “Contractual Obligations and Commercial Commitments” table in the Liquidity and Capital Resources section
of Item 7.—“Management’s Discussion and Analysis of Financial Condition and Results of Operations,” and “Pension
and Other Postretirement Plans” in Note 10, Employee Benefits, in the Notes to Consolidated Financial Statements in
Item 8.— “Financial Statements and Supplementary Data.”

Failure of PGE’s wholesale suppliers to perform their contractnal obligations could adversely affect the
Company’s ability to deliver electricity and increase the Company’s costs.

PGE relies on suppliers to deliver natural gas, coal and electricity, in accordance with short- and long-term contracts.
Failure of suppliers to comply with such contracts in a timely manner could disrupt PGE’s ability to deliver electricity
and require the Company to incur additional expenses to meet the needs of its customers. In addition, as these contracts
expire, PGE could be unable to continue to purchase natural gas, coal or electricity on terms and conditions equivalent
to those of existing agreements. The cost and availability of natural gas and coal can also impact the cost and output
of the Company’s thermal generating plants.

Operational changes required to comply with both existing and new environmental laws related to fish and
wildlife could adversely affect PGE’s results of operations.

A portion of PGE’s total energy requirement consists of generation from hydroelectric and wind projects. Operation
of these projects is subject to regulation related to the protection of fish and wildlife. The listing of various species of
salmon, wildlife, and plants as threatened or endangered has resulted in significant changes to federally-authorized
activities, including those of hydroelectric projects. Salmon recovery plans could include further major operational
changes to the region’s hydroelectric projects, including those owned by PGE and those from which the Company
purchases power under long-term contracts. In addition, laws relating to the protection of migratory birds and other
wildlife could impact the development and operation of transmission lines and wind projects. Also, new interpretatioris
of existing laws and regulations could be adopted or become applicable to such facilities, which could further increase
required expenditures for salmon recovery and endangered species protection and reduce the amount of hydro or wind
generation available to meet the Company’s energy requirements.
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PGE could be vulnerable to cyber security attacks, data security breaches or other similar events that could
disrupt its operations, require significant expenditures or result in claims against the Company.

In the normal course of business, PGE collects, processes and retains sensitive and confidential customer and employee
information, as well as proprietary business information, and operates systems that directly impact the availability of
electric power and the transmission of electric power in its service territory. Despite the security measures in place,
the Company’s systems, and those of third-party service providers, could be vulnerable to cyber security attacks, data
security breaches or other similar events that could disrupt operations or result in the release of sensitive or confidential
information. Such events could cause a shutdown of service or expose the Company to liability. In addition, the
Company may be required to expend significant capital and other resources to protect against security breaches or to
alleviate problems caused by security breaches. The Company maintains insurance coverage against some, but not
all, potential losses resulting from these risks. However, insurance may not be adequate to protect the Company against
liability in all cases. In addition, PGE is subject to the risk that insurers will dispute or be unable to perform their
obligations to the Company.

Storms and other natural disasters could damage the Company’s facilities and disrupt delivery of electricity
resulting in significant property loss, repair costs, and reduced customer satisfaction.

The Company has exposure to natural disasters that can cause significant damage to its generation, transmission, and
distribution facilities. Such events can interrupt the delivery of electricity, increase repair and service restoration
expenses, and reduce revenues. Such events, if repeated or prolonged, can also affect customer satisfaction and the
level of regulatory oversight. As a regulated utility, the Company is required to provide service to all customers within
its service territory and generally has been afforded liability protection against customer claims related to service
failures beyond the Company’s reasonable control.

In PGE’s 2011 General Rate Case, the OPUC authorized the Company to collect $2 million annually from retail
customers for such damages and to defer any amount not utilized in the current year. The deferred amount, along with
the annual collection, would be available to offset potential storm damage costs in future years.

PGE utilizes insurance, when possible, to mitigate the cost of physical loss or damage to the Company’s property. As
cost effective insurance coverage for transmission and distribution line property (poles & wires) is currently not
available, however, the Company would likely seek recovery of large losses to such property through the ratemaking
process.

PGE is subject to extensive regulation that affects the Company’s operations and costs.

PGE is subject to regulation by the FERC, the OPUC, and by certain federal, state and local authorities under
environmental and other laws. Such regulation significantly influences the Company’s operating environment and can
have an effect on many aspects of its business. Changes to regulations are ongoing, and the Company cannot predict
with certainty the future course of such changes or the ultimate effect that they might have on its business. However,
changes in regulations could delay or adversely affect business planning and transactions, and substantially increase
the Company’s costs.

PGE has an aging workforce with a significant number of employees approaching retirement age.

The Company anticipates higher averages of retirement rates over the next ten years and will likely need to replace a
significant number of employees in key positions. PGE’s ability to successfully implement a workforce succession
plan is dependent upon the Company’s ability to employ and retain skilled professional and technical workers. Without
a skilled workforce, the Company would face greater challenges in providing quality service to its customers and
meeting regulatory requirements, both of which could affect operating results.

ITEM 1B. UNRESOLVED STAFF COMMENTS.

None.
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ITEM 2. PROPERTIES.

PGE’s principal property, plant, and equipment are located on land owned by the Company or land under the control
of the Company pursuant to existing leases, federal or state licenses, easements or other agreements. In some cases,
meters and transformers are located on customer property. The Company leases its corporate headquarters complex,
located in Portland, Oregon. The Indenture securing the Company’s First Mortgage Bonds constitutes a direct first
mortgage lien on substantially all utility property and franchises, other than expressly excepted property.

The Company’s service territory and generating facilities are indicated below:

Beaver
Port Westward

WASHINGTON

OREGON

Colstrip 3 »

Colstrip 4 - (Montana)

Rivel

co\u““"\a

Coyote Springs —» (Boardman)
Biglow Canyon —» (Sherman Co.) |
Boardman = (Boardman)

iday .
jorth Fork

Pelton =

Round Butte _’(Madras)
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Generating Facilities

The following are generating facilities owned by PGE as of December 31, 2011:

Net
Facility Location Capacity
Wholly-owned:
Hydro:
Faraday .......cccceveeeerienierienenenenenrensenensesseeessssesessensens Clackamas River 46 MW
NOIth FOrK ...t see e seene Clackamas River 58
08K GIOVE ....ueeeeeereeereerreeereesiee e rieeeessenaseseassseseesees Clackamas River 44
River Mill ......ocviiiieieieecereee et se e Clackamas River 25
T.W. SUllivan.........cceoeereeeerereeeeree e e Willamette River 18
Natural Gas/Oil:
BRAVET ... veeiiicteetecetteeteetrreeessereressssrrsessssarsaessessssareses Clatskanie, Oregon 516
Port WeStWard.........ocveevereenernienneniesennencesneneenesaseseenne Clatskanie, Oregon 410
Coyote SPIINgGS .....ccceeverieiirsirientrecnesirestesnesssesvenes Boardman, Oregon 246
Wind:
Biglow Canyon........c.ccceveeniererierniineesinneenensensseennnens Sherman County, 450
Oregon
Jointly-owned ©:
Coal:
Boardman @.............cc.oevreeeveneieeeeesees e Boardman, Oregon 374
COISEP @ .ot Colstrip, Montana 296
Hydro:
PEltOn © ..o Deschutes River 73
Round Butte @ ..........ooveveeeeereeeemeeeeeeseessssseseessennes Deschutes River 225
Total net Capacity .......coceevreerereeeererseernereesrerneeseenns 2,781 MW

(1) Represents net capacity of generating unit as demonstrated by actual operating or test experience, net of electricity used in
the operation of a given facility. For wind-powered generating facilities, nameplate ratings are used in place of net capacity.
A generator’s nameplate rating is its full-load capacity under normal operating conditions as defined by the manufacturer.

(2) Reflects PGE’s ownership share.

(3) PGE operates Boardman and has a 65% ownership interest.

(4) PPL Montana, LLC operates Colstrip and PGE has a 20% ownership interest.
(5) PGE operates Pelton and Round Butte and has a 66.67% ownership interest.

PGE’s hydroelectric projects are operated pursuant to FERC licenses issued under the Federal Power Act. The licenses
for the hydroelectric projects on the three different rivers expire as follows: Clackamas River, 2055; Willamette River,
2035; and Deschutes River, 2055. The FERC approved a 40-year license term for the Company’s hydroelectric project
on the Clackamas River in December 2010 and in March 2011, issued an Order on Rehearing that increased the license

period to 45 years.
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Transmission and Distribution

PGE owns and/or has contractual rights associated with transmission lines that deliver electricity from its Oregon
generation facilities to its distribution system in its service territory and also to the Western Interconnection. As of
December 31, 2011, PGE owned an electric transmission system consisting of approximately 730 circuit miles of
500-kV line and 360 circuit miles of 230-kV line. The Company also has approximately 24,000 circuit miles of primary
and secondary distribution lines that deliver electricity to its customers.

The Company also has an ownership interest in the following transmission facilities:

»  Approximately 14% of the Montana Intertie from the Colstrip plant in Montana to BPA’s transmission system;
and

»  Approximately 19% of the California-Oregon AC Intertie (COI), a 4,800 MW transmission facility between
John Day, in northern Oregon, and Malin, in southern Oregon near the California border.

In addition, the Company has contractual rights to the following transmission capacity:

e Approximately 3,100 MW of firm BPA transmission from remote resources and markets on BPA’s system to
PGE’s service territory in Oregon;

* 200 MW of firm BPA transmission from mid-Columbia projects to the California-Oregon AC Intertie and 100
MW to the DC Intertie; and

+ 100 MW of the Pacific DC Intertie between Celilo, Oregon and Sylmar, in southern California. These rights
expire after June 30, 2012.

The California-Oregon AC Intertie and the Pacific DC Intertie are used primarily for the transmission of interstate
purchases and sales of electricity among utilities, including PGE.

ITEM 3. LEGAL PROCEEDINGS.

Citizens’ Utility Board of Oregon v. Public Utility Commission of Oregon and Utility Reform Project and Colleen

O’Neill v. Public Utility Commission of Oregon, Public Utility Commission of Oregon Docket Nos. DR 10, UE
88, and UM 989, Marion County Oregon Circuit Court, Case No. 94C-10417, the Court of Appeals of the State
of Oregon, the Oregon Supreme Court, Case No. SC S45653.

PGE, in its 1993 general rate filing, sought OPUC approval to recover through rates future decommissioning costs
and full recovery of, and a rate of return on, its Trojan investment. PGE’s request was challenged, but in August 1993,
the OPUC issued a Declaratory Ruling in PGE’s favor. The Citizens’ Utility Board (CUB) appealed the decision to
the Oregon Court of Appeals.

In PGE’s 1995 general rate case, the OPUC issued an order (1995 Order) granting PGE full recovery of Trojan
decommissioning costs and 87% of its remaining undepreciated investment in the plant. The Utility Reform Project
(URP) filed an appeal of the 1995 Order to the Marion County Circuit Court. The CUB also filed an appeal to the
Marion County Circuit Court challenging the portion of the 1995 Order that authorized PGE to recover a return on its
remaining undepreciated investment in Trojan.

In April 1996, the Marion County Circuit Court issued a decision that found that the OPUC could not authorize PGE
to collect a return on its undepreciated investment in Trojan. The 1996 decision was appealed to the Oregon Court of
Appeals.

In June 1998, the Oregon Court of Appeals ruled that the OPUC did not have the authority to allow PGE to recover a
rate of return on its undepreciated investment in Trojan. The court remanded the matter to the OPUC for reconsideration
of its 1995 Order in light of the court’s decision.



In September 2000, PGE, CUB, and the OPUC Staff settled proceedings related to PGE’s recovery of its investment
in the Trojan plant (Settlement). The URP did not participate in the Settlement and filed a complaint with the OPUC,
challenging PGE’s application for approval of the accounting and ratemaking elements of the Settlement.

In March 2002, the OPUC issued an order (Settlement Order) denying all of the URP’s challenges and approving
PGE’s application for the accounting and ratemaking elements of the Settlement. The URP appealed the Settlement
Order to the Marion County Circuit Court. Following various appeals and proceedings, the Oregon Court of Appeals
issued an opinion in October 2007 that reversed the Settlement Order and remanded the Settlement Order to the OPUC
for reconsideration.

As a result of its reconsideration of the Settlement Order, the OPUC issued an order in September 2008 that required
PGE to refund $33.1 million to customers. The Company completed the distribution of the refund to customers, plus
accrued interest, as required.

In October 2008, the URP and the Class Action Plaintiffs (described in the Dreyer proceeding below) separately
appealed the September 2008 OPUC order to the Oregon Court of Appeals. Oral arguments were made on February
3, 2012 and a decision by the Oregon Court of Appeals remains pending.

Dreyer, Gearhart and Kafoury Bros., LLC v. Portland General Electric Company, Marion County Circuit
Court, Case No. 03C 10639; and Morgan v. Portland General Electric Company, Marion County Circuit Court,
Case No. 03C 10640.

In January 2003, two class action suits were filed in Marion County Circuit Court against PGE. The Dreyer case seeks
to represent current PGE customers that were customers during the period from April 1, 1995 to October 1, 2000
(Current Class) and the Morgan case seeks to represent PGE customers that were customers during the period from
April 1, 1995 to October 1, 2000, but who are no longer customers (Former Class, together with the Current Class,
the Class Action Plaintiffs). The suits seek damages of $190 million plus interest for the Current Class and $70 million
plus interest for the Former Class, from the inclusion of a return on investment of Trojan in the rates PGE charged its
customers.

In April 2004, the Class Action Plaintiffs filed a Motion for Partial Summary Judgment and in July 2004, PGE also
moved for Summary Judgment in its favor on all of the Class Action Plaintiffs’ claims. In December 2004, the Judge
granted the Class Action Plaintiffs’ motion for Class Certification and Partial Summary Judgment and denied PGE’s
motion for Summary Judgment. In March 2005, PGE filed two Petitions with the Oregon Supreme Court asking the
Court to take jurisdiction and command the trial Judge to dismiss the complaints, or to show cause why they should
not be dismissed, and seeking to overturn the Class Certification.

In August 2006, the Oregon Supreme Court issued a ruling on PGE’s Petitions abating these class action proceedings
until the OPUC responded with respect to the certain issues that had been remanded to the OPUC by the Marion County
Circuit Court in the proceeding described above.

In October 2006, the Marion County Circuit Court issued an Order of Abatement in response to the ruling of the Oregon
Supreme Court, abating the class actions for one year.

In October 2007, the Class Action Plaintiffs filed a Motion with the Marion County Circuit Court to lift the abatement.
In February 2009, the Circuit Court judge denied the Motion to lift the abatement.

Puget Sound Energy, Inc. v. All Jurisdictional Sellers of Energy and/or Capacity at Wholesale Into Electric
Energy and/or Capacity Markets in the Pacific Northwest, Including Parties to the Western System Power Pool
Agreement, Federal Energy Regulatory Commission, Docket Nos. EL01-10-000, et seq., and Ninth Circuit Court
of Appeals, Case No. 03-74139 (collectively, Pacific Northwest Refund proceeding).

In July 2001, the FERC called for a preliminary evidentiary hearing to explore whether there may have been unjust
and unreasonable charges for spot market sales of electricity in the Pacific Northwest from December 25, 2000 through
June 20, 2001. During that period, PGE both sold and purchased electricity in the Pacific Northwest. In
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September 2001, upon completion of hearings, the appointed administrative law judge issued a recommended order
that the claims for refunds be dismissed. In December 2002, the FERC re-opened the case to allow parties to conduct
further discovery. In June 2003, the FERC issued an order terminating the proceeding and denying the claims for
refunds. In November 2003 and February 2004, the FERC denied all requests for rehearing of its June 2003 decision.
Parties appealed various aspects of these FERC orders to the U.S. Ninth Circuit Court of Appeals (Ninth Circuit).

In August 2007, the Ninth Circuit issued its decision on appeal, concluding that the FERC failed to adequately explain
how it considered or examined new evidence showing intentional market manipulation in California and its potential
ties to the Pacific Northwest and that the FERC should not have excluded from the Pacific Northwest Refund proceeding
purchases of energy made by the California Energy Resources Scheduling (CERS) division in the Pacific Northwest
spot market. The Ninth Circuit remanded the case to the FERC to (i) address the new market manipulation evidence
in detail and account for it in any future orders regarding the award or denial of refunds in the proceedings, (ii) include
sales to CERS in its analysis, and (iii) further consider its refund decision in light of related, intervening opinions of
the court. The Ninth Circuit offered no opinion on the FERC’s findings based on the record established by the
administrative law judge and did not rule on the FERC’s ultimate decision to deny refunds. Two requests for rehearing
were filed with the court and, in April 2009, the Ninth Circuit issued an order that denied the requests for rehearing
and issued a mandate giving immediate effect to its August 2007 order remanding the case to the FERC.

In October 2011, the FERC issued an Order on Remand establishing an evidentiary hearing to determine whether any
seller had engaged in unlawful market activity in the Pacific Northwest spot markets during the December 25, 2000
through June 20, 2001 period by violating specific contracts or tariffs, and, if so, whether a direct connection existed
between the alleged unlawful conduct and the rate charged under the applicable contract. FERC held that the Mobile-
Sierra public interest standard governs challenges to the bilateral contracts at issue in this proceeding, and the strong
presumption under Mobile-Sierra that the rates charged under each contract are just and reasonable would have to be
specifically overcome before a refund could be ordered. FERC directed the presiding judge, if necessary, to determine
a refund methodology and to calculate refunds, but held that a market-wide remedy was not appropriate, given the
bilateral contract nature of the Pacific Northwest spot markets. Certain parties claiming refunds filed requests for
rehearing of the Order on Remand, contesting, among other things, the applicable refund period reflected in the Order,
the use of the Mobile-Sierra standard, any restraints in the Order on the type of evidence that could be introduced in
the hearing, and the lack of market-wide remedy. The rehearing requests remain pending.

In its October 2011 Order on Remand, the FERC held the hearing procedures in abeyance pending the results of
settlement discussions, which it ordered be convened before a FERC settlement judge. The settlement proceedings are
ongoing.

In May 2007, the FERC approved a settlement between PGE and certain parties in the California refund case in Docket
No. EL00-95, et seq. This resolved the claims between PGE and the California parties named in the settlement as to
transactions in the Pacific Northwest during the settlement period, January 1, 2000 through June 20, 2001. The
settlement with the California parties did not resolve potential claims from other market participants relating to
transactions in the Pacific Northwest.

ITEM 4. MINE SAFETY DISCLOSURES.

Not applicable.
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PART I

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

PGE’s common stock is traded on the New York Stock Exchange (NYSE) under the ticker symbol “POR”. As of
February 17, 2012, there were 1,105 holders of record of PGE’s common stock and the closing sales price of PGE’s
common stock on that date was $25.14 per share. The following table sets forth, for the periods indicated, the highest
and lowest sales prices of PGE’s common stock as reported on the NYSE.

Dividends
Declared
High Low Per Share
2011
FOUrth QUATTET ......cvoveveueereeeiceeercnsienersasssasseae e s sesasesasascas $ 2554 § 2227 $§ 0.265
Third QUAITET .....cveeeerereeeeceteirteieectere ettt 26.00 21.29 0.265
SecOnd QUATTET .....coveereriiiiiiirieieitire et 26.05 23.30 0.265
FIrst QUATET ...vveevieeieiereriiecieneinisie e 24.00 21.64 0.260
2010
FOUTth QUAITET .....vvurvreceereraeneseensieneieneassistesnansensss s s sssssessnsssssssasses $ 2265 $ 2013 § 0.260
Third QUATLET ....c.ceveuemeirereeerereneereneiesiisserete et assa s esesesnereseseseen 20.63 18.08 0.260
Second QUATITET ......ceeveereeieeerieieieieti ettt 20.60 18.10 0.260
FIrst QUATTET ....veveveeieeieeeinierecneie sttt ss s sn et ens 20.66 17.46 0.255

While PGE expects to pay comparable quarterly dividends on its common stock in the future, the declaration of any
dividends is at the discretion of the Company’s Board of Directors. The amount of any dividend declaration depends
upon factors that the Board of Directors deems relevant and may include, but are not limited to, PGE’s results of
operations and financial condition, future capital expenditures and investments, and applicable regulatory and
contractual restrictions.
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ITEM 6. SELECTED FINANCIAL DATA.

The following consolidated selected financial data should be read in conjunction with Item 7.—“Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and Item 8.—“Financial Statements and

Supplementary Data.”

Years Ended December 31,

2011 2010 2009 2008 2007
(In millions, except per share amounts)
Statement of Income Data:
REVENUES, NEL .....eeveeeeeeeeeeeereeereresaeeseseens $ 1813 $ 1,783 $ 1,804 $ 1,745 $ 1,743
GTOSS MATEIN ...oovvemerieeirinenririnieesenieeressseene 58% 54% 48% 50% 50%
Income from operations .............cceeeerverenennns $ 309 $ 267 $ 208 $ 217 $ 269
Net iNCOME .....ooevereeeeeeeeerereeereceeeseeeceeeeas 147 121 89 87 145
Net income attributable to Portland General
Electric COMPANY......c.ccceverereeererereseereresenenns 147 125 95 87 145
Earnings per share—basic and diluted.......... 1.95 1.66 1.31 1.39 2.33
Dividends declared per common share ......... 1.055 1.035 1.010 0.970 0.930
Statement of Cash Flows Data:
Capital expenditures...........ccceerreervvereeerenennes 300 450 696 383 455
As of December 31,
2011 2010 2009 2008 2007
(Dollars in millions)
Balance Sheet Data:
TOtAl ASSELS ...veveerereeenreereererenneeesereneerecnssene $ 5,733 $ 5,491 $ 5,172 $ 42889 $ 4,108
Total long-term debt...........ccovervinvininiinacanene 1,735 1,808 1,744 1,306 1,313
Total Portland General Electric Company
shareholders’ equity.......ccooeerereererereererncrenene 1,663 1,592 1,542 1,354 1,316
Common equity ratio........ccecereerererrenrereessereens 48.6% 46.7% 46.9% 47.3% 50.0%
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Forward-Looking Statements

The information in this report includes statements that are forward-looking within the meaning of the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements include, but are not limited to, statements that relate
to expectations, beliefs, plans, assumptions and objectives concerning future operations, business prospects, expected
changes in future loads, the outcome of litigation and regulatory proceedings, future capital expenditures, market
conditions, future events or performance and other matters. Words or phrases such as “anticipates,” “believes,”
“estimates,” “expects,” “intends,” “plans,” “predicts,” “projects,” “will likely result,” “will continue,” “should,” or

similar expressions are intended to identify such forward-looking statements.

2% &é 9% &C 27 &L AN 1Y 29 &%

Forward-looking statements are not guarantees of future performance and involve risks and uncertainties that could
cause actual results or outcomes to differ materially from those expressed. PGE’s expectations, beliefs and projections
are expressed in good faith and are believed by PGE to have a reasonable basis including, but not limited to,
management’s examination of historical operating trends and data contained in records and other data available from
third parties, but there can be no assurance that PGE’s expectations, beliefs or projections will be achieved or
accomplished.

In addition to any assumptions and other factors and matters referred to specifically in connection with such forward-
looking statements, factors that could cause actual results or outcomes for PGE to differ materially from those discussed
in forward-looking statements include:

« governmental policies and regulatory audits, investigations and actions, including those of the FERC and
OPUC with respect to allowed rates of return, financings, electricity pricing and price structures, acquisition
and disposal of facilities and other assets, construction and operation of plant facilities, transmission of
electricity, recovery of power costs and capital investments, and current or prospective wholesale and retail
competition;

« the effects of weak economies in the state of Oregon and the United States, including decreased demand for
electricity, reduced revenue from sales of excess energy during periods of low wholesale market prices,
impaired financial stability of vendors and service providers and elevated levels of uncollectible customer
accounts;

« the outcome of legal and regulatory proceedings and issues including, but not limited to, the matters described
in Note 18, Contingencies, in the Notes to Consolidated Financial Statements in Item 8.— “Financial Statements
and Supplementary Data” of this Annual Report on Form 10-K;

« unseasonable or extreme weather and other natural phenomena, which can affect customer demand for power

and could significantly affect PGE’s ability and cost to procure adequate power and fuel supplies to serve its

~ customers, and could increase the Company’s costs to maintain its generating facilities and transmission and
distribution systems;

« operational factors affecting PGE’s power generation facilities, including forced outages, hydro and wind
conditions, and disruption of fuel supply, which may cause the Company to incur repair costs, as well as
increased power costs for replacement power;

+ volatility in wholesale power and natural gas prices, which could require the Company to issue additional
letters of credit or post additional cash as collateral with counterparties pursuant to existing power and natural
gas purchase agreements;
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» capital market conditions, including access to capital, interest rate volatility, reductions in demand for
investment-grade commercial paper and the availability and cost of capital, as well as changes in PGE’s credit
ratings, which could have an impact on the Company’s cost of capital and its ability to access the capital
markets to support requirements for working capital, construction costs, and the repayments of maturing debt;

* future laws, regulations, and proceedings that could increase the Company’s costs or affect the operations of
the Company’s thermal generating plants by imposing requirements for additional emissions controls or
significant emissions fees or taxes, particularly with respect to coal-fired generation facilities, in order to
mitigate carbon dioxide, mercury and other gas emissions;

* changes in wholesale prices for natural gas, coal, oil, and other fuels and the impact of such changes on the
Company’s power costs and the availability and price of wholesale power in the western United States;

* changes in residential, commercial, and industrial customer growth, and in demographic patterns, in PGE’s
service territory;

* the effectiveness of PGE’s risk management policies and procedures and the creditworthiness of customers
and counterparties;

* the failure to complete capital projects on schedule and within budget;

* declines in the fair value of equity securities held by defined benefit pension plans and other benefit plans,
which could result in increased funding requirements for such plans;

* changes in, and compliance with, environmental and endangered species laws and policies;

* theeffects of climate change, including changes in the environment that may affect energy costs or consumption,
increase the Company’s costs, or adversely affect its operations;

* new federal, state, and local laws that could have adverse effects on operating results;

*  cyber security attacks, data security breaches, or other malicious acts that cause damage to the Company’s
generation and transmission facilities, information technology systems, or result in the release of confidential
customer and proprietary information;

 employee workforce factors, including aging, potential strikes, work stoppages, and transitions in senior
management;

+ general political, economic, and financial market conditions;
¢ natural disasters and other risks, such as earthquake, flood, drought, lightning, wind, and fire;
» financial or regulatory accounting principles or policies imposed by governing bodies; and

* acts of war or terrorism.

Any forward-looking statement speaks only as of the date on which such statement is made, and, except as required
by law, PGE undertakes no obligation to update any forward-looking statement to reflect events or circumstances after
the date on which such statement is made or to reflect the occurrence of unanticipated events. New factors emerge
from time to time and it is not possible for management to predict all such factors, nor can it assess the impact of any
such factor on the business or the extent to which any factor, or combination of factors, may cause results to differ
materially from those contained in any forward-looking statement.
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Overview

Operating Activities—PGE is a vertically integrated electric utility engaged in the generation, purchase, transmission,
distribution, and retail sale of electricity in the state of Oregon, as well as the wholesale sale of electricity and natural
gas in the United States and Canada. The Company generates revenues and cash flows primarily from the sale and
distribution of electricity to customers in its service territory.

The Company’s revenues and income from operations can fluctuate during the year due to the impacts of seasonal
weather conditions on demand for electricity. Price changes and customer usage patterns (which can be affected by
the economy) also have an effect on revenues while the availability and price of purchased power and fuel can affect
income from operations. PGE is a winter-peaking utility that typically experiences its highest retail energy sales during
the winter heating season, with a slightly lower peak in the summer that generally results from air conditioning demand.

Customers and Demand—Continued customer growth and significantly higher demand from a certain paper production
customer during 2011 has resulted in a 3.3% increase in retail energy deliveries over 2010. Energy efficiency and
conservation efforts by retail customers continue to influence total deliveries, although the financial effects of such
efforts are intended to be mitigated by the decoupling mechanism. On a weather adjusted basis, retail energy deliveries
in 2011 increased 1.4% compared to 2010, with 1% attributable to the paper production sector.

The following table indicates the average number of retail customers, including those customers who purchase their
energy from an ESS, and deliveries, by customer class, during the past two years:

2011 2010 Increase/
Average Average (Decrease)
Number of Energy Number of Energy in Energy
Customers Deliveries *  Customers Deliveries * Deliveries
Residential ........ccoocvieeeveniieciniiiinnee 719,977 7,733 717,719 7,452 3.8%
Commercial ....covvvvveeeeeeeiieeeeeecne e 102,940 7,419 102,282 7,277 2.0
Industrial .....cooovveieieeeeeecerccie 255 4,193 265 4,004 4.7
Total oo 823,172 19,345 820,266 18,733 3.3%

* In thousands of MWh.

PGE projects that weather adjusted retail energy deliveries for 2012 will increase approximately 0.9% from 2011
weather adjusted levels, after allowing for energy efficiency and conservation efforts. Excluding certain paper
production customers, PGE projects that retail energy deliveries for 2012 will increase approximately 1% to 1.5%
from 2011 weather adjusted levels. One of these paper customers ceased operation early in 2011 and a second can
purchase its incremental energy requirements based on market conditions, which can cause significant load volatility.

Average seasonally adjusted unemployment rates are as follows:

United Portland/

States Oregon Salem
2011 o, 9.0% 9.6% 9.6%
2010 e 9.6 10.6 10.5

The majority of the Company’s service territory lies within the Portland/ Salem metropolitan area. The state of Oregon,
which continues to experience in-migration, forecasts that the average Oregon unemployment rate for 2012 is expected
to be approximately 9.2%.
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Power Operations—-To meet the energy needs of its retail customers, the Company utilizes a combination of its own
generating resources and wholesale market transactions. Based on numerous factors, including plant availability,
customer demand, river flows, wind conditions, and current wholesale prices, PGE makes economic dispatch decisions
continuously in an effort to obtain reasonably-priced power for its retail customers. In addition, PGE’s thermal
generating plants require varying levels of annual maintenance, during which the respective plant is unavailable to
provide power. Asaresult, the amount of power generated and purchased in the wholesale market to meet the Company’s
retail load requirement can vary from period to period.

During the second quarters of 2011 and 2010, such annual maintenance was performed, with more extensive planned
service maintenance completed in 2011 compared to 2010. Availability of the plants PGE operates approximated 93%,
95%, and 89% for the years ended December 31, 2011, 2010, and 2009, respectively, with the availability of Colstrip,
which PGE does not operate, approximating 84%, 95%, and 68%, respectively. The decrease in Colstrip’s availability
in 2011 was due to the plant’s planned maintenance, which included the installation of a new rotor for Unit 3.

During the year ended December 31, 2011, the Company’s generating plants provided approximately 48% of its retail
load requirement, compared to 64% in 2010 and 57% in 2009. Although the level of service maintenance on the
Company’s generating plants was greater in 2011 than in 2010, the decrease in the relative volume of power generated
to meet the Company’s retail load requirement was primarily due to the economic displacement of a significant amount
- of thermal generation by increased energy received from hydro resources and lower cost purchased power during 2011.

Energy received from PGE-owned hydroelectric plants and under contracts from mid-Columbia hydroelectric projects
increased 14% in 2011 compared to 2010. These resources provided approximately 25% of the Company’s retail load
requirement for 2011, and 23% for 2010 and 25% for 2009. Energy received from these sources exceeded projections
(or “normal”) included in the Company’s Annual Power Cost Update Tariff (AUT) by approximately 13% during 2011,
compared to falling short of such projections by approximately 8% during 2010 and 2009. Such projections, which
are finalized with the OPUC in November each year, establish the power cost component of retail prices for the
following calendar year. ‘Normal’ represents the level of energy forecasted to be received from hydroelectric resources
for the year and is based on average regional hydro conditions. Any excess in hydro generation from that projected in
the AUT generally displaces power from higher cost sources, while any shortfall is generally replaced with power
from higher cost sources. Energy from hydro resources is expected to be below normal for 2012.

Energy expected to be received from wind generating resources is projected annually in the AUT and is based on wind
studies completed in connection with the permitting process of the wind farm. Any excess in wind generation from
that projected in the AUT generally displaces power from higher cost sources, while any shortfall is generally replaced
with power from higher cost sources. Energy received from wind generating resources fell short of that projected in
PGE’s AUT by 13% in 2011 and 27% in 2010.

Pursuant to the Company’s power cost adjustment mechanism (PCAM), customer prices can be adjusted to reflect a
portion of the difference between each year’s forecasted net variable power costs (NVPC) included in prices (baseline
NVPC) and actual NVPC for the year, to the extent such difference is outside of a pre-determined “deadband.” The
PCAM provides for 90% of actual NVPC above or below the deadband to be collected from or refunded to customers,
respectively, subject to a regulated earnings test. Any estimated collection from or refund to customers pursuant to the
PCAM is recorded in Revenues in the Company’s statements of income in the period of accrual. Starting in 2011, the
deadband ranges from $15 million below to $30 million above baseline NVPC.

For the year ended December 31, 2011, actual NVPC was approximately $34 million below baseline NVPC, which
is $19 million below the lower deadband threshold. For 2011, PGE recorded an estimated refund to customers of
approximately $10 million pursuant to the PCAM, reduced from the $17 million potential refund as the result of the
regulated earnings test. For 2010, actual NVPC was approximately $12 million below baseline NVPC, with no refund
to customers recorded as actual NVPC was within the established deadband range of $17 million below to $35 million
above baseline NVPC. For 2009, actual NVPC was approximately $22 million above baseline NVPC, with no collection
from customers recorded as actual NVPC was within the established deadband range of $15 million below to $29
million above baseline NVPC.
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Capital Requirements and Financing—PGE’s capital requirements in 2011 primarily related to ongoing capital
expenditures for the upgrade, replacement, and expansion of transmission, distribution and generation infrastructure,
as well as technology enhancements and expenditures related to hydro licensing. Included in such capital expenditures
were the installation of the first of planned emissions controls at Boardman and the replacement of the cooling tower
structure and upgrades to the gas turbine and exhaust system components at Coyote Springs during their annual
maintenance outages. Capital expenditures were $300 million in 2011 and are expected to approximate $328 million
in 2012.

Although there were no contractual maturities of long-term debt, PGE redeemed $73 million of long-term debt in2011.
Contractual maturities of long-term debt are $100 million in 2012.

During 2011, cash from operations of $453 million funded the Company’s capital requirements and redemptions of
long-term debt. For 2012, PGE expects to fund estimated capital requirements and contractual maturities of long-term
debt with cash from operations, which is expected to approximate $500 million. For further information, see the
Liquidity and Debt and Equity Financings sections of this Item 7.

In accordance with PGE’s Integrated Resource Plan (IRP) and pursuant to the OPUC’s competitive bidding guidelines,
the Company plans to issue two RFPs for additional resources during 2012, with one for capacity and energy resources
and another for renewable resources. The RFP for capacity and energy resources is expected to seek approximately
300 MW to 500 MW of base load energy resources, 200 MW of year-round flexible and peaking resources, 200 MW
of bi-seasonal peaking supply, and 150 MW of winter-only peaking supply. The flexible and peaking resources are
expected to be available in the 2013 to 2015 timeframe, with the base load energy resources expected to be available
in the 2015 to 2017 timeframe. The RFP for renewable resources would seek approximately 101 MWa of renewable
resources, which would be expected to be available to meet PGE’s 2015 requirements under Oregon’s renewable energy
standard.

For additional information concerning PGE’s IRP, see “Future Energy Resource Strategy” in the Power Supply section
of Ttem 1.—“Business” and the Capital Requirements section in this Item 7.

Legal, Regulatory and Environmental Matters—PGE is a party to certain proceedings, the ultimate outcome of
which could have a material impact on the results of operations and cash flows in future reporting periods. Such
proceedings include, but are not limited to, matters related to:

«  Recovery of the Company’s investment in its closed Trojan plant;

«  Claims for refunds related to wholesale energy sales during 2000 - 2001 in the Pacific Northwest Refund
proceeding; and

«  An investigation of environmental matters at Portland Harbor.

For additional information regarding the above and other matters, see Note 18, Contingencies, in the Notes to
Consolidated Financial Statements in Item 8.—“Financial Statements and Supplementary Data.”

The following discussion highlights certain regulatory items, which have impacted the Company’s revenues, results
of operations, or cash flows for 2011, and some have affected customer prices, as authorized by the OPUC. In some
cases, the Company deferred the related expenses or benefits as regulatory assets or liabilities, respectively, for later
amortization and inclusion in customer prices, pending OPUC review and authorization.
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Retail revenue adjustments, as approved by the OPUC, became effective during 2011, pursuant to the processes or
mechanisms described below:

General Rate Case—Effective January 1, 2011, the OPUC approved an increase in PGE’s annual revenues of
$65 million, which represented an approximate 3.9% overall increase in customer prices, and included a
reduction in power costs of $35 million under the AUT.

The OPUC also approved a tariff that provides a mechanism for future consideration of customer price changes
related to the recovery of the Company’s remaining investment in the Boardman generating plant over a
shortened operating life. The Company plans to cease coal-fired operation at Boardman at the end of 2020,
consistent with revised rules adopted by the Oregon Environmental Quality Commission in December 2010
and approved by the EPA in June 2011.

Pursuant to the tariff, the OPUC approved recovery of increased depreciation expense reflecting a change in
the retirement date of Boardman from 2040 to 2020 and an updated decommissioning cost estimate, with new
prices effective July 1, 2011, which provided an incremental revenue requirement for the last six months of
2011 of $7 million. The tariff provides for annual updates to the revenue requirements with revised prices to
take effect each January 1.

Power Costs—Pursuant to the AUT process, PGE annually files an estimate of its forecasted power costs, with
new prices to become effective January 1st of the following year. In the event a general rate case is filed in
any given year, forecasted power costs would be included in such filing. Effective January 1, 2012, rate
adjustments under the AUT are estimated to reduce annual retail revenues by $22 million due to a reduction
in power costs.

Renewable Resource Costs—Pursuant to a renewable adjustment clause (RAC) mechanism, PGE can recover
in customer prices prudently incurred costs of renewable resources that are expected to be placed in service
in the current year. The mechanism impacts results of operations only to the extent of providing a return on
the Company’s investments. It will, however, result in an increase in cash flows during future years to provide
for the recovery of the initial capital expenditures for the renewable resources. The Company may submit a
filing to the OPUC by April 1st each year, with prices to become effective January 1st of the following year.
As part of the RAC, the OPUC has authorized the deferral of eligible costs not yet included in customer prices
until the January 1st effective date.

The Company did not submit a RAC filing in 2011, as it did not anticipate an approved renewable resource
addition would be placed into service during the year.

Decoupling Mechanism—The decoupling mechanism provides for customer collection or refund if weather
adjusted use per customer is less than or more than that approved in the Company’s most recent general rate
case. In the Company’s 2011 General Rate Case, the OPUC extended the mechanism through 2013.

* In May 2010, the OPUC authorized the Company to refund to retail customers approximately $3
million related to the twelve month period ended January 31,2010, as weather adjusted use per customer
exceeded levels included in the 2009 General Rate Case. Revenues were adjusted during the
corresponding period, while credits to customers began June 1, 2010 and continued over a one-year
period.

* In 2010, the Company recorded an estimated collection of $8 million, as weather adjusted use per
customer was less than levels included in the 2009 General Rate Case. Collection from customers is
to occur over a one-year period, which began June 1, 2011.
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«  During 2011, the Company recorded a $2 million refund to customers, which resulted primarily from
slightly higher weather adjusted use per customer than that approved in the 2011 General Rate Case.

Pending review and approval by the OPUC, any resulting refunds to customers would be expected
over a one-year period beginning June 1, 2012.

«  Refund of tax credits—In January 2011, PGE began providing credits to customers over a one year period for
pollution control tax credits the Company had accumulated related to the Independent Spent Fuel Storage
Installation (ISFSI). During 2011, the Company provided $18 million in customer credits.

Results of Operations

The following tables provide financial and operational information to be considered in conjunction with management’s
discussion and analysis of results of operations.

The consolidated statements of income for the years presented (dollars in millions):

Years Ended December 31,

2011 2010 2009
As % As % As %
Amount of Rev Amount ofRev Amount of Rev
ReVenues, NEL .........ccccveeveveeeeeeiiiiniirienenressessennas $ 1,813 100% $ 1,783 100% $ 1,804 100%
Purchased power and fuel..........cccoovnniicincnss 760 42 829 46 944 52
Gross MArgin.........c.coocevvvmenreinreiieenenenennes 1,053 58 954 54 860 48
Operating expenses:
Production and distribution........c...coeeeieeveenenne 201 11 174 10 178 10
Administrative and other.......c.ccccoeeveivnenniinns 218 12 186 11 179 10
Depreciation and amortization............c.occceueee 227 13 238 13 211 12
Taxes other than income taxes.........cocveveeennene 98 5 89 5 84 4
Total operating €Xpenses..........coverveuerreurenencs 744 41 687 39 652 36
Income from OpPerations..........cceveeeeescsneneines 309 17 267 15 208 12
Other income:
Allowance for equity funds used during
CONSIIUCHON . ..veeeeeveeeereerereseeveseeeeseneseenssnensnns 5 —_ 13 1 18 1
Miscellaneous income, net........ceeeveeeieiciniunenns 1 — 4 — 3 —
Other iNCOME, NEL.....ccveeeeriverrenrereeesiiieeees 6 — 17 1 21 1
Interest EXPense ..........ccccovvirieiinieeriesnssenesessennnes 110 6 110 6 104 6
Income before income taxes ........ccocevevirieenens 205 11 174 10 125 7
INCOME CAXES .....c.eeereeneceeeereerieirie e eereasresaee s 58 3 53 3 36 2
NetinCOmE...........ccoeeeeereeeenieicinienreieeenenes 147 8 121 7 89 5
Less: net loss attributable to noncontrolling
ADIEETESES cvvnveeeveeecesreesssessssensessessssesssssesesasesseneacsones — — (4) — (6) —
Net income attributable to Portland
General Electric Company........................ § 147 8% § 125 7% $ 95 5%

e—————
e ————— - ————————
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Revenues, energy deliveries (based in MWh), and average number of retail customers consist of the following for the

years presented:

Revenues” (dollars in millions):
Retail:
Residential

Other accrued revenues, net
Total retail revenues
Wholesale revenues.........c.eeeveeeveeveveerveeneeeneenne.
Other operating revenues
Total revenues........cccoeeveeeveevveeveeircennee,

Energy deliveries® (MWh in thousands):
Retail:
Residential ..........cccoeveereeeeiiereceeeeereciecnns
Industrial
Total retail energy deliveries
Wholesale energy deliveries
Total energy deliveries

Average number of retail customers:
Residential.........cccccevemenenennrieeeeceeene

Years Ended December 31,

2011 2010 2009
S 877 48% $ 803 45% $ 856 47%
635 35 601 34 642 36
226 13 221 12 166 9
1,738 96 1,625 o1 1,664 92
(16) (1) 39 2 ) —
1,722 95 1,664 93 1,657 92
60 3 87 5 112 6
31 2 32 2 35 2
$ 1,813 100% $ 1,783 100% $ 1,804 _ 100%
7,733 36% 7,452 35% 7,901 36%
7,419 35 7,277 34 7,559 34
4,193 19 4,004 19 3,876 17
19,345 90 18,733 88 19,336 87
2,142 10 2,580 12 2,896 13
21487 _ 100% 21,313 100% _ 22,232 100%
719,977 87% 717,719 88% 714,377 88%
102,940 13 102,282 12 101,221 12
255 — 265 — 271 —
823,172 100% 820,266 __ 100% 815,869 _ 100%

(1) Includes both revenues from customers who purchase their energy supplies from the Company and revenues from the delivery
of energy to those commercial and industrial customers that purchase their energy from ESSs.
(2) Includesboth energy sold toretail customers and energy deliveries to those commercial and industrial customers that purchase

their energy from ESSs.



PGE’s sources of energy, including total system load and retail load requirement, for the years presented are as follows:

Years Ended December 31,

2011 2010 2009
Sources of energy (MWh in thousands):
Generation:
Thermal:
Coal............. et eerteite e te b eeenenrtenan 4,125 19% 4,984 23% 3,760 18%
Natural @as ...c.oceeeevevereecnciiienierenserenen. 2,138 10 4,460 21 4,500 21
Total thermal.........ccooovevienencnrinninnnns 6,263 29 9,444 44 8,260 39
HYAro ..o 1,933 9 1,830 9 1,800 8
WINA .o 1,216 6 833 4 499 2
Total generation .........ccovvueevrvevenennes 9,412 44 12,107 57 10,559 49
Purchased power:
TEIML . eveeueerevenreeeeeeeseeseenerenressesrn s reeaneans 6,252 29 3,984 19 6,145 29
HYAIO ...t 2,897 13 2,417 11 2,801 13
WINA vt 269 1 297 1 292 1
SPOL et 2,763 13 2,618 12 1,641 8
Total purchased pOWer........c.cceeueunene 12,181 56 9,316 43 10,879 51
Total system load..........ccccceeeiinunnne 21,593 100% 21,423 100% 21,438 100%
Less: wholesale sales .....oooceeveenreciiniiinininnen, (2,142) (2,580) (2,896)
Retail load requirement..................... : 19,451 18,843 18,542

Net income attributable to Portland General Electric Company for the year ended December 31, 2011 was $147
million, or $1.95 per diluted share, compared to $125 million, or $1.66 per diluted share, for the year ended
December 31, 2010. The $22 million, or 18%, increase in net income was primarily due to the combined effects of a
3% increase in total retail energy deliveries, a 4% increase in customer prices, and a 9% decrease in average variable
power cost. Decreased average variable power cost was driven by the economic displacement of a significant amount
of thermal generation with lower cost purchased power and increased energy received from lower cost hydro and wind
resources. As a result of decreased NVPC, PGE recorded an estimated refund to customers of $10 million pursuant to
the PCAM, as actual NVPC was below baseline NVPC in 2011, with no refund or collection from customers recorded
in 2010. Offsetting these increases to net income were higher employee-related costs.

Net income attributable to Portland General Electric Company for the year ended December 31,2010 was $125 million,
or $1.66 per diluted share, compared to $95 million, or $1.31 per diluted share, for the year ended December 31, 2009.
The $30 million, or 32%, increase in net income was primarily due to the following:

. Improved power supply operations, resulting from increases in plant availability along with lower natural gas
prices relative to those included in the AUT. Additionally, during 2009 approximately $16 million of
incremental replacement power costs were incurred to replace the output of both Colstrip and Boardman during
extended maintenance and repair outages;

«  A$17 million increase in Other accrued revenues related to the regulatory treatment of income taxes (SB 408),
which is primarily the result of a $13 million refund to customers recorded in 2009 and a $4 million reduction
to that amount recorded in 2010. For 2009, taxes authorized for collection in customer prices exceeded the
amount paid by PGE, resulting in a future refund to customers. For the tax year 2010, no amount related to
SB 408 was recorded; and
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An $18 million decrease in Purchased power and fuel expense, related to the write-off in 2009 of previously
deferred excess replacement power costs associated with Boardman’s forced outage from late 2005 to early

2006.

2011 Compared to 2010

Revenues increased $30 million, or 2%, in 2011 compared to 2010 as a result of the net effect of the items discussed

below.

Total retail revenues increased $58 million, or 3%, due primarily to the following items:

A $62 million increase related to the volume of retail energy sold. Residential volumes were up 4%, primarily
driven by cooler temperatures in the heating seasons. In addition, commercial and industrial deliveries were
up 3% due largely to increased demand from the paper sector;

A $61 million increase related to changes in average retail price that resulted primarily from the 3.9% overall
increase effective January 1, 2011 authorized by the OPUC in the Company’s 2011 General Rate Case and an
increase effective July 1, 2011 related to the recovery of Boardman over a shortened operating life; partially
offset by

An $18 million decrease as a result of the ISFSI tax credits refund recorded in 2011 (offset in Depreciation
and amortization), with no comparable refund in 2010;

An $18 million decrease related to the deferral of revenue requirements for Biglow Canyon in 2010, which
was included in Other accrued revenues. In 2011, the recovery of Biglow Canyon is included in the average
retail price discussed above as a result of the 2011 General Rate Case;

A $10 million decrease related to the decoupling mechanism, which is included in Other accrued revenues. In
2011, a $2 million refund to customers was recorded, which resulted primarily from slightly higher weather
adjusted use per customer than that approved in the 2011 General Rate Case. Among other things, the 2011
General Rate Case reset the baseline used for the decoupling mechanism. An $8 million collection from
customers was recorded in 2010, resulting from lower weather adjusted use per customer than that approved
in the 2009 General Rate Case;

A $10 million decrease related to an estimated refund to customers, pursuant to the PCAM, recorded in 2011
and included in Other accrued revenues, with no amount recorded in 2010. For further discussion of the PCAM,
see Purchased power and fuel expense, below;

A $7 million decrease related to the regulatory treatment of income taxes (SB 408) primarily due to an
adjustment recorded in 2010 that pertained to the 2009 liability, which was included in Other accrued revenues.
SB 408 was repealed in 2011 and no longer applies to tax years after 2009; and

A $5 million decrease due to the 2010 reversal of a deferral for customer refunds pursuant to an OPUC order
related to the 2005 Oregon Corporate Tax Kicker, which was included in Other accrued revenues.
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Heating degree-days in 2011 were 10% greater than the 15-year average and increased 11% compared to 2010, while
cooling degree-days increased 15% from 2010. The following table indicates the number of heating and cooling degree-
days for the periods presented, along with 15-year averages provided by the National Weather Service, as measured
at Portland International Airport and illustrates that weather effects increased the demand for electricity in 2011 over
2010:

Heating Cooling
Degree-Days Degree-Days
2011 2010 2011 2010
ISt QUATTET ..eevveeeeeeecre ettt e et e e e enee s 1,974 1,629 — —
200 QUATTET ......coviieienicieieteeteseeete s etestenereneeeneeeae e seneresensenens 946 861 16 18
30 QUATTET ..eeveveeeeeereeeeteie et e e e et e teeeesev e s eeanenseeneeeas 51 117 346 296
Ath QUATLET......eciiereeciieetee et eere e ceeeareeeses e r e seneeeneeeas 1,679 1,580 — —
Full Year ... et 4,650 4,187 362 314
15-year Full Year average........ccccoceevcvecevecrennnnns reerereee e 4,219 4,192 464 473

On a weather adjusted basis, retail energy deliveries in 2011 increased 1.4% compared to 2010, with 1% attributable
to the paper production sector. Deliveries to residential, commercial, and industrial customers increased by 0.2%,
0.4%, and 5.3%, respectively.

PGE projects that weather adjusted retail energy deliveries for 2012 will increase approximately 0.9% from 2011
weather adjusted levels, after allowing for energy efficiency and conservation efforts. Excluding certain paper
production customers, PGE projects that retail energy deliveries for 2012 will increase approximately 1% to 1.5%
from 2011 weather adjusted levels. One of these paper customers ceased operation early in 2011 and a second can
purchase its incremental energy requirements based on market conditions, which can cause significant load volatility.

Wholesale revenues result from sales of electricity to utilities and power marketers that are made in the Company’s
efforts to secure reasonably priced power for its retail customers, manage risk, and administer its current long-term
wholesale contracts. Such sales can vary significantly from year to year as a result of economic conditions, power and
fuel prices, hydro and wind availability, and customer demand.

Wholesale revenues in 2011 decreased $27 million, or 31%, from 2010 as a result of the following:

« A $13 million decrease related to a 17% decline in the average wholesale price the Company received, driven
by lower electricity market prices due to abundant hydro in the region; and

+ A $14 million decrease due to a 17% decline in wholesale energy sales volume.

Purchased power and fuel expense includes the cost of power purchased and fuel used to generate electricity to meet
PGE’s retail load requirements, as well as the cost of settled electric and natural gas financial contracts. In 2011,
Purchased power and fuel expense decreased $69 million, or 8%, from 2010, with $75 million related to a 9% decrease
in average variable power cost, partially offset by $7 million related to a 1% increase in total system load. The average
variable power cost was $35.15 per MWh in 2011 compared to $38.68 per MWh in 2010.

The decrease in Purchased power and fuel expense consisted of:

« A $71 million decrease in the cost of generation, primarily driven by a decrease in the proportion of power
provided by Company-owned thermal generating resources. During 2011, a significant amount of thermal
generation was economically displaced by lower cost purchased power and increased energy received from
lower cost hydro and wind generating resources, relative to 2010. The average cost of power generated increased
1% in 2011 compared to 2010; and
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+ A $2 million increase in the cost of purchased power, consisting of $151 million related to a 31% increase in
purchases, substantially offset by $149 million related to a 23% decrease in average cost. The decrease in
average cost was primarily driven by lower wholesale power prices resulting from favorable hydro conditions.

Energy from PGE-owned wind generating resources (Biglow Canyon) increased 46% from 2010, and represented 6%
of the Company’s retail load requirement in 2011 compared to 4% in 2010. These increases were due to the completion
of the third and final phase of Biglow Canyon in August 2010 and favorable wind conditions in 2011 relative to 2010.
Energy received from wind generating resources fell short of projections included in the Company’s AUT by
approximately 13% in 2011 and 27% in 2010.

Hydroelectric energy during 2011, from both PGE-owned hydroelectric projects and from mid-Columbia projects,
exceeded that projected in the Company’s 2011 AUT and 2010 by 13% and 14%, respectively. Total hydroelectric
energy fell short of projections included in the Company’s AUT by approximately 8% in 2010. Current forecasts
indicate that regional hydro conditions in 2012 will be below normal levels.

The following table indicates the forecast of the April-to-September 2012 runoff (issued February 21, 2012) compared
to the actual runoffs for 2011 and 2010 (as a percentage of normal, as measured over the 30-year period from 1971
through 2000):

Runoff as a Percent of Normal *

2012 2011 2010
Location Forecast Actual Actual
Columbia River at The Dalles, Oregon ..........ccecveeevverrveeneacsreeenne 95% 135% 79%
Mid-Columbia River at Grand Coulee, Washington.................... 99 123 78
Clackamas River at Estacada, Oregon.......ccoccoveeeeneeveeceecrnecnnee. 92 135 124
Deschutes River at Moody, Oregon.........ccecceveeveeverreencenreenseennens 98 120 104

* Volumetric water supply forecasts for the Pacific Northwest region are prepared by the Northwest River Forecast Center in
conjunction with the Natural Resources Conservation Service and other cooperating agencies.

For 2011, actual NVPC was approximately $34 million below baseline NVPC, with PGE recording an estimated refund
to customers of approximately $10 million pursuant to the PCAM, which was reduced from the potential refund of
$17 million as a result of the regulated earnings test. Actual NVPC was approximately $12 million below baseline
NVPC in 2010, but within the established deadband ranges; accordingly, no refund to customers was recorded pursuant
to the PCAM.

Gross margin, which represents the difference between Revenues and Purchased power and fuel expense, is among
those performance indicators utilized by management in the analysis of financial and operating results and is intended
to supplement the understanding of PGE’s operating performance. It provides a measure of income available to support
other operating activities and expenses of the Company and serves as a useful measure for understanding and analyzing
changes in operating performance between reporting periods. It is considered a “non-GAAP financial measure,” as
defined in accordance with SEC rules, and is not intended to replace operating income as determined in accordance
with GAAP.

As a percent of Revenues, Gross margin was 58% in 2011 compared to 54% in 2010. The increase in Gross margin
was driven by the 9% decrease in average variable power cost and increases of 3% in retail energy deliveries and 4%
in retail customer prices resulting from the 2011 General Rate Case, which became effective January 1, 2011, and a
tariff for the recovery of Boardman over a shortened operating life, which became effective July 1, 2011.
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Production and distribution expense increased $27 million, or 16%, in 2011 compared to 2010, primarily due to the
following:

A $10 million increase due to increased operating and maintenance expenses at the Company’s thermal
generating plants (including extensive work performed during their planned annual outages) and at Biglow
Canyon, the final phase of which was completed in August 2010;

A $9 million increase to distribution system expenses primarily related to increased information technology
costs and tree trimming activities; and

An $8 million increase related to higher labor and employee benefit costs.

Administrative and other expense increased $32 million, or 17%, in 2011 compared to 2010, primarily due to the
following:

A $13 million increase primarily due to higher pension and employee benefit expenses, and increased incentive
compensation related to an improvement in corporate financial and operating performance for 2011;

A $5 million increase related to higher information technology costs;
A $4 million increase in fees related to various legal and environmental proceedings;
A $3 million increase in the provision and write-off of certain uncollectible customer accounts; and

A $2 million increase related to higher OPUC regulatory fees resulting from higher prices in 2011 (fully offset
in Retail revenues).

Depreciation and amortization expense decreased $11 million, or 5%, in 2011 compared to 2010, due largely to the
net effect of the following:

An $18 million decrease related to the amortization of customer refunds for the ISFSI tax credits (offset in
Revenues);

A $12 million decrease related to increases in estimated useful lives and reductions to estimated removal costs
of certain long-lived assets due to an updated depreciation study;

A $4 million decrease related to the impairment loss recognized in 2010 on photovoltaic solar power facilities,
the majority of which was allocated to noncontrolling interest through the Net loss attributable to the
noncontrolling interests. For additional information, see Note 16, Variable Interest Entities, in the Notes to
Consolidated Financial Statements included in Item 8.—“Financial Statements and Supplementary Data.”;
offset by

A $21 million increase in depreciation related to the completion of Biglow Canyon Phase III in August 2010,
Boardman shortened operating life, the Smart Meter project, and other capital additions in late 2010 and in
2011; and

A $2 million increase in amortization related to hydroelectric licenses.

Taxes other than income taxes increased $9 million, or 10%, in 2011 compared to 2010, primarily due to higher
property taxes, resulting from both increased property values and tax rates, and higher city franchise fees related to
increased Retail revenues.

50



Other income, net was $6 million in 2011 compared to $17 million in 2010. The decrease is primarily due to the
following:

« An $8 million decrease in the allowance for equity funds used during construction, as a result of lower
construction work in progress balances during 2011, related primarily to the August2010 completion of Biglow
Canyon Phase III; and

« A $5 million decrease in income from non-qualified benefit plan trust assets, resulting from a minimal loss in
the fair value of the plan assets in 2011 compared to a $5 million gain in 2010.

Interest expense in 2011 was comparable to 2010, as a $6 million decrease in the allowance for funds used during
construction, related primarily to the August 2010 completion of Biglow Canyon Phase III, was offset by lower interest
on long-term debt and certain regulatory liabilities.

Income taxes increased $5 million, or 9%, in 2011, compared to 2010, primarily due to higher income before taxes
in 2011, partially offset by increased federal wind production tax credits (PTCs) in that year. The effective tax rates
(28.3% and 30.3% for 2011 and 2010, respectively) differ from the federal statutory rate primarily due to benefits from
PTCs and state tax credits. An increase in PTCs, related to increased production from the completed Biglow Canyon
wind project, was partially offset by an increase in the state income tax rate and a reduction in state tax credits.

Net loss attributable to noncontrolling interests represents the noncontrolling interests’ portion of the net loss of
PGE’s less-than-wholly-owned subsidiaries, the majority of which in 2010 consists of the impairment losses recognized
on the photovoltaic solar power facilities, discussed previously in Depreciation and amortization.

2010 Compared to 2009

Revenues decreased $21 million, or 1%, in 2010 compared to 2009 as a result of the net effect of the items discussed
below.

Total retail revenues increased $7 million, or 1%, due primarily to net effect of the following:
+ A $25 million increase related to the volume of retail energy sold resulting from the net effect of:

o A shift in the mix of customers purchasing their energy requirements from PGE, with a certain large
industrial customer choosing to purchase it energy requirements from PGE as opposed to purchasing
its energy requirements from an ESS in 2009;

o A3.3% increase in deliveries to industrial customers due in part to improvement in the high technology
sector and an increase in production by one large industrial customer; and

o The addition of an average of 4,400 retail customers; partially offset by

o A5.7% decrease in residential deliveries and a 3.7% decrease in commercial deliveries primarily due
to milder weather conditions during 2010 and the continued effects of a weak economy; and

o The effects of energy efficiency programs on retail energy deliveries during 2010 relative to 2009;

« A $17 million increase related to SB 408, included in Other accrued revenues, resulting from an estimated
$13 million customer refund recorded in 2009 along with a $4 million reversal of a portion of the 2009 refund
recorded in 2010. As a result of the uncertainty around the application of the rules at the time, the Company
recorded no collection from customers for 2010;

+ A $15 million increase related to the decoupling mechanism, which is included in Other accrued revenues. In
2010, an estimated $8 million receivable from customers was recorded, resulting from lower weather adjusted
use per customer than that approved in the 2009 General Rate Case, compared to a $7 million refund to
customers recorded in 2009, resulting from higher weather adjusted use per customer than that approved in
the 2009 General Rate Case;
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* A $10 million increase resulting from a reduction in the transition adjustment credit provided to those
commercial and industrial customers that purchase power from ESSs. Transition adjustment credits reflect the
difference between the cost and market value of PGE’s power supply, as provided by Oregon’s electricity
restructuring law;

* A $7 million increase related to the deferral of revenue requirements for Biglow Canyon, which is included
in Other accrued revenues;

*  A$5million increase due to the reversal of a deferral for customer refunds related to the 2005 Oregon Corporate
Tax Kicker, pursuant to an OPUC order issued in the third quarter of 2010, which is included in Other accrued
revenues; and

* A $72 million decrease related to a 4% decline in average retail price that resulted primarily from a decrease
in net variable power costs, partially offset by increases for the recovery of Biglow Canyon Phase II and-
Selective Water Withdrawal capital projects.

Heating degree-days in 2010 decreased 5% compared to 2009, while cooling degree-days, which were 34% less than
thel5-year average, decreased 50%. The following table indicates the number of heating and cooling degree-days for
the periods presented, along with 15-year averages provided by the National Weather Service, as measured at Portland
International Airport:

Heating Cooling
Degree-Days Degree-Days
2010 2009 2010 2009
ISt QUAITET ...ttt 1,629 2,022 —_— —_—
20d QUATET ...ttt ettt et 861 578 18 90
3rd QUATET ...ttt et enr e 117 63 296 537
A4th QUATTET ...ttt 1,580 1,728 — —
Full Year.....c.oooivieieeeeeeee et 4,187 4,391 314 627
15-year Full Year average..........cccceeveeeeceeriercirneecreseesseenenns 4,192 4,169 473 467

On a weather adjusted basis, retail energy deliveries decreased 1.4% in 2010 compared to 2009, with deliveries to
residential and commercial customers decreasing by 2.5%, and 2.2%, respectively, and deliveries to industrial customers
increasing by 2.3%.

Wholesale revenues in 2010 decreased $25 million, or 22%, from 2009 as a result of the following:

*  AS$13 million decrease related to a 12% decline in average wholesale prices obtained by the Company, driven
by lower electricity market prices; and

* A $12 million decrease due to an 11% decline in wholesale energy sales volume.
In 2010, electricity demand from PGE’s retail customers was less than originally projected, with excess power, initially
acquired to meet retail load, sold into a relatively low-priced wholesale market. A portion of the excess volume was

used to offset lower than projected hydro and wind production, reducing the volume available for resale into the
wholesale energy market.

Other operating revenues decreased $3 million, or 9%, primarily due to a reduction in fuel oil sales from the Company’s
Beaver generating plant. Such sales were $5 million in 2010 and $8 million in 2009.
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Purchased power and fuel expense decreased $115 million, or 12%, for 2010 from 2009, primarily due to an 11%
decrease in average variable power cost, which was largely driven by the shift in the mix of energy sources. The average
variable power cost was $38.68 per MWh in 2010 and $43.22 per MWh in 2009. The average variable power cost for
2009 excludes the effect of the write-off of the regulatory asset discussed below.

The decrease in Purchased power and fuel consisted of:

« A $96 million decrease in the cost of purchased power, consisting of $84 million related to a 14% decrease in
purchases and $12 million related to a 2% decrease in average cost. Increased purchases were required in 2009
to replace the output of Colstrip and Boardman during extended outages at these plants, resulting in incremental
replacement power costs of approximately $16 million;

« An $18 million decrease related to the write-off in 2009 of a portion of a regulatory asset representing deferred
excess replacement power costs associated with Boardman’s forced outage from late 2005 to early 2006; and

e A $2 million decrease in the cost of generation, consisting of $52 million related to a 13% decrease in average
cost, substantially offset by $50 million related to a 15% increase in generation, resulting primarily from a
33% increase in generation at Colstrip and Boardman. In 2009, both Colstrip and Boardman had extended
repair and maintenance outages. The decrease in average cost was primarily due to a 6% decrease in the average
cost of natural gas-fired generation, which was driven by decreases in natural gas prices.

Energy received from PGE-owned hydroelectric plants and under contracts from mid-Columbia projects in 2010 were
up 2% and down 14%, respectively, from 2009. Additionally, energy received from hydroelectric resources also fell
short of projections included in the Company’s AUT by approximately 8% in 2010 and 2009.

Gross margin was 54% in 2010 compared to 48% in 2009, an increase of 13%. Contributing to the increase was the
impact of improved thermal operations, which more than offset the effect of lower retail energy sales during the year.
Also contributing to the increase was the impact of SB 408 and the write-off of deferred power costs related to
Boardman’s outage, which had negative impacts on Gross margin in 2009.

Production and distribution expense decreased $4 million, or 2%, in 2010 compared to 2009, due to the net effect
of the following:

» A $6 million decrease related to certain capital costs expensed in 2009 for the Selective Water Withdrawal
project, pursuant to a stipulation with the OPUC;

« A $5 million decrease in repair and restoration expenses, related primarily to 2009 wind storms;

» A $5 million decrease in operating and maintenance expenses at the Company’s thermal generating plants;

« A $2 million decrease related to a reserve established in 2009 for the cost of certain environmental remediation
activities; and offset by

e A $7 million increase related to the deferral of certain plant maintenance costs at Boardman, Beaver, and
Colstrip in 2009. As authorized by the OPUC in PGE’s 2009 General Rate Case, certain maintenance costs
that exceed those covered in current prices are deferred and amortized over ten years, beginning in 2009; and

+ A $7 million increase in operating and maintenance expenses related to the Company’s distribution system
and Biglow Canyon.

Administrative and other expense increased $7 million, or 4%, in 2010 compared to 2009, due to the following:

« A $5 million increase in incentive compensation, related to improved corporate financial and operating
performance in 2010;

« A $5 million increase in legal expenses and reserves for asserted claims;

+ A $5 million increase in employee benefit expenses, related primarily to higher pension and health care costs;
and offset by

« A $3 million decrease in the provision for uncollectible accounts, due to an improvement in the status of
customer accounts;

+ A $3 million decrease in insurance costs and in customer support expenses, including reductions related to
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implementation of the smart meter project; and
* A $2 million decrease related to OPUC revenue fees (fully offset in Retail revenues).

Depreciation and amortization expense increased $27 million, or 13%, in 2010 compared to 2009, due largely to
the net effect of the following:

* A $23 million increase in depreciation related to Biglow Canyon Phases II and III, the smart meter project,
the Selective Water Withdrawal project, and other capital additions in late 2009 and 2010;

¢ A $4 million increase related to a 2009 reduction in the deferral of certain Oregon tax credits for future
ratemaking treatment, as the Company was unable to utilize such credits (offset in Income taxes);

* A $2 million increase related to the amortization of certain regulatory assets and liabilities; and offset by

* AS$1 million decrease related to lower impairment losses recognized in 2010 compared to 2009 on photovoltaic
solar power facilities, the majority of which was allocated to noncontrolling interests through the Net loss
attributable to the noncontrolling interests. For additional information, see Note 16, Variable Interest Entities,
in the Notes to Consolidated Financial Statements included in Item 8.—‘“Financial Statements and
Supplementary Data.”

Taxes other than income taxes increased $5 million, or 6%, in 2010 compared to 2009, due primarily to higher
property and payroll taxes, as well as higher city franchise fees.

Other income, net was $17 million in 2010 compared to $21 million in 2009. The decrease was due primarily to the
net effect of the following:

* A $5 million decrease in the allowance for equity funds used during construction, as a result of lower
construction work in progress balances during 2010, related primarily to the completion of Biglow Canyon
Phases II and III;

e A $4 million decrease in income from non-qualified benefit plan trust assets, resulting from a $5 million
increase in the fair value of the plan assets during 2010 compared to a $9 million increase in 2009; and offset

by

* A $4 million increase resulting from reductions in corporate donations, sponsorships, and certain non-utility
activities, partially offset by lower interest income on regulatory assets.

Interest expense increased $6 million, or 6%, in 2010 compared to 2009, primarily due to the net effect of the following:

« An $8 million increase resulting from a higher average long-term debt balance during 2010 compared to 2009,
related primarily to issuances of first mortgage bonds in late 2009 and 2010 to fund the construction of new
generating facilities. In 2010, the average balance of long-term debt outstanding was $1,776 million compared
to $1,525 million in 2009;

» A $3 million increase resulting from a decrease in the allowance for funds used during construction, related
primarily to the completion of the construction of Biglow Canyon Phases II and III; and offset by

» A $5 million decrease in interest on regulatory liabilities, consisting primarily of customer refunds related to
the Trojan regulatory proceeding and the Company’s PCAM.

Income taxes increased $17 million, or 47%, in 2010 compared to 2009, primarily due to higher income before taxes
in 2010. The effective tax rates (30.3% in 2010 and 28.8% in 2009) differ from the federal statutory rate primarily due
to benefits from federal wind production tax credits (PTCs) and state tax credits. An increase in PTCs, related to
increased production from the completed Biglow Canyon wind farm, was largely offset by an increase in the state
income tax rate and a reduction in state tax credits.

Net loss attributable to noncontrolling interests of $4 million in 2010 and $6 million in 2009 represents the
noncontrolling interests’ portion of the net loss of PGE’s less-than-wholly-owned subsidiaries, the majority of which
consists of the impairment losses recognized on the photovoltaic solar power facilities, discussed previously in
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Depreciation and amortization.

Liquidity and Capital Resources

Discussions, forward-looking statements and projections in this section, and similar statements in other parts of the
Form 10-K, are subject to PGE’s assumptions regarding the availability and cost of capital. See “Current capital and
credit market conditions could adversely affect the Company’s access to capital, cost of capital, and ability to execute
its strategic plan as currently scheduled.” in Item 1A.—*“Risk Factors.”

Capital Requirements
The following table indicates actual capital expenditures for 2011 and future debt maturities and projected cash

requirements for 2012 through 2016 for projects that the Board of Directors has approved (in millions, excluding
AFDC):

Years Ending December 31,

2011 2012 2013 2014 2015 2016
Ongoing capital expenditures .......... $ 259 $ 266 $ 249 $ 231 $§ 251 § 330
Hydro licensing and construction..... 16 24 12 29 31 15
Boardman emissions controls ... 17 11 12 — — —_—
Cascade Crossing......cceeveeeeeverecnenen 13 27 4 — — ——
Total capital expenditures........ $ 305 @ °§$ 328 $ 277 $ 260 $ 282 $ 345
Long-term debt maturities ............... $ 73 $ 100 $ 100 § — $ 70 $ 67

(1) Represents 80% of estimated total costs based on installation of controls to meet regulatory requirements. In 1985, PGE sold
an undivided 15% interest in Boardman to a third party, reducing the Company’s ownership interest from 80% to 65%. The
purchaser has certain rights to participate in the financing of the portion of the total capital cost attributable to its interest. If
the purchaser does not exercise its rights to finance the portion of the total cost attributable to its interest, PGE’s share of the
total cost for the emissions controls at Boardman is expected to be 80%. PGE would seek to recover the incremental investment
in future customer prices, although there can be no guarantee such recovery would be granted.

(2) Amounts shown include removal costs, which are included in other net operating activities in the consolidated statements of
cash flows.

The following provides information regarding the items presented in the table above.

Ongoing capital expenditures—Consists of upgrades to and replacement of transmission, distribution and generation
infrastructure, as well as new customer connections. Preliminary engineering costs, which consist of expenditures for
preliminary surveys, plans, and investigations made for the purpose of determining the feasibility of utility projects,
including certain projects discussed in the Integrated Resource Plan section below, are included in Ongoing capital
expenditures and amounted to $3 million in 2011. The Company expects that it will spend approximately $2 million
on Preliminary engineering in 2012.

Hydro licensing and construction—PGE’s hydroelectric projects are operated pursuant to FERC licenses issued under
the Federal Power Act. The licenses for the hydroelectric projects expire as follows: Clackamas River, 2055; Willamette
River, 2035; and Deschutes River, 2055. Capital spending requirements reflected in the table above relate primarily
to modifications to the Company’s various hydro facilities to enhance fish passage and survival, as required by
conditions contained in the operating licenses.
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Boardman emissions controls—In June 2011, the EPA approved revised rules that established new emissions limits at
Boardman and provide for coal-fired operation at Boardman to cease no later than December 31, 2020.

The emissions limits imposed under the revised rules have required the addition of certain controls. The Company’s
portion of capital spending on the Boardman emissions controls to date is approximately $22 million. The amount of
anticipated future expenditures is reflected in the table above.

Integratedresource plan—The Company’s IRP,acknowledged by the OPUC in November 2010, included the following
resource, capacity, and transmission projects:

«  The addition of new generating resources and improvements to existing plants. The related RFP processes
will determine the successful bidders for the new capacity, energy, and renewable resources described in the
IRP and clarify the timing and total cost; and

+  The construction of Cascade Crossing at an estimated total cost (in 2011 dollars) of $800 million to $1.0 billion.
The Company continues to work with other stakeholders in planning the project and potential project
partnerships.

Due to the uncertainty of these projects, the Capital Requirements table above does not include estimates for any
amounts related to these projects beyond 2012. Certain costs related to investigating the potential construction of these
facilities are currently included in Ongoing capital expenditures in the table above. For further information on the
Company’s IRP and the projects subject to the RFP process, see Capital Requirements and Financing in the Overview
section of this Item 2, as well as the Future Energy Resource Strategy section of Power Supply and Transmission and
Distribution contained in Item 1.—Business.

Liquidity

PGE’s access to short-term debt markets, including revolving credit from banks, helps provide necessary liquidity to
support the Company’s current operating activities, including the purchase of power and fuel. Long-term capital
requirements are driven largely by capital expenditures for distribution, transmission, and generation facilities to
support both new and existing customers, as well as debt refinancing activities. PGE’s liquidity and capital requirements
can also be significantly affected by other working capital needs, including margin deposit requirements related to
wholesale market activities, which can vary depending upon the Company’s forward positions and the corresponding
price curves.

The following summarizes PGE’s cash flows for the periods presented (in millions):

Years Ended December 31,

2011 2010 2009

Cash and cash equivalents, beginning of year........ccccccoeeevereueenne $ 4 3 31 § 10
Net cash provided by (used in):

Operating activities........ccueereveerierrceceeenns reeeveeateee oo e 453 391 386

Investing actiVities .........ceevereereeecceruecereene rreerreesreenratesaesaaean (299) (430) (700)

FInancing activities ........cecceeieveernrieecenieneerereesreseeeceesnennes (152) 12 335
Net change in cash and cash equivalents............ reerreraenteeaeeesreenes 2 27 21
Cash and cash equivalents, end of year .............. et $ 6 § 4 S 31

2011 Compared to 2010

Cash Flows from Operating Activities—Cash flows from operating activities are generally determined by the amount
and timing of cash received from customers and payments made to vendors, as well as the nature and amount of non-
cash items, including depreciation and amortization, included in net income during a given period. The $62 million
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increase in cash provided by operating activities in 2011 compared to 2010 was largely due to an increase in net income
after the consideration of non-cash items, as well as a decrease in margin deposit requirements pursuant to certain
power and natural gas purchase and sale agreements. Such increases were partially offset by a $44 million decrease
in the income tax refunds received in 2011 compared to 2010 and a $16 million contribution to the voluntary employees’
beneficiary association trusts (VEBAs) in 2011. The VEBAs fund the benefits of the Company’s non-contributory
postretirement health and life insurance plans.

A significant portion of cash provided by operations consists of recovery in customer prices of non-cash charges for
depreciation and amortization. The Company estimates that such charges will approximate $250 million in 2012.
Combined with all other sources, cash provided by operations is estimated to be approximately $500 million in 2012.
This estimate includes the return of $30 million of margin deposits held by brokers as of December 31, 2011, and is
based on both the timing of contract settlements and projected energy prices. The remaining $220 million in estimated
cash flows from operations in 2012 is expected from normal operating activities.

Cash Flows from Investing Activities—Cash flows used in investing activities consist primarily of capital expenditures
related to new construction and improvements to PGE’s distribution, transmission, and generation facilities. Capital
expenditures decreased $150 million in 2011 compared to 2010 due to decreased construction costs related to the
completion of Biglow Canyon Phase III in August 2010, as well as a $19 million distribution from the Nuclear
decommissioning trust to PGE in 2010.

The Company plans approximately $328 million of capital expenditures in 2012 related to hydro licensing and
construction, Boardman emissions controls and ongoing capital expenditures related to upgrades to and replacement
of transmission, distribution and generation infrastructure. PGE plans to fund the 2012 capital expenditures with the
cash expected to be generated from operations during 2012, as discussed above. For additional information, see the
Capital Requirements section of this Item 7.

Cash Flows from Financing Activities—Financing activities provide supplemental cash for both day-to-day operations
and capital requirements as needed. During 2011, net cash used in financing activities primarily consisted of the
payment of dividends of $79 million and the repayment of long-term debt of $80 million, including the premium paid,
partially offset by net issuances of commercial paper of $11 million. During 2010, net cash provided by financing
activities primarily consisted of proceeds received from the issuance or remarketing of long-term debt of $249 million,
net issuances of commercial paper of $19 million and noncontrolling interests’ capital contributions of $10 million,
partially offset by the repayment of long-term debt of $186 million and the payment of dividends of $78 million.

2010 Compared to 2009

Cash Flows from Operating Activities—The $5 million increase in cash provided by operating activities in 2010
compared to 2009 was primarily due to an increase in net income after the consideration of noncash items, the receipt
of an income tax refund in 2010 that was accrued in 2009, and customer refunds in 2009 related to the Trojan regulatory
proceeding. These increases were offset by an increase in margin deposit requirements pursuant to power and natural
gas purchase agreements, driven by decreases in the forward market prices of power and natural gas, and a $30 million
contribution to the pension plan in 2010.

Cash Flows from Investing Activities—Capital expenditures decreased $246 million in 2010 from 2009 primarily due
to decreased construction costs related to Biglow Canyon and the smart meter project, as well as a decrease in
construction costs related to the Selective Water Withdrawal project, which was completed in January 2010.
Additionally, during 2010, a $19 million distribution was made from the Nuclear decommissioning trust to PGE.

Cash Flows from Financing Activities—During 2010, net cash provided by financing activities primarily consisted of
proceeds received from the issuance or remarketing of long-term debt of $249 million and net issuances of commercial
paper of $19 million, partially offset by the repayment of long-term debt of $186 million and the payment of dividends
of $78 million. During 2009, net cash provided by financing activities consisted of issuances of long-term debt of $580
million and common stock of $170 million, partially offset by the repayment of long-term debt of $142 million, net
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repayment of amounts due under revolving lines of credit of $131 million, the payment of dividends of $72 million
and net maturities of commercial paper of $65 million.

Dividends on Common Stock

The following table indicates common stock dividends declared in 2011:

Declared Per
Declaration Date Record Date Payment Date Common Share
February 16, 2011 March 25, 2011 April 15, 2011 $ 0.260
May 11, 2011 June 24, 2011 July 15, 2011 0.265
August 3, 2011 September 26, 2011 October 17,2011 0.265
October 26, 2011 December 27, 2011 January 17, 2012 0.265

While the Company expects to pay comparable quarterly dividends on its common stock in the future, the declaration
of any dividends is at the discretion of the Company’s Board of Directors. The amount of any dividend declaration
will depend upon factors that the Board of Directors deems relevant and may include, but are not limited to, PGE’s
results of operations and financial condition, future capital expenditures and investments, and applicable regulatory
and contractual restrictions.

On February 22, 2012, the Board of Directors declared a dividend of $0.265 per share of common stock to stockholders
of record on March 26, 2012, payable on or before April 16, 2012.

Credit Ratings and Debt Covenants

PGE’s secured and unsecured debt is rated investment grade by Moody’s and S&P, with current credit ratings and
outlook as follows:

Moody’s S&P
First Mortgage Bonds........coceoevienieeienecinincecierrene e eveseenesnes A3 A-
Senior unsecured debt ..........coieevieeieiriinieerirr e e Baa2 BBB
Commercial PAPET ......ccccoeveerrveniiienieeerteresrcee s Prime-2 A-2
OULIOOK ...ttt sttt ser st b saness Stable Stable

Should Moody’s and/or S&P reduce their credit rating on PGE’s unsecured debt to below investment grade, the
Company could be subject to requests by certain of its wholesale, commodity and related transmission counterparties
to post additional performance assurance collateral in connection with its price risk management activities. The
performance assurance collateral can be in the form of cash deposits or letters of credit, depending on the terms of the
underlying agreements, and are based on the contract terms and commodity prices and can vary from period to period.
Cash deposits provided as collateral are classified as Margin deposits in PGE’s consolidated balance sheet, while any
letters of credit issued are not reflected in the Company’s consolidated balance sheet.

As of December 31, 2011, PGE had posted approximately $184 million of collateral with these counterparties,
consisting of $80 million in cash and $104 million in letters of credit, $26 million of which is related to master netting
agreements. Based on the Company’s energy portfolio, estimates of energy market prices, and the level of collateral
outstanding as of December 31, 2011, the approximate amount of additional collateral that could be requested upon a
single agency downgrade to below investment grade is approximately $142 million and decreases to approximately
$49 million by December 31, 2012. The amount of additional collateral that could be requested upon a dual agency
downgrade to below investment grade is approximately $337 million and decreases to approximately $128 million by
December 31, 2012.
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PGE’s financing arrangements do not contain ratings triggers that would result in the acceleration of required interest
and principal payments in the event of a ratings downgrade. However, the cost of borrowing under the credit facilities

would increase.

The issuance of First Mortgage Bonds requires that PGE meet earnings coverage and security provisions set forth in
the Indenture of Mortgage and Deed of Trust securing the bonds. PGE estimates that on December 31, 2011, under
the most restrictive issuance test in the Indenture of Mortgage and Deed of Trust, the Company could have issued up
to approximately $579 million of additional First Mortgage Bonds. Any issuances of First Mortgage Bonds would be
subject to market conditions and amounts could be further limited by regulatory authorizations or by covenants and
tests contained in other financing agreements. PGE also has the ability to release property from the lien of the Indenture
of Mortgage and Deed of Trust under certain circumstances, including bond credits, deposits of cash, or certain sales,
exchanges or other dispositions of property.

PGE’s credit facilities contain customary covenants and credit provisions, including a requirement that limits
consolidated indebtedness, as defined in the credit agreements, to 65% of total capitalization (debt ratio). As of
December 31, 2011, the Company’s debt ratio, as calculated under the credit agreements, was 51.5%.

Debt and Equity Financings

PGE’s ability to secure sufficient long-term capital at a reasonable cost is determined by its financial performance and
outlook, capital expenditure requirements, alternatives available to investors, and other factors. The Company’s ability
to obtain and renew such financing depends on its credit ratings, as well as on credit markets, both generally and for
electric utilities in particular. Management believes that the availability of credit facilities, the expected ability to issue
long-term debt and equity securities, and cash expected to be generated from operations provide sufficient liquidity
to meet the Company’s anticipated capital and operating requirements. However, the Company’s ability to issue long-
term debt and equity could be adversely affected by changes in capital market conditions. PGE currently does not
expect to issue debt or equity securities in 2012.

Short-term Debt. PGE has approval from the FERC to issue short-term debt up to a total of $700 million through
February 6, 2014 and currently has the following unsecured revolving credit facilities:

* A $370 million syndicated credit facility, with $10 million and $360 million scheduled to terminate in July
2012 and July 2013, respectively; and

* A $300 million syndicated credit facility, which is scheduled to terminate in December 2016.

These credit facilities supplement operating cash flows and provide a primary source of liquidity. Pursuant to the terms
of the agreements, the credit facilities may be used for general corporate purposes, as a backup for commercial paper
borrowings, and the issuance of standby letters of credit. As of December 31,2011, PGE had no borrowings outstanding
under the credit facilities, with $30 million of commercial paper outstanding and $124 million of letters of credit issued.
As of December 31, 2011, the aggregate unused available credit under the credit facilities was $516 million.

Long-term Debt. In 2011, PGE redeemed $10 million of Pollution Control Revenue Bonds in January and $63 million
0f 6.5% Series First Mortgage Bonds in December, both of which were scheduled to mature in 2014, with no issuances
of long-term debt. As of December 31, 2011, total long-term debt outstanding was $1,735 million. PGE owns $21
million of its Pollution Control Revenue Bonds, which may be remarketed at a later date, at the Company’s option,
through 2033.
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Capital Structure. PGE’s financial objectives include the balancing of debt and equity to maintain a low weighted
average cost of capital while retaining sufficient flexibility to meet the Company’s financial obligations. The Company
attempts to maintain a common equity ratio (common equity to total consolidated capitalization, including current
debt maturities) of approximately 50%. Achievement of this objective while sustaining sufficient cash flow is necessary
to maintain acceptable credit ratings and allow access to long-term capital at attractive interest rates. PGE’s common
equity ratios were 48.6% and 46.7% as of December 31, 2011 and 2010, respectively.

Contractual Obligations and Commercial Commitments

The following indicates PGE’s contractual obligations as of December 31, 2011 (in millions):

There-

2012 2013 2014 2015 2016 after Total

Long-term debt........ccovueuemimemeecceeeceecrereens $ 100 $ 100 $ — $ 70 $ 67 $1,398 $1,735

Interest on long-term debt V ......ocoovvrvernnni. 99 92 89 87 83 1,106 1,556

Capital and other purchase commitments...... 58 18 10 10 6 73 175
Purchased power and fuel:

Electricity purchases ........c.ccceceevveivinnnnns 129 77 76 76 57 381 796

Capacity contracts ........cocceeeverveierenennns 21 21 21 20 19 - 102

Public Utility Districts.......c.cccevmeecninns 7 8 8 8 7 30 68

Natural gas ....cocveeeeveeeereeeeeneeneeererena 49 22 22 20 12 11 136

Coal and transportation ..........ccccveeunene. 25 19 9 — — — 53

Pension plan contributions @..............ccoo.n.. — 25 35 34 32 11 137

Operating 1€ases.........cccccveviininininecreniennnn 9 10 9 10 10 196 244

TOtal e $ 497 $ 392 $ 279 $ 335 $ 293 $3,206 $5,002

(1) Future interest on long-term debt is calculated based on the assumption that all debt remains outstanding until maturity. For
debt instruments with variable rates, interest is calculated for all future periods using the rates in effect as of
December 31, 2011.

(2) Contributions to the Company’s pension plan are estimated based on numerous plan assumptions, including plan funded
status. A return on plan assets of 8.25% and a discount rate of 5.0% was used for all periods presented.

Other Financial Obligations

PGE has entered into long-term power purchase contracts with certain public utility districts in the state of Washington
under which it has acquired a percentage of the output (Allocation) of three hydroelectric projects (the Priest Rapids,
Wanapum and Wells hydroelectric projects). The Company is required to pay its proportionate share of the operating
and debt service costs of the projects whether or not they are operable. The contracts further provide that, should any
other purchaser of output default on payments as a result of bankruptcy or insolvency, PGE would be allocated a pro
rata share of both the output and the operating and debt service costs of the defaulting purchaser. For the Wells project,
PGE would be allocated up to a cumulative maximum of 25% of the defaulting purchaser’s percentage Allocation.
For the Priest Rapids and Wanapum projects, PGE would be allocated up to a cumulative maximum that would not
adversely affect the tax exempt status of any outstanding debt.

Off-Balance Sheet Arrangements
PGE has no off-balance sheet arrangements other than outstanding letters of credit from time to time that have, or are

reasonably likely to have, a material current or future effect on its consolidated financial condition, changes in financial
condition, revenues or expenses, results of operations, liquidity, capital expenditures or capital resources.
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Critical Accounting Policies

The preparation of consolidated financial statements in conformity with accounting principles generally accepted in
the United States of America requires that management apply accounting policies and make estimates and assumptions
that affect amounts reported in the statements. The following accounting policies represent those that management
believes are particularly important to the consolidated financial statements and that require the use of estimates,
assumptions, and judgments to determine matters that are inherently uncertain.

Regulatory Accounting

As a rate-regulated enterprise, PGE is required to comply with certain regulatory accounting requirements, which
include the recognition of regulatory assets and liabilities on the Company’s consolidated balance sheets. Regulatory
assets represent probable future revenue associated with certain costs that are expected to be recovered from customers
through the ratemaking process. Regulatory liabilities represent probable future reductions in revenues associated with
amounts that are expected to be credited or refunded to customers through the ratemaking process. Regulatory
accounting is appropriate as long as prices are established or subject to approval by independent third-party regulators;
prices are designed to recover the specific enterprise’s cost of service; and in view of demand for service, it is reasonable
to assume that prices set at levels that will recover costs can be charged to and collected from customers. Amortization
of regulatory assets and liabilities is reflected in the statement of income over the period in which they are included
in customer prices.

If future recovery of regulatory assets ceases to be probable, PGE would be required to write them off. Further, if PGE
determines that all or a portion of its utility operations no longer meet the criteria for continued application of regulatory
accounting, the Company would be required to write off those regulatory assets and liabilities related to operations
that no longer meet requirements for regulatory accounting. Discontinued application of regulatory accounting would
have a material impact on the Company’s results of operations and financial position.

Asset Retirement Obligations

PGE recognizes asset retirement obligations (AROs) for legal obligations related to dismantlement and restoration
costs associated with the future retirement of tangible long-lived assets. Upon initial recognition of AROs that are
measurable, the probability-weighted future cash flows for the associated retirement costs, discounted using a credit-
adjusted risk-free rate, are recognized as both a liability and as an increase in the capitalized carrying amount of the
related long-lived assets. Due to the long lead time involved, a market-risk premium cannot be determined for inclusion
in future cash flows. In estimating the liability, management must utilize significant judgment and assumptions in
determining whether a legal obligation exists to remove assets. Other estimates may be related to lease provisions,
ownership agreements, licensing issues, cost estimates, inflation, and certain legal requirements. Changes that may
arise over time with regard to these assumptions and determinations can change future amounts recorded for AROs.

Capitalized asset retirement costs related to electric utility plant are depreciated over the estimated life of the related
asset and included in Depreciation and amortization expense in the consolidated statements of income. Accretion of
the ARO liability is classified as an operating expense in the consolidated statements of income. Accumulated asset
retirement removal costs that do not qualify as AROs have beenreclassified from accumulated depreciation to regulatory
liabilities in the consolidated balance sheets.

Revenue Recognition
Retail customers are billed monthly for electricity use based on meter readings taken throughout the month. At the end

of each month, PGE estimates the revenue earned from the last meter read date through the last day of the month,
which has not yet been billed to customers. Such amount, which is classified as Unbilled revenues in the Company’s
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consolidated balance sheets, is calculated based on each month’s actual net retail system load, the number of days from
the last meter read date through the last day of the month, and current customer prices.

Contingencies

PGE has various unresolved legal and regulatory matters about which there is inherent uncertainty, with the ultimate
outcome contingent upon several factors. Such contingencies are evaluated using the best information available. A
material loss contingency is accrued and disclosed when it is probable that an asset has been impaired or a liability
incurred and the amount of the loss can be reasonably estimated. If a range of probable loss is established, the minimum
amount in the range is accrued, unless some other amount within the range appears to be a better estimate. If the
probable loss cannot be reasonably estimated, no accrual is recorded, but the loss contingency is disclosed to the effect
that it cannot be reasonably estimated. Material loss contingencies are disclosed when it is reasonably possible that an
asset has been impaired or a liability incurred. Established accruals reflect management’s assessment of inherent risks,
credit worthiness, and complexities involved in the process. There can be no assurance as to the ultimate outcome of
any particular contingency.

Price Risk Management

PGE engages in price risk management activities to manage exposure to commodity and foreign currency market
fluctuations and to manage volatility in net power costs for its retail customers. The Company utilizes derivative
instruments, which may include forward, swap, and option contracts for electricity, natural gas, oil, and foreign currency.
These derivative instruments are recorded at fair value, or “marked-to-market,” in PGE’s consolidated financial
statements.

Fair value adjustments consist of reevaluating the fair value of derivative contracts at the end of each reporting period
for the remaining term of the contract and recording any change in fair value in either Net income or Other comprehensive
income for the period. Fair value is the present value of the difference between the contracted price and the forward
market price multiplied by the total quantity of the contract. For option contracts, a theoretical value is calculated using
Black-Scholes models that utilize price volatility, price correlation, time to expiration, interest rate and forward
commodity price curves. The fair value of these options is the difference between the premium paid or received and
the theoretical value at the fair value measurement date.

Determining the fair value of these financial instruments requires the use of prices at which a buyer or seller could
currently contract to purchase or sell a commodity at a future date (termed “forward prices”). Forward price “curves”
are used to determine the current fair market value of a commodity to be delivered in the future. PGE’s forward price
curves are created by utilizing actively quoted market indicators received from electronic and telephone brokers,
industry publications, and other sources. Forward price curves can change with market conditions and can be materially
affected by unpredictable factors such as weather and the economy. PGE’s forward price curves are validated using
broker quotes and market data from a regulated exchange and differences for any single location, delivery date and
commodity are less than 5%.

Pension Plan

Primary assumptions used in the actuarial valuation of the plan include the discount rate, the expected return on plan
assets, mortality rates, and wage escalation. These assumptions are evaluated by PGE, reviewed annually with the plan
actuaries and trust investment consultants, and updated in light of market changes, trends, and future expectations.
Significant differences between assumptions and actual experience can have a material impact on the valuation of the
pension benefit plan obligation and net periodic pension cost.

PGE’s pension discount rate is determined based on a portfolio of high-quality bonds that match the duration of the

plan cash flows. The expected rate of return on plan assets is based on projected long-term return on assets in the plan
investment portfolio.
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Changes in actuarial assumptions can also have a material effect on net periodic pension expense. A 0.25% reduction
in the expected long-term rate of return on plan assets or reduction in the discount rate would, individually, have the
effect of increasing the 2011 net periodic pension expense by approximately $1 million.

Fair Value Measurements

In accordance with accounting and reporting requirements, PGE applies fair value measurements to its financial assets
and liabilities. Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in
an orderly transaction between market participants at the measurement date. The Company’s financial assets and
liabilities consist of derivative instruments, certain assets held by the Nuclear decommissioning, Pension plan and
Non-qualified benefit plan trusts, and long-term debt. In valuing these items, the Company uses inputs and assumptions
that market participants would use to determine their fair value, utilizing valuation techniques that maximize the use
of observable inputs and minimize the use of unobservable inputs. The determination of fair value can require subjective
and complex judgment and the Company’s assessment of the inputs and the significance of a particular input to fair
value measurement may affect the valuation of the instruments and their placement within the fair value hierarchy
reported in its financial statements.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

PGE is exposed to various forms of market risk, consisting primarily of fluctuations in commodity prices, foreign
currency exchange rates, and interest rates, as well as credit risk. Any variations in the Company’s market risk or credit
risk may affect its future financial position, results of operations or cash flows, as discussed below.

Risk Management Committee

PGE has a Risk Management Committee (RMC) which is responsible for providing oversight of the adequacy and
effectiveness of corporate policies, guidelines, and procedures for market and credit risk management related to the
Company’s energy portfolio management activities. The RMC consists of officers and Company representatives with
responsibility for risk management, finance and accounting, legal, rates and regulatory affairs, power operations, and
generation operations. The RMC reviews and approves adoption of policies and procedures, and monitors compliance
with policies, procedures, and limits on a regular basis through reports and meetings. The RMC also reviews and
recommends risk limits that are subject to approval by PGE’s Board of Directors.

Commodity Price Risk

PGE is exposed to commodity price risk as its primary business is to provide electricity to its retail customers. The
Company engages in price risk management activities to manage exposure to volatility in net power costs for its retail
customers. The Company uses power purchase contracts to supplement its thermal, hydroelectric, and wind generation
and to respond to fluctuations in the demand for electricity and variability in generating plant operations. The Company
also enters into contracts for the purchase of fuel for the Company’s natural gas- and coal-fired generating plants.
These contracts for the purchase of power and fuel expose the Company to market risk. The Company uses instruments
such as forward contracts, which may involve physical delivery of an energy commodity; swap agreements, which
may require payments to, or receipt of payments from, counterparties based on the differential between a fixed and
variable price for the commodity; and option contracts to mitigate risk that arises from market fluctuations of commodity
prices. PGE does not engage in trading activities for non-retail purposes.

For purposes of disclosure, the Company has historically used value at risk measures. However, PGE believes that

tabular presentation of expected cash flows related to these market-risk sensitive instruments provides more meaningful
information.
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The following table presents energy commodity derivative fair values as a net liability as of December 31, 2011 that
are expected to settle in each respective year (in millions):

2012 2013 2014 2015 Total
Commodity contracts:
EIECIHCILY voovverereeeerereeeeeerereeerest st $ 64 $ 42 § 21§ 8 § 135
NAUTAL ZAS..cveeieiereererienierieseniisee st 132 72 24 6 234

The following table presents energy commodity derivative fair values as a net liability as of December 31, 2010 that
were expected to settle in each respective year (in millions):

2011 2012 2013 2014  Total
Commodity contracts:
EIECHICILY «oveveeeeeeeecereiiereiriciccccnciss e $ 73 8 25 % 11 $ 5§ 114
NAULAL ZAS..uveereeriereieeecreiereent et 102 92 43 9 246

PGE reports energy commodity derivative fair values as a net asset or liability, which combines purchases and sales
expected to settle in the years noted above. As a short utility, energy commodity fair values exposed to commodity
price risk are primarily related to purchase contracts, which are slightly offset by sales.

PGE’s energy portfolio activities are subject to regulation, with related costs included in retail prices approved by the
OPUC. The timing differences between the recognition of gains and losses on certain derivative instruments and their
realization and subsequent recovery in prices are deferred as regulatory assets and regulatory liabilities to reflect the
effects of regulation, significantly mitigating commodity price risk for the Company. As contracts are settled, these
deferrals reverse and are recognized as Purchased power and fuel in the statements of income and included in the
PCAM. PGE remains subject to cash flow risk in the form of collateral requirements based on the value of open
positions and regulatory risk if recovery is disallowed by the OPUC. PGE attempts to mitigate both types of risks
through prudent energy procurement practices.

Foreign Currency Exchange Rate Risk

PGE is exposed to foreign currency risk associated with natural gas forward and swap contracts denominated in
Canadian dollars in its energy portfolio. Foreign currency risk is the risk of changes in value of pending financial
obligations in foreign currencies that could occur prior to the settlement of the obligation due to a change in the value
of that foreign currency in relation to the U.S. dollar. PGE monitors its exposure to fluctuations in the Canadian
exchange rate with an appropriate hedging strategy. ”

As of December 31, 2011, a 10% change in the value of the Canadian dollar would result in an immaterial change in
income before income taxes for transactions that will settle over the next 12 months.

Interest Rate Risk

To meet short-term cash requirements, PGE has established a program under which it may from time to time issue
commercial paper for terms of up to 270 days; such issuances are supported by the Company’s unsecured revolving
credit facilities. Although any borrowings under the commercial paper program subject the Company to fluctuations
in interest rates, reflecting current market conditions, individual instruments carry a fixed rate during their respective
terms. As of December 31, 2011, PGE had no borrowings outstanding under its revolving credit facilities and $30
million of commercial paper outstanding.
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PGE currently has no financial instruments to mitigate risk related to changes in short-term interest rates, including
those on commercial paper; however, it may consider such instruments in the future as considered necessary.

As of December 31, 2011, the total fair value and carrying amounts by maturity date of PGE’s long-term debt are as
follows (in millions):

Total Carrying Amounts by Maturity Date
Fair There-
Value Total 2012 2013 2014 2015 2016 after
First Mortgage Bonds ........c.ccceueee. $1962 $1614 $ 100 $ 100 $ — $ 70 $ 67 $1277
Poltution Control Revenue Bonds .. 129 121 — — — — e 121
Total oo $2091 $1,735 $ 100 $ 100 $§ — §$ 70 $§ 67 §$1,398

As of December 31, 2011, PGE had no long-term variable rate debt outstanding; accordingly, the Company’s
outstanding long-term debt is not subject to interest rate risk exposures.

Credit Risk

PGE is exposed to credit risk in its commodity price risk management activities related to potential nonperformance
by counterparties. PGE manages the risk of counterparty default according to its credit policies by performing financial
credit reviews, setting limits and monitoring exposures, and requiring collateral (in the form of cash, letters of credit,
and guarantees) when needed. The Company also uses standardized enabling agreements and, in certain cases, master
netting agreements, which allow for the netting of positive and negative exposures under multiple agreements with
counterparties. Despite such mitigation efforts, defaults by counterparties may periodically occur. Based upon periodic
review and evaluation, allowances are recorded to reflect credit risk related to wholesale accounts receivable.

The large number and diversified base of residential, commercial, and industrial customers, combined with the
Company’s ability to discontinue service, contribute to reduce credit risk with respect to trade accounts receivable
from retail sales. Estimated provisions for uncollectible accounts receivable related to retail sales are provided for such
risk.

As of December 31, 2011, PGE’s credit risk exposure is $1 million for commodity activities with externally-rated
investment grade counterparties and matures in 2012. The credit risk is included in accounts receivable and price risk
management assets, offset by related accounts payable and price risk management liabilities.

Investment grade includes those counterparties with a minimum credit rating on senior unsecured debt of Baa3 (as
assigned by Moody’s) or BBB- (as assigned by S&P), and also those counterparties whose obligations are guaranteed
or secured by an investment grade entity. The credit exposure includes activity for electricity and natural gas forward,
swap, and option contracts. Posted collateral may be in the form of cash or letters of credit and may represent prepayment
or credit exposure assurance.

Omitted from the market risk exposures discussed above are long-term power purchase contracts with certain public
utility districts in the state of Washington and with the City of Portland, Oregon. These contracts provide PGE with a
percentage share of hydro facility output in exchange for an equivalent percentage share of operating and debt service
costs. These contracts expire at varying dates through 2052. For additional information, see “Public Utility Districts”
in Note 15, Commitments and Guarantees, in the Notes to Consolidated Financial Statements in Item 8.—*“Financial
Statements and Supplementary Data.” Management believes that circumstances that could result in the nonperformance
by these counterparties are remote.
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ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

The following financial statements and report are included in Item 8:

Report of Independent Registered Public Accounting FirM.........ceceeeviririeniienneneneeinenennereienescenescsneens 68

Consolidated Statements of Income for the years ended December 31, 2011, 2010, and 2009.................... 70

Consolidated Statements of Comprehensive Income for the years ended December 31, 2011, 2010, and

2009, st et s st s a e R bt s e et s et b et e sese st be e e e s sa et etanes 71
Consolidated Balance Sheets as of December 31, 2011 and 2010 .........ooouveeeerrieeeeiireceeeeeeceveeeeeee e 72
Consolidated Statements of Equity for the years ended December 31, 2011, 2010, and 2009 ..................... 74
Consolidated Statements of Cash Flows for the years ended December 31, 2011, 2010, and 2009 ............. 75
Notes to Consolidated Financial Statements..........c.coeveruertiriinierenirerreitnresieerietseete e sssse st esessesasseassessesesaes 77
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Shareholders of
Portland General Electric Company
Portland, Oregon

We have audited the accompanying consolidated balance sheets of Portland General Electric Company and subsidiaries
(the “Company”) as of December 31,2011 and 2010, and the related consolidated statements of income, comprehensive
income, equity, and cash flows for each of the three years in the period ended December 31, 2011. We also have audited
the Company’s internal control over financial reporting as of December 31, 2011, based on criteria established in
Internal Control-Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission. The Company’s management is responsible for these financial statements, for maintaining effective
internal control over financial reporting, and for its assessment of the effectiveness of internal control over financial
reporting, included in the accompanying Management’s Annual Report on Internal Control over Financial Reporting.
Our responsibility is to express an opinion on these financial statements and an opinion on the Company’s internal
control over financial reporting based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement and whether effective internal control over financial reporting
was maintained in all material respects. Our audits of the financial statements included examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles used
and significant estimates made by management, and evaluating the overall financial statement presentation. Our audit
of internal control over financial reporting included obtaining an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. Our audits also included performing such other procedures
as we considered necessary in the circumstances. We believe that our audits provide a reasonable basis for our opinions.

A company’sinternal control over financial reporting is a process designed by, or under the supervision of, the company’s
principal executive and principal financial officers, or persons performing similar functions, and effected by the
company’s board of directors, management, and other personnel to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles. A company’s internal control over financial reporting includes those policies
and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect
the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally accepted accounting
principles and that receipts and expenditures of the company are being made only in accordance with authorizations
of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely
detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on
the financial statements.
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Because of the inherent limitations of internal control over financial reporting, including the possibility of collusion
or improper management override of controls, material misstatements due to error or fraud may not be prevented or
detected on a timely basis. Also, projections of any evaluation of the effectiveness of the internal control over financial
reporting to future periods are subject to the risk that the controls may become inadequate because of changes in
conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the
financial position of Portland General Electric Company and subsidiaries as of December 31, 2011 and 2010, and the
results of their operations and their cash flows for each of the three years in the period ended December 31, 2011, in
conformity with accounting principles generally accepted in the United States of America. Also, in our opinion, the
Company maintained, in all material respects, effective internal control over financial reporting as of
December 31, 2011, based on the criteria established in Internal Control-Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission.

/s/ Deloitte & Touche LLP

Portland, Oregon
February 23, 2012
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

(Dollars in millions, except per share amounts)

Years Ended December 31,

2011 2010 2009
REVENUES, NEL.........oovieeeeeieieeieeierieteereerereeseesessessseeseeressessesnsessssessesesas $ 1,813  §$ 1,783  $ 1,804
Operating expenses:
Purchased power and fuel ... 760 829 944
Production and distribution.........c.ccecnurnen e erreeeeeer et bentenaeas 201 174 178
Administrative and other...........c..ccccecceeeee e e—e e e ereaenne 218 186 179
Depreciation and amortization................... rreerrerreeseteeeeeteerenns 227 238 211
Taxes other than iINCOME tAXES ..cvvevreeereerriererereiennrinereirieaeenrens 98 89 84
Total operating EXpenses........ccuviveiieineieeiineeerenrasusseenes 1,504 1,516 1,596
Income from OPETations ...........cccocvercreerereeueureemrsiensnsaiaranans 309 267 208
Other income:
Allowance for equity funds used during construction................. 5 13 18
Miscellaneous INCOME, NEL........coveeeeeeeervererieensereeessneeessieressssens 1 4 3
Other INCOME, NEL...ccovvereeeccrrreeieirreeeretereesereeereeseneresesonnne 6 17 21
Interest eXPense.........cccooverveerieenerneiiieiirenc e e 110 110 104
Income before INCOME taXeS......ecveeeeerereerrerrcecrernensneriesnns 205 174 125
INCOME TAXES ......oeeeieieeeeeecirerii e e e nee et cee et s aseressre s s e e sasarnasases 58 53 36
NetinCOmE. ............ccoverieieieieeecer et 147 121 89
Less: net loss attributable to noncontrolling interests........ocoovveivenenne. — 4) 6)
Net income attributable to Portland General
Electric COMPANY ............cccooovververvensecerenecennessseensesserces $ 147§ 125§ 95
Weighted-average shares outstanding (in thousands):
BASIC...ueivieriereeteieieeeeestese ettt ettt b s s a e 75,333 75,275 72,790
DHIULED.......cvieveereerereieeete ettt b s s an e 75,350 75,291 72,852
Earnings per share—basic and diluted ............cccocovveiiininininnnnen, $ 195 § 1.66 § 1.31
Dividends declared per common share.........c.coeeviviiecnieniinininnnnes $ 1.055 $ 1.035 § 1.010

See accompanying notes to consolidated financial statements.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(In millions)

Years Ended December 31,

2011 2010 2009

NEEIIICOIC ........covveieeeeeeierereteesesesesesesesesesesentsseseneenae st s esssnensanssesssnsnns $ 147 § 121§ 89

Other comprehensive income (loss)—Change in compensation

retirement benefits liability and amortization, net of taxes of $1 in

2011 A0d 2010.0c.vvecrvereeereeeeeeeeressesessessssecsesessessesssessasessesasensisnnes €) 1 )
Comprehensive INCOME ..o 146 122 88
Less: comprehensive loss attributable to the noncontrolling interests ...... — “4) 6)
Comprehensive income attributable to Portland General Electric
COMPALY .......ooneeoeeerresieeseesssessssssssssessesssesseseesssssesesenssssscssecsssssssssnssanes 146 § 126§ %4

See accompanying notes to consolidated financial statements.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In millions)

As of December 31,
2011 2010
ASSETS
Current assets:
Cash and cash eqUIVAIENLS .......c.cceeerveriiiriciiiesecieteicre ettt e e eaeas $ 6 4
ACCOUNLS TECEIVADIE, NEL.....oeocviiieeiiicieeecteeeee ettt e sase e saseeases 144 137
Unbilled TEVENUES .....coereeieiieieieieieie ettt sreer et ese e eaneveens 101 93
Inventories, at average cost:
Materials and SUPPLIES .....ocveiveieieieieieicr ettt ere st es e 37 34
FUEL ..ottt ettt a e nennan 34 22
MaArZin AEPOSIES ..c.ceuviueeeirrierertieiere sttt ete e ste st e stestsetesre e be s esae s e aesae e essessereesans 80 83
Regulatory assets—CUITENE ......c.ccveeveieieieieieece ettt vt e ere e v n e 216 221
Other CUITENT ASSELS.....ccveiviriireiiiereieieeet et e e se e e e st e eseetsesesesressensesanns 98 67
Total CUrTent @SSeLS.........c.ccoiiiiiiiiiiirieecei et nesaens 716 661
Electric utility plant:
PLOQUCLION ...ttt e et eeesae e eeaae e e et e e e saseeonsnteesnneesssnesannnenns 2,854 2,745
TTANSIISSION ...eeuvevreiieieeeretieteeteetrete et este st e s et et esee st esbessesaesasesseseesseseesneasessensensesens 393 372
DISHIIDULION ...ttt ettt et b et se et eteereebeesesnebenee 2,704 2,582
General......coocveiuieireceeeeeee e tteerieteeerereenteaerteeeraaeereeaarrannn 314 294
INtANGIDIE ..ottt et ets 331 286
Construction WOrk in PrOZIESS ...ccevverieieieirieeeeerieeseetrerieeree e saesrestesaessesseeenns 120 125
Total electric ULHILY Plant..........cc.coeeveiereeeeeiciecee et reeer e 6,716 6,404
Accumulated depreciation and amortization............c..ccveeeeereerreereerneeneesreenenneenes (2,431) (2,271)
Electric utility plant, net....................cccoooeviiiivieeectrer e, 4,285 4,133
Regulatory assets—NONCUITENL......c..evvieierirerierereseserrese et te st ereseesnsreae s e s e e e snans 594 544
Nuclear decOmmiSSIONING tIUSt ......c.cecvevirieieeririerirtrrieteeeeseseesteseseesseesaseesaessenes 37 34
Non-qualified benefit plan trust ........ccccevvieriireini e 36 44
Other NONCUITENT ASSELS ....ecuveuireieiieieriieiee st e ettt easreste e etestesaessensessesnennas 65 75
TOtAL ASSOLS.....c.ooivviieiiciicte et b e et et e esae o eeesansens $ 5,733 5,491

See accompanying notes to consolidated financial statements.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS, continued

(In millions, except share amounts)

As of December 31,
2011 2010
LIABILITIES AND EQUITY
Current liabilities:
ACCOUNLS PAYADIE ....oeeuvveeeireieieteiceieeseeeetersi et e s esse e bestebesassasaesassnnsesaenans $ 1 3 102
Liabilities from price risk management activities—current ........c.cceeercvevcenuennen. 216 188
Short-1eTm dEDBt ......coeiiieieiiietecteee et ettt 30 19
Current portion of long-term debt.........c..cceveerieieninrniririrenenenere e 100 10
Regulatory 1iabilities—CUITENL........c.cccoviriirrieirieiiee ettt 6 25
Accrued expenses and other current abilities ...........cocveeevenecienieneveneniecnnne 151 145
Total current liabilities.................cocoviivininiins 614 489
Long-term debt, net of current portion...........oeceeeeeveeccesereieeneeenes errereerreeeesenrrnres 1,635 1,798
Regulatory 1iabilities—nONCUITENLt .......cccoveieiiriiiiniiniecieeete et e e 720 657
Deferred INCOME tAXES ... .ccverveuieuieireeiereeriertestestetetetetetesreebessessassessassasessessessensas 529 445
Liabilities from price risk management activities—noncurrent............c.cevveerenenna. 172 188
Unfunded status of pension and postretirement plans..........cccccecveveerveecerrrecenrennnen. 195 140
Non-qualified benefit plan liabilities........ccccooverierierverniiniereiecerir e 101 97
Other noncurrent Habilities..........cceervererieieeieeirereee et sesresaesneaens 101 78
Total Habilities.................coooviiiiiiiiiccc e 4,067 3,892
Commitments and contingencies (see notes)
Equity:
Portland General Electric Company shareholders’ equity:
Preferred stock, no par value, 30,000,000 shares authorized; none issued
and oULSTANAING .....cc.covueeuieieeiirieecte ettt ettt et a e - -
Common stock, no par value, 160,000,000 shares authorized; 75,362,956
and 75,316,419 shares issued and outstanding as of December 31, 2011
and 2010, reSPECLIVELY ........coieiiriiriiriirieicerte e 836 831
Accumulated other comprehensive 10SS .........coceverveerrieniiininieenesreesesnaenennns 6) 4)
Retained CAIMINGS .....cc.ecveieirieeieinererientereiest et ee e e e ssass e basaessessesaassennans 833 766
Total Portland General Electric Company shareholders’ equity............ 1,663 1,592
Noncontrolling interests” EQUILY.......cciververviieereeereeeriierreeeseerreerreereeeseesseessesenns 3 7
TOtal @QUILY ........oocverriiiiiciece ettt ese e eresnseseestnessneeraeeereessnenans 1,666 1,599
Total liabilities and equity..............cccoceeeiiiiecieiieeceeeeeee $ 5733 . $ 5,491

See accompanying notes to consolidated financial statements.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF EQUITY

Balance as of December 31, 2008 ...

Issuance of common stock, net of
issuance costs 0f $6.......oeevuvveveren.

Vesting of restricted and
performance stock units................

Issuance of shares pursuant to
employee stock purchase plan ......

Noncontrolling interests’ capital
contribution.........coceveeeriveverervennens

Net income (10ss).....c.cccevurreerrencn.
Other comprehensive loss.............
Balance as of December 31, 2009 ...

Vesting of restricted and
performance stock units................

Issuance of shares pursuant to
employee stock purchase plan ......

Noncontrolling interests’ capital
contributions ..........ceceeevvererveneenens

Stock-based compensation............
Dividends declared ...........cccucn.e...
Net income (1088)....cceeverrvereeennnnen,
Other comprehensive income........
Balance as of December 31, 2010 ...
Vesting of restricted stock units....

Issuance of shares pursuant to
employee stock purchase plan ......

Issuance of shares pursuant to
dividend reinvestment and direct
stock purchase plan.......................

Noncontrolling interests’ capital
distributions ........ceceveveeercnennnnen,

Stock-based compensation............
Dividends declared .......................
Net inCOME........cevrverrenrereeecrenannn.
Other comprehensive loss.............

Balance as of December 31, 2011 ... 75,362,956

See accompanying notes to consolidated financial statements.

(In millions, except share amounts)

Portland General Electric Company

Shareholders’ Equity
Accumulated N
Other oncontrolling
Common Stock Comprehensive  Retained Interests’
Shares Amount Loss Earnings Equity
62,575257 $§ 659 $ OB 700 —
12,477,500 170 — — —
128,175 — — — —
29,648 — — — —
— — — — 7
_ _ — (76) —
— — — 95 6)
_ — (1) — _
75,210,580 829 (6) 719 1
77,281 — — — —
28,558 1 — — —
— — — — 10
— 1 . — —
_ i — (78) —
— — — 125 “@
— _— 1 — —
75,316,419 831 5) 766 7
17,944 — — — —
25,435 1 — — __
3,158 — — — —
— — — — @)
_ 4 — — _
_ _ — (80) _
— — — 147 —
_ _ (1) — —
836 $ 6) % 833 3
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(In millions)

Years Ended December 31,

2011 2010 2009
Cash flows from operating activities:
INELAICOIMIE ......c.veiiiiciieieeicetcte ettt e et e e e e e tesaaeseesaessesseseasaessans $ 147 121§ 89
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization ............c.cceceecverercesieneriesesireeee e 227 238 211
Deferred INCOME tAXES....cc.eevverirreereerieriireeeeeneeeensteseeeeneesreesseseenaeas 56 67 82
Renewable adjustment clause deferrals ........cccoevvevceninienveinceeninenns 22 (12) an
Regulatory deferral of settled derivative instruments .............c..c...... 12 26 3D
Power cost deferrals, net of amortization............cceceeveevcevencennenncnee 10 (1) (18)
Increase (decrease) in net liabilities from price risk management
ACHIVIEIES ..ueveecvveeeeeasscee st sesaensssaesesebesesnebe s s sansnsnanansnsns 9 118 (145)
Regulatory deferrals—price risk management activities.................. 6) (118) 145
Senate Bill 408 amortization...........cceveeereeeieeeeseeeerieveseessennnes e @) (13) —
Allowance for equity funds used during construction ...................... %) (13) (18)
Decoupling mechanism deferrals, net of amortization ..................... 3 (10) 7
Unrealized gains on non-qualified benefit plan trust assets.............. — ) ®)
Other non-cash income and eXpenses, NEt ......cccvvvervvververeerueesereraenas 38 27 43
Changes in working capital:
(Increase) decrease in receivables and unbilled revenues ............ (15) 24 11
Decrease (increase) in margin deposits........ccecereevcecvericeneeneenncn. 3 27 133
Income tax refund received........o.ooeviriveriineccnnnrennieieeceereeene 9 53 —
Increase in income taxes receivable........ccooveereevieiirninivieneennenns — (22) (53)
Increase (decrease) in payables and accrued liabilities ................ 5 an (16)
Other working capital items, Det.....c..ccccvvivvverirnrnvrncciiniineeenns @) — 2
Contribution to pension plan...........ecceeeevevirinenreneeenienereseneneees (26) 30) —
Contribution to voluntary employees’ benefit association trust........ (16) ¢ —
Distribution of Trojan refund Hability...........cccceeveerercreeievereeciennenne — — (34)
Other, NEL...ccvviirieeeeeet ettt ettt ettt se s s aeesseesaeeseeenes (6) (20) 3)
Net cash provided by operating activities ............................ 453 391 386
Cash flows from investing activities:
Capital eXpenditires ..........coceevierieriieniecieriecereee e e seesseerenes (300) (450) (696)
Purchases of nuclear decommissioning trust securities...............cocueueue (50) (46) (36)
Sales of nuclear decommissioning trust SECUTItIES ......cccvevveveeriesicrrnne. 46 50 36
Distribution from nuclear decommissioning trust...........cecceeceeveerveennenae — 19 —
OthET, NEL...oiiierieeee ettt see e st e st e e e e 5 3) @
Net cash used in investing activities................cccccccvvvneeeneen. (299) (430) (700)

See accompanying notes to consolidated financial statements.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS, continued
(In millions)

Years Ended December 31,

2011 2010 2009
Cash flows from financing activities:
Proceeds from issuance of long-term debt ..........ccceoevvvirreninircccnnencnnn. $ —  § 249§ 580
Payments on long-term debt..........ccovevimeneniienineeeeeeceeenn, (73) (186) (142)
Proceeds from issuance of common stock, net of issuance costs.......... — — 170
Issuances (maturities) of commercial paper, Net..........ccoceevveeirinnerennne 11 19 (65)
Borrowings on short-term debt.......cc.ccccvviivinrienerreesieneenneeeesresee e —_ 11 —
Payments on short-term debt.........ccccecvevivieviinineninicierceeeeceean — 11 @)
Borrowings on revolving lines of credit..........ccccovvvveeinieieccneniennene. — — 82
Payments on revolving lines of credit ........cccovvvveeveceeieiieseneneneeieeane — - (213)
Dividends Paid........ccoccvrieieeririnienet ettt (79) (78) (72)
Premium paid on repayment of long-term debt........c.oceeceevevinenencnnncne @) — —
DEDE ISSUANCE COSLS...uvirverrreirrenrierieeiieerreeseeereerseesraesreserssersseesnsesennses — 2) )
Noncontrolling interests’ capital (distributions) contributions.............. @) 10 7
Net cash (used in) provided by financing activities............. (152) 12 335
Change in cash and cash equivalents .................ccooeeevniinieniecencennnn, 2 27 21
Cash and cash equivalents, beginning of year ................c.ccocovevveeeeenn. 4 31 10
Cash and cash equivalents, end of year ..................ccocoevveeieirenniennnn. $ 6 $ 4 3 31
Supplemental disclosures of cash flow information:
Cash paid for interest, net of amounts capitalized...........cccoeevvreereennenne. $ 103§ 98 $ 74
Cash paid for income taxes...........c.covererrennne. rereteete s e e et entenaaanes 3 — 2
Non-cash investing and financing activities:
Accrued capital additionS.........ccceeeeeiiiiiireiriesee et e e 19 12 17
Accrued dividends payable ..........coceeveiieirerereieieeieeeeree e 21 20 20
Preliminary engineering transferred to Construction work in
progress from Other noncurrent assets.........oeveecrecrenveererieerereneerennen 7 - -

See accompanying notes to consolidated financial statements.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1: BASIS OF PRESENTATION
Nature of Operations

Portland General Electric Company (PGE or the Company) is a single, vertically integrated electric utility engaged in
the generation, purchase, transmission, distribution, and retail sale of electricity in the state of Oregon. The Company
also sells electricity and natural gas in the wholesale market to utilities, brokers, and power marketers. PGE operates
as a single segment, with revenues and costs related to its business activities maintained and analyzed on a total electric
operations basis. PGE’s corporate headquarters is located in Portland, Oregon and its service area is located entirely
within Oregon. PGE’s service area includes 52 incorporated cities, of which Portland and Salem are the largest, within
a state-approved service area allocation of approximately 4,000 square miles. As of December 31, 2011, PGE served
822,466 retail customers with a service area population of approximately 1.7 million, comprising approximately 44%
of the state’s population.

As of December 31, 2011, PGE had 2,634 employees, with 840 employees covered under two separate agreements
with Local Union No. 125 of the International Brotherhood of Electrical Workers. Such agreements cover 804 and 36
employees and expire in February 2015 and August 2014, respectively.

PGE is subject to the jurisdiction of the Public Utility Commission of Oregon (OPUC) with respect to retail prices,
utility services, accounting policies and practices, issuances of securities, and certain other matters. Retail prices are
based on the Company’s cost to serve customers, including an opportunity to earn a reasonable rate of return, as
determined by the OPUC. The Company is also subject to regulation by the Federal Energy Regulatory Commission
(FERC) in matters related to wholesale energy transactions, transmission services, reliability standards, natural gas
pipelines, hydroelectric project licensing, accounting policies and practices, short-term debt issuances, and certain
other matters.

Consolidation Principles

The consolidated financial statements include the accounts of PGE and its wholly-owned subsidiaries and those variable
interest entities (VIEs) where PGE has determined it is the primary beneficiary. The Company’s ownership share of
direct expenses and costs related to jointly-owned generating plants are also included in its consolidated financial
statements. Intercompany balances and transactions have been eliminated.

For entities that are determined to meet the definition of a VIE and where the Company has determined it is the primary
beneficiary, the VIE is consolidated and a noncontrolling interest is recognized for any third party interests. This has
resulted in the Company consolidating entities in which it has less than a 50% equity interest. For further information,
see Note 16, Variable Interest Entities.

Use of Estimates

The preparation of financial statements in accordance with accounting principles generally accepted in the United
States of America (GAAP) requires management to make estimates and assumptions that affect the reported amounts
of assets and liabilities, and disclosures of gain or loss contingencies, as of the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. Actual results could differ materially from
those estimates.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Reclassifications

To conform with the 2011 presentation, PGE reclassified $67 million of accrued expenses in the 2010 consolidated
balance sheet, consisting of accrued employee compensation and benefits and other, from Accounts payable to Accrued
expenses and other current liabilities, and segregated Renewable adjustment clause deferrals from Other non-cash
income and expenses, net in the operating activities section in the 2010 and 2009 consolidated statements of cash
flows.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Cash and Cash Equivalents

Highly liquid investments with maturities of three months or less at the date of acquisition are classified as cash
equivalents, of which PGE had none as of December 31, 2011 and 2010.

Accounts Receivable

Accounts receivable are recorded at invoiced amounts and do not bear interest when recorded. Late payment fees on
balances in arrears are first assessed 16 business days after the due date. An inactive account balance is charged-off
in the period in which the receivable is deemed uncollectible, but no sooner than 45 business days after the final due
date.

Estimated provisions for uncollectible accounts receivable related to retail sales, charged to Administrative and other
expense, are recorded in the same period as the related revenues, with an offsetting credit to the allowance for
uncollectible accounts. Such estimates are based on management’s assessment of the probability of collection of
customer accounts, aging of accounts receivable, bad debt write-offs, actual customer billings, and other factors.

Provisions related to wholesale accounts receivable and unsettled positions, charged to Purchased power and fuel
expense, are based on a periodic review and evaluation that includes counterparty non-performance risk and contractual
rights of offset when applicable. Actual amounts written off are charged to the allowance for uncollectible accounts.

Price Risk Management

PGE engages in price risk management activities, utilizing financial instruments such as forward, swap, and option
contracts for electricity, natural gas, oil and foreign currency. These instruments are measured at fair value and recorded
on the consolidated balance sheets as assets or liabilities from price risk management activities, unless they qualify
for the normal purchases and normal sales exception. Changes in fair value are recognized in the statement of income,
offset by the effects of regulatory accounting.

Certain electricity forward contracts that were entered into in anticipation of serving the Company’s regulated retail
load meet the requirements for treatment under the normal purchases and normal sales exception. Other activities
consist of certain electricity forwards, options and swaps, certain natural gas forwards, options, and swaps, and forward
contracts for acquiring Canadian dollars. Such activities are utilized as economic hedges to protect against variability
in expected future cash flows due to associated price risk and to manage exposure to volatility in net power costs for
the Company’s retail customers.

In accordance with ratemaking and cost recovery processes authorized by the OPUC, PGE recognizes a regulatory
asset or liability to defer unrealized losses or gains, respectively, on derivative instruments until settlement. At the time
of settlement, PGE recognizes a realized gain or loss on the derivative instrument. Contracts that qualify for the normal
purchases and normal sales exception are not required to be recorded at fair value. Unrealized gains and losses from
contracts that qualify as cash flow hedges are recorded net in Other comprehensive income and contracts not designated
as cash flow hedges are recorded net in Purchased power and fuel expense on the statements of income.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Physical electricity sale and purchase transactions are recorded in Revenues and Purchased power and fuel expense
upon settlement, respectively, while financial transactions are recorded on a net basis in Purchased power and fuel
expense upon settlement.

Pursuant to transactions entered into in connection with PGE’s price risk management activities, the Company may
be required to provide collateral with certain counterparties. The collateral requirements are based on the contract
terms and commodity prices and can vary period to period. Cash deposits provided as collateral are classified as Margin
deposits in the accompanying consolidated balance sheets and were $80 million and $83 million as of
December 31, 2011 and 2010, respectively. Letters of credit provided as collateral are not recorded on the Company’s
consolidated balance sheet and were $104 million and $180 million as of December 31, 2011 and 2010, respectively.

Inventories

PGE’s inventories, which are recorded at average cost, consist primarily of materials and supplies for use in operations,
maintenance and capital activities and fuel for use in generating plants. Fuel inventories include natural gas, oil, and
coal. Periodically, the Company assesses the realizability of inventory for purposes of determining that inventory is
recorded at the lower of average cost or market.

Electric Utility Plant
Capitalization Policy

Electric utility plant is capitalized at its original cost. Costs include direct labor, materials and supplies, and contractor
costs, as well as indirect costs such as engineering, supervision, employee benefits, and an allowance for funds used
during construction (AFDC). Plant replacements are capitalized, with minor items charged to expense as incurred.
Periodic major maintenance inspections and overhauls at the Company’s generating plants charged to expense as
incurred, subject to regulatory accounting as applicable. Costs to purchase or develop software applications for internal
use only are capitalized and amortized over the estimated useful life of the software. Costs of obtaining a FERC license
for the Company’s hydroelectric projects are capitalized and amortized over the related license period.

PGE records AFDC, which is intended to represent the Company’s cost of funds used for construction purposes and

is based on the rate granted in the latest general rate case for equity funds and the cost of actual borrowings for debt

funds. AFDC is capitalized as part of the cost of plant and credited to the consolidated statements of income. The

average rate used by PGE was 8% in 2011 and 2010, and 7% in 2009. AFDC from borrowed funds was $3 million in

2011, $9 million in 2010, and $12 million in 2009 and is reflected as a reduction to Interest expense. AFDC from

equity funds was $5 million in 2011, $13 million in 2010, and $18 million in 2009 and is reflected as a component of -
Other income, net.

Costs which are disallowed for recovery in customer prices are charged to expense at the time such disallowance is
probable.

Depreciation and Amortization

Depreciation is computed using the straight-line method, based upon original cost, and includes an estimate for cost
of removal and expected salvage. Depreciation expense as a percent of the related average depreciable plant in service
was 3.7% in 2011, 3.9% in 2010, and 3.8% in 2009. Estimated asset retirement removal costs included in depreciation
expense were $49 million in the year ended December 31, 2011 and $47 million in each of the years ended
December 31, 2010 and 2009.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Periodic studies are conducted to update depreciation parameters (i.e. retirement dispersion patterns, average service
lives, and net salvage rates), including estimates of asset retirement obligations (AROs) and asset retirement removal
costs. The studies are conducted every five years and are filed with the OPUC for approval and inclusion in a future
rate proceeding. On September 13, 2010, PGE received an order from the OPUC authorizing new depreciation rates
to be effective January 2011.

Thermal production plants are depreciated using a life-span methodology which ensures that plant investment is
recovered by the estimated retirement dates, which range from 2020 to 2050. Depreciation is provided on the Company’s
other classes of plant in service over their estimated average service lives, which are as follows (in years):

Production, excluding thermal:

HYAIO ..ot 86

WDttt eere e b 27
TranSmMISSION. .....uvvvvviieeireeeee et e e e eereeeereeeeeareeeanes 53
DIStADULION ..ot 40
GeNETAl.....coeeeeiiiieee ettt 14

The original cost of depreciable property units, net of any related salvage value, is charged to accumulated depreciation
when property is retired and removed from service. Cost of removal expenditures are charged to AROs for assets that
meet the definition of a legal obligation and to accumulated asset retirement removal costs, included in Regulatory
liabilities, for assets without AROs.

On June 21, 2011, PGE received an order from the OPUC authorizing an increase in customer prices effective
July 1, 2011 for depreciation expense and decommissioning costs related to the Company’s commitment to cease coal-
fired operations at Boardman at the end of 2020.

Intangible plant consists primarily of computer software development costs, which are amortized over either five or
ten years, and hydro licensing costs, which are amortized over the applicable license term, which range from 30 to 50
years. Accumulated amortization was $153 million and $133 million as of December 31, 2011 and 2010, respectively,
with amortization expense of $19 million in 2011, $17 million in 2010, and $16 million in 2009. Future estimated
amortization expense as of December 31, 2011 is as follows: $20 million in 2012; $14 million in 2013; $12 million
in 2014; $11 million in 2015; and $8 million in 2016.

Marketable Securities

All of PGE’s investments in marketable securities, included in the Non-qualified benefit plan trust and Nuclear
decommissioning trust on the consolidated balance sheets, are classified as trading. Trading securities are stated at fair
value based on quoted market prices. Realized and unrealized gains and losses on the Non-qualified benefit plan trust
assets are included in Other income, net. Realized and unrealized gains and losses on the Nuclear decommissioning
trust fund assets are recorded as regulatory liabilities or assets, respectively, for future ratemaking. The cost of securities
sold is based on the average cost method.

Regulatory Accounting
Regulatory Assets and Liabilities

As arate-regulated enterprise, the Company applies regulatory accounting, resulting in regulatory assets or regulatory
liabilities. Regulatory assets represent (i) probable future revenue associated with certain costs that are expected to be
recovered from customers through the ratemaking process, or (ii) probable future collections from customers resulting
from revenue accrued for completed alternative revenue programs, provided certain criteria are met. Regulatory
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

liabilities represent probable future reductions in revenue associated with amounts that are expected to be credited to
customers through the ratemaking process. Regulatory accounting is appropriate as long as prices are established by
or subject to approval by independent third-party regulators; prices are designed to recover the specific enterprise’s
cost of service; and in view of demand for service, it is reasonable to assume that prices set at levels that will recover
costs can be charged to and collected from customers. Once the regulatory asset or liability is reflected in prices, the
respective regulatory asset or liability is amortized to the appropriate line item in the statement of income over the
period in which it is included in prices.

Circumstances that could result in the discontinuance of regulatory accounting include (i) increased competition that
restricts the Company’s ability to establish prices to recover specific costs, and (ii) a significant change in the manner
in which prices are set by regulators from cost-based regulation to another form of regulation. PGE periodically reviews
the criteria of regulatory accounting to ensure that its continued application is appropriate. Based on a current evaluation
ofthe various factors and conditions, management believes that recovery of the Company’sregulatory assets is probable.

For additional information concerning the Company’s regulatory assets and liabilities, see Note 6, Regulatory Assets
and Liabilities.

Power Cost Adjustment Mechanism

PGE is subject to a power cost adjustment mechanism (PCAM) as approved by the OPUC. Pursuant to the PCAM,
the Company can adjust future customer prices to reflect a portion of the difference between each year’s forecasted
net variable power costs (NVPC) included in customer prices (baseline NVPC) and actual NVPC. PGE is subject to
a portion of the business risk or benefit associated with the difference between actual NVPC and baseline NVPC by
application of an asymmetrical “deadband.” If the difference between actual NVPC and baseline NVPC falls within
the established deadband range, PGE absorbs the incremental cost or benefit, with the difference falling outside the
lower and upper thresholds of the deadband range being shared 90/10 between customers and the Company, respectively.
Any customer refund or collection is also subject to a regulated earnings test. A refund will occur only to the extent
that it results in PGE’s actual regulated return on equity (ROE) for that year being no less than 1% above the Company’s
latest authorized ROE. A collection will occur only to the extent that it results in PGE’s actual regulated ROE for that
year being no greater than 1% below the Company’s last authorized ROE. PGE’s authorized ROE was 10% for 2011,
2010, and 2009. A final determination of any customer refund or collection is made by the OPUC through an annual
public filing and review.

PGE estimates and records amounts related to the PCAM on a quarterly basis during the year. Ifthe projected difference
between baseline and actual NVPC for the year exceeds the established deadband, and if forecasted earnings exceed
the level required by the regulated earnings test, a regulatory liability is recorded for any future amount payable to
retail customers, with offsetting amounts recorded to Purchased power and fuel expense. If the difference is below the
lower end of the deadband, a regulatory asset is recorded for any future amount due from retail customers.

For 2011, the deadband ranged from $15 million below to $30 million above baseline NVPC. PGE’s actual NVPC as
determined pursuant to the PCAM for 2011 was below baseline NVPC by $34 million, which is $19 million below
the lower deadband threshold. For 2011, PGE recorded an estimated refund to customers of $10 million, reduced from
the $17 million potential refund to customers as a result of the regulated earnings test. A final determination regarding
the 2011 PCAM resuits will be made by the OPUC through a public filing and review in 2012.

For 2010, the deadband ranged from $17 million below to $35 million above baseline NVPC. Although PGE’s actual
NVPC as determined pursuant to the PCAM for 2010 was below baseline NVPC by $12 million, it was within the
established deadband range and, accordingly, no customer refund was recorded in 2010. A final determination regarding
the 2010 PCAM results was made by the OPUC through a public filing and review in 2011, which concluded that no
customer refund was warranted for 2010.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

For 2009, the deadband ranged from $15 million below to $29 million above baseline NVPC. Although PGE’s actual
NVPC as determined pursuant to the PCAM for 2009 exceeded baseline NVPC by $22 million, it was within the
established deadband range and, accordingly, no customer collection was recorded in 2009. A final determination
regarding the 2009 PCAM results was made by the OPUC through a pubhc filing and review in 2010, which concluded
that no customer collection was warranted for 2009.

Asset Retirement Obligations

An ARO is recognized in the period in which it is incurred if a reasonable estimate of fair value can be made. PGE
recognizes those legal obligations related to dismantlement and restoration costs associated with the future retirement
of tangible long-lived assets. Due to the long lead time involved until decommissioning activities occur, the Company
uses present value techniques because quoted market prices and a market-risk premium are not available. The present
value of estimated future removal expenditures is capitalized as an ARO on the consolidated balance sheets and revised
periodically, with actual expenditures charged to the ARO as incurred.

The estimated capitalized costs of AROs are depreciated over the estimated life of the related asset, which is included
in Depreciation and amortization in the consolidated statements of income.

Contingencies

Contingencies are evaluated using the best information available at the time the consolidated financial statements are
prepared. Loss contingencies are accrued and disclosed when it is probable that an asset has been impaired or a liability
incurred as of the financial statement date and the amount of the loss can be reasonably estimated. If a reasonable
estimate of probable loss cannot be determined, a range of loss may be established, in which case the minimum amount
in the range is accrued, unless some other amount within the range appears to be a better estimate. Legal costs incurred
in connection with loss contingencies are expensed as incurred.

A loss contingency will also be disclosed when it is reasonably possible that an asset has been impaired or a liability
incurred. If a probable or reasonably possible loss cannot be reasonably estimated, disclosure of the loss contingency
includes a statement to that effect and the reasorns.

If an asset has been impaired or a liability incurred after the financial statement date, but prior to the issuance of the
financial statements, the loss contingency is disclosed, if material, and the amount of any estimated loss is recorded
in the subsequent reporting period.

Gain contingencies are recognized when realized and are disclosed when material.
Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss (AOCL) is comprised of the difference between the non-qualified benefit
plans’ obligations recognized in net income and the unfunded position as of December 31, 2011 and 2010.

Revenue Recognition

Revenues are recognized as electricity is delivered to customers and include amounts for any services provided. The
prices charged to customers are subject to federal (FERC), and state (OPUC) regulation. Franchise taxes, which are
collected from customers and remitted to taxing authorities, are recorded on a gross basis in PGE’s consolidated
statements of income. Amounts collected from customers are included in Revenues, net and amounts due to taxing
authorities are included in Taxes other than income taxes and totaled $41 million in 2011, $39 million in 2010, and
$38 million in 2009.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Retail revenue is billed monthly based on meter readings taken throughout the month. Unbilled revenue represents
the revenue earned from the last meter read date through the last day of the month, which has not been billed as of the
last day of the month. Unbilled revenue is calculated based on each month’s actual net retail system load, the number
of days from the last meter read date through the last day of the month, and current retail customer prices.

As arate-regulated utility, there are situations in which PGE accrues revenue to be billed to customers in future periods
or defers the recognition of certain revenues to the period in which the related costs are incurred or approved by the
OPUC for amortization. For additional information, see “Regulatory Assets and Liabilities” in this Note 2.

Stock-Based Compensation

The measurement and recognition of compensation expense for all share-based payment awards, including restricted
stock units, is based on the estimated fair value of the awards. The fair value of the portion of the award that is ultimately
expected to vest is recognized as expense over the requisite service period. PGE attributes the value of stock-based
compensation to expense on a straight-line basis.

Income Taxes

Income taxes are accounted for under the asset and liability method, which requires the recognition of deferred tax
assets and liabilities for the expected future tax consequences of temporary differences between financial statement
carrying amounts and tax bases of assets and liabilities. Deferred tax assets and liabilities are measured using enacted
tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be
recovered or settled. The effect on deferred tax assets and liabilities of a change in tax rates is recognized in income
in current and future periods that includes the enactment date. Any valuation allowance is established to reduce deferred
tax assets to the “more likely than not” amount expected to be realized in future tax returns.

As a rate-regulated enterprise, changes in deferred tax assets and liabilities that are related to certain property are
required to be passed on to customers through future prices and are charged or credited directly to a regulatory asset
or regulatory liability. These amounts were recognized as net regulatory assets of $87 million and $95 million as of
December 31, 2011 and 2010, respectively, and will be included in prices when the temporary differences reverse.

Investment tax credits utilized were deferred and amortized to income over the lives of the related properties, and were
fully amortized by the end of 2011.

Unrecognized tax benefits represent management’s expected treatment of a tax position taken in a filed tax return, or
planned to be taken in a future tax return, that has not been reflected in measuring income tax expense for financial
reporting purposes. Until such positions are no longer considered uncertain, PGE would not recognize the tax benefits
resulting from such positions and would report the tax effect as a liability in the Company’s consolidated balance sheet.

PGE records any interest and penalties related to income tax deficiencies in Interest expense and Other income, net,
respectively, in the consolidated statements of income.

83



PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Recent Accounting Pronouncements

Accounting Standards Update (ASU) 2010-06, Fair Value Measurements and Disclosures (Topic 820) - Improving
Disclosures about Fair Value Measurements (ASU 2010-06) requires, among other matters, separate reporting about
purchases, sales, issuances, and settlements for Level 3 fair value measurements. For additional information on Level
3, see Note 4, Fair Value of Financial Instruments. In accordance with the provisions of ASU 2010-06, PGE adopted
this requirement of ASU 2010-06 on January 1, 2011, which did not have a material impact on the Company’s
consolidated financial position, consolidated results of operations, or consolidated cash flows. All other requirements
of ASU 2010-06 were adopted on January 1, 2010 in accordance with ASU 2010-06.

In May 2011, ASU 2011-04, Fair Value Measurements and Disclosures (Topic 820) - Amendments to Achieve Common
Fair Value Measurement and Disclosure Requirements in U.S. GAAP and IFRSs (ASU 2011-04) was issued. Many
of the amendments in ASU 2011-04 change the wording used to describe principles and requirements to align with
International Financial Reporting Standards as issued by the International Accounting Standards Board, and are not
intended to change the application of Topic 820. Some of the amendments clarify the Financial Accounting Standards
Board’s intent on the application of existing fair value guidance or change a particular principle or requirement for
measuring fair value or fair value disclosures. The amendments in ASU 2011-04 are to be applied prospectively and
are effective for interim and annual periods beginning after December 15, 2011 for public entities, with early application
not permitted. PGE will adopt the amendments contained in ASU 2011-04 on January 1, 2012, which are not expected
to have a material impact on the Company’s consolidated financial position, consolidated results of operations, or
consolidated cash flows.

In June 2011, ASU 2011-05, Comprehensive Income (Topic 220) - Presentation of Comprehensive Income (ASU
2011-05) was issued. The amendments of ASU 2011-0S require, among other things, that an entity report items of
other comprehensive income in one of two ways: (i) a single statement with components of net income and total net
income, the components of other comprehensive income and total other comprehensive income, and a total for
comprehensive income; or (ii) two statements with components of net income and total net income in the first statement,
immediately followed by a statement that presents the components of other comprehensive income, a total for other
comprehensive income, and a total for comprehensive income. The amendments in ASU 2011-05 are to be applied
retrospectively and are effective for interim and annual periods beginning after December 15, 2011, with early
application permitted. PGE adopted the amendments contained in ASU 2011-05 on December 31, 2011, which had
no impact on the Company’s consolidated financial position, consolidated results of operations, or consolidated cash
flows.

In December 2011, ASU 2011-12, Comprehensive Income (Topic 220) - Presentation of Comprehensive Income (ASU
2011-12) was issued and defers only the changes in ASU 2011-05 that relate to the presentation of reclassification
adjustments, which pertain to how and where reclassification adjustments are presented. ASU 2011-12 is effective at
the same time as ASU 2011-05. Accordingly, PGE adopted the amendments contained in ASU 2011-12 on December
31, 2011, which had no impact on the Company’s consolidated financial position, consolidated results of operations,
or consolidated cash flows.
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NOTE 3: BALANCE SHEET COMPONENTS
Accounts Receivable, Net

Accounts receivable is net of an allowance for uncollectible accounts of $6 million and $5 million as of
December 31, 2011 and 2010, respectively. The following is the activity in the allowance for uncollectible accounts (in
millions):

Years Ended December 31,

2011 2010 2009
Balance as of beginning of Year........cccccceeveeeieievrieeieerecesieennenns $ 5 8 5 % 4
INCTrease iN PrOVISION ......covereerverereeieeeeteeeeeeseeeseesesaennesseenens 11 7 9
Amounts written off, 1€SS reCOVETIES....oeevvrivrreerceerrinireeeerenne (10) @) ®)
Balance as of end of Year...........c.coovveieivceeenececeseecec e, $ 6 $ 5 3 5

Trust Accounts
PGE maintains two trust accounts as follows:
Nuclear decommissioning trust—Reflects assets held in trust to cover general decommissioning costs and operation of
the Independent Spent Fuel Storage Installation (ISFSI) and represent amounts collected from customers less qualified

expenditures plus any realized and unrealized gains and losses on the investments held therein.

Non-qualified benefit plan trust—Reflects assets held in trust to cover the obligations of PGE’s non-qualified benefit
plans and represents contributions made by the Company less qualified expenditures plus any realized and unrealized
gains and losses on the investment held therein.

The trusts are comprised of the following investments as of December 31 (in millions):

Nuclear Non-Qualified Benefit
Decommissioning Trust Plan Trust
2011 2010 2011 2010
Cash equivalents ...........cccoveveverrereeerereerenesesnenens $ 14 8 13 8 —  § —
Marketable securities, at fair value:
Equity SECUTTtIES ....cevvvvenrreiicniiinincceiiescen — — 10 19
Debt SECUTILIES ...vevvrerrerreeieererrneeeeevesnereneene 23 21 3 2
Insurance contracts, at cash surrender value........ — —_— 23 23

$ 37 $ 34 3 36 § 44

For information concerning the fair value measurement of those assets recorded at fair value held in the trusts, see
Note 4, Fair Value of Financial Instruments.

85



PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Other Current Assets and Accrued Expenses and Other Current Liabilities

Other current assets and Accrued expenses and other current liabilities consist of the following (in millions):

As of December 31,
2011 2010
Other current assets:

Current deferred iNCOME taX SSEL ......ccccuivieriiieceeierieeieeeeeeteeiese s e aeneeeeas $ 33 § —
Assets from price risk management aCtivities .......c.oceereevereesreresreriesenneseeeeneea 19 13
INnCOmME taxes rECEIVADIE. ......c.coueveeririererreeeieerteire e cre e s ee s s seesennas 12 22
ORET .ttt ettt et st b e s e e st e ba et e r e s e e a e e nes 34 32
$ 98 67

Accrued expenses and other current liabilities:
Accrued employee compensation and benefits ..........cc.oceevevievverieicecreeecerenenn, $ 44 $ 36
Accrued interest payable .......c.ccveriveririenieiiere e 24 26
Dividends payable .......c.coeeeverienienirieieiee et 21 20
OBRET ...ttt sttt te et b sa et a e sae s as st s saesesasessessennenaessesneseas 62 63
| $ 151§ 145

Other Noncurrent Assets

The Company incurs preliminary engineering costs related to potential future capital projects, which are capitalized in
Other noncurrent assets in the consolidated balance sheets. Preliminary engineering costs consist of expenditures for
preliminary surveys, plans, and investigations made for the purpose of determining the feasibility of utility projects being
considered. Once the project is approved for construction, such costs are reclassified to Electric utility plant. If the project
is abandoned, such costs are expensed to Production and distribution expense in the period such determination is made.
If any preliminary engineering costs are expensed, the Company may seek recovery of such costs in customer prices,
although there can be no guarantee such recovery would be granted. As of December 31, 2011 and 2010, PGE has
recorded preliminary engineering costs of $10 million and $13 million, respectively. For the years ended
December 31, 2011, 2010, and 2009, no material preliminary engineering costs were expensed.

NOTE 4: FAIR VALUE OF FINANCIAL INSTRUMENTS

PGE determines the fair value of financial instruments, both assets and liabilities recognized and not recognized in the
Company’s consolidated balance sheets, for which it is practicable to estimate fair value as of December 31, 2011 and
2010, and then classified based on a fair value hierarchy. The fair value hierarchy is used to prioritize the inputs to the
valuation techniques used to measure fair value. These three broad levels and application to the Company are discussed
below.

Level I—Quoted prices are available in active markets for identical assets or liabilities as of the reporting date.

Level 2—Pricing inputs include those that are directly or indirectly observable in the marketplace as of the reporting
date.

Level 3—Pricing inputs include significant inputs which are unobservable for the asset or liability.

Financial assets and liabilities are classified in their entirety based on the lowest level of input that is significant to the
fair value measurement. The Company’s assessment of the significance of a particular input to the fair value
measurement requires judgment, and may affect the valuation of fair value assets and liabilities and their placement
within the fair value hierarchy.
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PGE recognizes any transfers between levels in the fair value hierarchy as of the end of the reporting period. Changes
to market liquidity conditions, the availability of observable inputs, or changes in the economic structure of a security
marketplace may require transfer of the securities between levels. There were no significant transfers between levels,
except those net transfers out of Level 3 to Level 2 presented in this note, for the years ended December 31,2011 and
2010.

The Company’s financial assets and liabilities whose values were recognized at fair value are as follows by level within
the fair value hierarchy (in millions):

As of December 31, 2011
Level 1 Level 2 Level 3 Total
Assets:
Nuclear decommissioning trust

Money market funds ..........ccoceevrerienienineieee e $ —  $ 14 8 — 3 14
Debt securities:

Domestic SOVEINMENt .......c.ccevuevrerieienerieareeesereeeneenene 3 9 — 12

Corporate CIEIt .....cocevereeeierrericrrenrerrerierieresnee e e ne — 11 — 11

Non-qualified benefit plan trust @:
Equity securities:

DOMESLIC ...ceverrieererieeeretecrereetese et e et evessa et e seaens e eseeeaas 7 2 — 9

International ...........coccovivrienninencere e 1 — — 1

Debt securities - domestic government........c.ccceeveeevererernnn. 3 — — 3
Assets from price risk management activities

BIECHICILY .ottt st — 2 — 2

Natural ZaS ...oooeviiiiieieeeersre et n e — 17 — 17

$ 14 3 55 8 — $ 69

Liabilities - Liabilities from price risk management
activities (V' ®:

EIECHICILY ..voveviieiiccecnce e $ — §$ 108 § 29 § 137
Natural @as......ooeeeeveiiiiiiiiiicn s — 201 50 251
: $ — $ 309 § 79 § 388

(1) Activities are subject to regulation, with certain gains and losses deferred pursuant to regulatory accounting and included in
regulatory assets or regulatory liabilities as appropriate.

(2) Excludes insurance policies of $23 million, which are recorded at cash surrender value.

(3) For further information, see Note 5, Price Risk Management.

87



PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

As of December 31, 2010
Level 1 Level 2 Level 3 Total
Assets:
Nuclear decommissioning trust :
Money market funds.......c.ococeeeeveecnininecreee e $ — 13 8 —  § 13
Debt securities:
Domestic SOVEINMENL .........c.covevrervirieereerieenrereerereeseeenes 3 9 — 12
Corporate Credit.......ocvueruevrrieirerercrenienierreeerserereeerenes —_ 9 — 9
Non-qualified benefit plan trust @
Equity securities:
DOMESLIC .vevvvevriireeeiieitesienseeteite ettt e e sanenees 16 — — 16
International ........ccccoevvivrenierierinieer et 2 1 — 3
Debt securities - domestic government ..............coeeceeeeeennnn 2 — — 2
Assets from price risk management activities "’ ®:
ELECHICILY .veuvevenieriiieteireieesietere et caesestes et evasse e e — 4 1 5
NAtUral ZaS....ccoveerereiriiieineneeeriecenretete sttt esennas — 11 — 11
$ 23§ 47 % 1§ 71
Liabilities - Liabilities from price risk management
activities V)
ELECHTICIEY v vovcvierevevireiereteetetete et s et sasasaese e sseesenns $ — $ 102 S 17§ 119
NALUTAL ZAS ..ottt sttt sr e seneseeseenes — 153 104 257
$ — $ 255 $ 121 § 376

(1) Activities are subject to regulation, with certain gains and losses deferred pursuant to regulatory accounting and included in

regulatory assets or regulatory liabilities as appropriate.
(2) Excludes insurance policies of $23 million, which are recorded at cash surrender value.
(3) For further information, see Note 5, Price Risk Management.

Trust assets held in the Nuclear decommissioning and Non-qualified benefit plan trusts are recorded at fair value in
PGE’s consolidated balance sheets and allocated to securities that are exposed to interest rate, credit and market volatility

risks. These assets are classified within Level 1, 2 or 3 based on the following factors:

Money market funds—PGE invests in money market funds that seek to maintain a stable net asset value. These
funds invest in high-quality, short-term, diversified money market instruments, short-term treasury bills, federal
agency securities, certificates of deposits, and commercial paper. Money market funds held in the Nuclear
decommissioning trust are classified as Level 2 in the fair value hierarchy as the securities are traded in active
markets of similar securities but are not directly valued using quoted market prices.

Debt securities—PGE invests in highly-liquid United States treasury securities to support the investment
objectives of the trusts. These securities are classified as Level 1 in the fair value hierarchy due to the highly
observable nature of the pricing in an active market.

Fair values for municipal debt and corporate credit securities are classified as Level 2 as prices are determined
by evaluating pricing data such as broker quotes for similar securities and adjusted for observable differences.
Significant inputs used in valuation models generally include benchmark yield and issuer spreads. The external
credit rating, coupon rate, and maturity of each security are considered in the valuation as applicable.
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Equity securities—Equity mutual fund and common stock securities are primarily classified as Level 1 in the
fair value hierarchy as pricing inputs are based on unadjusted prices in an active market. Principal markets for
equity prices include published exchanges such as NASDAQ and the New York Stock Exchange (NYSE),
both American stock exchanges. Certain mutual fund assets included in commingled trusts or separately
managed accounts are classified as Level 2 in the fair value hierarchy as pricing inputs may not be directly
observable in the marketplace.

Assets and liabilities from price risk management activities are recorded at fair value in PGE’s consolidated balance
sheets and consist of derivative instruments entered into by the Company to manage its exposure to commodity price
risk and foreign exchange rate risk, mitigate the effects of market fluctuations, and manage volatility in net power costs
for the Company’s retail customers. For additional information regarding these assets and liabilities, see Note 5, Price
Risk Management.

For those assets and liabilities from price risk management activities classified as Level 2, fair value is derived using
present value formulas that utilize inputs such as quoted forward prices for commodities and interest rates. Substantially
all of these assumptions are observable in the marketplace throughout the full term of the instrument, can be derived
from observable data, or are supported by observable levels at which transactions are executed in the marketplace.
Instruments in this category include over-the-counter forwards and swaps.

Assets and liabilities from price risk management activities classified as Level 3 consist of instruments for which fair
value is derived using one or more significant inputs that are not observable for the entire term of the instrument. These
instruments consist of longer term over-the-counter forward and swap derivatives. Commodity option contracts whose
fair value is derived using standardized valuation techniques, such as Black-Scholes, are also classified as Level 3.
Inputs into the valuation of commodity option contracts include forward commodity pricing, forward interest rates,
and historic volatilities and correlations.

Changes in the fair value of net liabilities from price risk management activities (net of assets from price risk management
activities) classified as Level 3 in the fair value hierarchy were as follows for the year ended December 31, 2011 (in
millions):

Net liabilities from price risk management activities as of December 31, 2010 .......ccccoeceiriiiinennneen. $ 120
Net realized and unrealized 10SSS ............ovoiueioeieieeeeee et 86
PUICIHASES ...ttt e et et e e et e e e e bbs b e e e e eeesoss sesassnssasaresessseseasasssanneassssesnsannsnsetaessessssnrnsneees 3
SELLIEIMETILS ..eevverveeeiveereertecrieieeeerrre st et arreste s re st s e st e sabe s st e b aresbassseeasaasssessseensassssesssannseenseesssannes 0
Net transfers out 0f Level 310 LeVEl 2...couiiiiiiiiiriee ettt ettt st nas e a e (129)

Net liabilities from price risk management activities as of December 31, 2011 .......cccovivininiicnnnnee. $ 79

Level 3 net unrealized losses that have been fully offset by the effect of regulatory accounting......... $ 88

(1) Contains nominal amounts of realized losses, net.
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The comparable information contained in the preceding table was as follows for the years ended December 31 (in
millions):

2010 2009
Net liabilities from price risk management activities as of beginning of year ........... $ 154 § 123
Net realized and unrealized 108S€s (............o..ooueeueeeoreereeeereeseese e eeeseeseee e 65 47
Purchases, issuances, and SEtIEMENtS, NEE .......coveeueeveeereeeeeeeeeeeeeeeeeereeeeereeseessesnas 27 —
Net transfers out of Level 3t0 Level 2.t (126) (16)
Net liabilities from price risk management activities as of end of year...................... $ 120 § 154
Level 3 net unrealized losses that have been fully offset by the effect of regulatory
ACCOUNBINE ...ttt erete ettt reseae s s eseae e et esessseseseasesesessonesesesssssasessseasesesssenenens $ 95 $ 49

(1) Contains nominal amounts of realized losses, net.

Transfers into Level 3 occur when significant inputs used to value the Company’s derivative instruments become less
observable, such as a delivery location becoming significantly less liquid. Transfers out of Level 3 occur when the
significant inputs become more observable, such as the time between the valuation date and the delivery term of a
transaction becomes shorter. PGE records transfers in and transfers out of Level 3 at the end of the reporting period
for all of its financial instruments.

Long-term debt is recorded at amortized cost in PGE’s consolidated balance sheets. The fair value of long-term debt
is estimated based on the quoted market prices for the same or similar issues or on the current rates offered to PGE for
debt of similar remaining maturities. As of December 31, 2011, the estimated aggregate fair value of PGE’s long-term
debt was $2,091 million, compared to its $1,735 million carrying amount. As of December 31, 2010, the estimated
aggregate fair value of PGE’s long-term debt was $1,968 million, compared to its $1,808 million carrying amount.

For fair value information concerning the Company’s pension plan assets, see Note 10, Employee Benefits.
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NOTE 5: PRICE RISK MANAGEMENT

PGE participates in the wholesale marketplace in order to balance its supply of power, which consists of its own
generating resources combined with wholesale market transactions, to meet the needs of its retail customers, manage
risk, and administer its existing long-term wholesale contracts. Such activities include fuel and power purchases and
sales resulting from economic dispatch decisions for its own generation. As a result of this ongoing business activity,
PGE is exposed to commodity price risk and foreign currency exchange rate risk, where adverse changes in prices and/
or rates may affect the Company’s financial position, performance, or cash flow.

PGE utilizes derivative instruments in its wholesale electric utility activities to manage its exposure to commodity
price risk and foreign exchange rate risk in order to manage volatility in net power costs for its retail customers. These
derivative instruments may include forward, swap, and option contracts for electricity, natural gas, oil and foreign
currency, which are recorded at fair value on the consolidated balance sheet, with changes in fair value recorded in the
statement of income. In accordance with ratemaking and cost recovery processes authorized by the OPUC, PGE
recognizes a regulatory asset or liability to defer the gains and losses from derivative activity until realized. This
accounting treatment defers the fair value gains and losses on derivative activities until settlement of the associated
derivative instrument. PGE may designate certain derivative instruments as cash flow hedges or may use derivative
instruments as economic hedges. PGE does not engage in trading activities for non-retail purposes.

PGE has elected to report gross on the balance sheet the positive and negative exposures resulting from derivative
instruments entered into with counterparties where a master netting arrangement exists. As of December 31,2011 and
2010, the Company had $26 million and $31 million, respectively, in collateral posted with these counterparties,
consisting entirely of letters of credit.

PGE’snet volumes related to its Assets and Liabilities from price risk management activities resulting from its derivative
transactions, which are expected to deliver or settle at various dates through 2015, were as follows (in millions):

As of December 31,
2011 2010
Commodity contracts:
EIECIICILY «vvevverreirreereenirerrensiereeeeeienrenece e sereeeesereensnes 13 MWh 9 MWh
Natural gaS.....coevveeviieirriniirrerieirecnnr e 79  Decatherms 93  Decatherms
Foreign currency eXChange............coeueveererereereeeeecreneenenenens $ 6 Canadian $ 7  Canadian
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The fair values of PGE’s Assets and Liabilities from price risk management activities consist of the following (in
millions):

As of December 31,
2011 2010
Current assets:
Commodity contracts:
BLECHTICIEY 1o vvevieieteeeeeeeecteeeess ettt e en bt senenenenene $ 2 $ 4
NATUFAL ZAS ..ottt st 17 9
Total current derivative assetS.......covvecrrevuiriiniiniiiiiiiieseeienenen 19 ® 13 ®
Noncurrent assets:
Commodity contracts:
EIECHICTEY 1vventeeeeeieeece ettt et ssa e b srs e a s s eae s — 1
NATULAL ZAS 1.vereeeeiiereeeciteeee et ce st st s — 2
Total noncurrent derivative assetS.......ccoevvverreereeriernsenseeneernnennee — 3@
Total derivative assets not designated as hedging instruments........ $ 19 $ 16
Total derivative @SSELS .......cecerueeiereeeerirererenreeneereenteeressssesserenns $ 19 $ 16
Current liabilities:
Commodity contracts:
BIECHICIEY «.vvveeievseveeiieteseersertetes et seees st esese st erene e se et ebe st esebe et saeeeneas $ 66 $ 77
NALUTAL ZAS 1.ttt ettt et et rese s et sas s s e 150 111
Total current derivative Habilities........cocveeievierenvienicniecceecnene 216 188
Noncurrent liabilities:
Commodity contracts:
EICtICILY .ottt et 71 42
NALULAL ZAS c.vevviieiieireeteeie et te et est e re st er e s sre et sbesaseassanenns 101 146
Total noncurrent derivative liabilities...........ccovveveeviirienecienceenenne 172 188
Total derivative liabilities not designated as hedging instruments.. $ 388 $ 376
Total derivative Habilities........cc.ovveieeeieieecceeceeeeseee e $ 388 $ 376

(1) Included in Other current assets on the consolidated balance sheet.
(2) Included in Other noncurrent assets on the consolidated balance sheet.

Net realized and unrealized losses on derivative transactions not designated as hedging instruments are classified in
Purchased power and fuel in the consolidated statements of income and were as follows (in millions):

Years Ended December 31,

2011 2010 2009
Commodity contracts:
ELECHIICIEY 1.vvvvivieeeeiieeeetet ettt eheenese e e $ 117  $ 127 $ 79
NAUTAL GAS...c.eirieniieiieeeeie ettt s senesaesanens 98 192 101

Net unrealized losses and certain net realized losses presented in the table above are offset within the statement of
income by the effects of regulatory accounting. Of the net loss recognized in net income for the years ended
December 31, 2011, 2010, and 2009, $192 million, $258 million, and $98 million, respectively, have been offset.
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Assuming no changes in market prices and interest rates, the following table indicates the year in which the netunrealized
loss recorded as of December 31, 2011 related to PGE’s derivative activities would be realized as a result of the
settlement of the underlying derivative instrument (in millions):

2012 2013 2014 2015 Total
Commodity contracts:
ELECHTICIEY ettt eve s $ 64 $ 42 $ 21§ 8§ § 135
Natural S .....cocevereereeeneeirece e eeeenecenne 132 72 24 6 234
Net unrealized 10SS .......cocovvrvrereninienrncrnn. § 196 § 114 $ 45 S 14 § 369

The Company’s secured and unsecured debt is currently rated at investment grade by Moody’s Investors Service
(Moody’s) and Standard and Poor’s Ratings Services (S&P). Should Moody’s and/or S&P reduce their rating on the
Company’s unsecured debt to below investment grade, PGE could be subject to requests by certain wholesale
counterparties to post additional performance assurance collateral, in the form of cash or letters of credit, based on
total portfolio positions with each of those counterparties and some other counterparties will have the right to terminate
their agreements with the Company.

The aggregate fair value of all derivative instruments with credit-risk-related contingent features that were in a liability
position as of December 31, 2011 was $321 million, for which the Company had $104 million in posted collateral,
consisting entirely of letters of credit. If the credit-risk-related contingent features underlying these agreements were
triggered at December 31, 2011, the cash requirement to either post as collateral or settle the instruments immediately
would have been $302 million.

Counterparties representing 10% or more of Assets and Liabilities from price risk management activities were as
follows:

As of December 31,
2011 2010
Assets from price risk management activities:
CoUNtEIPAILY A ...oviiiiiriiiienreiiieinrcrte et st e e st s 19% 1%
CounterParty B ...o.coui oottt 16 1
COUNLEIPATLY Caniienieeeeteeie et e ee et sste st eee s rr e e sre e seeeneeaseeansenes 13 5
Counterparty D......oeeeieeiereteeeet ettt s e e 7 22
Counterparty E .....oooieiiiieeee ettt et 7 23
Counterparty F ....oomeieiiiieieriir e s — 11
COUNLETPATLY G..eveeiteereeeete et ettt e seae e s obes s sere e naeesnessmanesannas — 10
62% 73%
Liabilities from price risk management activities:
CoUNLEIPATLY E .ottt e 23% 24%
Counterparty He.oo.ooviiiiectet ettt 10 4
Counterparty L....cooeiieieeiieeeeteret e 7 12
40% 40%

For additional information concerning the determination of fair value for the Company’s Assets and Liabilities from
price risk management activities, see Note 4, Fair Value of Financial Instruments.
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NOTE 6: REGULATORY ASSETS AND LIABILITIES
The majority of PGE’s regulatory assets and liabilities are reflected in customer prices and are amortized over the
period in which they are reflected in customer prices. Items not currently reflected in prices are pending before the

regulatory body as discussed below.

Regulatory assets and liabilities consist of the following (dollars in millions):

Weighted As of December 31,
Remaiiog 2011 2010
Life ¥ Current Noncurrent Current Noncurrent
Regulatory assets:
Price risk management ®.............cccoo........ 2 years $ 194 § 172§ 175 3 185
Pension and other postretirement plans .. ® — 295 — 213
Deferred income taxes @ ..........ccoocovvevunnn.. “ - 87 — 95
Deferred broker settlements @................... 1 year 11 — 24 e
Renewable energy deferral ......................... 1 year 1 — 22 -
Debt reacquisition costs @.........c..oveevunne... 7 years — 28 — 23
Other @ ..o Various 10 12 — 28
Total regulatory assets...........ocevrvee. $ 216 § 594§ 221 § 544
Regulatory liabilities: -
Asset retirement removal costs @ .............. @ $ — § 637 $ — § 588
Asset retirement obligations @ ................... @ — 36 — 33
Power cost adjustment mechanism............. @ — 10 — —
Trojan ISFSI pollution control tax credits.. o — 7 18 4
Other ..ot Various 6 30 7 32
Total regulatory liabilities.................. $ 6 $ 720 $ 25 $ 657

(1) As of December 31, 2011.

(2) Does not include a return on investment.

(3) Recovery expected over the average service life of employees. For additional information, see Note 2, Summary of Significant
Accounting Policies.

(4) Recovery expected over the estimated lives of the assets.

(5) Of the total other unamortized regulatory asset balances, a return is recorded on $21 million and $26 million as of
December 31, 2011 and 2010, respectively.

(6) Included in rate base for ratemaking purposes.

(7) Refund period not yet determined.

As of December 31, 2011, PGE had regulatory assets of $22 million earning a return on investment at the following
rates: (i) $7 million at PGE’s authorized cost of capital, currently 8.033%; (ii) $7 million at the approved rate for
deferred accounts under amortization, ranging from 2.01% to 4.27%, depending on the year of approval; and (iii) $8
million earning a return by inclusion in rate base.

Price risk management represents the difference between the net unrealized losses recognized on derivative instruments
related to price risk management activities and their realization and subsequent recovery in customer prices. During
the fourth quarter of 2011, PGE received an order from the OPUC on its Annual Update Tariff for 2012 net variable
power costs (NVPC). Pursuant to the order, the OPUC reduced the Company’s 2012 NVPC forecast by approximately
$3 million, which is reflected as a reduction to the regulatory asset for price risk management as of
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December 31, 2011. For further information regarding assets and liabilities from price risk management activities, see
Note 5, Price Risk Management.

Pension and other postretirement plans represents unrecognized components of the benefit plans’ funded status, which
are recoverable in customer prices when recognized in net periodic benefit cost. For further information, see Note 10,
Employee Benefits.

Deferred income taxes represents income tax benefits resulting from property-related timing differences that previously
flowed to customers and will be included in customer prices when the temporary differences reverse. For further
information, see Note 11, Income Taxes.

Deferred broker settlements consist of transactions that have been financially settled by clearing brokers prior to the
contract delivery date. These gains and losses are deferred for future recovery in customer prices during the
corresponding contract settlement month.

Renewable energy deferral reflects the net revenue requirement related to new renewable resources and associated
transmission that are not yet included in customer prices, with the majority related to Biglow Canyon Wind Farm.
Recovery of net revenue requirements associated with new renewable resources, which are required by the 2007 Oregon
Renewable Energy Act, is allowed under a renewable adjustment clause mechanism authorized by the OPUC.

Asset retirement removal costs represent the costs that do not qualify as AROs and are a component of depreciation
expense allowed in customer prices. Such costs are recorded as a regulatory liability as they are collected in prices,
and are reduced by actual removal costs incurred.

Asset retirement obligations represent the difference in the timing of recognition of (i) the amounts recognized for
depreciation expense of the asset retirement costs and accretion of the ARO, and (ii) the amount recovered in customer
prices.

NOTE 7: ASSET RETIREMENT OBLIGATIONS

AROs, which are included in Other noncurrent liabilities in the consolidated balance sheets, consist of the following
(in millions):

As of December 31,
2011 2010
Trojan decOMMISSIONING ACHIVILIES. ... .cuereveeerirteeeteiieieteerte et ese e $ 37 §$ 38
ULLEY PIANT ..ottt ettt et e e e s b b esae e e e esen e s enennc 38 16
NON-ULHLY PIOPETLY -.enveeieieiieeieie ettt ettt ettt s e ese e esnesaneesseeeeenesnnesne 12 10
Asset retirement OblIZAtIONS .........cvvveverreiereerreieeerrteeieeseecereseereseeeesereseens $ 87 § 64

Trojan decommissioning activities represents the present value of future decommissioning expenditures for the plant,
which ceased operation in 1993. The remaining decommissioning activities primarily consist of the long-term operation
and decommissioning of the Independent Spent Fuel Storage Installation (ISFSI), an interim dry storage facility that
is licensed by the Nuclear Regulatory Commission. The ISFSI is to house the spent nuclear fuel at the former plant
site until permanent off-site storage is available. Decommissioning of the ISFSI and final site restoration activities
will begin once shipment of all the spent fuel to a U.S. Department of Energy (USDOE) facility is complete, which is
not expected prior to 2033.
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In 2004, the co-owners of Trojan (PGE, Eugene Water & Electric Board, and PacifiCorp, collectively referred to as
Plaintiffs) filed a complaint against the USDOE for failure to accept spent nuclear fuel by January 31, 1998. PGE had
contracted with the USDOE for the permanent disposal of spent nuclear fuel in order to allow the final decommissioning
of Trojan. The Plaintiffs paid for permanent disposal services during the period of plant operation and have met all
other conditions precedent. The Plaintiffs are seeking approximately $128 million in damages. PGE’s share of any
recovery would be approximately 67%. A trial before the U.S. Court of Federal Claims commenced in the fourth quarter
of 2011, with a decision expected during 2012. However, if the Plaintiffs were to prevail, the USDOE would likely
appeal, which would defer any damage payment indefinitely. The Trojan ARO will not be impacted by the outcome
of this case as such potential recovery is for past decommissioning costs and the ARO reflects only future
decommissioning expenditures. Any proceeds received related to this legal matter would be returned to customers to
offset amounts previously collected in relation to Trojan decommissioning activities.

Utility plant represents AROs that have been recognized for the Company’s thermal and wind generation sites,
distribution and transmission assets where disposal is governed by environmental regulation, as well as the Bull Run
hydro project. Decommissioning work has been substantially completed at Bull Run, with only environmental
monitoring continuing through 2012.

During 2011, an updated decommissioning study for PGE’s Boardman coal-fired plant was completed, which included
the assumption that Boardman’s coal-fired operations cease in 2020 rather than 2040. As a result of the study, PGE
increased its ARO related to Boardman by approximately $20 million, with a corresponding increase in the cost basis
of the plant, included in Electric utility plant, net on the consolidated balance sheet. Such transaction is non-cash and
is excluded from investing activities in the consolidated statement cash flows for the year ended December 31, 2011.

Non-utility property primarily represents ARO’s which have been recognized for portions of unregulated properties
leased to third parties.

The following is a summary of the changes in the Company’s AROs (in millions):

Years Ended December 31,

2011 2010 2009
Balance as of beginning of Year...........ccccoovevivrreeceeeereeneeerenens $ 64 $ 63 §$ 58
Liabilities iNCUITEd .........c.covivrreeereirecnieenieirecsereteenresaesneeens 1 1 —
Liabilities settled ......ccccoerrevierreiierieieeeeeeceeece et ) 3) @)
ACCTELION EXPENSE ....eonerenrenrernieierereseeraeerereessesseesaesssesesessenses 4 4 4
Revisions in estimated cash flOws........c.ccccoeeeeiieeniiniiciciennn, 22 D 5
Balance as of end of year............cccceeveeveeericinrceiseeee e $ 87 3§ 64 3 63

Pursuant to regulation, the amortization of utility plant AROs is included in depreciation expense and in customer
prices. Any differences in the timing of recognition of costs for financial reporting and ratemaking purposes are deferred
as a regulatory asset or regulatory liability. Recovery of Trojan decommissioning costs is included in PGE’s retail
prices, currently at approximately $4 million annually, with an equal amount recorded in Depreciation and amortization
expense.

PGE maintains a separate trust account, Nuclear decommissioning trust in the consolidated balance sheet, for funds

collected from customers through prices to cover the cost of Trojan decommissioning activities. See “Trust Accounts”
in Note 3, Balance Sheet Components, for additional information on the Nuclear decommissioning trust.
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The Oak Grove hydro facility and transmission and distribution plant located on public right-of-ways and on certain
easements meet the requirements of a legal obligation and will require removal when the plant is no longer in service.
An ARO liability is not currently measurable as management believes that these assets will be used in utility operations
for the foreseeable future. Removal costs are charged to accumulated asset retirement removal costs, which is included
in Regulatory liabilities on PGE’s consolidated balance sheets.

NOTE 8: REVOLVING CREDIT FACILITIES
PGE has two unsecured revolving credit facilities, with an aggregate borrowing capacity of $670 million, as follows:

* A $370 million syndicated credit facility, of which $10 million is scheduled to terminate in July 2012 and $360
million in July 2013;

* A $300 million syndicated credit facility, which is scheduled to terminate in December 2016.

Pursuant to the terms of the agreements, both credit facilities may be used for general corporate purposes and as backup
for commercial paper borrowings, and also permit the issuance of standby letters of credit. PGE may borrow for one,
two, three, or six months at a fixed interest rate established at the time of the borrowing, or at a variable interest rate
for any period up to the then remaining term of the applicable credit facility. Both credit facilities require annual fees
based on PGE’s unsecured credit ratings, and contain customary covenants and default provisions, including a
requirement that limits consolidated indebtedness, as defined in the agreement, to 65.0% of total capitalization. As of
December 31, 2011, PGE was in compliance with this covenant with a 51.5% debt ratio.

The Company has a commercial paper program under which it may issue commercial paper for terms of up to 270
days, limited to the unused amount of credit under the credit facilities.

Pursuant to an order issued by the FERC, the Company is authorized to issue short-term debt up to $700 million through
February 6, 2014. The authorization provides that if utility assets financed by unsecured debt are divested, then a
proportionate share of the unsecured debt must also be divested.

As of December 31, 2011, PGE had no borrowings and $30 million in commercial paper outstanding under the credit
facilities, with $124 million in letters of credit issued. As of December 31, 2011, the aggregate unused available credit

under the credit facilities is $516 million.

Short-term borrowings under these credit facilities and related interest rates were as follows (dollars in millions):

Years Ended December 31,

2011 2010 2009
Average daily amount of short-term debt outstanding................. $ 2 3 9 $ 28
Weighted daily average interest rate *.........ccoeeveevevvnreiveevnnenne. 0.4% 0.4% 1.3%
Maximum amount outstanding during the year.........ccccoconeenen. $ 44 $ 51 $ 205

*  Excludes the effect of commitment fees, facility fees and other financing fees.
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NOTE 9: LONG-TERM DEBT
Long-term debt consists of the following (in millions):
As of December 31,
2011 2010
First Mortgage Bonds, rates range from 3.46% to 9.31%, with a weighted
average rate of 5.83% in 2011 and 5.85% in 2010, due at various dates through
2040t eeseeee oo $ 1,615 $ 1,678
Pollution Control Revenue Bonds:
Port of Morrow, Oregon, 5% rate, due 2033 .........ccovieieriiieiireeeere e 23 23
City of Forsyth, Montana, 5% rate, due 2033......c..cooviveiieeceecieeer e 119 119
Port of St. Helens, Oregon, 5.25% rate, due in 2014.........cccevveecivmneeccieerenreinns — 10
Total Pollution Control Revenue Bonds........ccocoveeveeieerccrenieeienienenciereeenens 142 152
Pollution Control Revenue Bonds owned by PGE .......cc.ccooeveninencvininicieieens Q2n @2n
Unamortized debt diSCOUNL .........ccueieinieiririicieninieencneeee et ceeeere et sreseans 1) (1)
Total long-term debt........cooeciiiiiiiiiii e 1,735 1,808
Less: current portion of long-term debt ..........cccooeviriiiiiiinneeeceeecne (100) 10)
Long-term debt, net of current portion.............cccooooveeveeiinneeniiesieenennnens $ 1,635 § 1,798

First Mortgage Bonds—The Indenture securing PGE’s First Mortgage Bonds constitutes a direct first mortgage lien
on substantially all regulated utility property, other than expressly excepted property. On December 29, 2011, PGE
redeemed $63 million of the 6.5% series due 2014.

Pollution Control Revenue Bonds—PGE has the option to remarket Pollution Control Revenue Bonds held by the
Company through 2033. At the time of any remarketing, PGE can choose a new interest rate period that could be daily,
weekly, or a fixed term. The new interest rate would be based on market conditions at the time of remarketing and

could be backed by first mortgage bonds or a bank letter of credit depending on market conditions.

As of December 31, 2011, the future minimum principal payments on long-term debt are as follows (in millions):

Years ending December 31:

2002 et e et e b e e e et e s ate s r e st e e aeesateeateeaaesreenasesneereen $ 100
2003 ettt e et e et e e bt e ateer e s eba e e st eeabearaeerateatenareenasenneeaeenns 100
2004 e et b et et e e s e e et b e bt e bt e ae e et e e resareeeanesaresbeeeaeaeneeeabeenn —
2005 e et et et e et beeare sabeeaterteeatent e resateetaeaseaseatenesreenneees 70
2006 .ottt et b et e e te e et eea e et s era s e aeeeateesae bt aane e neaeseenreens 67
ET AT ... eeveveeeceeeeeerre ettt e ee et et et eeebe e e eees st eeeannaeesanees et aseeseeessneaeaneesaneneeseesoaens 1,398

$ 1,735

Interest is payable semi-annually on all long-term debt instruments.
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NOTE 10: EMPLOYEE BENEFITS
Pension and Other Postretirement Plans

Defined Benefit Pension Plan—PGE sponsors a non-contributory defined benefit pension plan. The plan has been
closed to most new employees since January 31, 2009 and to all new employees since January 1, 2012. Such closure
did not change the benefits provided to existing participants under the plan.

The assets of the pension plan are held in a trust and are comprised of equity, debt, and alternative asset investment
vehicles, all of which are recorded at fair value. Pension plan calculations include several assumptions which are
reviewed annually and are updated as appropriate, with the measurement date of December 31. ‘

During 2011 and 2010, PGE made contributions to the pension plan of $26 million and $30 million, respectively, with
no contributions in 2009. No contributions to the pension plan are expected in 2012.

Other Postretirement Benefits—PGE has non-contributory postretirement health and life insurance plans, as well as
Health Reimbursement Accounts (HRAs) for its employees (collectively “Other Postretirement Benefits” in the
following tables). Employees are covered under a Defined Dollar Medical Benefit Plan which limits PGE’s obligation
pursuant to the postretirement health plan by establishing a maximum benefit per employee with employees paying
the additional cost.

The assets of these plans are held in voluntary employees’ beneficiary association trusts and are comprised of money
market funds, common stocks, common and collective trust funds, partnerships/joint ventures, and registered
investment companies, all of which are recorded at fair value. Postretirement health and life insurance benefit plan
calculations include several assumptions which are reviewed annually with PGE’s consulting actuaries and trust
investment consultants and updated as appropriate, with measurement dates of December 31.

Contributions to the HRAs provide for claims by retirees for qualified medical costs. For bargaining employees, the
participants’ accounts are credited with 58% of the value of the employee’s accumulated sick time as of April 30,2004,
plus 100% of their earned time off accumulated at the time of retirement. For active non-bargaining employees, the
Company grants a fixed dollar amount that will become available for qualified medical expenses upon their retirement.

Non-Qualified Benefit Plans—The Non-Qualified Benefit Plans (NQBP) in the following tables include obligations
for a Supplemental Executive Retirement Plan (SERP), and a directors pension plan, both of which were closed to
new participants in 1997. The NQBP also include pension make-up benefits for employees that participate in the
unfunded Management Deferred Compensation Plan (MDCP). Investments in a non-qualified benefit plan trust,
consisting of trust-owned life insurance policies and marketable securities, provide funding for the future requirements
of these plans. These trust assets are included in the accompanying tables for informational purposes only and are not
considered segregated and restricted under current accounting standards. The investments in marketable securities,
consisting of money market, bond, and equity mutual funds, are classified as trading and recorded at fair value. The
measurement date for the non-qualified benefit plans is December 31.

Other NQBP—In addition to the non-qualified benefit plans discussed above, PGE provides certain employees and
outside directors with deferred compensation plans, whereby participants may defer a portion of their earned
compensation. These unfunded plans include the MDCP and the Outside Directors’ Deferred Compensation Plan. The
Company also provides two retired employees with death benefits through a split dollar life insurance policy which
pays a fixed amount to the beneficiary and for which the Company has a security interest for the amount of premiums
paid. PGE holds investments in a non-qualified benefit plan trust which are intended to be a funding source for these
plans.
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Trust assets and plan liabilities related to the NQBP included in PGE’s consolidated balance sheets are as follows as
of December 31 (in millions):

2011 2010
Other Other
NQBP NQBP Total NQBP NQOBP Total
Non-qualified benefit plan trust.............. $ 17 S 19 3 36 $ 19 % 25 % 44
Non-qualified benefit plan liabilities *... 25 76 101 24 73 97

*  For the NQBP, excludes the current portion of $2 million in 2011 and 2010, which is classified in Other current liabilities in
the consolidated balance sheets.

See “Trust Accounts” in Note 3, Balance Sheet Components, for information on the Non-qualified benefit plan trust.

Investment Policy and Asset Allocation—The Board of Directors of PGE appoints an Investment Committee, which
is comprised of officers of the Company. In addition, the Board also establishes the Company’s asset allocation. The
Investment Committee is then responsible for implementation and oversight of the asset allocation. The Company’s
investment policy for its pension and other postretirement plans is to balance risk and return through a diversified
portfolio of equity securities, fixed income securities and other alternative investments. The commitments to each class
are controlled by an asset deployment and cash management strategy that takes profits from asset classes whose
allocations have shifted above their target ranges to fund benefit payments and investments in asset classes whose
allocations have shifted below their target ranges.

The asset allocations for the plans, and the target allocation, are as follows:

As of December 31,
2011 2010
Actual Target * Actual Target *
Defined Benefit Pension Plan:
EqUity SECUITHES ..vevveerierecieceiecreceecreeeereeeaesrnene 68% 67% 68% 67%
Debt SECUTTHES...ovviiveiiiecrieee e ere e 32 33 32 33
Total..oo e 100% 100% 100% 100%
Other Postretirement Benefit Plans:
Equity SECUITHIES .eveeverreieierecereeeeeeereneeereereeaanns 61% 72% 46% 47%
Debt SECUTTLIES vveuveirerieeeereceee e ereecaeeire e eane 39 28 54 53
TOtal.eee et 100% 100% . 100% 100%
Non-Qualified Benefits Plans:
EqQUItY SECUTTLIES ...cvevreeerieeererieieieeec e 30% 23% 42% 42%
DEbE SECULILIES . eevvieveririenicreeecereeeree e ebeeereens 7 14 5 7
Insurance contracts.........cceevveevveeecnnrcneenn. rerreeeens 63 63 53 51
TOtAl .ottt 100% 100% 100% 100%

* The Target for the Defined Benefit Plan represents the mid-point of the investment target range. Due to the nature of the
investment vehicles in both the Other Postretirement Benefit Plans and the Non-Qualified Benefit Plans, these Targets are
the weighted average of the mid-point of the respective investment target ranges approved by the Investment Committee. Due
to the method used to calculate the weighted average Targets for the Other Postretirement Benefit Plans and Non-Qualified
Benefit Plans, reported percentages are affected by the fair market values of the investments within the pools.

100



PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

The Company’s overall investment strategy is to meet the goals and objectives of the individual plans through a wide
diversification of asset types, fund strategies, and fund managers. Equity securities primarily include investments
across the capitalization ranges and style biases, both domestically and internationally. Fixed income securities include,
but are not limited to, corporate bonds of companies from diversified industries, mortgage-backed securities, and U.S.
Treasuries. Other types of investments include investments in hedge funds and private equity funds that follow several
different strategies.

The fair values of the Company’s pension plan assets and other postretirement benefit plan assets by asset category
are as follows (in millions):

As of December 31, 2011
Level 1 Level 2 Level 3 Total
Defined Benefit Pension Plan assets:
Money market funds ............... e $ — 3 3 9 — $ 3
Equity securities:
DOMESLIC....vveenreeeceeeereeeeireree e ecseeeeeeaeaenes 151 12 — 163
International..........cccocooeeviierriieniciieeieeeeeees 54 51 — 105
Debt securities:
Domestic government and corporate credit... — 78 — 78
Corporate Credit.......covveveevercrerenieneererueriennes 76 — — 76
Private equity funds ........coceevveieneeveniinncnnenniene — — 32 32
Alternative iInvestments ..........ccceeeeeeevveerveeennnn. — — 30 30
$ 281 § 144 § 62 § 487
Other Postretirement Benefit Plans assets:
Money market funds ...........oceeveeerereiceeereenennne $ —  $ 7 $ —  $ 7
Equity securities:
DOMESEIC..cccuiiireeiereeeeeeee et cre e e 12 1 — 13
International..........c.cccoeeeiiieevieniieeeceereeeees 2 2 — 4
Debt securities—Domestic government ............ 3 — — 3
$ 17 $ 10 $ — § 27
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As of December 31, 2010
Level 1 Level 2 Level 3 Total
Defined Benefit Pension Plan assets:
Money market funds ...........ccooveieieirinnieenennns $ — 3 15 S — 3 15
Equity securities:
DOMESHIC....coviiceriieeertieceesieereesreereeraenees 52 111 — 163
International........cc.ccooveeevvieecveeceieeieeeeee e 53 53 — 106
Debt securities—Domestic government and
COTPOTALE CIEQIL .u.vurvorevrrerererreersienireeraeneneennn. 68 70 — 138
Private equity funds .........cccoceeevveneninccnreennne. — — 23 23
Alternative investments ..........ccoceeveeeveeceernerneenns e — 28 28
$ 173§ 249 § 51 § 473
Other Postretirement Benefit Plans assets:
Money market funds .............ccevrevreevverieneerennens $ — 8 7 8 — % 7
Equity securities:
DOMESLIC ...veeveicreeriieeeeiee ettt 3 2 — 5
International............cceeveeeeecreeieecneerieeeere e 1 1 — 2
Debt securities—Domestic government ............ 2 — — 2
$ 6 $ 10 $ — 3 16

Anoverview of the identification of Level 1, 2, and 3 financial instruments is provided in Note 4, Fair Value of Financial
Instruments. The following methods are used in valuation of each asset class of investments held in the pension and
other postretirement benefit plan trusts.

Money market funds—PGE invests in money market funds that seek to maintain a stable net asset value. These funds
invest in high-quality, short-term, diversified money market instruments, short term treasury bills, federal agency
securities, certificates of deposit, and commercial paper. Money market funds held in the trusts are classified as Level
2 instruments as they are traded in an active market of similar securities but are not directly valued using quoted prices.

Equity securities—Equity mutual fund and common stock securities are primarily classified as Level 1 securities based
on unadjusted prices in an active market. Principal markets for equity prices include published exchanges such as
NASDAQ and NYSE. Certain mutual fund assets included in commingled trusts or separately managed accounts are
classified as Level 2 securities due to pricing inputs that are not directly or indirectly observable in the marketplace.

Debt securities—PGE invests in highly-liquid United States treasury and corporate credit mutual fund securities to
support the investment objectives of the trusts. These securities are classified as Level 1 instruments due to the highly
observable nature of pricing in an active market.

Fair values for Level 2 debt securities, including municipal debt and corporate credit securities, mortgage-backed
securities and asset-backed securities are determined by evaluating pricing data, such as broker quotes, for similar
securities adjusted for observable differences. Significant inputs used in valuation models generally include benchmark
yield and issuer spreads. The external credit rating, coupon rate, and maturity of each security are considered in the
valuation if applicable.

Private equity—PGE invests in a combination of primary and secondary fund-of-funds which hold ownership positions
in privately held companies across the major domestic and international private equity sectors, including but not limited
to, venture capital, buyout and special situations. Private equity investments are classified as Level 3 securities due to
fund valuation methodologies that utilize discounted cash flow, market comparable and limited secondary market
pricing to develop estimates of fund valuation. PGE valuation of individual fund performance compares stated fund
performance against published benchmarks.
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Alternative investments—Investments in a portable alpha strategy are comprised of long positions in S&P 500 futures
contracts and a hedge fund-of-funds comprised of diversified group, by sector and market capitalization of long only,
short only and/or both long/short equity hedge funds. Valuation of hedge funds included within this vehicle is provided
by fund managers using unobservable internally modeled inputs. PGE performs validation procedures of manager
performance by comparing stated performance against published benchmarks. Alternative investments are classified
as level 3 due to lack of observable market inputs and relative illiquidity of the fund.

Changes in the fair value of assets held by the pension plan classified as Level 3 in the fair value hierarchy presented
in the table above were as follows for the years ended December 31, 2011 and 2010 (in millions):

Private Alternative Total
equity assets Level 3
Balance as of December 31, 2009.........ccoovvevvveevecrriieeenane, $ 17 3 23 % 40
Purchases and sales, net.........ocoeeeveeiveeeeccieeeieeeeeeeeee, 4 2 6
Realized gain on sales ........ccocveveeiveeniinceinceneeneene, 1 — 1
Unrealized gain on assets ....c..oceeeevcieveveervenrercnvuennce. 1 3
Balance as of December 31, 2010.......coocveevevvreeeevneierennnn. 23 28 51
PUIChASES......occvvieceeeeiiceie et sae e s 7 —
Realized 10SS 01 SAlES......cccvvevuieerreerrieieeneereeerreeeeeenens 2) — 2)
Unrealized gain on assets..........occveeivirieceniiieicnennens 4 2 6
Balance as of December 31, 2011 .....ccccceevvrerierrerircireerenen. $ 32§ 30 $ 62
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The following tables provide certain information with respect to the Company’s defined benefit pension plan, other
postretirement benefits, and non-qualified benefit plans as of and for the years ended December 31, 2011 and 2010.

Obligations related to the Other NQBP are not included in the following tables (dollars in millions):

Defined Benefit Other Postretirement Non-Qualified
Pension Plan Benefits Benefit Plans
2011 2010 2011 2010 2011 2010
Benefit obligation:

Asof January 1 .....c.cccoeviviecininecienennn, $§ 550 % 491 § 79 $ 77 S 25 % 27
SEIVICE COSt..uvvrirrireireireeiieerreeeeas 12 11 2 2 — e
Interest CoSt.c.uenirreniiiriiecreecine. 29 28 4 4 1 1
Participants’ contributions.............. — — 2 2 —_
Actuarial loss (gain)..........cccccvene.e. 69 42 (5) 1 3 —
Benefit payments .........cc.ccceeveneennen. (26) (22) ) N (2) 3)

As of December 31 .........cocoevevinrnnnn.. $ 634 §$§ 550 $ 75 % 79 $ 27 % 25

Fair value of plan assets:

AsofJanuary 1 .....cccoceivviiiriicnnee $ 473 $ 406 $ 16 $ 19 § 19 3 20
Actual return on plan assets............ 14 59 — 1 — 2
Company contributions................... 26 30 16 1 — —
Participants’ contributions.............. — - 2 2 — —
Benefit payments ........ccc.coveeeieenns (26) (22) @) N 2) 3)

As of December 31 ......ccoooovveiiinnnn, $ 487 §$§ 473 § 27§ 16 $ 17 3 19

Unfunded position as of December 31. § (147) $ (77) $ 48) $ 63) § (10) $ 6)
Accumulated benefit plan obligation

as of December 31....................cococ.o....... $ 566 $ 503 N/A N/A $ 27§ 25
Classification in consolidated balance

sheet:

Noncurrent asset........ooo.eeereverevenenenn.. $ — 3 —  $ — — 3 17 8 19

Current liability ......c.coooovveeiiieie, — — — — ) 2)

Noncurrent ability.........ccccceeeeeuinnnnnns (147) an (48) (63) (25) (23)
Net liability ....ocooeeveereeeeeiciceenen. $ 147 $ @31 $ 48) §  (63) $§ (10) § (6)
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Defined Benefit Other Postretirement Non-Qualified
Pension Plan Benetits Benefit Plans
2011 2010 2011 2010 2011 2010
Amounts included in comprehensive
income:
Net actuarial loss (gain) ........cccc.ov...... $ 97 § 22 § 4 3 1 $ 2 5 —
Amortization of net actuarial loss....... ®) 3 N (H (1 (1
Amortization of prior service cost ...... (H ) M (D — —
$ 88 $ 18 $ 6) $ Hn s 1 $ ()
Amounts included in AOCL*:
Net actuarial 10SS........ccoeveveerreruevveerennes $ 275 $ 186 $ 15 $ 20 $ 10 $ 9
Prior SErvice CoSt......ccccvvrrvrerenererennnnne 1 2 4 5 — -

Assumptions used:
Discount rate used to calculate

benefit obligation .........cccveveeeveennnennne. 5.00% 5.47% 3.76%- 4.02%- 5.00% 5.47%
4.90% 5.40%
Weighted average rate of increase in
future compensation levels ................. 3.711% 3.80% 4.58% 4.83% N/A N/A
Long-term rate of return on plan
8.25% 8.50% 7.09% 6.44% N/A N/A

2 T o £ N

*  Amounts included in AOCL related to the Company’s defined benefit pension plan and other postretirement benefits are
transferred to Regulatory assets due to the future recoverability from retail customers. Accordingly, as of the balance sheet
date, such amounts are included in Regulatory assets.

Net periodic benefit cost consists of the following for the years ended December 31 (in millions):

Defined Benefit Other Postretirement Non-Qualified

Pension Plan Benefits Benefit Plans
2011 2010 2009 2011 2010 2009 2011 2010 2009
SErVICE COSL..viviiiriiimreiereeririieresrenns $ 12 $ 11 ¢ 1% 2% 2% 2% — 8% — § —
Interest cost on benefit obligation.... 29 28 31 4 4 4 1 1 2
Expected return on plan assets......... (42) (39) 43) (D (D ) — e —
Amortization of prior service cost... 1 1 1 1 1 1 — — —
Amortization of net actuarial loss.... 8 3 — 1 1 1 1 1 —
Net periodic benefit cost.......... § 8 3% 4% — 8% 7% 78 78 28 28 2

PGE estimates that $20 million will be amortized from AOCL into net periodic benefit cost in 2012, consisting of a
net actuarial loss of $17 million for pension benefits, $1 million for non-qualified benefits and $1 million for other
postretirement benefits, and prior service cost of $1 million for other postretirement benefits.
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The following table summarizes the benefits expected to be paid to participants in each of the next five years and in
the aggregate for the five years thereafter (in millions):

Payments Due

2012 2013 2014 2015 2016 2017 - 2021
Defined benefit pension plan... $ 31§ 32§ 34 § 36 $ 37 $ 209
Other postretirement benefits .. 4 4 4 4 5 23
Non-qualified benefit plans..... 2 2 2 3 2 11
Total....ccoerieirecrieene, $ 37§ 38§ 40 $ 43  $ 4 $ 243

All of the plans develop expected long-term rates of return for the major asset classes using long-term historical returns,
with adjustments based on current levels and forecasts of inflation, interest rates, and economic growth. Also included
are incremental rates of return provided by investment managers whose returns are expected to be greater than the
markets in which they invest.

For measurement purposes, the assumed health care cost trend rates, which can affect amounts reported for the health
care plans, were as follows:

» For 2011, 8% annual rate of increase in the per capita cost of covered health care benefits was assumed for
2012 through 2013, and assumed to decrease 0.5% per year thereafter, reaching 5% in 2019;

» For 2010, 8% annual rate of increase in the per capita cost of covered health care benefits was assumed for
2011 through 2013, and assumed to decrease 0.5% per year thereafter, reaching 5% in 2019; and

* For 2009, 7.5% annual rate of increase in the per capita cost of covered health care benefits was assumed for
2010, and assumed to decrease 0.5% per year thereafter, reaching 5% in 2015.

A one percentage point increase or decrease in the above health care cost assumption would have no material impact
on total service or interest cost, and would increase or decrease the postretirement benefit obligation by less than $1
million.

401(k) Retirement Savings Plan

PGE sponsors a 401(k) Plan that covers substantially all employees. For eligible employees hired prior to February 1,
2009, the Company matches employee contributions up to 6% of the participating employee’s base pay. For eligible
employees hired after January 31, 2009, and/or who are not otherwise covered by a defined benefit pension plan, PGE
matches up to 5% of the participating employee’s base salary and, whether or not an employee contributes to the 401
(k) Plan, the Company contributes 5% of the employee’s base salary.

For bargaining employees, who ‘are subject to the International Brotherhood of Electrical Workers Local 125
agreements, the Company contributes a stated amount per compensable hour plus 1% of the employee’s base salary,
whether or not the employee contributes to the 401(k) Plan.

All contributions are invested in accordance with employees’ elections, limited to investment options available under

the 401(k) Plan. PGE made contributions of approximately $16 million, $15 million, and $14 million during the years
ended December 31, 2011, 2010, and 2009.
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NOTE 11: INCOME TAXES

Income tax expense (benefit) consists of the following (in millions):

Years Ended December 31,

2011 2010 2009
Current:
FEAETal....vveeiveece et $ 2 3 20) $ (46)
State and 1ocal .......cccoovvviiiiiireeereeee e — — —
2 (20) (46)
Deferred:
Federal ..ot 43 61 78
State and 10Cal .......ccceveieiiiieeeieecr e 13 12 6
56 73 84
Investment tax credit adjustments.........ccoceeeveeeveevceercecnsenenen. — — )
INCOME tAX EXPENSE ..vveverrerereenrrerrrreaierensesesesneseees $ 58 § 53 § 36

The significant differences between the U.S. federal statutory rate and PGE’s effective tax rate for financial reporting
purposes are as follows:

Years Ended December 31,

2011 2010 2009

Federal statutory tax rate.......cooveeveeeeeeveeneeereeseesieeeseesseresneens 35.0% 35.0% 35.0%
Federal tax CreditS ....ouieeraiviniereeeeeeieeieeeseteeresaesseee e esnnenes (12.7) (10.4) (8.3)
State and local taxes, net of federal tax benefit....................... 2.6 4.4 34
Flow through depreciation and cost basis differences............. 2.1 0.1 (1.6)
Investment tax credit amMOrtiZation...........cceevversverereereeesveerenaens — — (1.5)
OBNET ettt st s et ae e sanesee 1.3 1.2 1.8

Effective tax Tate ..ocveveereercenieenieeieesecssieenneeeeseessnannes 28.3% 30.3% 28.8%

107



PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Deferred income tax assets and liabilities consist of the following (in millions):

As of December 31,
2011 2010
Deferred income tax assets:
Price risk Management. ............oceeevivueierirrinieseeeeieeceeeresesesessseseseseesesesessanens $ 145  § 72
Employee DEnefits ....c..cceeviiriiiriniiciiene et 135 98
Tax credits, net of valuation alloWancCe ..........ccevemivvcreerirecvesereerieereeeeeesaesnnes 56 40
Regulatory Habilities.......cceiiiriiiieircecieree e et eeecresraesreesaaesnessassaesssenns 22 37
Tax 108S CaATYTOrWards......c.eoveeeeriirere ettt 1 17
Total deferred INCOME taX ASSELS.......coviivrieeererreeieeeeeeee et e e s 359 264
Deferred income tax liabilities:
Depreciation and amortiZation.........c...eeoerivvereeerirtereerinenenesresesseseenneneeseene 572 534
RegUIATOTY @SSELS ....eivuieieiiiieieee ettt ra e e 274 175
OHBET vttt e e e e e e et e e e e abe e e rnreeaae s snaseneaeearaens 9 4
Total deferred income tax Habilities .......cccccveeecieeiiiceeciiereeee e 855 713
Deferred income tax liability, Net.........ccoceeeievvieceerieiieieieeeceeseeeeene $ (496) $ (449)
Classification of net deferred income taxes:
Current deferred income tax asset ) ..o eeee e $ 33 $ —
Current deferred income tax liability ) e — )
Noncurrent deferred income tax lHability........c.cooeeeieiieninieieciceeceeeeeeee e (529) (445)
$ - (496) § (449)

(1) Included in Other current assets in the consolidated balance sheets.
(2) Included in Accrued expenses and other current liabilities in the consolidated balance sheets.

Certain reclassifications have been made to the 2010 deferred income tax assets and deferred income tax liabilities
presented in the preceding table to conform with the 2011 presentation and include the following: (i) an increase in
Depreciation and amortization and a decrease in Regulatory liabilities of $220 million related to asset retirement
obligations; (ii) an increase in Price risk management and a decrease in Regulatory liabilities of $74 million related
to fair value adjustments; (iii) an increase in Employee benefits and a decrease in Regulatory assets of $73 million
related to actuarial adjustments; and (iv) an increase in Regulatory assets and a decrease in Other of $8 million related
to reacquired long-term debt.

As of December 31,2011, PGE had no federal loss carryforwards and state loss carryforwards of less than $1 million,
which will expire at various dates from 2016 through 2031. In addition, PGE has federal and state tax credit
carryforwards of $42 million and $14 million, respectively, which will expire at various dates from 2012 through 2031.

PGE believes that it is more likely than not that its deferred income tax assets as of December 31, 2011 will be realized;
accordingly, no valuation allowance has been recorded. As of December 31, 2010, PGE believed the benefit from state
credit carryforwards expiring in 2011 would not be realized and, in recognition of this risk, the Company recorded a
valuation allowance of $2 million on the deferred tax assets relating to these state credit carryforwards. During 2011,
these state credit carryforwards expired unused. The net change in the valuation allowance for the years ended
December 31, 2011 and 2010 were decreases of $2 million and $1 million, respectively.

As of December 31, 2010, the amount of the Company’s unrecognized tax benefit was $2 million, including interest,
resulting from a gross increase in a position taken in a prior period. During the year ended December 31, 2010, the
Company recognized $1 million in interest and no penalties. During the first quarter of 2011, the unrecognized tax
benefit of $2 million was recognized as a result of filing for a federal tax accounting method change. As of
December 31, 2011, PGE has no unrecognized tax benefits.
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PGE files income tax returns in the U.S. federal jurisdiction, the states of Oregon and Montana, and certain local
jurisdictions. The Internal Revenue Service (IRS) performed an examination of PGE’s income tax returns for 2007
and 2008 during 2010. This audit closed in the first quarter of 2011, with no material findings. In addition, the IRS
commenced examination of the 2006, 2009, and 2010 income tax returns in the fourth quarter of 2011. The Company
is not currently under examination by state or local tax authorities.

NOTE 12: STOCK PURCHASE PLANS
Employee Stock Purchase Plan

PGE has an employee stock purchase plan (ESPP), under which a total of 625,000 shares of the Company’s common
stock may be issued. The ESPP permits all eligible employees to purchase shares of PGE common stock through
regular payroll deductions, which are limited to 10% of base pay. Each year, employees may purchase up to a maximum
of $25,000 in common stock (based on fair value on the purchase date) or 1,500 shares, whichever is less. There are
two six-month offering periods each year, January 1 through June 30 and July 1 through December 31, during which
eligible employees may purchase shares of PGE common stock at a price equal to 95% of the fair value of the stock
on the purchase date, the last day of the offering period. As of December 31, 2011, there were 507,594 shares available
for future issuance pursuant to the ESPP.

Dividend Reinvestment and Direct Stock Purchase Plan

On April 1, 2011, PGE’s Dividend Reinvestment and Direct Stock Purchase Plan (DRIP) became effective, under
which a total of 2,500,000 shares of the Company’s common stock may be issued. Under the DRIP, investors may
elect to buy shares of the Company’s common stock or elect to reinvest cash dividends in additional shares of the
Company’scommon stock. Asof December 31,2011, there were 2,496,842 shares available for future issuance pursuant
to the DRIP.

NOTE 13: STOCK-BASED COMPENSATION EXPENSE

Pursuant to the Portland General Electric Company 2006 Stock Incentive Plan (the Plan), the Company may grant a
variety of equity-based awards, including restricted stock units with time-based vesting conditions (Restricted Stock
Units) and performance-based vesting conditions (Performance Stock Units) to non-employee directors, officers and
certain key employees. Service requirements generally must be met for stock units to vest. For each grant, the number
of Stock Units is determined by dividing the specified award amount for each grantee by the closing stock price on
the date of grant. A total of 4,687,500 shares of common stock were registered for future issuance under the Plan, of
which 3,931,204 shares remain available for future issuance as of December 31, 2011.

Restricted Stock Units vest in either equal installments over a one-year period on the last day of each calendar quarter,
over a three-year period on each anniversary of the grant date, or at the end of a three-year period following the grant
date.

Performance Stock Units vest if performance goals are met at the end of a three-year performance period; such goals
include return on equity and regulated asset base growth measures. Vesting of Performance Stock Units is calculated
by multiplying the number of units granted by a performance percentage determined by the Compensation and Human
Resources Commiittee of PGE’s Board of Directors. The performance percentage is calculated based on the extent to
which the performance goals are met. In accordance with the Plan, however, the committee may disregard or offset
the effect of extraordinary, unusual or non-recurring items in determining results relative to these goals. Based on the
attainment of the performance goals, the awards can range from zero to 150% of the grant.
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Outstanding Restricted and Performance Stock Units provide for the payment of one Dividend Equivalent Right (DER)
for each stock unit. DERs represent an amount equal to dividends paid to shareholders on a share of PGE’s common
stock and vest on the same schedule as the stock units. The DERs are settled in cash (for grants to non-employee
directors) or shares of PGE common stock valued either at the closing stock price on the vesting date (for Performance
Stock Unit grants) or dividend payment date (for all other grants). The cash from the settlement of the DERs for non-
employee directors may be deferred under the terms of the Portland General Electric Company 2006 Outside Directors’
Deferred Compensation Plan.

Restricted and Performance Stock Unit activity is summarized in the following table:

Weighted Average

. Grant Date

Units Fair Value
Outstanding as of December 31, 2008..........ccooeiierievennreeeeeenee 360,382 25.04
€111« FORRT U OPUU RSO URRRRURR 243,574 14.95
e (<7111 SO USSR (4,847) 24.85
VESIEW. .uvcveiireeieccrecee et e e err et e et e e re e tneeenes e e eares (176,846) 23.60
Outstanding as of December 31, 2009.........cccooveeiveirieciniiiirrieeen 422,263 19.82
Granted.........ooeiiieiiecieeee et va et ae e eanre e sares 191,469 19.18
2] 4 055 111« F O USSR STUSORUN (45,081) 23.45
VESTEA. ..covtiiie ettt see et et e et e e e et eennsenaesnns (103,223) 25.78
Outstanding as of December 31, 2010........cccoeivivenviiiieennieecereneens 465,428 17.88
GIANTEA.. oottt e s esreesessbarese s snaasessenasees 152,657 23.84
FOrfeited .....oeoomeicieciicreeetceerececve ettt (106,979) 22.35
VESIEA.ooecuviiieerictieertecteeeeessre v e e te e veesescnbe s seessaesanreensesensennns (19,702) 23.34
Outstanding as of December 31, 201 1. ...ccoooi i 491,404 18.54

The number of vested Restricted and Performance Stock Units presented above exceed the number of shares issued
for the vesting of restricted and performance stock units on the consolidated statements of equity because, upon vesting,
the Company withholds a portion of the vested shares for the payment of income taxes on behalf of the employees.
The total value of Restricted and Performance Stock Units vested during the years ended December 31, 2011, 2010,
and 2009 was $1 million, $3 million and $4 million, respectively. The weighted average fair value is measured based
on the closing price of PGE common stock on the date of grant. For the years ended December 31, 2011, 2010, and
2009, PGE recorded $4 million, $2 million and $1 million, respectively, of stock-based compensation expense, which
is included in Administrative and other expense in the consolidated statements of income. Such amounts differ from
those reported in the consolidated statements of equity for Stock-based compensation due primarily to the impact from
the income tax payments made on behalf of employees. The net impact to equity from the income tax payments,
partially offset by the issuance of DERs, resulted in a charge to equity of less than $1 million in 2011, 2010, and 2009,
which is not included in Administrative and other expenses in the consolidated statements of income.

As of December 31, 2011, unrecognized stock-based compensation expense was $4 million, of which approximately
$3 million and $1 million is expected to be expensed in 2012 and 2013, respectively. Stock-based compensation expense
was calculated assuming the attainment of performance goals that would allow the vesting of 121.8%, 117.9%, and
91.1% of awarded Performance Stock Units for 2011, 2010, and 2009, respectively, with an estimated 6% forfeiture
rate. No stock-based compensation costs have been capitalized and the plan had no material impact on cash flows for
the years ended December 31, 2011, 2010, or 2009.

110



PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

NOTE 14: EARNINGS PER SHARE

Basic earnings per share is computed based on the weighted average number of common shares outstanding during
the year. Diluted earnings per share is computed using the weighted average number of common shares outstanding
and the effect of dilutive potential common shares outstanding during the year using the treasury stock method. Dilutive
potential common shares consist of Restricted Stock Units and employee stock purchase plan shares. Unvested
Performance Stock Units and related DERSs are not included in the computation of dilutive securities because vesting
of these instruments is dependent upon the attainment of required criteria over three-year performance periods. For
additional information on Performance Stock Units and DERs, see Note 13, Stock-Based Compensation Expense.

Components of basic and diluted earnings per share are as follows:

Years Ended December 31,

2011 2010 2009

Numerator (in millions):

Net income attributable to Portland General Electric Company

common Shareholders..........covevveeveierieieeeeereeerereeee e $ 147 § 125 § 95
Denominator (in thousands):

Weighted average common shares outstanding—basic ............. 75,333 75,275 72,790

Dilutive effect of unvested restricted stock units and employee

stock purchase plan shares ...........c.cocccoeeeerrescceererenenceserennenes 17 16 62

Weighted average common shares outstanding—diluted. .......... 75,350 75,291 72,852
Earnings per share—basic and diluted...................ccccoroeeeencne. $ 195 § 1.66 $ 1.31

Basic and diluted earnings per share amounts are calculated based on actual amounts rather than the rounded amounts
presented in the table above and on the consolidated statements of income. Accordingly, calculations using the rounded
amounts presented for net income and weighted average shares outstanding may yield results that vary from the earnings
per share amounts presented in the table above.
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NOTE 15: COMMITMENTS AND GUARANTEES
Commitments

As of December 31, 2011, PGE’s future minimum payments pursuant to purchase obligations for the following five
years and thereafter are as follows (in millions):

Payments Due

2012 2013 2014 2015 2016 Thereafter Total
Capital and other purchase
COMMItMENtS.......cocvvevenee. $ 58 $ 18 § 10 $ 10 $ 6 $ 73 8 175
Purchased power and fuel:
Electricity purchases...... 129 77 76 76 57 381 796
Capacity contracts.......... 21 21 21 20 19 — 102
Public Utility Districts ... 7 8 8 8 7 30 68
Natural gas........c.cceveee. 49 22 22 20 12 11 136
Coal and transportation.. 25 19 9 — — — 53
Operating leases ................. 9 10 9 10 10 196 244
Total ..o $ 298 $ 175 $ 155 § 144 § 111 § 691 § 1,574

Capital and other purchase commitments—Certain commitments have been made for capital and other purchases for
2012 and beyond. Such commitments include those related to hydro licenses, upgrades to production, distribution and
transmission facilities, decommissioning activities, information systems, and system maintenance work. Termination
of these agreements could result in cancellation charges.

Electricity purchases and Capacity contracts—PGE has power purchase contracts with counterparties, which expire
at varying dates through 2036, and power capacity contracts through 2016. As of December 31, 2011, PGE has power
sale contracts with counterparties of approximately $13 million in 2012.

Public Utility Districts—PGE has long-term power purchase contracts with certain public utility districts in the state
of Washington and with the City of Portland, Oregon. The Company is required to pay its proportionate share of the
operating and debt service costs of the hydroelectric projects whether or not they are operable. The future minimum
payments for the Public Utility Districts in the preceding table reflect the principal payment only and do not include
interest, operation, or maintenance expenses. Selected information regarding these projects is summarized as follows
(dollars in millions):

PGE Cost
Bl::(‘l’:l:;eof PGE Share including Debt S’ervice
December 31, Contract
2011 Output  Capacity  Expiration 2011 2010 2009
(in MW)

Priest Rapids and

Wanapum................... $ 917 8.8% 176 2052 $ 14 S 10 $ 17
Wells.....ccoeveriinnnnnan. 259 194 159 2018 10 7 8
Portland Hydro.......... 11 100.0 36 2017 4 4 4

Under contracts with the public utility districts, PGE has acquired a percentage of the output (Allocation) of Priest
Rapids and Wanapum and Wells. The contracts provide that, should any other purchaser of output default on payments
as a result of bankruptcy or insolvency, PGE would be allocated a pro rata share of the output and operating and debt
service costs of the defaulting purchaser. For Wells, PGE would be allocated up to a cumulative maximum of 25% of
the «1»fasi g purchaser’s percentage Allocation. For Priest Rapids and Wanapum, PGE would be allocated up to a
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cumulative maximum that would not adversely affect the tax exempt status of any outstanding debt.

Natural gas—PGE has agreements for the purchase and transportation of natural gas from domestic and Canadian
sources for its natural gas-fired generating facilities. The Company also has a natural gas storage agreement, which
expires in April 2017, for the purpose of fueling the Company’s Port Westward and Beaver generating plants.

Coal and transportation—PGE has coal and related rail transportation agreements with take-or-pay provisions related
to Boardman, which expire at various dates through 2014,

Operating leases—PGE has various operating leases associated with its headquarters and certain of its production,
transmission, and support facilities. The majority of the future minimum operating lease payments presented in the
table above consist of (i) the corporate headquarters lease, which expires in 2018, but includes renewal period options
through 2043, and (ii) the Port of St. Helens land lease, where PGE’s Beaver and Port Westward generating plants
operate, which expires in 2096. Rent expense was $9 million in 2011 and in 2010, and $7 million in 2009.

The future minimum operating lease payments presented is net of sublease income of: $3 million in 2012; $2 million
in 2013, 2014, and 2015; and $1 million in 2016. Sublease income was $3 million in 2011, 2010, and 2009.

Guarantees

PGE entered into a sale transaction in 1985 in which it sold an undivided 15% interest in Boardman and a 10.714%
undivided interest in the Pacific Northwest Intertie (Intertie) transmission line (jointly the Boardman Assets) to an
unrelated third party (Purchaser). The Purchaser leased the Boardman Assets to a lessee (Lessee) unrelated to PGE or
the Purchaser. Concurrently, PGE assigned to the Lessee certain agreements for the sale of power and transmission
services from Boardman and the Intertie (P&T Agreements) to a regulated electric utility (Utility) unrelated to PGE,
the Purchaser, or the Lessee. The P&T Agreements expire on December 31, 2013. The payments by the Utility under
the P& T Agreements exceed the payments to be made by the Lessee to the Purchaser under the lease. In exchange for
PGE undertaking certain obligations of the Lessee under the lease, the Lessee reassigned to PGE certainrights, including
the excess payments, under the P&T Agreements. However, in the event that the Utility defaults on the payments it
owes under the P&T Agreements, PGE may be required to pay the damages owed by the Lessee to the Purchaser under
the lease. Assuming no recovery from the Utility and no reduction in damages from mitigating sales or leases related
to the Boardman Assets and P&T Agreements, the maximum amount that would be owed by PGE in 2012 is
approximately $74 million. Management believes that circumstances that could result in such amount, or any lesser
amount, being owed by the Company are remote.

PGE enters into financial agreements and power and natural gas purchase and sale agreements that include
indemnification provisions relating to certain claims or liabilities that may arise relating to the transactions contemplated
by these agreements. Generally, a maximum obligation is not explicitly stated in the indemnification provisions and,
therefore, the overall maximum amount of the obligation under such indemnifications cannot be reasonably estimated.
PGE periodically evaluates the likelihood of incurring costs under such indemnities based on the Company’s historical
experience and the evaluation of the specific indemnities. As of December 31,2011, management believes the likelihood
is remote that PGE would be required to perform under such indemnification provisions or otherwise incur any
significant losses with respect to such indemnities. The Company has not recorded any liability on the consolidated
balance sheets with respect to these indemnities.
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NOTE 16: VARIABLE INTEREST ENTITIES

PGE has determined that it is the primary beneficiary of three VIEs and, therefore, consolidates the VIEs within the
Company’s consolidated financial statements. All three arrangements were formed for the sole purpose of designing,
developing, constructing, owning, maintaining, operating and financing photovoltaic solar power facilities located on
real property owned by third parties and selling the energy generated by the facilities. The Company is the Managing
Member and a financial institution is the Investor Member in each of the Limited Liability Companies (LLCs), holding
equity interests of less than 1% and more than 99%, respectively, in each entity. PGE has determined that its interests
in these VIEs contain the obligation to absorb the variability of the entities that could potentially be significant to the
VIEs, and the Company has the power to direct the activities that most significantly affect the entities’ economic
performance.

Determining whether PGE is the primary beneficiary of a VIE is complex, subjective and requires the use of judgments
and assumptions. Significant judgments and assumptions made by PGE in determining it is the primary beneficiary
of these LLCs include the following: (i) PGE has the experience to own and operate electric generating facilities and
is authorized to operate the LLCs pursuant to the operating agreements, and, therefore, PGE has control over the most
significant activities of the LLCs; (ii) PGE expects to own 100% of the LLCs shortly after five years have elapsed, at
which time the facilities will have approximately 75% of their estimated useful life remaining; and (iii) based on
projections prepared in accordance with the operating agreements, PGE expects to absorb a majority of the expected
losses of the LLCs.

During 2010 and 2009, impairment losses of $4 million and $5 million, respectively, were recognized on the photovoltaic
solar power facilities held by the LL.Cs and classified in Depreciation and amortization expense in PGE’s consolidated
statements of income. Based on PGE’s intent to ultimately acquire 100% of the LLCs and the fact that the capitalized
cost of the photovoltaic solar power facilities exceeded the undiscounted cash flows of the respective facility over its
estimated useful life, impairment analyses were performed. The impairment losses were equal to the excess of the
carrying amounts over the estimated fair values of the photovoltaic solar power facilities. Estimated fair values were
determined using the discounted cash flow method, assuming a discount rate (after taxes) of approximately 7%, which
is PGE’s allowed rate of return, and estimated useful lives ranging from 20 to 25 years. The new cost basis of the
photovoltaic solar power facilities are amortized over their remaining estimated useful lives. The valuation technique
used to measure fair value of the photovoltaic solar power facilities at the impairment date is considered Level 3 in
the fair value hierarchy, as described in Note 4, Fair Value of Financial Instruments.

As noted above, PGE has consolidated the VIEs even though it has less than a 1% ownership interest in the LLCs.
The participating members are allocated their proportionate share of the LLCs net losses based on the respective
members’ ownership percent. Accordingly, the majority of the impairment losses are attributable to the noncontrolling
interests through the Net losses attributable to noncontrolling interests in PGE’s consolidated statements of income
for the years ended December 31, 2010 and 2009.

Included in PGE’s consolidated balance sheets are LLC net assets as follows (in millions):

As of December 31,
2011 2010
Cash and cash eqUIVALENES ...........ccoieieieieeiieieiiieetetc et et $ 1 3
ACCOUNES TECEIVADIE ..ottt et st eeaeseaeesaneene — 4
Electric utility plant, Net..........ccooveerieeiioiiieieeeereece ettt et 5 5

These assets can only be used to settle the obligations of the consolidated VIEs.
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NOTE 17: JOINTLY-OWNED PLANT

PGE has interests in three jointly-owned generating facilities. Under the joint operating agreements, each participating
owner is responsible for financing its share of construction, operating and leasing costs. PGE’s proportionate share of
direct operating and maintenance expenses of the facilities is included in the corresponding operating and maintenance
expense categories in the consolidated statements of income.

As of December 31, 2011, PGE had the following investments in jointly-owned plant (dollars in millions):

. Construction

PGE Plant Accumulated Work In

Share In-service Date In-service Depreciation* Progress
Boardman................. 65.00% 1980 $ 467 $ 292§ 2
Colstrip ....ccceevvvernenne. 20.00 1986 507 326 2
Pelton/Round Butte . 66.67 1958 / 1964 206 46 11
Total...ooouvennne $ 1,180 §$ 664 $ 15

*  Excludes asset retirement obligations and accumulated asset retirement removal costs.

NOTE 18: CONTINGENCIES

PGE is subject to legal, regulatory, and environmental proceedings, investigations, and claims that arise from time to
time in the ordinary course of its business. Contingencies are evaluated using the best information available at the time
the consolidated financial statements are prepared. Legal costs incurred in connection with loss contingencies are
expensed as incurred.

Loss contingencies are accrued and disclosed when it is probable that an asset has been impaired or a liability incurred
as of the financial statement date and the amount of the loss can be reasonably estimated. If a reasonable estimate of
probable loss cannot be determined, a range of loss may be established, in which case the minimum amount in the
range is accrued, unless some other amount within the range appears to be a better estimate.

A loss contingency will also be disclosed when it is reasonably possible that an asset has been impaired or a liability
incurred. If a probable or reasonably possible loss cannot be reasonably estimated, then the Company (i) discloses an
estimate of such loss or the range of such loss, if the Company is able to determine such an estimate, or (ii) discloses
that an estimate cannot be made.

If an asset has been impaired or a liability incurred after the financial statement date, but prior to the issuance of the
financial statements, the loss contingency is disclosed, if material, and the amount of any estimated loss is recorded
in the subsequent reporting period.

- The Company evaluates, on a quarterly basis, developments in such matters that could affect the amount of any accrual,
as well as the likelihood of developments that would make a loss contingency both probable and reasonably estimable.
The assessment as to whether a loss is probable or reasonably possible, and as to whether such loss or a range of such
loss is estimable, often involves a series of complex judgments about future events. Management is often unable to
estimate a reasonably possible loss, or a range of loss, particularly in cases in which (i) the damages sought are
indeterminate or the basis for the damages claimed is not clear, (ii) the proceedings are in the early stages, (iii) discovery
is not complete, (iv) the matters involve novel or unsettled legal theories, (v) there are significant facts in dispute, (vi)
there are a large number of parties (including where it is uncertain how liability, if any, will be shared among multiple
defendants), or (vii) there is a wide range of potential outcomes. In such cases, there is considerable uncertainty regarding
the timing or ultimate resolution, including any possible loss, fine, penalty, or business impact.
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Trojan Investment Recovery

Regulatory Proceedings. In 1993, PGE closed Trojan and sought full recovery of, and a return on, its Trojan costs in
a general rate case filing with the OPUC. The OPUC issued a general rate order that granted the Company recovery
of, and a return on, 87% of its remaining investment in Trojan.

Numerous challenges and appeals were subsequently filed in various state courts on the issue of the OPUC’s authority
under Oregon law to grant recovery of, and a return on, the Trojan investment. In 1998, the Oregon Court of Appeals
upheld the OPUC’s order authorizing PGE’s recovery of the Trojan investment, but held that the OPUC did not have
the authority to allow PGE to recover a return on the Trojan investment and remanded the case to the OPUC for
reconsideration.

In 2000, PGE entered into agreements to settle the litigation related to recovery of, and return on, its investment in
Trojan. The Utility Reform Project (URP) did not participate in the settlement and filed a complaint with the OPUC
challenging the settlement agreements. In 2002, the OPUC issued an order (2002 Order) denying all of the URP’s
challenges. In 2007, following several appeals by various parties, the Oregon Court of Appeals issued an opinion that
remanded the 2002 Order to the OPUC for reconsideration.

The OPUC then issued an order in 2008 that required PGE to refund $15.4 million, plus interest at 9.6% from
September 30, 2000, to customers who received service from PGE during the period October 1, 2000 to
September 30, 2001. The Company recorded a charge of $33.1 million in 2008 related to the refund and accrued
additional interest expense on the liability until refunds to customers were completed in the first quarter of 2010. The
URP and the plaintiffs in the class actions described below have separately appealed the 2008 Order to the Oregon
Court of Appeals. Oral arguments were made on February 3, 2012 and a decision by the Oregon Court of Appeals
remains pending.

Class Actions. In a separate legal proceeding, two lawsuits were filed in Marion County Circuit Court against PGE in
2003 on behalf of two classes of electric service customers. The class action lawsuits seek damages of $260 million,
plus interest, as a result of PGE’s inclusion, in prices charged to customers, of a return on its investment of Trojan.

In 2006, the Oregon Supreme Court issued a ruling ordering the abatement of the class action proceedings until the
OPUC responded to the 2002 Order (described above). The Oregon Supreme Court concluded that the OPUC has
primary jurisdiction to determine what, if any, remedy it can offer to PGE customers, through price reductions or
refunds, for any amount of return on the Trojan investment PGE collected in prices for the period from April 1, 1995
through October 1, 2000.

The Oregon Supreme Court further stated that if the OPUC determined that it can provide a remedy to PGE’s customers,
then the class action proceedings may become moot in whole or in part. The Oregon Supreme Court added that, if the
OPUC determined that it cannot provide a remedy, the court system may have a role to play. The Oregon Supreme
Court also ruled that the plaintiffs retain the right to return to the Marion County Circuit Court for disposition of
whatever issues remain unresolved from the remanded OPUC proceedings. The Marion County Circuit Court
subsequently abated the class actions in response to the ruling of the Oregon Supreme Court.

Because the above matters involve unsettled legal theories and have a broad range of potential outcomes, management
cannot estimate a range of potential loss. Management believes, however, that these matters will not have a material
impact on the financial condition of the Company, but may have a material impact on the results of operations and
cash flows in future reporting periods.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Pacific Northwest Refund Proceeding

In 2001, the FERC called for a hearing to explore whether there may have been unjust and unreasonable charges for
spot market sales of electricity in the Pacific Northwest from December 25, 2000 through June 20, 2001 (Pacific
Northwest Refund proceeding). During that period, PGE both sold and purchased electricity in the Pacific Northwest.
In 2003, the FERC issued an order terminating the proceeding and denying the claims for refunds. Parties appealed
various aspects of the FERC order to the U.S. Ninth Circuit Court of Appeals (Ninth Circuit).

In August 2007, the Ninth Circuit issued its decision, concluding that the FERC failed to adequately explain how it
considered or examined new evidence showing intentional market manipulation in California and its potential ties to
the Pacific Northwest and that the FERC should not have excluded from the Pacific Northwest Refund proceeding
purchases of energy made by the California Energy Resources Scheduling (CERS) division in the Pacific Northwest
spot market. The Ninth Circuit remanded the case to the FERC to: (i) address the new market manipulation evidence
in detail and account for the evidence in any future orders regarding the award or denial of refunds in the proceedings;
(11) include sales to CERS in its analysis; and (iii) further consider its refund decision in light of related, intervening
opinions of the court. The Ninth Circuit offered no opinion on the FERC’s findings based on the record established by
the administrative law judge and did not rule on the FERC’s ultimate decision to deny refunds. After denying requests
for rehearing, the Ninth Circuit in April 2009 issued a mandate giving immediate effect to its August 2007 order
remanding the case to the FERC.

In October, 2011, the FERC issued an Order on Remand, establishing an evidentiary hearing to determine whether any
seller had engaged in unlawful market activity in the Pacific Northwest spot markets during the December 25, 2000
through June 20, 2001 period by violating specific contracts or tariffs, and, if so, whether a direct connection existed
between the alleged unlawful conduct and the rate charged under the applicable contract. FERC held that the Mobile-
Sierra public interest standard governs challenges to the bilateral contracts at issue in this proceeding, and the strong
presumption under Mobile-Sierra that the rates charged under each contract are just and reasonable would have to be
specifically overcome before a refund could be ordered. FERC directed the presiding judge, if necessary, to determine
a refund methodology and to calculate refunds, but held that a market-wide remedy was not appropriate, given the
bilateral contract nature of the Pacific Northwest spot markets. Certain parties claiming refunds filed requests for
rehearing of the Order on Remand, contesting, among other things, the applicable refund period reflected in the Order,
the use of the Mobile-Sierra standard, any restraints in the Order on the type of evidence that could be introduced in
the hearing, and the lack of market-wide remedy. The rehearing requests remain pending.

In its October 2011 Order on Remand, the FERC held the hearing procedures in abeyance pending the results of
settlement discussions, which it ordered be convened before a FERC settlement judge. The settlement proceedings are
ongoing.

The settlement between PGE and certain other parties in the California refund case in Docket No. EL00-95, et seq.,
approved by the FERC in May 2007, resolved all claims between PGE and the California parties named in the settlement
(including CERS) as to transactions in the Pacific Northwest during the settlement period, January 1, 2000 through
June 20, 2001, but did not settle potential claims from other market participants relating to transactions in the Pacific
Northwest.

Management cannot predict whether the FERC will order refunds in the Pacific Northwest Refund proceeding, which
contracts would be subject to refunds, or how such refunds, if any, would be calculated. Accordingly, management
cannot estimate a range of potential loss. Management believes, however, that the outcome will not have a material
impact on the financial condition of the Company, but may have a material impact on PGE’s results of operations and
cash flows in future reporting periods.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

EPA Investigation of Portland Harbor

A 1997 investigation by the EPA of a segment of the Willamette River known as the Portland Harbor revealed significant
contamination of river sediments. The EPA subsequently included Portland Harbor on the National Priority List pursuant
to the federal Comprehensive Environmental Response, Compensation, and Liability Act as a federal Superfund site
and listed 69 Potentially Responsible Parties (PRPs). PGE was included among the PRPs as it has historically owned
or operated property near the river.

The Portland Harbor site is currently undergoing a remedial investigation and feasibility study (RI/FS) pursuant to an
Administrative Order on Consent (AOC) between the EPA and several PRPs, not including PGE. In the AOC, the EPA
determined that the RI/FS would focus on a segment of the river approximately 5.7 miles in length. '

In January 2008, the EPA requested information from various parties, including PGE, concerning properties in or near
the 5.7 mile segment of the river being examined in the RI/FS, as well as several miles beyond. Subsequently, the EPA
has listed additional PRPs, which now number over one hundred.

The EPA will determine the boundaries of the site at the conclusion of the RI/FS in a Record of Decision in which it
will document its findings and select a preferred cleanup alternative. The EPA is not expected to issue the Record of
Decision until 2014.

Sufficient information is currently not available to determine the total cost of any required investigation or remediation
of the Portland Harbor site or the liability of PRPs, including PGE. Accordingly, management cannot estimate a range
of potential loss. Management believes, however, that the outcome will not have a material impact on the financial
condition of the Company, but may have a material impact on PGE’s results of operations and cash flows in future
reporting periods.

EPA Investigation of Harbor Oil

Harbor Oil, Inc. operated an oil reprocessing business on a site located in north Portland (Harbor Oil), until about 1999.
Subsequently, other companies have continued to conduct operations on the site. Until 2003, PGE contracted with the
operators of the site to provide used oil from the Company’s power plants and electrical distribution system to the
operators for use in their reprocessing business. Other entities continue to utilize Harbor Oil for the reprocessing of
used oil and other lubricants.

In 1974 and 1979, major oil spills occurred at the Harbor Oil site. Elevated levels of contaminants, including metals,
pesticides, and polychlorinated biphenyls, have been detected at the site. In 2003, the EPA included the Harbor Oil site
on the National Priority List as a federal Superfund site.

PGE received a Notice from the EPA in 2005, in which the Company was named as one of fourteen PRPs with respect
to Harbor Oil. In 2007, an AOC was signed by the EPA and six other parties, including PGE, to implement an RI/FS
at Harbor Oil. In 2011, the final draft of the remedial investigation report was submitted to the EPA, which has yet to
issue a response.

Sufficient information is currently not available to determine the total cost of investigation and remediation of Harbor
Oil or the liability of the PRPs, including PGE. Accordingly, management cannot estimate a range of potential loss.
Management believes, however, that the outcome of this matter will not have a material impact on the financial condition
of the Company, but may have a material impact on PGE’s results of operations and cash flows in future reporting
periods.
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PORTLAND GENERAL ELECTRIC COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS, continued

Revenue Bonds

In 2008, PGE repurchased $5.8 million of Pollution Control Revenue Bonds Series 1996 (Bonds) issued through the
Port of Morrow. In connection with the repurchase, PGE paid the $5.8 million repurchase price to Lehman Brothers
Inc. (Lehman) as remarketing agent for the Bonds, who in turn paid off the beneficial owner of the Bonds. As a result
of the payment, PGE became the beneficial owner of the Bonds and requested that Lehman safe-keep the Bonds in
Lehman’s Depository Trust Company participant account until such time as the Bonds could be remarketed. After
repurchase of the Bonds, PGE removed the liability for the Bonds from its financial statements.

In September 2008, Lehman filed for protection under Chapter 11 of the U.S. Bankruptcy Code. PGE subsequently
filed a claim for return of the Bonds from Lehman. In November 2009, the trustee appointed to liquidate the assets of
Lehman (Trustee) allowed PGE’s claim as a net equity claim for securities. At the time, PGE believed it would receive
back the entire amount of the Bonds at some point during the bankruptcy proceedings.

It is not certain that the Company will receive the full amount of the Bonds but could, along with other claimants,
potentially receive a pro-rata share of certain assets. The timing and extent of distributions on claims are subject to the
ultimate disposition of numerous claims in the proceedings and certain major contingencies which the Trustee must
resolve. PGE cannot currently estimate how much of the value of the Bonds will ultimately be returned to the Company
or the timing of the distribution from Lehman. Management does not expect the outcome of this matter to have a
material impact on the Company’s financial condition, but it may have a material impact on PGE’s results of operations
and cash flows in a future interim reporting period.

Other Matters

PGE is subject to other regulatory, environmental, and legal proceedings, investigations, and claims that arise from
time to time in the ordinary course of its business, which may result in adverse judgments against the Company.
Although management currently believes that resolution of such matters will not have a material effect on its financial
position, results of operations, or cash flows, these matters are subject to inherent uncertainties, and management’s
view of these matters may change in the future.
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QUARTERLY FINANCIAL DATA

(Unaudited)
Quarter Ended
March 31 June 30 September 30  December 31
(In millions, except per share amounts)
2011
REVENUES, NEL..cvovrvinriieceiee et errenas $ 484 $ 411 §$ 439 $ 479
Income from operations..........cccccuveeevveerennennsn. 115 57 68 69
Net INCOME......veeeeeeieereiecieerereeeeee e 69 22 27 29
Net income attributable to Portland General
Electric COMPANY .......cceceeeeereeercrvrercnerereeseneennas 69 22 27 29
Earnings per share—basic and diluted " ........ 0.92 0.29 0.36 0.38
2010
Revenues, net ¥ ...........oorveerierrrneecreseoenennn. $ 449 $ 415 % 464 $ 455
Income from operations @ .............cc.ccoovervnne. 61 57 90 59
Net income @......oocorivrerireriinrreriseeeereeeonn. 27 24 48 22
Net income attributable to Portland General
Electric Company @ .........cc.cccoovovveiveerrnnneane. 27 24 49 25
Earnings per share—basic and diluted V@ ... 0.36 0.32 0.65 0.34

(1) Earnings per share are calculated independently for each period presented. Accordingly, the sum of the quarterly earnings per
share amounts may not equal the total for the year.

(2) Revenues for the fourth quarter of 2010 include the reversal of an estimated collection from customers that had been recorded
as of September 30, 2010 in the amount of $24 million related to the regulatory treatment of income taxes (SB 408) for 2010.
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None.

ITEM 9A. CONTROLS AND PROCEDURES.
(a) Disclosure Controls and Procedures

Management of the Company, under the supervision and with the participation of the Chief Executive Officer and the
Chief Financial Officer, has evaluated the effectiveness of the Company’s disclosure controls and procedures (as such
term is defined in Rule 13a-15(e) under the Securities Exchange Act of 1934, as amended (the “Exchange Act”) as of
the end of the period covered by this report pursuant to Rule 13a-15(b) under the Exchange Act. Based on thatevaluation,
the Chief Executive Officer and Chief Financial Officer have concluded that, as of the end of such period, the Company’s
disclosure controls and procedures are effective in recording, processing, summarizing and reporting, on a timely basis,
the information relating to the Company (including its consolidated subsidiaries) required to be disclosed by the
Company in the reports that it files or submits under the Exchange Act and are effective in ensuring that information
required to be disclosed by the Company in the reports that it files or submits under the Exchange Act is accumulated
and communicated to the Company’s management, including the Company’s Chief Executive Officer and Chief
Financial Officer, as appropriate to allow timely decisions regarding required disclosure.

(b) Management’s Annual Report on Internal Control over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over financial
reporting (as such term is defined in Rule 13a-15(f) under the Exchange Act). The Company’s internal control over
financial reporting is a process designed by, or under the supervision of, the Chief Executive Officer and Chief Financial
Officer to provide reasonable assurance regarding the reliability of financial reporting and the preparation of the
Company’s financial statements for external purposes in accordance with accounting principles generally accepted in
the United States of America.

The Company’sinternal control over financial reporting includes policies and procedures that pertain to the maintenance
of records that, in reasonable detail, accurately and fairly reflect the transactions and disposition of the assets; provide
reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with accounting principles generally accepted in the United States of America, and that receipts and
expenditures are being made only in accordance with authorizations of management and the directors of the Company;
and provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the Company’s assets that could have a material effect on the Company’s financial statements.

Management of the Company, under the supervision and with the participation of the Chief Executive Officer and
Chief Financial Officer, has evaluated the effectiveness of the Company’s internal control over financial reporting as
of the end of the period covered by this report pursuant to Rule 13a-15(c) under the Exchange Act. Management’s
assessment was based on the framework established in Internal Control-Integrated Framework issued by the Committee
of Sponsoring Organizations of the Treadway Commission. Based on this assessment, management has concluded
that, as of December 31, 2011, the Company’s internal control over financial reporting is effective.



The Company’s internal control over financial reporting, as of December 31, 2011, has been audited by Deloitte &
Touche LLP, the independent registered public accounting firm who audits the Company’s consolidated financial
statements, as stated in their report included in Item 8.—"“Financial Statements and Supplementary Data,” which
expresses an unqualified opinion on the effectiveness of the Company’s internal control over financial reporting, as
of December 31, 2011.

(c) Changes in Internal Control over Financial Reporting
There have not been any changes in the Company’s internal control over financial reporting during the fourth quarter

of 2011 that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over
financial reporting.

ITEM 9B. OTHER INFORMATION.

None.
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PART 111
ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

The information required by Item 10 is incorporated herein by reference to the relevant information under the captions
“Section 16(a) Beneficial Ownership Reporting Compliance,” “Corporate Governance,” “Proposal 1: Election of
Directors—The Board of Directors,” and “Executive Officers” in the Company’s definitive proxy statement to be filed
pursuant to Regulation 14A with the SEC in connection with the Annual Meeting of Shareholders scheduled to be held
on May 23, 2012.

ITEM 11. EXECUTIVE COMPENSATION.

The information required by Item 11 is incorporated herein by reference to the relevant information under the captions
“Corporate Governance—Non-Employee Director Compensation,” “Corporate Governance—Compensation
Committee Interlocks and Insider Participation,” “Compensation and Human Resources Committee Report,”
“Compensation Discussion and Analysis,” and “Executive Compensation Tables” in the Company’s definitive proxy
statement to be filed pursuant to Regulation 14A with the SEC in connection with the Annual Meeting of Shareholders
scheduled to be held on May 23, 2012.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT
AND RELATED STOCKHOLDER MATTERS.

The information required by Item 12 is incorporated herein by reference to the relevant information under the captions
“Security Ownership of Certain Beneficial Owners, Directors and Executive Officers” and “Equity Compensation
Plans,” in the Company’s definitive proxy statement to be filed pursuant to Regulation 14A with the SEC in connection
with the Annual Meeting of Shareholders scheduled to be held on May 23, 2012.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR
INDEPENDENCE.

The information required by Item 13 is incorporated herein by reference to the relevant information under the caption
“Corporate Governance” in the Company’s definitive proxy statement to be filed pursuant to Regulation 14A with the
SEC in connection with the Annual Meeting of Shareholders scheduled to be held on May 23, 2012.

ITEM 14. PRINCIPAL ACCOUNTING FEES AND SERVICES.

The information required by Item 14 is incorporated herein by reference to the relevant information under the captions
“Principal Accountant Fees and Services” and “Pre-Approval Policy for Independent Auditor Services” in the
Company’s definitive proxy statement to be filed pursuant to Regulation 14A with the SEC in connection with the
Annual Meeting of Shareholders scheduled to be held on May 23, 2012.
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PART IV
ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

(a) Financial Statements and Schedules

The financial statements are set forth under Item 8 of this Annual Report on Form 10-K. Financial statement schedules
have been omitted since they are either not required, not applicable, or the information is otherwise included.

(b) Exhibit Listing

Exhibit
Number Description
3) Articles of Incorporation and Bylaws

3.1% Second Amended and Restated Articles of Incorporation of Portland General Electric Company (Form
10-Q filed August 3, 2009, Exhibit 3.1).

3.2% Ninth Amended and Restated Bylaws of Portland General Electric Company (Form 8-K filed October
27,2011, Exhibit 3.1).

“) Instruments defining the rights of security holders, including indentures

4.1% Portland General Electric Company Indenture of Mortgage and Deed of Trust dated July 1, 1945 (Form
8, Amendment No. 1 dated June 14, 1965).

4.2% Fortieth Supplemental Indenture dated October 1, 1990 (Form 10-K for the year ended December 31,
1990, Exhibit 4) (File No. 1-05532-99).

4.3% Fifty-sixth Supplemental Indenture dated May 1, 2006 (Form 8-K filed May 25, 2006, Exhibit 4.1).

4. 4% Fifty-seventh Supplemental Indenture dated December 1, 2006 (Form 8-K filed December 22, 2006,
Exhibit 4.1).

4.5% o . L
Fifty-eighth Supplemental Indenture dated April 1, 2007 (Form 8-K filed April 12, 2007, Exhibit 4.1).

4.6* Fifty-ninth Supplemental Indenture dated October 1, 2007 (Form 8-K filed October 5, 2007,
Exhibit 4.1).

4.7* Sixtieth Supplemental Indenture dated April 1, 2008 (Form 8-K filed April 17, 2008, Exhibit 4.1).

4.8% Sixty-first Supplemental Indenture dated January 15, 2009 (Form 8-K filed January 16, 2009,
Exhibit 4.1).

4.9% Sixty-second Supplemental Indenture dated April 1,2009 (Form 8-K filed April 16, 2009, Exhibit 4.1).

4.10*  Sixty-third Supplemental Indenture dated November 1, 2009 (Form 8-K filed November 4, 2009,
Exhibit 4.1).
(10) Material Contracts

10.1%* Separation Agreement between Enron Corp. and Portland General Electric Company dated April 3,
2006 (Form 8-K filed April 3, 2006, Exhibit 10.1).

10.2* Five Year Credit Agreement dated May 27, 2005, between Portland General Electric Company,
JP Morgan Chase Bank, N.A., as Administrative Agent, and a group of lenders (Form 8-K filed June
2, 2005, Exhibit 4.1).

10.3
Credit Agreement dated December 8, 2011, between Portland General Electric Company, Bank of

America, N.A., as Administrative Agent, Barclays Capital, as Syndication Agent, and a group of lenders.



Exhibit
Number

Description

Exhibits 10.4 through 10.15 were filed in connection with the Company’s 1985 Boardman/Intertie Sale:

10.4*

10.5%

10.6*

10.7*

10.8%*

10.9%*

10.10*
10.11*
10.12*
10.13*
10.14*
10.15*
10.16*
10.17*
10.18*
10.19*
10.20*
10.21*
10.22%*

10.23*

Long-term Power Sale Agreement dated November 5, 1985 (Form 10-K for the year ended
December 31, 1985, Exhibit 10) (File No. 1-05532).

Long-term Transmission Service Agreement dated November 5, 1985 (Form 10-K for the year ended
December 31, 1985, Exhibit 10) (File No. 001-05532-99).

Participation Agreement dated December 30, 1985 (Form 10-K for the year ended December 31, 1985,
Exhibit 10) (File No. 1-05532).

Lease Agreement dated December 30, 1985 (Form 10-K for the year ended December 31, 1985, Exhibit
10) (File No. 1-05532).

PGE-Lessee Agreement dated December 30, 1985 (Form 10-K for the year ended December 31, 1985,
Exhibit 10) (File No. 1-05532).

Asset Sales Agreement dated December 30, 1985 (Form 10-K for the year ended December 31, 1985,
Exhibit 10) (File No. 1-05532).

Bargain and Sale Deed, Bill of Sale, and Grant of Easements and Licenses dated December 30, 1985
(Form 10-K for the year ended December 31, 1985, Exhibit 10) (File No. 1-05532).

Supplemental Bill of Sale dated December 30, 1985 (Form 10-K for the year ended December 31,
1985, Exhibit 10) (File No. 1-05532).

Trust Agreement dated December 30, 1985 (Form 10-K for the year ended December 31, 1985, Exhibit
10) (File No. 1-05532).

Tax Indemnification Agreementdated December 30, 1985 (Form 10-K for the year ended December 31,
1985, Exhibit 10) (File No. 1-05532).

Trust Indenture, Mortgage and Security Agreement dated December 30, 1985 (Form 10-K for the year
ended December 31, 1985, Exhibit 10) (File No. 1-05532).

Restated and Amended Trust Indenture, Mortgage and Security Agreement dated February 27, 1986
(Form 10-K for the year ended December 31, 1985, Exhibit 10) (File No. 1-05532).

Portland General Electric Company Severance Pay Plan for Executive Employees dated June 15, 2005
(Form 8-K filed June 20, 2005, Exhibit 10.1). +

Portland General Electric Company Outplacement Assistance Plan dated June 15, 2005 (Form 8-K
filed June 20, 2005, Exhibit 10.2). +

Portland General Electric Company 2005 Management Deferred Compensation Plan dated January 1,
2005 (Form 10-K filed March 11, 2005, Exhibit 10.18). +

Portland General Electric Company Management Deferred Compensation Plan dated March 12, 2003
(Form 10-Q filed May 15, 2003, Exhibit 10.1). +

Portland General Electric Company Supplemental Executive Retirement Plan dated March 12, 2003
(Form 10-Q filed May 15, 2003, Exhibit 10.2). +

Portland General Electric Company Senior Officers’ Life Insurance Benefit Plan dated March 12, 2003
(Form 10-Q filed May 15, 2003, Exhibit 10.3). +

Portland General Electric Company Umbrella Trust for Management dated March 12, 2003 (Form 10-
Q filed May 15, 2003, Exhibit 10.4). +

Portland General Electric Company 2006 Stock Incentive Plan, as amended (Form 10-K filed
February 27, 2008, Exhibit 10.23). +
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Exhibit
Numbeyr
10.24*

10.25*
10.26*
10.27*
10.28%*

10.29%*
10.30*

10.31%*

(12)
12.1
(23)
23.1
3D
31.1
312
(32)
32.1
(101)
101.INS**
101.SCH**
101.CAL**
101 DEF**
101.LAB**
101 PRE**

Description

Portland General Electric Company 2006 Annual Cash Incentive Master Plan (Form 8-K filed
March 17, 2006, Exhibit 10.1). +

Portland General Electric Company 2006 Outside Directors’ Deferred Compensation Plan (Form 8-K
filed May 17, 2006, Exhibit 10.1). +

Portland General Electric Company 2008 Annual Cash Incentive Master Plan for Executive Officers
(Form 8-K filed February 26, 2008, Exhibit 10.1). +

Form of Portland General Electric Company Agreement Concerning Indemnification and Related
Matters (Form 8-K filed December 24, 2009, Exhibit 10.1). +

Form of Portland General Electric Company Agreement Concerning Indemnification and Related
Matters for Officers and Key Employees (Form 8-K filed February 19, 2010, Exhibit 10.1). +

Form of Directors’ Restricted Stock Unit Agreement (Form 8-K filed July 14, 2006, Exhibit 10.1). +

Form of Officers’ and Key Employees’ Performance Stock Unit Agreement (Form 8-K filed
March 13, 2008, Exhibit 10.1). +

Employment Agreement dated and effective May 6, 2008 between Stephen M. Quennoz and Portland
General Electric Company (Form 10-Q filed May 7, 2008, Exhibit 10.3). +

Statements Re Computation of Ratios

Computation of Ratio of Earnings to Fixed Charges.

Consents of Experts and Counsel

Consent of Independent Registered Public Accounting Firm Deloitte & Touche LLP.
Rule 13a-14(a)/15d-14(a) Certifications

Certification of Chief Executive Officer.

Certification of Chief Financial Officer.

Section 1350 Certifications

Certifications of Chief Executive Officer and Chief Financial Officer.
Interactive Data File

XBRL Instance Document.

XBRL Taxonomy Extension Schema Document.

XBRL Taxonomy Extension Calculation Linkbase Document.

XBRL Taxonomy Extension Definition Linkbase Document.

XBRL Taxonomy Extension Label Linkbase Document.

XBRL Taxonomy Extension Presentation Linkbase Document.

* Incorporated by reference as indicated.

+ Indicates a management contract or compensatory plan or arrangement.

**  In accordance with Regulation S-T, the XBRL-related information in Exhibit 101 to this Annual Report on Form 10-K
shall be deemed “furnished” and not “filed.”

Certain instruments defining the rights of holders of other long-term debt of the Company are omitted pursuant to
Item 601(b)(4)(iii)(A) of Regulation S-K because the total amount of securities authorized under each such omitted
instrument does not exceed 10% of the total consolidated assets of the Company and its subsidiaries. The Company
hereby agrees to furnish a copy of any such instrument to the SEC upon request.

Upon written request to Investor Relations, Portland General Electric Company, 121 SW Salmon Street, Portland,
Oregon 97204, PGE will furnish shareholders with a copy of any Exhibit upon payment of reasonable fees for
reproduction costs incurred in furnishing requested Exhibits.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized on February 23, 2012.

PORTLAND GENERAL ELECTRIC COMPANY

By: /s/ JAMES J. PIRO
James J. Piro
President and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following
persons on behalf of the Registrant and in the capacities indicated on February 23, 2012.

Signature Title
/s/  JAMES J. PIRO President, Chief Executive Officer, and Director
James J. Piro (principal executive officer)
/s/ MARIA M. POPE Senior Vice President, Finance, Chief Financial Officer,

and Treasurer

Maria M. Pope (principal financial and accounting officer)
/s/  JOHN W. BALLANTINE Director
John W, Ballantine
/s/ RODNEY L. BROWN, JR. Director
Rodney L. Brown, Jr.
/s/ DAVID A. DIETZLER Director
David A. Dietzler
/s/ KIRBY A.DYESS Director
Kirby A. Dyess
/s/  PEGGY Y. FOWLER Director
Peggy Y. Fowler
/s/ MARK B. GANZ Director
Mark B. Ganz
/s/ CORBIN A. MCNEILL, JR. Director

Corbin A, McNeill, Jr.

/s/ NEIL J. NELSON Director
Neil J. Nelson

/s/ M. LEE PELTON Director
M. Lee Pelton

/s/ ROBERTT.F. REID Director
Robert T. F. Reid
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EXHIBIT 12.1

PORTLAND GENERAL ELECTRIC COMPANY
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES
(Dollars in thousands)

Years Ended December 31,
2,011 2,010 2,009 2,008 2,007

Income from continuing operations before income taxes. $§ 204,714 § 178,158 § 131,636 $ 121,825 $ 220,123
Total fixed charges...........ocoiovivveveeieeerec e 126,766 131,486 129,948 111,589 98,682
Total earmings...............cccoeevevvieieeiieieienreeeeene, $ 331,480 $ 309,644 $ 261,584 $ 233414 $ 318,805

Fixed charges:

INLErest EXPENSE .....cuuvvirimciiiiiiiiceecicit e $ 110413 $ 110,240 $ 103,389 $ 90257 $ 74,362
Capitalized INterest ........occooviieieeeiecieeeeeer e 3,059 9,097 11,816 6,184 9,596
Interest on certain long-term power contracts............... 8,764 8,068 10,038 10,010 9,552
Estimated interest factor in rental expense................... 4,530 4,081 4,705 5,138 5,172

Total fixed charges..................ccoooniniinin, $ 126,766 $ 131,486 $ 129,948 $ 111,589 § 98,682

Ratio of earnings to fixed charges....................ccooce... 2.61 2.35 2.01 2.09 3.23



EXHIBIT 23.1

CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We consent to the incorporation by reference in Registration Statement No. 333-170686 on Form S-3 and Registration
Statement Nos. 333-135726, 333-142694, and 333-158059 on Form S-8 of our report dated February 23,2012, relating
to the consolidated financial statements of Portland General Electric Company, and the effectiveness of Portland
General Electric Company’s internal control over financial reporting, appearing in this Annual Report on Form 10-K
of Portland General Electric Company for the year ended December 31, 2011.

/s/ Deloitte & Touche LLP

Portland, Oregon
February 23,2012



EXHIBIT 31.1
CERTIFICATION

1, James J. Piro, certify that:

1. Thave reviewed this Annual Report on Form 10-K of Portland General Electric Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
amaterial fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(2)

(®

©

(d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. Theregistrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

(a)

(b)

All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 23, 2012 /s/ JAMES J. PIRO

James J. Piro
President and

Chief Executive Officer



EXHIBIT 31.2
CERTIFICATION

1, Maria M. Pope, certify that:

1. Thave reviewed this Annual Report on Form 10-K of Portland General Electric Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state
amaterial fact necessary to make the statements made, in light of the circumstances under which such statements
were made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant
as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure
controls and procedures (as defined in Exchange Act Rules 13a-15(¢e) and 15d-15(e)) and internal control over
financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a)

(b)

(c)

(d)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures
to be designed under our supervision, to ensure that material information relating to the registrant,
including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared,;

Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles;

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end
of the period covered by this report based on such evaluation; and

Disclosed in this report any change in the registrant’s internal control over financial reporting that
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the
case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board
of directors (or persons performing the equivalent functions):

(2)

(b)

All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record,
process, summarize and report financial information; and

Any fraud, whether or not material, that involves management or other employees who have a
significant role in the registrant’s internal control over financial reporting.

Date: February 23, 2012 /s/ MARIA M. POPE

Maria M. Pope

Senior Vice President, Finance,
Chief Financial Officer, and
Treasurer



EXHIBIT 32.1

CERTIFICATIONS PURSUANT TO
18 U.S.C. SECTION 1350, AS ADOPTED
PURSUANT TO SECTION 906 OF THE

SARBANES-OXLEY ACT OF 2002

We, James J. Piro, President and Chief Executive Officer, and Maria M. Pope, Senior Vice President, Finance, Chief
Financial Officer, and Treasurer, of Portland General Electric Company (the “Company”), hereby certify that the
Company’s Annual Report on Form 10-K for the year ended December 31, 2011, as filed with the Securities and
Exchange Commission on February 24, 2012 pursuant to Section 13(a) of the Securities Exchange Act of 1934 (the

“Report”), fully complies with the requirements of that section.

We further certify that the information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

/sl MARIA M. POPE
Maria M. Pope

Senior Vice President, Finance,
Chief Financial Officer, and
Treasurer

/s/ JAMES J. PIRO
James J. Piro

President and
Chief Executive Officer

Date: February 23, 2012

Date: February 23, 2012
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2011 Accomplishments

The year was marked by many accomplishments for Portland General Electric. Here are a few of the highlights.

$147
million

Net income for the year

v top quartlie for re5|de:nt|a|
. customer satisfaction

. 'lratmgs (Market Strateg'es |
_International survey)

5B 967

Legislation directing the
Oregon Public Utility
Commission to address taxes
during rate cases passed,
replacing SB 408, Oregon’s
complex utility-tax law

Coyote [

programs and for renewable-

Spl’lngs energy sales to residential

unt contributed to the

i customers b
Turbine upgrade completed - community through PGE's
~ on time, on budget — and _employee giving campaigg o
with better-than-expected - -‘ |
results
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Douglas D. Dirks

Robert J. Kolesar

Our focus in 2011 was to build scale by growing in markets which
have historically produced losses that are lower than industry
averages, to prudently price our products, to closely monitor and
react to loss trends, to continue to control operating expenses,
and to actively and judiciously manage our capital - all aimed at
improving our financial and operating performance and continuing
to build long-term shareholder vaiue.

While our adjusted net income was $13.4 million lower in

2011 than in 2010 and our adjusted combined ratio was 6.3
percentage points higher than in 2010, our combined ratio
improved each quarter throughout the year. On the positive side,
in 2011 compared to 2010, we increased premiums and policies,
increased rates in several of our largest in-force premium states,
and decreased underwriting operating costs. On the negative side,
net investment income was slightly lower, and losses and loss
adjustment expenses (LAE) were substantially higher than in 2010
based largely on a higher rate of loss and LAE provisions for the
current accident year.

Last year we told you that while economic growth remained
sluggish, we were driving a set of growth initiatives that would
strengthen our performance. Those initiatives, implemented in
July of 2010, were to add new agencies, policies and premium
nationally, with particular emphasis on our newer markets.
Specifically, we targeted the addition of 20,000 policies, $160
million in premium and over 900 new producer appointments by
the middie of 2012.

In 2011, our growth initiatives yielded positive results and we
succeeded in achieving meaningful growth during a time when
national employment trends improved only slightly. At year-end
2011, our net premiums written increased 31% year over year
driven by a 36% increase in policy count. We exceeded our
monthly targets for adding policies, with 16,000 new policies

at the end of December. We surpassed our twenty-four month
target for adding agencies with over 1,100 new appointments at
December 31st. Much of our growth in policy count and premium
was from a higher rate of electronic submittals of new business
applications through our rapid quote system by agents and
strategic partners. Overall payroll exposure increased 24% year
over year at December 31, 2011 compared with a negative 12%
in 2010.

We achieved or exceeded virtually all of our growth projections

in 2011 with the exception of premium growth. While premium
growth has been substantial, our average policy size continued to
decline throughout the year. However, in January of 2012, our rate
of premium growth outpaced policy growth and we saw a slight
increase in average policy size. Although it is too early to call a
change in the trend, we are encouraged by this development,
something we have not seen in many years.

Additionally, as planned, our underwriting remained selective

as we succeeded in shifting a larger percentage of our in-force
premium to the least risky hazard groups A and B with increases
in those groups totaling 5% at year-end 2011. Hazard groups A
and B represented 18% and 24%, respectively, of our total in-
force premium at year-end.



For the first time in recent years, the change in our net rate
(in-force premium divided by payroll) was a positive 1% in

the fourth quarter of 2011 relative to the third quarter of 2011.

The improvement in net rate was largely led by California. At
December 31, 2011, our year over year change in net rate was a
negative 1% compared with a negative 5% at December 31, 2010.

Investment income decreased slightly in 2011, 3.5% year over
year, resulting from a modest decrease in invested assets
primarily attributable to share repurchases and dividends paid to
stockholders, and a slight decline in yield.

Over the past several years, we have implemented cost control
measures in response to declining levels of premium and the
resulting impact on the company’s financial and operating
performance. We combined four regional operating units into
two, consolidated offices and decreased staffing by 35%. These
measures resulted in meaningful cost savings and by year-end,
2011, underwriting and other operating expenses declined 5%
compared with 2010.

The ratio of total expenses to net premiums earned - the
combined ratio — was 114.0% in 2011, and 118.7% when adjusted
for the impact of the LPT deferred reinsurance gain, increases
over 2010 of 7.2 and 6.3 percentage points, respectively. The
combined ratio is the sum of the losses and loss adjustment
expenses (LAE) ratio, the commission expense ratio, the
policyholder dividend ratio and the underwriting and other
operating expense ratio. When the combined ratio is below 100%,
we have recorded underwriting income, and conversely, when the
combined ratio is greater than 100%, as it was in 2011, we cannot
be profitabie without investment income.

Losses and LAE represents our largest expense item and includes
claim payments made, amortization of the deferred gain related to
the LPT, estimates for future claim payments and changes in those
estimates for current and prior periods, and costs associated with
investigating, defending and adjusting claims. Increases in losses
and LAE related to premium growth and recent loss cost trends
have temporarily outpaced our cost reductions and rate increases.
While our underwriting and other operating expense ratio
improved (declined) 5.2 percentage points year over year, the loss
ratio before the LPT increased 11.3 percentage points at year-end
2011 compared with year-end 2010 primarily due to two factors:
(1) an increase in the current accident year loss provision rate (the
portion of each premium dollar, approximately 77 cents in 2011,
that we set aside for claims in the current accident year); and

(2) the impact of favorable prior accident year loss development
(reserve releases) in the first two quarters of 2010, but absent in
2011. Our prior period reserves remained adequate throughout
the year. Small unfavorable prior period development in 2011 was
related to assigned risk business, which represents our share

of residual market business that is applied to us as a market
participant in many of the states in which we operate.

Our markets are influenced by state-directed legislative and rate
actions. We did not see significant workers’ compensation reform
in any of our states in 2011. In terms of rates, we increased our
pure premium filed rates in California over 33% since early 2009.

To fellow stockholders (continued)

Several states implemented rate changes, most notably Florida
with a rate increase of 8.9% on January 1st, 2012. Pricing trends
appear to have stabilized nationally, with rating bureaus having
filed increases in 19 jurisdictions in 2011. We write business in 13
of those 19 jurisdictions.

Historically low yields continued to suppress investment income
throughout 2011, although the tax equivalent return on our
invested assets was 5%. In the fourth quarter, we repositioned our
investment portfolio to achieve the following strategic objectives:
to reduce tax-exempt municipal exposure, to shorten duration,
and to increase high dividend yielding equities. Realized gains

of $20 million were from the sale of municipal bonds and longer-
term treasury, agency and corporate bonds. While our unrealized
gains at the end of 2011 were still substantial, at approximately
$180 million, we chose to take some profits off the table in the
fourth quarter and modestly lower overall exposure to tax exempt
municipal securities.

We continue to actively and deliberately manage our capital. Our
balance sheet remains strong, evidenced by the repurchase of
over 6 million common shares in 2011. We have in place a $200
million stock repurchase authorization through June 30, 2013
with $93.0 million of that program remaining at December 31,
2011. In the past year, we returned $92.6 million to shareholders
through share repurchases which contributed significantly to our
14% increase in book value per share since December 31st of
last year. The adjusted book value per share of EIG was $25.07 at
December 31, 2011.

Reflecting on 2011, we are pleased with what we have achieved.
2011 was a year in which we met most of our strategic growth
goals. We increased total policies and added significantly to our
number of producers. We successfully completed the deployment
of our rapid quote technology, which is now in use throughout all
of our markets. We saw our overall net rate increase for the first
time in several years, and are beginning to see signs of growth in
our average policy size. We reduced our underwriting and other
operating expenses and grew book value per share while returning
significant capital to our shareholders.

The workers’ compensation market continues to be impacted by
an uncertain economic situation, cycle high combined ratios, and
historically low yields on investments. Any one of these conditions
creates challenges in the workers’ compensation business. All
three of them create an extremely difficult environment through
which we will continue to actively and cautiously manage.

Looking forward to 2012, we expect that we will progress further
in building scale and producing additional revenue as a result of
our growth initiatives, with perhaps a larger policy size than in the
recent past. We will continue to assiduously manage expenses,
although we expect a $7 million increase in underwriting and other
operating expenses due to a Financial Accounting Standards
Board (FASB) accounting change related to deferred acquisition
costs that will be recorded in 2012.

The key question in 2012 for us and for the workers’ compensation
industry as a whole is whether increases in pricing will be adequate




To fellow stockholders (continued)

to overcome increased losses. Additionally, we expect historically
low investment yields will continue throughout the year. While
overall profitability will remain a challenge, increasing rates and a
sluggish, but recovering job market may help to provide some lift
in the workers’ compensation market this year. While economic
recovery coming out of the 2008-2009 recession continues to be

a lengthy process, we are hearing some anecdotal evidence that
our markets are beginning to firm. We had a solid start to our 2012
new and renewal business activity levels and we are hopeful that a
long-needed firming in the marketplace has begun.

On behalf of the Board of Directors and all the men and women of
EMPLOYERS, we thank you for your support.

AL -

Douglas D. Dirks Robert J/i:(olesar
President & CEO Chairman of the Board




Summary of Performance
(Thousands of dollars, except per share and ratios)

Income Statement Data 2011 2010

Net income per diluted share $1.29 $1.51
Net income before LPT per diluted share $0.83 $1.07
Net investment income $80,117 $83,032
Realized gains (losses) on investments, net $20,161 $10,137
Gross premiums written $418,512 $322,277
Underwriting and other operating expense $100,717 $106,026

Earnings per Share

$3.00 S

$2.50

$2.00

$1.50

$1.00

$0.50

$0

2007 2008

2009

2010 2011

M Earnings before the LPT per diluted share

@~ GAAP earnings per diluted share

The table below shows the reconciliation of net income before impact of the LPT for the periods presented:

Net income
Less:

Impact of the deferred reinsurance gain — LPT agreement

Net income before impact of the LPT

Years Ended December 31,

2011 2010 2009 2008 2007
$48,313  $62,799  $83,021  $101,785 $120,283
$17,147  $18,233 $18,007 $18,421 $18,034
$31,166  $44,566  $65,014  $83,364  $102,249

Combined Ratio

140%
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100%

80%

60%

40%

20%

0%
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M Combined ratio before the LPT

==@<== Unadjusted combined ratio




Balance Sheet Data 2011 2010
Total assets $3,481,744 | $3,480,120
Total investments $1,950,745 | $2,080,494
Average pre-tax yield 41% 4.2%
Tax equivalent yield 5.0% 5.3%
Duration 4.2 4.9
Net unrealized gains $179,567 $129,435
Debt to capital ratio 12.9% 13.3%
Stockholders’ equity including deferred reinsurance gain - LPT agreement $827,380 $860,457
Adjusted return on average adjusted equity (net income before the LPT divided by average stockholders’ equity including

LPT deferred reinsurance gain) 3.7% 51%

Stockholders’ Equity including LPT Deferred Reinsurance Gain per Share

$30 . . S

2007 2008 2009

2010

2011

The tabie below shows the reconciliation of total stockholders’ equity including the LPT deferred

reinsurance gain for the periods presented:

Total stockholders’ equity

Plus:
LPT deferred reinsurance gain

Total stockholders’ equity including LPT deferred reinsurance gain

2011 2010 2009 2008 2007
$474,186 $490,116 $498,399 $444,728 $379,453
353,194 370341  388.574 _ 406.581 25.002
$827,380  $860,457 $886,973 $851,309 $804,455
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FORWARD-LOOKING STATEMENTS

The Private Securities Litigation Reform Act of 1995 provides a safe harbor for forward-looking
statements if accompanied by meaningful cautionary statements identifying important factors that could
cause actual results to differ materially from those discussed. You should not place undue reliance on
these statements, which speak only as of the date of this report. Forward-looking statements include
those related to our expected financial position, business, financing plans, litigation, future premiums,
revenues, earnings, pricing, investments, business relationships, expected losses, loss reserves,
acquisitions, competition, and rate increases with respect to our business and the insurance industry
in general. Statements including words such as “expect,” “intend,” “plan,” “believe,” “estimate,”
“may,” “anticipate,” “will” or similar statements of a future or forward-looking nature identify forward-
looking statements.

We undertake no obligation to publicly update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise, except as required by law. All forward-
looking statements address matters that involve risks and uncertainties that could cause actual results to
differ materially from historical or anticipated results, depending on a number of factors. These risks
and uncertainties include, but are not limited to, those set forth in Item 1A. “Risk Factors” and the
other documents that we have filed with the Securities and Exchange Commission.

NOTE REGARDING RELIANCE ON STATEMENTS IN OUR CONTRACTS

The agreements included or incorporated by reference as exhibits to this Annual Report on Form
10-K may contain representations and warranties by each of the parties to the applicable agreement.
These representations and warranties were made solely for the benefit of the other parties to the
applicable agreement and:

e were not intended to be treated as categorical statements of fact, but rather as a way of
allocating the risk to one of the parties if those statements prove to be inaccurate;

e may have been qualified in such agreement by disclosures that were made to the other party in
connection with the negotiation of the applicable agreement;

e may apply contract standards of “materiality” that are different from “materiality” under the
applicable securities laws; and

e were made only as of the date of the applicable agreement or such other date or dates as may be
specified in the agreement.

Notwithstanding the inclusion of the foregoing cautionary statements, Employers Holdings, Inc.
acknowledges that it is responsible for considering whether additional specific disclosures of material
information regarding material contractual provisions are required to make the statements in this report
not misleading.



. PART I
Item 1. Business

General

Employers Holdings, Inc. (EHI) is a Nevada holding company incorporated in Nevada in 2005.
Unless otherwise indicated, all references to “we,” “us,” “our,” the “Company” or similar terms refer to
EHI together with its subsidiaries. We had 651 full-time employees at December 31, 2011 and our
principal executive offices are located at 10375 Professional Circle in Reno, Nevada.

Our insurance subsidiaries have each been assigned an A.M. Best Company (A.M. Best) rating
of “A-” (Excellent), with a “stable” financial outlook.

Our Annual Report on Form 10-K, Quarterly Reports on Form 10-Q, current reports on Form 8-
K, amendments to those reports, and Proxy Statement for our Annual Meeting of Stockholders are
available free of charge on our website at www.employers.com as soon as reasonably practicable after
they are electronically filed with or furnished to the Securities and Exchange Commission (SEC). Our
website also provides access to reports filed by our Directors, executive officers and certain significant
stockholders pursuant to Section 16 of the Securities Exchange Act of 1934. In addition, our Corporate
Governance Guidelines, Code of Business Conduct and Ethics, Code of Ethics for Senior Financial
Officers, and charters for the standing committees of our Board of Directors are available on our
website. Copies of these documents may also be obtained free of charge by written request to Investor
Relations, 10375 Professional Circle, Reno, Nevada 89521-4802. The SEC also maintains a website at
www.sec.gov that contains these materials and other information that we file electronically with the
SEC.

Description of Business

We are a specialty provider of workers’ compensation insurance focused on select small businesses
engaged in low to medium hazard industries. We employ a disciplined, conservative underwriting
approach designed to individually select specific types of businesses, predominantly those in the lowest
four of the seven workers’ compensation insurance industry defined hazard groups, that we believe will
have fewer and less costly claims relative to other businesses in the same hazard groups. Workers’
compensation is a statutory system that generally requires an employer to provide coverage for its
employees’ medical, disability, vocational rehabilitation, and death benefit costs for work-related
injuries or illnesses. We operate as a single reportable segment and conduct operations in 31 states and
the District of Columbia, with more than one-half of our business in California. We had total assets of
$3.5 billion, $3.5 billion, and $3.7 billion at December 31, 2011, 2010, and 2009, respectively. The
following table highlights key results of our operations for the last three years.

Net Statutory
Premiums Total Net Combined
For the Years Ended Written Revenue Income Ratio®
(in thousands, except ratios)
December 31,2011 ...t $410,038 $464,154 $48,313 112.1%
December 31, 2010..........ccovvneinn... 313,098 415,604 62,799 109.8
December 31, 2009...........ccvvvinnnn.. 368,290 495,935 83,021 99.0

(1) Our combined ratio on a statutory basis is a measure of underwriting profitability. Elsewhere in this report, unless otherwise
stated, the term “combined ratio” refers to a calculation based on U.S. generally accepted accounting principles (GAAP).

Our statutory combined ratio for the five years ended December 31, 2010 was 91.3%, compared to
the industry composite statutory combined ratio of 110.8% for the same five-year period (calculated by
AM. Best for individual companies that have more than 50% of their business in workers’
compensation).



Our insurance subsidiaries are domiciled in the following states:
State of Domicile

Employers Insurance Company of Nevada (EICN) .............ooooiviiiiiinin, Nevada
Employers Compensation Insurance Company (ECIC) ...................... ..., California
Employers Preferred Insurance Company (EPIC).................cooiiiiiiia... Florida
Employers Assurance Company (EAC)........cooiiiiiiiiiiiiin i, Florida

Products and Services

Workers’ compensation provides insurance coverage for the statutorily prescribed benefits that
employers are required to provide to their employees who may be injured or suffer illness in the course
of employment. The level of benefits varies by state, the nature and severity of the injury or disease,
and the wages of the injured worker. Each state has a statutory, regulatory, and adjudicatory system
that sets the amount of wage replacement to be paid, determines the level of medical care required to
be provided, establishes the degree of permanent impairment, and specifies the options in selecting
healthcare providers. These state laws generally require two types of benefits for injured employees: (a)
medical benefits, including expenses related to the diagnosis and treatment of an injury, disease, or
both, as well as any required rehabilitation, and (b) indemnity payments, which consist of temporary
wage replacement, permanent disability payments, and death benefits to surviving family members.

Disciplined Underwriting

Our strategy is to focus on disciplined underwriting and continue to pursue profitable growth
opportunities across market cycles. We carefully monitor market trends to assess new business
opportunities that we expect will meet our pricing and risk standards. We price our policies based on
the specific risks associated with each potential insured rather than solely on the industry class in which
a potential insured is classified. Our disciplined underwriting approach is a critical element of our
culture and has allowed us to offer competitive prices, diversify our risks, and out-perform the industry.

The following table compares our statutory losses and loss adjustment expenses (LAE) ratio, a
measure which relates inversely to our underwriting profitability, to the statutory industry composite
losses and LAE ratio reported by A.M. Best (calculated for U.S. insurance companies having more than
50% of their premiums generated by workers’ compensation insurance products).

Statutory Losses and LAE Ratio

Year EHI A.M. Best
2006 ... P 37.9% 77.1%
2007 v e 46.4 77.7
2008 o 51.4 78.6
2000 .. 57.5 86.1
2010 o e 66.2 874
2011 oo 77.6 N/AM

(1) Statutory industry composite loss and LAE ratio data is not currently available for 2011.

We execute our underwriting processes through automated systems and experienced underwriters
with specific knowledge of local markets. We have developed automated underwriting templates for
specific classes of business that produce faster quotes when certain underwriting criteria are met. Our
underwriting guidelines consider many factors, such as type of business, nature of operations and risk
exposures, and are designed to minimize or prevent underwriting of certain undesirable classes of
business.

Loss Control

Our loss control professionals provide consultation to policyholders to assist them in preventing
losses and containing costs once claims occur. They also assist our underwriting personnel in evaluating
potential and current policyholders and are an important part of our underwriting discipline.
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Premium Audit

We conduct premium audits on our policyholders annually upon the policy expiration. Audits allow
us to comply with applicable state and reporting bureau requirements and to verify that policyholders
have accurately reported their payroll and employee job classifications. We also selectively perform
interim audits on certain classes of business or if unusual claims are filed or concerns are raised
regarding projected annual payrolls, which could result in substantial variances at final audit.

Claims and Medical Case Management

The role of our claims department is to actively and efficiently investigate, evaluate, and pay
claims, and to aid injured workers in returning to work in accordance with applicable laws and
regulations. We have implemented rigorous claims guidelines and control procedures in our claims units
and have claims operations throughout the markets we serve. We also provide medical case
management services for those claims that we determine will benefit from such involvement.

Our claims department also provides claims management services for those claims incurred by the
Nevada State Industrial Insurance System (the Fund) and assumed by EICN and subject to a 100%
retroactive reinsurance agreement (the LPT Agreement) with dates of injury prior to July 1, 1995.
Additional information regarding the LPT. Agreement is set forth under “—Reinsurance—LPT
Agreement.” We receive a management fee from the third party reinsurers equal to 7% of the loss
payments on these claims.

We maintain an exclusive medical provider network in Nevada and make every appropriate effort
to direct injured workers into this network for medical treatments. We utilize networks affiliated with
Anthem Blue Cross of California (Anthem) and Coventry Health Care, Inc. in other states. In addition
to our medical networks, we work closely with local vendors, including attorneys, medical professionals,
and investigators, to bring local expertise to our reported claims. We pay special attention to reducing
costs and have established discounting arrangements with the aforementioned service providers. We use
preferred provider organizations, bill review services, and utilization management to closely monitor
medical costs.

We actively pursue fraud and subrogation recoveries to mitigate claims costs. Subrogation rights
are based upon state and federal laws, as well as the insurance policies we issue. Our fraud and
subrogation efforts are handled through dedicated units.

Information Technology

Core Operating Systems

We have an efficient, cost-effective and scalable infrastructure that complements our geographic
reach and business model and have developed a highly automated underwriting system. This technology
allows for the electronic submission, review, and quoting of insurance applications applying our
underwriting standards and guidelines. This policy administration system reduces transaction costs and
provides for more efficient and timely processing of applications for small policies that meet our
underwriting standards. We believe this approach saves our independent agents and brokers
considerable time in processing customer applications and maintains our competitiveness in our target
markets. We will continue to invest in technology and systems across our business to maximize
efficiency and create increased capacity that will allow us to lower our expense ratios while growing
premiums.

Business Continuity/Disaster Recovery

We maintain business continuity and disaster recovery plans for our critical business functions,
including the restoration of information technology infrastructure and applications. We have two data
centers that act as production facilities and as disaster recovery sites for each other. In addition, we
utilize an off-site data storage facility.



Customers and Workers’ Compensation Premiums

The workers’ compensation insurance industry classifies risks into seven hazard groups, as defined
by the National Council on Compensation Insurance (NCCI), based on severity of claims with
businesses in the first or lowest group having the lowest claims costs.

We target select small businesses engaged in low to medium hazard industries. Our historical loss
experience has been more favorable for lower industry defined hazard groups than for higher hazard
groups. Further, we believe it is generally less costly to service and manage the risks associated with
these lower hazard groups. Our underwriters use their local market expertise and disciplined
underwriting to select specific types of businesses and risks within the classes of business we underwrite
that allow us to generate loss ratios that are consistently better than the industry average.

The following table sets forth our in-force premiums by hazard group and as a percentage of our
total in-force premiums as of December 31:

Percentage Percentage Percentage
Hazard of 2011 of 2010 of 2009
Group 2011 Total 2010 Total 2009 Total
(in thousands, except percentages)
Ao $ 70,398 17.9% $ 45,537 142% $ 45,683 11.9%
B.o.ooo 95,783 24.3 74,435 232 82,086 21.3
Corrii 145,282 36.9 120,656 37.6 137,973 358
Do 58,534 14.9 47,906 14.9 54,582 142
E.ooooiiii, 19,094 4.8 24,592 7.7 43,036 11.2
Foo 4,682 1.2 7,531 23 20,131 52
L 148 <0.1 480 0.1 1,534 0.4
Total ............... $393,921 100.0%  $321,137 100.0%  $385,025 100.0%

Our in-force premiums for our top ten types of insureds and as a percentage of our total in-force
premiums as of December 31, 2011 were as follows:

In-force Percentage
Employer Classifications Premiums of Total

(in thousands,
except percentages)

RESIAUTANLS. . vt et it ee et eeeteieeeraeeenaananeananennanns $ 65,644 16.7%
Dentists, Optometrists, and Physicians .......................o.o0 31,836 8.1
Automobile Service or Repair Shops..............oooiiiiiiiiin, 26,983 6.8
Wholesale Stores......ccvvitiiiiiiiiiiiireiieennnereaennananans 19,725 5.0
Hotels, Motels, and Clubs (Country, Golf, etc.) ................... 18,220 4.6
Schools—Colleges and Religious Organizations ................... 12,811 32
Gasoline Stations. . ....o.vvriiriiiieiiiiereriereneeeraneaneraeens 12,519 32
Real Estate Management..............cocoiiiiiiiiiiiiiiiiiinn.. 12,109 31
Professional Services .......ovvviriiiiiiiiiiiiiieeinieriiaeananenans 9,582 24
Groceries and Provisions ........civeeeiiiiiiieeeetinnnnnneeenannns 8,109 21
07 7 1 $217,538 55.2%

We currently write business in 31 states and the District of Columbia. Our business is concentrated
in California, which makes the results of our operations more dependent on the trends that are unique
to that state and that from time-to-time may differ from national trends. State legislation, local
competition, economic and employment trends, and workers’ compensation medical costs trends can be
material to our financial results.

As of December 31, 2011, our policyholders had average annual in-force premiums of $6,490. We
are not dependent on any single policyholder and the loss of any single policyholder would not have a
material adverse effect on our business.



Our total in-force premiums and number of policies in-force by state were as follows as of
December 31:

2011 2010 2009
Premium Policies Premium Policies Premium Policies
State In-force In-force In-force In-force In-force In-force
(dollars in thousands)

California ........... $221,910 36,867 $172,621 29,244 $180,474 27,812
Ilinois .............. 24,744 2,433 18,617 932 19,389 801
Georgia............. 16,393 2,050 10,772 757 12,744 539
Florida.............. 15,226 2,399 15,071 1,963 27,964 2,630
Nevada.............. 14,639 3,718 16,940 3,596 24,050 4,119
Other ............... 101,009 13,226 87,116 8,069 120,404 8,253
Total................ $393,921 60,693 $321,137 44,561 $385,025 44,154

The following trends affected our workers’ compensation business from 2009 through 2011:

e Premium in-force increased 22.7% during 2011, primarily due to increasing policy count as we
continued to execute our growth strategy;

¢ The decrease in premium in-force during 2010 reflected the impacts of the most recent recession,
which particularly affected certain classes of small business, including contractors and
restaurants, and declining payrolls due to reduced employment and work hours, closures of
small businesses and our continued focus on profitable underwriting despite aggressive pricing in
a highly competitive market; and

e The increase in total policies in-force reflects our efforts to continue to grow our business
profitably across market cycles.

We cannot be certain how these trends will ultimately impact our consolidated financial position
and results of operations.

Our premiums are generally a function of'the applicable premium rate, the amount of the insured’s
payroll, and if applicable, a factor reflecting the insured’s historical loss experience (experience
modification factor). Premium rates vary by state according to the nature of the employees’ duties and
the business of the employer. The premium is computed by applying the applicable premium rate to
each class of the insured’s payroll after it has been appropriately classified. Total policy premium is
determined after applying an experience modification factor and a further adjustment, known as a
schedule rating adjustment, which may be made in certain circumstances, to increase or decrease the
policy premium. Schedule rating adjustments are made at the discretion of the underwriter based on
individual risk characteristics of the insured and subject to maximum amounts as established in our
premium rate filings.

Our premium rates are based upon actuarial analyses for each state in which we do business,
except in “administered pricing” states, primarily Florida and Wisconsin, where premium rates are set
by state insurance regulators.

In California, where over one-half of our premiums are earned, the Workers’ Compensation
Insurance Rating Bureau (WCIRB) recommends claims cost benchmarks to be used by companies in
determining their premium rates. These benchmark rates are advisory only and cover expected loss
costs, but do not contain elements to cover operating expenses or profit.

In April 2011, the WCIRB provided an informational filing highlighting the cost drivers that
indicated a cumulative 39.8% increase in the claims cost benchmark since January 1, 2009 based on an
analysis of December 31, 2010 loss experience. This included deterioration of more than 12 percentage
points in the claims cost benchmark since the WCIRB’s previous recommendation for a 27.7% increase
based on an analysis of June 30, 2010 loss experience. The WCIRB indicated that this further
deterioration was due to: (a) continued adverse loss development on the 2009 accident year; (b) high
emerging costs on the 2010 accident year, primarily due to increased claims frequency; (c) less
optimistic forecasts for statewide wage growth in California; and (d) increased LAE that is likely as a
result of certain Workers’ Compensation Appeals Board decisions.
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In August 2011, the WCIRB modified its benchmark for pure premium rates. The benchmark is
now based on the industry average filed pure premium rate, rather than the pure premium rate
approved by the California Commissioner of Insurance. The WCIRB submitted its new proposed pure
premium rate proposed to be effective January 1, 2012. The WCIRB noted that while 2012 projected
costs continue to be below pre-reform highs and the new proposed pure premium rate is slightly less
than the industry average filed rate, these new proposed rates reflect significant deterioration in
projected losses and LAE and less optimistic economic forecasts, compared to last year.

We set our premium rates in California based upon actuarial analyses of current and anticipated
loss trends with a goal of maintaining underwriting profitability. Due to increasing loss costs, primarily
medical cost inflation, we increased our filed premium rates in California by a cumulative 33.3% since
February 1, 2009.

The following table sets forth the percentage increases to our filed California rates effective for

new and renewal policies incepting on or after the dates shown.
Premium Rate

Change

Filed in
Effective Date California
February 1,2009............... it 10.0%
August 15,2009.... ..ot 10.5
March 15,2010, ...ttt 3.0
March 15, 2011 ...ooviiiii 25
September 15,2011 ... ... 3.9

Losses and LAE Reserves and Loss Development

We are directly liable for losses and LAE under the terms of insurance policies our insurance
subsidiaries write. Significant periods of time can elapse between the occurrence of an insured loss, the
reporting of the loss to us and our payment of that loss. Loss reserves are reflected on our consolidated
balance sheets under the line item caption “unpaid losses and loss adjustment expenses.” Estimating
reserves is a complex process that involves a considerable degree of judgment by management and, as
of any given date, is inherently uncertain. Loss reserve estimates represent a significant risk to our
business, which we attempt to mitigate by continually reviewing loss cost trends and by attempting to
set our premium rates to adequately cover anticipated costs.

For a detailed description of our reserves, the judgments, key assumptions and actuarial
methodologies that we use to estimate our reserves, and the role of our consulting actuary, see
“Item 7—Management’s Discussion and Analysis of Financial Condition and Results of Operations—
Critical Accounting Policies—Reserves for Losses and LAE” and Note 8 in the Notes to our
Consolidated Financial Statements.

The following tables show changes in the historical loss reserves, on a gross basis and net of
reinsurance, at December 31 for each of the 10 years prior to 2011 for EICN and ECIC, and for each of
the years ended December 31, 2008 through December 31, 2010 for EPIC and EAC. This information is
presented on a GAAP basis and the paid and reserve data is presented on a calendar year basis.

The top line of each table shows the net and gross reserves for unpaid losses and LAE recorded at
each year-end. Such amount represents an estimate of unpaid losses and LAE occurring in that year as
well as future payments on claims occurring in prior years. The upper portion of these tables (net and
gross cumulative amounts paid, respectively) present the cumulative amounts paid during subsequent
years on those losses for which reserves were carried as of each specific year. The lower portions (net
and gross reserves re-estimated, respectively) show the re-estimated amounts of the previously recorded
reserves based on experience as of the end of each succeeding year. The re-estimated amounts change
as more information becomes known about the actual losses for which the initial reserve was carried.
An adjustment to the carrying value of unpaid losses for a prior year will also be reflected in the
adjustments for each subsequent year. The gross cumulative redundancy, or deficiency, line represents
the cumulative change in estimates since the initial reserve was established. It is equal to the difference
between the initial reserve and the latest re-estimated reserve amount. A redundancy means that the
original estimate was higher than the current estimate. A deficiency means that the current estimate is
higher than the original estimate.



2004 2005 2006
(in thousands)

962,457 $1,089,814 $1,208,481 $1,209,652

2000 2002 2003

Net reserves for losses and LAE
Originally estimated............. $ 887,000 $ 908326 $
Net cumulative amounts paid

as of:
One year later .................. 81,022 80,946 91,130
Two years later ................. 120,616 130,386 150,391
Three years later................ 149,701 165,678 193,766
Four years later................. 173,204 194,400 226,127
Five years later ................. 194,980 218,453 255,851
Six years later................... 215,507 242,143 288,039
Seven years later................ 235,653 269,341 315,180
Eight years later ................ 260,036 292,791 338,611
Nine years later................. 280,809 313,506
Ten years later.................. 299,289
Net reserves re-estimated

as of:
One year later .................. 875,522 847917 924,878
Two years later ................. 781,142 805,058 886,711
Three years later................ 742,272 779,373 884,426
Four years later................. 719,912 788,262 877,151
Five years later ................. 730,112 788,481 858,617
Six years later................... 730,456 776,329 839,430
Seven years later................ 720,155 763,988 826,608
Eight years later ................ 712,717 755,793 804,958
Nine years later................. 707,037 740,182
Ten years later.................. 697,215
Net cumulative redundancy

(deficiency):................... 189,785 168,144 157,499
Gross reserves—December 31... 2226,000 2,212,368 2,193,439
Reinsurance recoverable, gross.. 1,339,000 1,304,042 1,230,982
Net reserves—December 31..... 887,000 908,326 962,457
Gross re-estimated reserves ..... 1,969,508 1,970,936 1,990,684
Re-estimated reinsurance

recoverables................... 1,272,292 1,230,754 1,185,726
Net re-estimated reserves ....... 697,216 740,182 804,958
Gross reserves for losses

and LAE
Originally estimated............. 2,226,000 2212368 2,193,439
Gross cumulative amounts paid

as of:
One year later .................. 128,066 128,462 137,968
Two years later ................. 215,176 224,740 243,203
Three years later................ 291,099 306,006 331,731
Four years later................. 360,535 379,881 407,845
Five years later ................. 427,307 447,687 480,283
Six years later................... 490,296 514,091 554,408
Seven years later................ 553,103 583,226 624,114
Eight years later ................ 619,373 649,241 687,757
Nine years later................. 682,656 710,168
Ten years later.................. 741,301
Gross reserves re-estimated

as of:
One year later .................. 2,211,566 2,121,867 2,148,829
Two years later 2,089,850 2,072,205 2,088,437
Three years later .. 2,049,340 2,024,790 2,084,764
Four years later................. 2,000,560 2,032,553 2,072,428
Five years later ................. 2,009,608 2,028,211 2,050,124
Six years later................... 2,009,480 2,012,943 2,030,945
Seven years later................ 1,997,550 2,000,610 2,011,945
Eight years later ................ 1,990,116 1,986,694 1,990,684
Nine years later .. 1,979,480 1,970,936
Ten years later.................. 1,969,508

Gross cumulative redundancy

$ 256,492 $ 241432 § 202,755 $ 283299 $ 322,252

96,661 106,859 109,129
161252 175531 186014
207,868 229911 249,059
47217 279405 302,863
285388 321,060 345801
317489 354,765
344,968
1,011,759 1,101,352 1,149,641
975765 1,049,628 1,085,358
954,660 1,004,589 1,035,028
027382 970,671 1,010,407
900,588 949446 973921
883,388 917,843
855,070
234744 290638 235731
2,284,542 2349981 2,307,755
1,194,728 1,141,500 1,098,103
1,089,814 1208481 1,209,652
2001,243 2,027,729 2,050,177
1,146,173 1,109,886 1,076257
855070 917,843 973,920
2,284,542 2349981 2,307,755
142,632 152,006 152,879
252379 264430 272,478
342,748 361,524 377459
424811 452955 473828
504918 537175 556978
579,585 611,093
647,276
2,178,514 2233077 2233176
2,138,648 2170292 2,162,695
2110481 2,119,764 2,110,615
2,078,223 2,084,854 2,074,466
2050937 2053869 2,050,177
2,027,187 2,027,729
2,001,243

$ 257,578

10

2007

$1,217,069

127,912
219,496
295,646
354,867

1,151,246
1,100,706
1,079,913
1,046,648

170,421
2,269,710
1,052,641
1,217,069
2,094,050

1,047,402
1,046,648

2,269,710

170,626
304,146
422,862
522,296

2,200,689
2,148,399
2,110,230
2,094,050

$ 175,660

2009

2008

2010

$1,430,128 $1,373,153 $1,323,686 $

214,499 206,653 218,569

342,174 361,048

449,914
1,378,769 1,359,023 1,324,813
1,352,021 1,340,366
1,319,989

110,137 32,786 1,127)
2,506,478 2,425,658 2,279,729
1,076,350 1,052,505 956,043
1,430,128 1,373,153 1,323,686
2,386,424 2,370,646 2,299,653
1,066,435 1,030,280 974,840
1,319,989 1,340,366 1,324,813
2,506,478 2,425,658 2,279,729

258412 269,771 260,799

449206 466,398

599,176

2,470,746 2,373,479 2,299,653
2,405,837 2,370,646
2,386,424

$ 120,052 $ 55012 $ (19923) $

2011

1,331,523

2,272,363

940,840
1,331,523
2,272,363

940,840
1,331,523

2,272,363



Reinsurance

Reinsurance is a transaction between insurance companies in which an original insurer, or ceding
company, remits a portion of its premiums to a reinsurer, or assuming company, as payment for the
reinsurer assuming a portion of the risk. Excess of loss reinsurance may be written in layers, in which a
reinsurer or group of reinsurers accepts a band of coverage in excess of a specified amount, or
retention, and up to a specified amount. Any liability exceeding the coverage limits of the reinsurance
program is retained by the ceding company. The ceding company also bears the credit risk of a
reinsurers’ insolvency. In accordance with general industry practices, we purchase excess of loss
reinsurance to protect against the impact of large individual, irregularly-occurring losses, and aggregate
catastrophic losses from natural perils and terrorism. Such reinsurance reduces the magnitude of such
losses on net income and the capital of our insurance subsidiaries.

Excess of Loss Reinsurance

Our current reinsurance program applies to all covered losses occurring between 12:01 a.m. July 1,
2011 and 12:01 a.m. July 1, 2012. The reinsurance program consists of one treaty covering excess of loss
and catastrophic loss events in five layers of coverage. Our reinsurance coverage is $195.0 million in
excess of our $5.0 million retention on a per occurrence basis, subject to a $2.0 million annual aggregate
deductible and certain exclusions. We are solely responsible for any losses we suffer above $200.0
million except those covered by the Terrorism Risk Insurance Program Reauthorization Act of 2007
(TRIPRA). Covered losses which occur prior to expiration or cancellation of the agreement continue to
be obligations of the subscribing reinsurers, subject to the other conditions in the agreement. The
subscribing reinsurers may terminate the agreement only for our breach of the obligations of the
agreement. We are responsible for the losses if the subscribing reinsurer cannot or refuses to pay.

The agreement includes certain exclusions for which our subscribing reinsurers are not liable for
losses, including but not limited to losses arising from the following: reinsurance assumed by us under
obligatory reinsurance agreements; financial guarantee and insolvency; certain nuclear risks; liability as
a member, subscriber or reinsurer of any pool, syndicate or association, but not assigned risk plans;
liability arising from participation or membership in any insolvency fund; loss or damage caused by war
or civil unrest other than terrorism; certain workers’ compensation business covering persons employed
in Minnesota; and any loss or damage caused by any act of terrorism involving biological, chemical,
nuclear or radioactive pollution or contamination. Our underwriting guidelines generally require that
insured risks fall within the coverage provided in the reinsurance program. Any risks written outside the
reinsurance program require executive review and approval.

The agreement provides that we, or any subscribing reinsurer, may request commutation of any
outstanding claim or claims 10 years after the effective date of termination or expiration of the
agreements and provide a mechanism for the parties to achieve valuation for commutation. We may
require a special commutation of the percentage share of any loss in the reinsurance program of any
subscribing reinsurer that is in runoff.

LPT Agreement

In 1999, Nevada enacted Senate Bill 37. That bill stated that the Fund could take retroactive credit
as an asset, or a reduction of liability, amounts ceded to (reinsured with) assuming insurers with security
based on discounted reserves for losses related to periods beginning before July 1, 1995, at a rate not to
exceed 6%.

The Fund entered into a retroactive 100% quota share reinsurance agreement through a loss
portfolio transfer transaction with third party reinsurers. The LPT Agreement commenced on June 30,
1999 and will remain in effect until all claims for loss and outstanding loss under the covered policies
have closed, the agreement is commuted, or terminated, upon the mutual agreement of the parties, or
the reinsurers’ aggregate maximum limit of liability is exhausted, whichever occurs earlier. The LPT
Agreement does not provide for any additional termination terms. The LPT Agreement substantially
reduced the Fund’s exposure to losses for pre-July 1, 1995 Nevada insured risks. On January 1, 2000,
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EICN assumed all of the assets, liabilities and operations of the Fund, including the Fund’s rights and
obligations associated with the LPT Agreement.

Under the LPT Agreement, the Fund initially ceded $1.5 billion in liabilities for the incurred but
unpaid losses and LAE related to claims incurred prior to July 1, 1995, for consideration of $775.0
million in cash. The LPT Agreement, which ceded to the reinsurers substantially all of the Fund’s
outstanding losses as of June 30, 1999 for claims with original dates of injury prior to July 1, 1995,
provides coverage for losses up to $2.0 billion, excluding losses for burial and transportation expenses.
The estimated remaining liabilities subject to; the LPT Agreement were approximately $807.5 million
and $846.7 million, as of December 31, 2011 and 2010, respectively. Losses and LAE paid with respect
to the LPT Agreement totaled approximately; $569.9 million and $530.7 million through December 31,
2011 and 2010, respectively.

The reinsurers agreed to assume responsibilities for the claims at the benefit levels which existed in
June 1999. The LPT Agreement required each reinsurer to place assets supporting the payment of
claims by them in a trust that requires collateral be held at a specified level. The level must not be less
than the outstanding reserve for losses and a loss expense allowance equal to 7% of estimated paid
losses discounted at a rate of 6%. If the assets held in trust fall below this threshold, we may require the
reinsurers to contribute additional assets to maintain the required minimum level of collateral. The
value of these assets as of December 31, 2011 and 2010 was $896.1 million and $962.1 million,
respectively.

The reinsurers currently party to the LPT Agreement are ACE Bermuda Insurance Limited, XL
Reinsurance Limited, and National Indemnity Company. The contract provides that during the term of
the agreement all reinsurers need to maintain a rating of not less than “A-" as determined by A.M.
Best. Currently, each of the reinsurers party to the LPT Agreement have a rating of A- or higher.

We account for the LPT Agreement as retroactive reinsurance. Upon entry into the LPT
Agreement, an initial deferred reinsurance gain was recorded as a liability on our consolidated balance
sheet as Deferred reinsurance gain—LPT Agreement (Deferred Gain). The Deferred Gain is amortized
using the recovery method, whereby the amortization is determined by the proportion of actual
reinsurance recoveries to total estimated recoveries, and the amortization is reflected in losses and LAE
in our consolidated financial statements.

We are also entitled to receive a contingent profit commission under the LPT Agreement. The
contingent profit commission is estimated based on both actual paid results to date and projections of
expected paid losses under the LPT Agreement. Since the inception of the agreement, we have
recognized approximately $28 million in contingent profit commission. Increases and decreases in the
estimated contingent profit commission are reflected in our commission expense in the period that the
estimate is revised.

Recoverability of Reinsurance

Reinsurance makes the assuming reinsurer liable to the ceding company to the extent of the
reinsurance. It does not, however, discharge the ceding company from its primary lability to its
policyholders in the event the reinsurer is unable to meet its obligations under such reinsurance. We
monitor the financial strength of our reinsurers and we do not believe that we are currently exposed to
any material credit risk through our reinsurance arrangements because our reinsurance is recoverable
from generally large, well-capitalized reinsurance companies. At December 31, 2011, $896.1 million was
in trust accounts for reinsurance related to the LPT Agreement and an additional $11.6 million, not
related to the LPT Agreement, was collateralized by cash or letter of credit.
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The following table provides certain information regarding our ceded reinsurance recoverables as
of December 31, 2011.

Total
Unpaid
AM. Best Total Losses and
Reinsurer Rating® Paid LAE, net Total
(in thousands)
ACE Bermuda Insurance Limited........coovvienvnnn... A+ $§ 952 $ 80,754 $ 81,706
Ace Property & Casualty Insurance Company ........... A+ — 2,608 - 2,608
Alterra Bermuda Limited .....................coial A 146 3,741 3,887
American Healthcare Indemnity Company............... B++ — 2,486 2,486
Aspen Insurance UK Limited.....................o... A 55 8,047 8,102
Everest Reinsurance Company .........c.covveneiiniannnn. A+ 122 2,727 2,849
Finial Reinsurance Company ...........c.covevivnennnnn... A- — 7,221 7,221
Hannover Rueckversicherung-AG........................ A 98 15,933 16,031
Munich Reinsurance America, Inc ....................... A+ 190 9,402 9,592
National Indemnity Company ...........ccocevvuiiian.n.. A++ 5235 444,146 449,381
National Union Fire Insurance Co of Pittsburg........... A 72 1,657 1,729
PartnerRe Group...........coooiiiiiiiiiiiiiiiii i A+ 20 1,294 1,314
Relia Star Life Insurance Company ...................... A 68 2,619 2,687
ST Paul Fire & Marine Insurance Company ............. A+ 17 3,915 3,932
Swiss Reinsurance America Corporation ................. A+ 96 12,409 12,505
Tokio Marine & Nichido Fire Insurance Ltd (US)....... A++ 96 5,859 5,955
Westport Insurance Corporation.............c.coevuvenen.. A+ 52 1,151 1,203
XL Reinsurance Limited ........coviiiiiiiiiniiion... A 3,331 282,638 285,969
Lloyds Syndicates ............cooviiiiiiiiiiiiiiiiiin., A 4 44,898 44,902
AlLOther ..o e Various 175 7,335 7,510
Total ... e $10,729  $940,840  $951,569

(1) AM. Best’s highest financial strength ratings for insurance companies are “A++” and “A+” (superior) and “A” and “A”
(excellent).

We review the aging of our reinsurance recoverables on a quarterly basis. At December 31, 2011,
0.4% of our reinsurance recoverables on paid losses were greater than 90 days overdue.

Inter-Company Reinsurance Pooling Agreement

Our insurance subsidiaries are parties to an inter-company pooling agreement for statutory
reporting purposes. Under this agreement, the results of underwriting operations of each company are
transferred to and combined with those of the others and the combined results are then reapportioned.
The allocations under the pooling agreement are as follows:

o EICN—53%
e ECIC—27%
o EPIC—10%
e EAC—10%

Transactions under the pooling agreement are eliminated on consolidation and have no impact on
our consolidated GAAP financial statements.

Investments

As of December 31, 2011, the total amortized cost of our investment portfolio was $1.8 billion and
the fair value of the portfolio was $2.0 billion. These investments provide a source of income, although
short-term changes in interest rates and our current investment strategies affect the amount of
investment income we earn and the fair value of our portfolio. Our investment strategy balances
consideration of duration, yield, and credit risk.
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We seek to maximize total investment returns within the constraints of prudent portfolio
management. The asset allocation is reevaluated by the Finance Committee of the Board of Directors
on a quarterly basis. We employ Conning Asset Management (Conning) as our independent investment
manager. Conning follows our written investment guidelines based upon strategies approved by our
Board of Directors. We also utilize Conning’s investment advisory services. These services include
investment accounting and company modeling using Dynamic Financial Analysis (DFA). The DFA tool
is utilized in developing a tailored set of portfolio targets and objectives, which in turn, is used in
constructing an optimal portfolio.

Additional information regarding our investment portfolio, including our approach to managing
investment risk, is set forth under “Item 7—Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Liquidity and Capital Resources—Investments” and “Item 7A—
Quantitative and Qualitative Disclosures about Market Risk.”

Marketing and Distribution

We market and sell our workers’ compensation insurance products through independent local,
regional, and national agents and brokers, and through our strategic partnerships and alliances,
including our principal partners ADP, Inc. (ADP) and Anthem Blue Cross of California (Anthem), and
through relationships with national and regional trade groups and associations, including the National
Federation of Independent Business (NFIB).

Independent Insurance Agents and Brokers

We establish and maintain strong, long-term relationships with independent insurance agencies that
actively market our products and services. We offer ease of doing business, provide responsive service,
and pay competitive commissions. Our sales representatives and underwriters work closely with
independent agencies to market and underwrite our business. This results in enhanced understanding of
the businesses and risks we underwrite and the needs of prospective customers. We do not delegate
underwriting authority to agents or brokers. We are not dependent on any one agency and the loss of
any one agency would not be material. ’

The following table sets forth the number of independent agencies that marketed and sold our
insurance products, the percentage of in-force premiums generated by those agencies, and the
percentage of in-force premium generated by our largest agency.

At December 31,
2011 2010 2009

Number of independent agencies. ........covueiieiiiiiiiiiin i enannn. 3,742 2,610 2,290
Percentage of in-force premiums generated by independent agencies .......... 757% 772% 80.4%
Percentage of in-force premiums generated by our largest agency.............. 09% 12% 0.7%

Strategic Partnerships and Alliances

We have developed important strategic relationships with companies that have established sales
forces and common markets to expand our reach to alternative distribution channels. We jointly market
our workers’ compensation insurance products with ADP’s payroll services and with Anthem’s group
health insurance plans. Additionally, we have entered into other strategic partnerships and alliances
with payroll service providers and insurance brokerages. These relationships have allowed us to access
new customers and to write attractive business in an efficient manner, and we are actively pursuing
additional strategic partnership and alliance opportunities. We do not delegate underwriting authority
to our strategic distribution partners.

Our strategic partnerships and alliances generated 23.8%, 22.1%, and 18.8% of our in-force
premiums as of December 31, 2011, 2010, and 2009, respectively.

ADP. ADP is the largest payroll services provider in the United States servicing small and
medium-sized businesses. As part of its services, ADP sells our workers’” compensation insurance
product along with its payroll and accounting services through its insurance agency and field sales staff
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primarily to small businesses. The majority of business written is through ADP’s small business unit,
which has accounts of 1 to 50 employees. We pay ADP fees that are a percentage of premiums received
for services provided through the ADP program.

ADP utilizes innovative methods to market workers’ compensation insurance including the Pay-by-
Pay® (PBP) program. An advantage of ADP’s PBP program is that the policyholder is not required to
pay a deposit at the inception of the policy. The workers’ compensation premium is deducted each time
ADP processes the policyholders’ payrolls along with its appropriate federal, state, and local taxes.
These characteristics of the PBP program enable us to competitively price the workers’ compensation
insurance written as a part of that program.

Our relationship with ADP is non-exclusive; however, we believe we are a key strategic partner of
ADP for our selected markets and classes of business. Our agreement with ADP may be terminated
without cause upon 120 days notice.

Anthem. The Integrated MediCompSM joint marketing program is an exclusive relationship that
allows us to combine our workers’ compensation product with Anthem’s group health coverage through
a single bill in most cases. We believe that, in general, when businesses purchase this combination of
coverage, their employees make fewer workers’ compensation claims because those employees are
insured for non-work related illnesses or injuries and thus are less likely to seek treatment for a non-
work related illness or injury through their employers’ workers’ compensation insurance policy. As the
largest group health carrier in California, Anthem has negotiated favorable rates with its medical
providers and associated facilities, which we benefit from through reduced claims costs. We pay
Anthem fees that are a percentage of premiums received for services provided under the Integrated
MediComp program.

Our agreement with Anthem automatically renews for one-year periods unless terminated by
either party with at least 60 days notice prior to the expiration of the then current term and has been
renewed through January 1, 2013.

Direct Business

We write a small amount of business that comes to us directly without using an agent or broker or
one of our strategic distribution relationships. This direct business is a legacy of our assumption of the
assets and liabilities of the Fund. Policies underwritten directly generated $2.0 million, $2.3 million, and
$3.2 million of our in-force premiums at December 31, 2011, 2010, and 2009, respectively.

Competition and Market Conditions

The insurance industry is highly competitive, and there is significant competition in the national
workers’ compensation industry that is based on price and quality of services. We compete with other
specialty workers’ compensation carriers, state agencies, multi-line insurance companies, professional
employer organizations, third-party administrators, self-insurance funds, and state insurance pools.
Many of our competitors are significantly larger, are more widely known, and/or possess considerably
greater financial resources. Our three primary competitors in California are The Hartford Financial
Services Group, Inc., Travelers Insurance Group Holdings Inc., and Meadowbrook Insurance Group,
Inc.

Our competitive advantages include our strong reputation in the markets in which we operate,
excellent claims service, experienced and professional independent agents and brokers, our strategic
partnerships and alliances, and the ease of doing business with us. We also strive to maintain the high
quality of our care management services, and to provide consultation services to our agents and
insureds on loss prevention and loss reduction strategies. We also compete on price, based on our
actuarial analysis of current and anticipated loss cost trends.

The workers’ compensation sector continued to see average medical and indemnity claims costs
and claim frequency increase in 2010, the most recent year for which industry data is available. We
continue to have concerns related to the volatility and uncertainty in the financial markets and current
economic conditions, including the high rate of unemployment.
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Regulation

State Insurance Regulation

Insurance companies are subject to regulation and supervision by the insurance regulator in the
state in which they are domiciled and, to a lesser extent, other states in which they conduct business.
Our insurance subsidiaries are subject to regulation by the states in which our insurance subsidiaries are
domiciled or transact business. These state agencies have broad regulatory, supervisory and
administrative powers, including among other things, the power to grant and revoke licenses to
transact business, license agencies, set the standards of solvency to be met and maintained, determine
the nature of, and limitations on, investments and dividends, approve policy forms and rates in some
states, periodically examine financial statements, determine the form and content of required financial
statements, and periodically examine market conduct.

Detailed annual and quarterly financial statements, prepared in accordance with statutory
accounting principles (SAP), and other reports are required to be filed with the insurance regulator
in each of the states in which we are licensed to transact business. The California DOI, Florida OIR,
and Nevada DOI periodically examine the statutory financial statements of their respective domiciliary
insurance companies. In 2009, California and Nevada completed exams for ECIC and EICN,
respectively. There were no material findings. California, Florida, and Nevada are currently examining
ECIC, EPIC and EAC, and EICN, respectively.

In Florida, workers’ compensation insurance companies are subject to statutes related to excessive
profits. Florida excessive profits are calculated based upon a statutory formula that is applied over
rolling three year periods. Workers’ compensation insurers are required to file annual excessive profit
forms and to return any “Florida excessive profits” to policyholders in the form of a cash refund or
credit toward the future purchase of insurance.

Many states have laws and regulations that limit an insurer’s ability to withdraw from a particular
market. For example, states may limit an insurer’s ability to cancel or not renew policies. Furthermore,
certain states prohibit an insurer from withdrawing one or more lines of business from the state, except
pursuant to a plan that is approved by the state insurance regulator. The state insurance regulator may
disapprove a plan that may lead to market disruption. Laws and regulations that limit cancellation and
non-renewal and that subject program withdrawals to prior approval requirements may restrict our
ability to exit unprofitable markets.

Holding Company Regulation. Nearly all states have enacted legislation that regulates insurance
holding company systems. Each insurance company in a holding company system is required to register
with the insurance regulator of its state of domicile and furnish information concerning the operations
of companies within the holding company system that may materially affect the operations,
management or financial condition of the insurers within the system. All transactions within a holding
company system affecting an insurer must have fair and reasonable terms, the charges or fees for
services performed must be reasonable, the insurer’s total statutory surplus following any transaction
must be both reasonable in relation to its outstanding liabilities and adequate for its needs, and the
transactions are subject to other standards and requirements established by law and regulation. Notice
to state insurance regulators is required prior to the consummation of certain affiliated and other
transactions involving our insurance subsidiaries and such transactions may be disapproved by the state
insurance regulators.

Pursuant to applicable insurance holding company laws, EICN is required to register with the
Nevada Division of Insurance (Nevada DOI), ECIC is required to register with the California
Department of Insurance (California DOI), and EPIC and EAC are required to register with the
Florida Office of Insurance Regulation (Florida' OIR). Under these laws, the respective state insurance
departments may examine us at any time, require disclosure of material transactions and require prior
notice for, or approval of, certain transactions.

Change of Control. Our insurance subsidiaries are domiciled in Florida, California and Nevada.
The insurance laws of these states generally require that any person seeking to acquire control of a
domestic insurance company obtain the prior approval of the state’s insurance commissioner. In
Florida, “control” is generally presumed to exist through the direct or indirect ownership of 5% or
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more of the voting securities of a domestic insurance company or of any entity that controls a domestic
insurance company. In California and Nevada, “control” is presumed to exist through the direct or
indirect ownership of 10% or more of the voting securities of a domestic insurance company or of any
entity that controls a domestic insurance company. In addition, insurance laws in many states in which
we are licensed require pre-notification to the state’s insurance commissioner of a change in control of a
non-domestic insurance company licensed in those states.

Statutory Accounting and Solvency Regulations. State insurance regulators closely monitor the
financial condition of insurance companies reflected in financial statements based on SAP and can
impose significant financial and operating restrictions on an insurance company that becomes financially
impaired under SAP guidelines. State insurance regulators can generally impose restrictions or
conditions on the activities of a financially impaired insurance company, including: the transfer or
disposition of assets; the withdrawal of funds from bank accounts; payment of dividends or other
distributions; the extension of credit or the advancement of loans; and investments of funds, including
business acquisitions or combinations.

Financial, Dividend, and Investment Restrictions. State laws require insurance companies to
maintain minimum levels of surplus and place limits on the amount of premiums a company may write
based on the amount of that company’s surplus. These limitations may restrict the rate at which our
insurance operations can grow.

State laws also require insurance companies to establish reserves for payments of policyholder
liabilities and impose restrictions on the kinds of assets in which insurance companies may invest. These
restrictions may require us to invest in assets more conservatively than we would if we were not subject
to state law restrictions and may prevent us from obtaining as high a return on our assets as we might
otherwise be able to realize absent the restrictions.

The ability of EHI to pay dividends on our common stock and to pay other expenses will be
dependent to a significant extent upon the ability of EICN and EPIC to pay dividends to their
immediate holding company, Employers Group, Inc. (EGI) and, in turn, the ability of EGI to pay
dividends to EHI. Additional information regarding financial, dividend, and investment restrictions is
set forth in Note 14 in the Notes to our Consolidated Financial Statements.

Guaranty Fund Assessments. All of the states where our insurance subsidiaries are licensed to
transact business require property and casualty insurers doing business within the respective state to
participate as member insurers in a guaranty association, which is organized to pay contractual benefits
owed pursuant to insurance policies issued by insolvent or failed insurers. These associations levy
assessments, up to prescribed limits, on all member insurers in a particular state on the basis of the
proportionate share of the premium written by member insurers. Various mechanisms exist in some of
these states for assessed insurance companies to recover these assessments. Additional information
regarding guaranty fund assessments is set forth in Note 11 to our Consolidated Financial Statements.

Pooling Arrangements. As a condition to conduct business in some states insurance companies are
required to participate in mandatory workers’ compensation shared market mechanisms, or pooling
arrangements, which provide workers’ compensation insurance coverage to private businesses that are
otherwise unable to obtain coverage due, for example, to their prior loss experiences.

The National Association of Insurance Commissioners (NAIC). NAIC is a group formed by state
insurance regulators to discuss issues and formulate policy with respect to regulation, reporting and
accounting of and by U.S. insurance companies. Although the NAIC has no legislative authority and
insurance companies are at all times subject to the laws of their respective domiciliary states and, to a
lesser extent, other states in which they conduct business, the NAIC is influential in determining the
form in which such laws are enacted. Model Insurance Laws, Regulations and Guidelines (Model Laws)
have been promulgated by the NAIC as a minimum standard by which state regulatory systems and
regulations are measured. Adoption of state laws that provide for substantially similar regulations to
those described in the Model Laws is a requirement for accreditation of state insurance regulatory
agencies by the NAIC.

Under the Model Laws, insurers are required to maintain minimum levels of capital based on their
investments and operations. These risk-based capital (RBC) requirements provide a standard by which
regulators can assess the adequacy of an insurance company’s capital and surplus relative to its
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operations. An insurance company must maintain capital and surplus of at least 200% of the RBC
computed by the NAIC’s RBC model, known as the “Authorized Control Level” of RBC. At
December 31, 2011, each of our insurance subsidiaries had total adjusted capital in excess of the
minimum RBC requirements.

The key financial ratios of the NAIC’s Insurance Regulatory Information System (IRIS) were
developed to assist state regulators in overseeing the financial condition of insurance companies. These
ratios are reviewed by financial examiners of the NAIC and state insurance regulators for the purposes
of detecting financial distress and preventing insolvency and to select those companies that merit
highest priority in the allocation of the regulators’ resources. IRIS identifies 13 key financial ratios and
specifies a “usual range” for each. Departure from the usual ranges on four or more of the ratios can
lead to inquiries from individual state insurance regulators as to certain aspects of an insurer’s business.
None of our insurance subsidiaries are currently subject to any action by any state regulator with
respect to IRIS ratios.

Federal Regulation
We are affected by a variety of federal legislative and regulatory measures and judicial decisions.

The Terrorism Risk Insurance Act of 2002 (the 2002 Act) was enacted in November 2002. The
principal purpose of the 2002 Act was to create a role for the Federal government in the provision of
insurance for losses sustained in connection with foreign terrorism. The 2002 Act was extended by
TRIPRA, with the inclusion of some adjustments. The workers’ compensation laws of the various states
generally do not permit the exclusion of coverage for losses arising from terrorism or nuclear,
biological, and chemical or radiological attacks. In addition, we are not able to limit our losses arising
from any one catastrophe or any one claimant. Our reinsurance policies exclude coverage for losses
arising out of nuclear, biological, chemical or radiological attacks. Under TRIPRA, federal protection
may be provided to the insurance industry for certain acts of foreign and domestic terrorism, including
nuclear, biological, chemical or radiological attacks.

The impact of any future terrorist acts is, unpredictable, and the ultimate impact on our insurance
subsidiaries, if any, of losses from any future terrorist acts will depend upon their nature, extent,
location and timing. Small businesses constitute a large portion of our policies, and we monitor the
geographic concentration of our policyholders to help mitigate the risk of loss from terrorist acts.

Item 1A. Risk Factors

Investing in our common stock involves risks. In evaluating our company, you should carefully
consider the risks described below, together with all the information included in this annual report. The
risks facing our company include, but are not limited to, those described below. The occurrence of one
or more of these events could significantly and adversely affect our business, financial condition, results
of operations, cash flows, and stock price and you could lose all or part of your investment.

Risks Related to Our Business

Difficult conditions in the economy and capital markets may adversely affect our profitability,
financial condition, and results of operations.

The financial market volatility experienced worldwide that began in 2008 continued into 2011.
Although the U.S. and foreign governments have taken various actions to stabilize the financial
markets, it is uncertain whether those actions will be effective over the long-term. Therefore, the
financial market volatility could continue, resulting in a prolonged negative economic impact.

We cannot predict future market conditions or their impact on our stock price, investment
portfolio, or our workers’ compensation business. In addition, continuing financial market volatility and
economic downturn could have a material adverse affect on our insureds, agents, claimants, reinsurers,
vendors, and competitors. Depending on financial market conditions, we could incur additional realized
and unrealized losses in the future in our investment portfolio, which could have an adverse effect on
our results of operations and financial condition. Selection of customers is more complex as certain
businesses are facing unprecedented challenges in sustaining their operations. Over time we expect that
recovery from the recession will improve hiring and payroll trends, but we cannot predict when this will
occur.
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Our liability for losses and LAE is based on estimates and may be inadequate to cover our actual
losses and expenses.

We must establish and maintain reserves for our estimated losses and LAE. We establish loss
reserves in our financial statements that represent an estimate of amounts needed to pay and administer
claims with respect to insured claims that have occurred, including claims that have occurred but have
not yet been reported to us. Loss reserves are estimates of the uitimate cost of individual claims based
on actuarial estimation techniques, are inherently uncertain, and do not represent an exact measure of
liability.

Several factors contribute to the uncertainty in establishing estimated losses, including the length of
time to settle long-term, severe cases, claim cost inflation (deflation) trends, and uncertainties in the
long-term outcome of legislative reforms. Judgment is required in applying actuarial techniques to
determine the relevance of historical payment and claim settlement patterns under current facts and
circumstances. In certain states, we have a relatively short operating history and must rely on a
combination of industry experience and our specific experience regarding claims emergence and
payment patterns, medical cost inflation, and claim cost trends, adjusted for future anticipated changes
in claims-related and economic trends, as well as regulatory and legislative changes, to establish our
best estimate of reserves for losses and LAE. As we receive new information and update our
assumptions over time regarding the ultimate liability, our loss reserves may prove to be inadequate to
cover our actual losses. Any changes in these estimates could be material and could have an adverse
effect on our results of operations and financial condition during the period the changes are made.

The insurance business is subject to extensive regulation and legislative changes, which impact the
manner in which we operate our business.

Our insurance business is subject to extensive regulation by the applicable state agencies in the
jurisdictions in which we operate, most significantly by the insurance regulators in California, Florida,
and Nevada, the states in which our insurance subsidiaries are domiciled. As of December 31, 2011,
over one-half of our in-force premiums were generated in California. Accordingly, we are particularly
affected by regulation in California. The passage of any form of rate regulation in California could
impair our ability to operate profitably in California, and any such impairment could have a material
adverse effect on our financial condition and results of operations. Insurance regulators have broad
regulatory powers designed to protect policyholders and claimants, not stockholders or other investors.
Regulations vary from state to state, but typically address or include:

¢ standards of solvency, including RBC measurements;
e restrictions on the nature, quality, and concentration of investments;
» restrictions on the types of terms that we can include in the insurance policies we offer;

e mandates that may affect wage replacement and medical care benefits paid under the workers’
compensation system;

e requirements for the handling and reporting of claims and procedures for adjusting claims;
e restrictions on the way rates are developed and premiums are determined;
¢ the manner in which agents may be appointed,;

o establishment of liabilities for unearned premiums, unpaid losses and LAE, and for other
purposes;

¢ limitations on our ability to transact business with affiliates;

e mergers, acquisitions, and divestitures involving our insurance subsidiaries;
e licensing requirements and approvals that affect our ability to do business;
¢ complliance with all applicable privacy laws;

e potential assessments for the settlement of covered claims under insurance policies issued by
impaired, insolvent, or failed insurance companies or other assessments imposed by regulatory
agencies; and
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¢ the amount of dividends that our insurance subsidiaries may pay to EGI and, in turn, the ability
of EGI to pay dividends to EHI.

In addition, workers’ compensation insurance is statutorily provided for in all of the states in which
we do business. State laws and regulations specify the form and content of policy coverage and the
rights and benefits that are available to injured workers, their representatives, and medical providers. In
“administered pricing” states, insurance rates are set by the state insurance regulators and are adjusted
periodically. Rate competition is generally not permitted in these states. Of the states in which we
currently operate, Florida, Wisconsin, and Idaho are administered pricing states. Additionally, we are
exposed to the risk that other states in which we operate will adopt administered pricing laws.

Legislation and regulation also impact our ability to investigate fraud and other abuses of the
workers’ compensation system in the states in which we do business. Our relationships with medical
providers are also impacted by legislation and regulation, including penalties for failure to make timely
payments.

Federal legislation typically does not directly impact our workers’ compensation business, but our
business can be indirectly affected by changés in healthcare, occupational safety and health, and tax
regulations. Since healthcare costs are the largest component of our loss costs, we may be impacted by
changes in healthcare legislation, such as the Affordable Care Act. There is also the possibility of
federal regulation of insurance.

This extensive regulation of our business may affect the cost or demand for our products and may
limit our ability to obtain rate increases or to take other actions that we might desire to maintain our
profitability. In addition, we may be unable to maintain all required approvals or comply fully with
applicable laws and regulations, or the relevant governmental authority’s interpretation of such laws
and regulations. Further, changes in the level of regulation of the insurance industry or changes in laws
or regulations or interpretations by regulatory authorities could impact our operations, require us to
bear additional costs of compliance, and impact our profitability.

If we fail to price our insurance policies appropriately, our business competitiveness, financial
condition, and results of operations could be materially adversely affected.

Premiums are based on the particular class of business and our estimates of expected losses and
LAE and other expenses related to the policies we underwrite. We analyze many factors when pricing a
policy, including the policyholder’s prior loss history and industry classification. Inaccurate information
regarding a policyholder’s past claims experience could put us at risk for mispricing our policies. For
example, when initiating coverage on a policyholder, we must rely on the information provided by the
policyholder or the policyholder’s previous insurer(s) to properly estimate future claims expense. In
order to set premium rates accurately, we must utilize an appropriate pricing model which correctly
assesses risks based on their individual characteristics and takes into account actual and projected
industry characteristics. As a result, our business, financial condition, and results of operations could be
materially adversely affected.

Our concentration in California ties our performance to the business, economic, demographic, natural
perils, and regulatory conditions in that state.

Our business is concentrated in California, where we generated 56% of our in-force premiums as of
December 31, 2011. Accordingly, unfavorable business, economic, demographic, competitive, or
regulatory conditions in California could negatively impact our business.

California has been greatly affected by the overall economic downturn and tightening of the credit
markets. California is also experiencing budget deficits. The economic condition of the state has
resulted in high unemployment and decreased payrolls. In addition, many California businesses are
dependent on tourism revenues, which are, in turn, dependent on a robust economy. The downturn in
the national economy and the economy of California, or any other event that causes deterioration in
tourism, could adversely impact small businesses, such as restaurants, that we have targeted as
customers. The departure or insolvency of a significant number of small businesses could also have a
material adverse effect on our financial condition and results of operations. California is also exposed to
climate and environmental changes, natural perils such as earthquakes, along with the possibility of
pandemics or terrorist acts. Accordingly, we could suffer losses as a result of catastrophic events in this
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state. Because our business is concentrated in this manner, we may be exposed to economic and
regulatory risks or risk from natural perils that are greater than the risks associated with greater
geographic diversification.

We rely on independent insurance agents and brokers.

We market and sell our insurance products primarily through independent, non-exclusive insurance
agents and brokers. These agents and brokers are not obligated to promote our products and can and
do sell our competitors’ products. The loss of a number of our independent agents and brokers or the
failure or inability of these agents to successfully market our insurance programs could have a material
adverse effect on our business, financial condition and results of operations. In addition, these agents
and brokers may find it easier to promote the broader range of programs of some of our competitors
than to promote our single-line workers’ compensation insurance products.

We rely on our principal strategic partners.

We have agreements with two principal strategic partners, ADP and Anthem, to market and
service our insurance products through their sales forces and insurance agencies. ADP and Anthem
generated 10% and 12%, respectively, of our total in-force premiums as of December 31, 2011. Our
agreement with ADP is not exclusive, and ADP may terminate the agreement without cause upon 120
days notice. Although our distribution agreements with Anthem are exclusive, Anthem may terminate
its agreements with us if the A.M. Best financial strength rating of ECIC is downgraded and we are not
able to provide coverage through a carrier with an A.M. Best financial strength rating of “B++” or
better. Anthem may also terminate its agreements with us without cause upon 60 days notice. The
termination of any of our principal strategic partnership agreements, our failure to maintain good
relationships with our principal strategic partners, or their failure to successfully market our products
may materially reduce our revenues and could have a material adverse effect on our results of
operations. In addition, we are subject to the risk that our principal strategic partners may face financial
difficulties, reputational issues, or problems with respect to their own products and services, which may
lead to decreased sales of our products and services. Moreover, if either of our principal strategic
partners consolidates or aligns itself with another company or changes its products that are currently
offered with our workers’ compensation insurance product, we may lose business or suffer decreased
revenues.

We are also subject to credit risk with respect to ADP and Anthem, as they collect premiums on
our behalf for the workers’ compensation products that are marketed together with their own products.
Any failure to remit such premiums to us or to remit such amounts on a timely basis could have an
adverse effect on our results of operations.

A downgrade in our financial strength rating could reduce the amount of business that we are able to
write or result in the termination of certain of our agreements with our strategic partners.

Rating agencies rate insurance companies based on financial strength as an indication of an ability
to pay claims. Our insurance subsidiaries are currently assigned a group letter rating of “A” (Excellent)
by A.M. Best, which is the rating agency that we believe has the most influence on our business. This
rating is assigned to companies that, in the opinion of A.M. Best, have demonstrated an excellent
overall performance when compared to industry standards. A.M. Best considers “A” rated companies
to have an excellent ability to meet their ongoing obligations to policyholders. This rating does not refer
to our ability to meet non-insurance obligations.

The financial strength ratings of A.M. Best and other rating agencies are subject to periodic review
using, among other things, proprietary capital adequacy models, and are subject to revision or
withdrawal at any time. Insurance financial strength ratings are directed toward the concerns of
policyholders and insurance agents and are not intended for the protection of investors or as a
recommendation to buy, hold, or sell securities. Our competitive position relative to other companies is
determined in part by our financial strength rating. A reduction in our A.M. Best rating could adversely
affect the amount of business we could write, as well as our relationships with independent agents and
brokers and strategic partners.

In view of the difficulties experienced recently by many financial institutions, including our
competitors in the insurance industry, we believe that it is possible that external rating agencies, such as
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AM. Best, may increase their scrutiny of financial institutions, increase the frequency and scope of
their reviews, request additional information from the companies that they rate, including additional
information regarding the valuation of investment securities held, and may adjust upward the capital
and other requirements employed in their models for maintenance of certain rating levels. We cannot
predict what actions rating agencies may take, or what actions we may take in response to the actions of
rating agencies.

One of our strategic partners, Anthem, requires that we offer workers’ compensation coverage
through a carrier with a financial strength rating of “B++” or better by A.M. Best. We currently offer
this coverage through our subsidiary, ECIC. Our inability to offer such coverage could cause a
reduction in the number of policies we write. If ECIC’s financial strength rating were downgraded, and
we were not able to enter into an agreement to provide coverage through a carrier rated “B++” or
better by A.M. Best, Anthem could terminate its distribution agreements with us. We cannot assure you
that we would be able to enter such an agreement if our rating was downgraded.

If we are unable to obtain reinsurance or collect on ceded reinsurance, our ability to write new policies
and to renew existing policies could be adversely affected and our financial condition and results of
operations could be materially adversely affected.

At December 31, 2011, we had $952 million of reinsurance recoverables for paid and unpaid losses
and LAE of which $11 million was due to us on paid claims.

We purchase reinsurance to protect us against the costs of severe claims and catastrophic events,
including natural perils and acts of terrorism, excluding nuclear, biological, chemical, and radiological
events. On July 1, 2011, we entered into a new reinsurance program that is effective through June 30,
2012. The reinsurance program consists of one treaty covering excess of loss and catastrophic loss events
in five layers of coverage. Our reinsurance coverage is $195 million in excess of our $5 million retention
on a per occurrence basis, subject to a $2 million annual aggregate deductible and certain exclusions.

The availability, amount, and cost of reinsurance depend on market conditions and our loss
experience and may vary significantly. We cannot be certain that our reinsurance agreements will be
renewed or replaced prior to their expiration upon terms satisfactory to us. If we are unable to renew or
replace our reinsurance agreements upon terms satisfactory to us, our net liability on individual risks
would increase and we would have greater exposure to catastrophic losses, which could have a material
adverse affect on our financial condition and results of operations.

In addition, we are subject to credit risk with respect to our reinsurers, and they may refuse to pay
or delay payment of losses we cede to them. We remain liable to our policyholders even if we are
unable to make recoveries that we believe we are entitled to under our reinsurance contracts. Losses
may not be recovered from our reinsurers until claims are paid and, in the case of long-term workers’
compensation cases, the creditworthiness of our reinsurers may change before we can recover amounts
that we are entitled to, see “Item 1—Business—Reinsurance.” The inability of any of our reinsurers to
meet their financial obligations could have a material adverse affect on our financial condition and
results of operations.

We obtained reinsurance covering the losses incurred prior to July 1, 1995, and we could be liable for
all of those losses if the coverage provided by the LPT Agreement proves inadequate or we fail to
collect from the reinsurers party to such transaction.

On January 1, 2000, EICN assumed all of the assets, liabilities, and operations of the Fund,
including losses incurred by the Fund prior to such date. EICN also assumed the Fund’s rights and
obligations associated with the LPT Agreement that the Fund entered into with third party reinsurers
with respect to its losses incurred prior to July 1, 1995, see “Item 1-—Business—Reinsurance—LPT
Agreement.” We could be liable for all of those losses if the coverage provided by the LPT Agreement
proves inadequate or we fail to collect from the reinsurers party to such transaction. As of December
31, 2011, the estimated remaining liabilities subject to the LPT Agreement were $808 million. If we are
unable to collect on these reinsurance recoverables, our financial condition and results of operations
could be materially adversely affected.

The reinsurers under the LPT Agreement agreed to assume responsibilities for the claims at the
benefit levels which existed in June 1999. Accordingly, if the Nevada legislature were to increase the
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benefits payable for the pre-July 1, 1995 claims, we would be responsible for the increased benefit costs
to the extent of the legislative increase. Similarly, if the credit rating of any of the third party reinsurers
that are party to the LPT Agreement were to fall below “A” as determined by A.M. Best or one of the
reinsurers becomes insolvent, we would be responsible for replacing any such reinsurer or would be
liable for the claims that otherwise would have been transferred to such reinsurer. For example, in 2002,
the rating of one of the original reinsurers under the LPT Agreement, Gerling Global International
Reinsurance Company Ltd. (Gerling), dropped below the mandatory “A” A.M. Best rating to “B+.”
Accordingly, we entered into an agreement to replace Gerling with National Indemnity Company
(NICO) at a cost to us of $33 million. We can give no assurance that circumstances requiring us to
replace one or more of the current reinsurers under the LPT Agreement will not occur in the future,
that we will be successful in replacing such reinsurer or reinsurers in such circumstances, or that the cost
of such replacement or replacements will not have a material adverse effect on our results of operations
or financial condition.

The LPT Agreement also required the reinsurers to each place assets supporting the payment of
claims by them in individual trusts that require that collateral be held at a specified level. The
collateralization level must not be less than the outstanding reserve for losses and a loss expense
allowance equal to 7% of estimated paid losses discounted at a rate of 6%. If the assets held in trust fall
below this threshold, we can require the reinsurers to contribute additional assets to maintain the
required minimum level. The value of these assets at December 31, 2011 was $896 million. If the value
of the collateral in the trusts drops below the required minimum level and the reinsurers are unable to
contribute additional assets, we could be responsible for substituting a new reinsurer or paying those
claims without the benefit of reinsurance. One of the reinsurers has collateralized its obligations under
the LPT Agreement by placing shares of stock of a publicly held corporation, with a value of $649
million at December 31, 2011, in a trust to secure the reinsurer’s obligation of $444 million. The value
of this collateral is subject to fluctuations in the market price of such stock. The other reinsurers have
placed treasury and fixed maturity securities in trusts to collateralize their obligations.

Intense competition and the fact that we write only a single line of insurance could adversely affect our
ability to sell policies at rates we deem adequate.

The market for workers’ compensation insurance products is highly competitive. Competition in
our business is based on many factors, including premiums charged, services provided, financial ratings
assigned by independent rating agencies, speed of claims payments, reputation, policyholder dividends,
perceived financial strength, and general experience. In some cases, our competitors offer lower priced
products than we do. If our competitors offer more competitive premiums, dividends or payment plans,
services or commissions to independent agents, brokers, and other distributors, we could lose market
share or have to reduce our premium rates, which could adversely affect our profitability. We compete
with regional and national insurance companies, professional employer organizations, third-party
administrators, self-insured employers, and state insurance funds. Our main competitors vary from state
to state, but are usually those companies that offer a full range of services in underwriting, loss control,
and claims. We compete on the basis of the services that we offer to our policyholders and on ease of
doing business rather than solely on price. :

Many of our competitors are significantly larger and possess greater financial, marketing, and
management resources than we do. Some of our competitors benefit financially by not being subject to
federal income tax. Intense competitive pressure on prices can result from the actions of even a single
large competitor. Competitors with more surplus than us have the potential to expand in our markets
more quickly than we can. Greater financial resources also permit an insurer to gain market share
through more competitive pricing, even if that pricing results in reduced underwriting margins or an
underwriting loss.

Many of our competitors are multi-line carriers that can price the workers’ compensation insurance
they offer at a loss in order to obtain other lines of business at a profit. This creates a competitive
disadvantage for us, as we only offer a single line of insurance. For example, a business may find it
more efficient or less expensive to purchase multiple lines of commercial insurance coverage from a
single carrier.
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The property and casualty insurance industry is cyclical in nature and is characterized by periods of
so-called “soft” market conditions in which premium rates are stable or falling, insurance is readily
available, and insurers’ profits decline, and by periods of so-called “hard” market conditions, in which
rates rise, insurance may be more difficult to find, and insurers’ profits increase. According to the
Insurance Information Institute, since 1970, the property and casualty insurance industry experienced
hard market conditions from 1975 to 1978, 1984 to 1987, and 2001 to 2004. Although the financial
performance of an individual insurance company is dependent on its own specific business
characteristics, the profitability of most workers’ compensation insurance companies generally tends
to follow this cyclical market pattern. We believe the workers’ compensation industry currently has
excess underwriting capacity resulting in lower rate levels and smaller profit margins.

Because of cyclicality in the workers’ compensation market, due in large part to competition,
capacity, and general economic factors, we cannot predict the timing or duration of changes in the
market cycle. We have experienced significant increased price competition in our target markets since
2003. This cyclical pattern has in the past and could in the future adversely affect our financial condition
and results of operations. If we are unable to compete effectively, our business and financial condition
could be materially adversely affected.

We may be unable to realize our investment objectives and economic conditions in the financial
markets could lead to investment losses.

Investment income is an important component of our revenue and net income. Our investment
portfolio is managed by an independent asset manager that operates under investment guidelines
approved by our Board of Directors. Although these guidelines stress diversification and capital
preservation, our investments are subject to a variety of risks that are beyond our control, including
risks related to general economic conditions, interest rate fluctuations, and market volatility. Interest
rates are highly sensitive to many factors, including governmental monetary policies and domestic and
international economic and political conditions. These and other factors affect the capital markets and,
consequently, the value of our investment portfolio.

We are exposed to significant financial risks related to the capital markets, including the risk of
potential economic loss principally arising from adverse changes in the fair value of financial
instruments. The major components of market risk affecting us are interest rate risk, credit spread risk,
credit risk, and equity price risk. For more information regarding market risk, interest rate risk, credit
spread risk, or equity price risk, see “Item 7A—Quantitative and Qualitative Disclosures About Market
Risk.”

The outlook for our investment income is dependent on the future direction of interest rates,
maturity schedules, and cash flow from operations that is available for investment. The fair values of
fixed maturity securities that are “available-for-sale” fluctuate with changes in interest rates and cause
fluctuations in our stockholders’ equity. Any significant decline in our investment income or the value
of our investments as a result of changes in interest rates, deterioration in the credit of companies in
which we have invested, decreased dividend payments, general market conditions, or events that have
an adverse impact on any particular industry or geographic region in which we hold significant
investments could have an adverse effect on our net income and, as a result, on our stockholders’ equity
and policyholder surplus.

The valuation of our investments, including the determination of the amount of impairments,
include estimates and assumptions and could result in changes to investment valuations that may
adversely affect our financial condition and results of operations.

Our estimates of fair value for our investments are based upon the inputs used in the valuation and
give the highest priority to quoted prices in active markets and require that observable inputs be used in
the valuations when available. In determining the level of the hierarchy in which the valuation is
disclosed, the highest priority is given to unadjusted quoted prices in active markets and the lowest
priority to unobservable inputs that reflect the Company’s significant market assumptions. The use of
internally developed valuation techniques may have a material effect on the estimated fair value
amounts of our investments and our financial condition.
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Additionally, we regularly review our entire investment portfolio, including the identification of
other-than-temporary declines in fair value. The determination of the amount of impairments taken on
our investments is based on our periodic evaluation and assessment of our investments and known and
inherent risks associated with the various asset classes. There can be no assurance that we have
accurately determined the level of other-than-temporary impairments reflected in our financial
statements and additional impairments may need to be taken in the future. Historical trends may not be
indicative of future impairments. Additional information regarding the determination of impairments
on our investments is set forth under “Item 7—Management’s Discussion and Analysis of Financial
Condition and Results of Operations—Investments.”

We may require additional capital in the future, which may not be available to us or may be available
only on unfavorable terms.

Our future capital requirements will depend on many factors, including state regulatory
requirements, our ability to write new business successfully, and to establish premium rates and
reserves at levels sufficient to cover losses. If we have to raise additional capital, equity or debt
financing may not be available on terms that are favorable to us. In the case of equity financings, there
could be dilution to our stockholders and the securities may have rights, preferences, and privileges
senior to the common stock. In the case of debt financings, we may be subject to covenants that restrict
our ability to freely operate our business. If we cannot obtain adequate capital on favorable terms or at
all, we may be unable to implement our future growth or operating plans and our business, financial
condition, and results of operations could be materially adversely affected.

The capital and credit markets continue to experience volatility and disruption that have negatively
affected market liquidity conditions. In some cases, the markets have produced downward pressure on
stock prices and limited the availability of credit for certain issuers without regard to those issuers’
underlying financial strength. As a result, we may be forced to delay raising capital or be unable to raise
capital on favorable terms, or at all, which could decrease our profitability, significantly reduce our
financial flexibility, and cause rating agencies to reevaluate our financial strength ratings.

We are a holding company with no direct operations. We depend on the ability of our subsidiaries to
transfer funds to us to meet our obligations, and our insurance subsidiaries’ ability to pay dividends to
us is restricted by law.

EHI is a holding company that transacts substantially all of its business through operating
subsidiaries. Its primary assets are the shares of stock of our insurance subsidiaries. The ability of EHI
to meet obligations on outstanding debt, to pay stockholder dividends and to make other payments,
depends on the surplus and earnings of our subsidiaries and their ability to pay dividends or to advance
or repay funds, and upon the ability of our insurance subsidiaries, to pay dividends to EGI and, in turn,
the ability of EGI to pay dividends to EHI.

Payments of dividends by our insurance subsidiaries are restricted by state insurance laws,
including laws establishing minimum solvency and liquidity thresholds, and could be subject to
contractual restrictions in the future, including those imposed by indebtedness we may incur in the
future, see “Item 1—Business—Regulation—Financial, Dividend and Investment Restrictions” and
Note 14 in the Notes to our Consolidated Financial Statements. As a result, we may not be able to
receive dividends from these subsidiaries and we may not receive dividends in the amounts necessary to
meet our obligations or to pay dividends on our common stock.

We have outstanding indebtedness, which could impair our financial strength ratings and adversely
affect our ability to react to changes in our business and fulfill our debt obligations.

Our indebtedness could have significant consequences, including:
¢ making it more difficult for us to satisfy our financial obligations;

¢ limiting our ability to borrow additional amounts to fund working capital, capital expenditures,
debt service requirements, the execution of our business strategy, acquisitions, and other
purposes;

affecting the way we manage our business due to restrictive covenants;

e requiring us to provide collateral which restricts our use of funds;
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e requiring us to use a portion of our cash flow from operations to pay principal and interest on
our debt; and

o making us more vulnerable to adverse changes in general economic and industry conditions, and
limiting our flexibility to plan for, and react quickly to, changing conditions.

We rely on our information technology and telecommunication systems, and the failure of these
systems or cyber attacks on our systems could materially and adversely affect our business.

Our business is highly dependent upon the successful and uninterrupted functioning of our
information technology and telecommunications systems. We rely on these systems to process new and
renewal business, provide customer service, administer and make payments on claims, facilitate
collections, and to automatically underwrite and administer the policies we write. The failure of any of
our systems could interrupt our operations or materially impact our ability to evaluate and write new
business. Our information technology and telecommunications systems interface with and depend on
third-party systems; and we could experience service denials if demand for such services exceeds
capacity or such third-party systems fail or experience interruptions.

Certain events outside of our control, including cyber attacks on our systems, could render our
systems inoperable such that we would be unable to service our agents, insureds, and injured workers,
or meet certain regulatory requirements. If such an event were to occur and our systems were unable to
be restored or secured within a reasonable timeframe, our results of operations and financial condition
could be adversely affected. Additionally, cyber attacks, resulting in a breach of security, could
jeopardize the privacy, confidentiality, and integrity of our data or our customers’ data, which could
harm our reputation and expose us to possible liability.

Acts of terrorism and catastrophes could materially adversely impact our financial condition and
results of operations.

Under our workers’ compensation policies and applicable laws in the states in which we operate,
we are required to provide workers’ compensation benefits for losses arising from acts of terrorism. The
impact of any terrorist act is unpredictable, and the ultimate impact on us would depend upon the
nature, extent, location, and timing of such an act. We would be particularly adversely affected by a
terrorist act affecting any metropolitan area where our policyholders have a large concentration of
workers.

Notwithstanding the protection provided by the reinsurance we have purchased and any protection
provided by the 2002 Act, or its extension, the TRIPRA, the risk of severe losses to us from acts of
terrorism has not been eliminated because our excess of loss reinsurance treaty program contains
various sub-limits and exclusions limiting our reinsurers’ obligation to cover losses caused by acts of
terrorism. Our excess of loss reinsurance treaties do not protect against nuclear, biological, chemical, or
radiological events. If such an event were to impact one or more of the businesses we insure, we would
be entirely responsible for any workers’ compensation claims arising out of such event, subject to the
terms of the 2002 Act, and the TRIPRA (see “Item 1—Business—Regulation—Federal Legislative
Changes™) and could suffer substantial losses as a result.

Our operations also expose us to claims arising out of catastrophes because we may be required to
pay benefits to workers who are injured in the workplace as a result of a catastrophe. Catastrophes can
be caused by various unpredictable events, either natural or man-made. Any catastrophe occurring in
the states in which we operate could expose us to potentially substantial losses and, accordingly, could
have a material adverse effect on our financial condition and results of operations.

Administrative proceedings or legal actions involving our insurance subsidiaries could have a material
adverse effect on our business, financial condition and results of operations.

Our insurance subsidiaries are involved in various administrative proceedings and legal actions in
the normal course of their insurance operations. Our subsidiaries have responded to the actions and
intend to defend against these claims. These claims concern issues including eligibility for workers’
compensation insurance coverage or benefits, the extent of injuries, wage determinations, and disability
ratings. Adverse decisions in multiple administrative proceedings or legal actions could require us to
pay significant amounts in the aggregate or to change the manner in which we administer claims, which
could have a material adverse effect on our financial condition and results of operations.
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Our business is largely dependent on the efforts of our management because of its industry expertise,
knowledge of our markets, and relationships with the independent agents and brokers that sell our

products.

Our success depends in substantial part upon our ability to attract and retain qualified executive
officers, experienced underwriting personnel, and other skilled employees who are knowledgeable
about our business. The current success of our business is dependent in significant part on the efforts of
Douglas D. Dirks, our President and Chief Executive Officer, and William E. Yocke, our Executive
Vice President and Chief Financial Officer. Many of our regional and local officers are also critical to
our operations because of their industry expertise, knowledge of our markets, and relationships with the
independent agents and brokers who sell our products. We have entered into employment agreements
with certain of our key executives. Currently, we maintain key man life insurance for our Chief
Executive Officer. If we were to lose the services of members of our management team or key regional
or local officers, we may be unable to find replacements satisfactory to us and our business. As a result,
our operations may be disrupted and our financial performance may be adversely affected.

Assessments and other surcharges for guaranty funds, second injury funds, and other mandatory
pooling arrangements may reduce our profitability.

All states require insurance companies licensed to do business in their state to bear a portion of the
unfunded obligations of insolvent insurance companies. These obligations are funded by assessments
that can be expected to continue in the future in the states in which we operate. Many states also have
laws that established second injury funds to provide compensation to injured employees for aggravation
of a prior condition or injury, which are funded by either assessments based on paid losses or premium
surcharge mechanisms. In addition, as a condition to the ability to conduct business in some states,
insurance companies are required to participate in mandatory workers’ compensation shared market
mechanisms or pooling arrangements, which provide workers’ compensation insurance coverage from
private insurers. The effect of these assessments and mandatory shared market mechanisms or changes
in them could reduce our profitability in any given period or limit our ability to grow our business.

State insurance laws, certain provisions of our charter documents, and Nevada corporation law could
prevent or delay a change of control that could be beneficial to us and our stockholders.

Our insurance subsidiaries are domiciled in Florida, California, and Nevada. The insurance laws of
these states generally require that any person seeking to acquire control of a domestic insurance
company obtain the prior approval of the state’s insurance commissioner. In Florida, “control” is
generally presumed to exist through the direct or indirect ownership of 5% or more of the voting
securities of a domestic insurance company or of any entity that controls a domestic insurance company.
In California and Nevada, “control” is presumed to exist through the direct or indirect ownership of
10% or more of the voting securities of a domestic insurance company or of any entity that controls a
domestic insurance company. In addition, insurance laws in many states in which we are licensed
require pre-notification to the state’s insurance commissioner of a change in control of a non-domestic
insurance company licensed in those states. Because we have insurance subsidiaries domiciled in
Florida, California, and Nevada, any future transaction that would constitute a change in control of us
would generally require the party acquiring control to obtain the prior approval of the insurance
commissioners of these states and may require pre-notification of the change of control. The time
required to obtain these approvals may result in a material delay of, or deter, any such transaction.
These laws may discourage potential acquisition proposals or tender offers, and may delay, deter, or
prevent a change of control, even if the acquisition proposal or tender offer is beneficial to our
stockholders.

Provisions of our amended and restated articles of incorporation and amended and restated by-laws
could discourage, delay, or prevent a merger, acquisition, or other change in contro!l of us, even if our
stockholders might consider such a change in control to be in their best interests. These provisions
could also discourage proxy contests and make it more difficult for stockholders to elect Directors and
take other corporate actions. In particular, our amended and restated articles of incorporation and
amended and restated by-laws include provisions:

e dividing our Board of Directors into three classes;
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e climinating the ability of our stockholders to call special meetings of stockholders;
e permitting our Board of Directors to issue preferred stock in one or more series;

* imposing advance notice requirements for nominations for election to our Board of Directors or
for proposing matters that can be acted upon by stockholders at the stockholder meetings;

prohibiting stockholder action by written consent, thereby limiting stockholder action to that
taken at a meeting of our stockholders; and

e providing our Board of Directors with exclusive authority to adopt or amend our by-laws.

These provisions may make it difficult for stockholders to replace Directors and could have the
effect of discouraging a future takeover attempt that is not approved by our Board of Directors, but
which stockholders might consider favorable. Additionally, these provisions could limit the price that
investors are willing to pay in the future for shares of our common stock.

Item 1B. Unresolved Staff Comments

None.

Item 2. Properties

Our principal executive offices are 79,533 square feet located in leased premises in Reno, Nevada.
As of February 1, 2012, we leased 293,641 square feet of total office space in 10 states. We believe that
our existing office space is adequate for our current needs. We will continue to enter into or exit lease
agreements to address future space requirements, as necessary.

Item 3. Legal Proceedings

From time to time, we are involved in pending and threatened litigation in the normal course of
business in which claims for monetary damages are asserted. In the opinion of management, the
ultimate liability, if any, arising from such pending or threatened litigation is not expected to have a
material effect on our result of operations, liquidity, or financial position.

Item 4. Mine Safety Disclosures
Not applicable.
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PART II

Item 5. Market for Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Market Information, Holders, and Stockholder Dividends

Our common stock has been listed on the New York Stock Exchange (NYSE) under the symbol
“EIG” since our IPO on January 31, 2007. Prior to that time, there was no public market for our
common stock. There were 1,474 holders of record as of February 23, 2012. High and low stock prices
and cash dividends declared for the last two fiscal years were as follows:

2011 2010
Stock Price DiSi?lsel:\ds Stock Price Di\(r:issel:nds
Quarter Ended _I:I@ Low Declared M‘. Low Declared
March 31, ..o e e $20.91 $16.34 $0.06 $15.75 $12.31 $0.06
June 30 ... 21.00 15.51 0.06 17.27 14.09 0.06
September 30 ..... ...l 17.02 10.73 0.06 16.87 13.92 0.06
December 31. ...ttt 18.69 12.00 0.06 17.75 15.16 0.06

We currently expect that cash dividends will continue to be paid in the future; however, any
determination to pay additional or future dividends will be at the discretion of our Board of Directors
and will be dependent upon:

o the surplus and earnings of our subsidiaries and their ability to pay dividends and/or other
statutorily permissible payments to us, in particular the ability of EICN and EPIC to pay
dividends to EGI and, in turn, the ability of EGI to pay dividends to EHI,

e our results of operations and cash flows;

¢ our financial position and capital requirements;

e general business conditions;

e any legal, tax, regulatory, and/or contractual restrictions on the payment of dividends; and
¢ any other factors our Board of Directors deems relevant.

There were no unregistered sales of equity securities during the fiscal year that ended
December 31, 2011.

Issuer Purchases of Equity Securities

The following table summarizes the repurchase of our common stock for the quarter ended
December 31, 2011:

Approximate
Total Dollar
Number Value of
of Shares Shares that

Total Average Purchased as May Yet be
Number of Price Part of Publicly = Purchased

Shares Paid Per Announced Under the
Period Purchased  Share® Programs Program®
(in millions)
October 1—October 31, 2011 .................. 1,365,000  $14.61 1,365,000 $ 25.0
November 1—November 30, 2011.............. 1,365,000 16.73 1,365,000 102.1
December 1—December 31, 2011 .............. 521,805 17.54 521,805 93.0
Total. .o e 3,251,805 15.97 3,251,805

(1) Includes fees and commissions paid on stock repurchases.

(2) In November 2010, the Board of Directors authorized a share repurchase program for up to $100 million of the Company’s
common stock from November 8, 2010 through June 30, 2012 (the 2011 Program). In November 2011, the Board of Directors
authorized a $100 million expansion of the 2011 Program, to $200 million, and extended the repurchase authority pursuant to
the 2011 Program through June 30, 2013. We expect that shares may be purchased at prevailing market prices through a
variety of methods, including open market or private transactions, in accordance with applicable laws and regulations and as
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determined by management. The timing and actual number of shares repurchased will depend on a variety of factors,

including the share price, corporate and regulatory requirements, and other market and economic conditions. Repurchases

under the 2011 Program may be commenced, modified, or suspended from time-to-time without prior notice, and the 2011
Program may be suspended or discontinued at any time.

Through December 31, 2011, we repurchased a total of 7,004,790 shares of common stock under

the 2011 Program at an average price of $15.28 per share, including commissions, for a total of $107.0

million.

Performance Graph

The following information compares the cumulative total return on $100 invested in the common
stock of EHI, ticker symbol EIG, for the period commencing on January 31, 2007, the date of our IPO,
and ending on December 31, 2011 with the cumulative total return on $100 invested in each of the
Standard and Poor’s 500 Index (S&P 500) and the Standard and Poor’s 500 Property-Casualty Insurance
Index (S&P P&C Insurance Index). The calculation of cumulative total return assumes the reinvestment
of dividends. The following graph and related information shall not be deemed to be “soliciting
material” or to be “filed” with the SEC, nor shall such information be incorporated by reference into
any filing pursuant to the Securities Act of 1933 or the Securities Exchange Act of 1934, except to the
extent that we specifically incorporate it by reference into such filing.

Employers Holdings, Inc.

Total Return Performance
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Employers Holdings, Inc.................ooiiviiiiiiiin. .. 100.00 84.47 84.62 80.30 92.95 97.65
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Item 6. Selected Financial Data

The following selected historical consolidated financial data should be read in conjunction with
“Item 7—Management’s Discussion and Analysis of Financial Condition and Results of Operations”
and the consolidated financial statements and related notes included elsewhere in this annual report on
Form 10-K.

Years Ended December 31,
2011 2010 2009 20080 2007
(in thousands, except per share amounts and ratios)

Income Statement Data

Revenues:
Net premiums earned..................... $363,424 $321,786 $404,247 $328,947 $346,884
Net investment income ................... 80,117 83,032 90,484 78,062 78,623
Realized gains (losses) on investments,
11 R 20,161 10,137 791 (11,524) 180
Other INCOME . ...oovvntt i, 452 649 413 1,293 4,236
Total revenues .........c.vveiereiiininennann.. 464,154 415,604 495935 396,778 429,923
Net income before income taxes .............. 46,207 66,322 92,298 112,051 150,886
Income tax expense (benefit).................. (2,106) 3,523 9,271 10,266 30,603
Net income. . ..oovveinii i iiaiiiineenes 48,313 62,799 83,021 101,785 120,283
Earnings per common share®
BasiC... oot $ 130 $ 152 $ 18 $ 207 § 219
Diluted ..o 1.29 1.51 1.80 2.07 2.19
Pro forma earnings per common share—basic
and diluted® ... ... ... ... 2.32
Selected Operating Data
Gross premiums written® ..................... $418,512  $322,277 $379,949 $318,392 $351,847
Net premiums written™ ....................... $410,038 $313,098 $368,290 $308,317 $339,720
Combined ratio®..................coei 114.0%  106.8% 98.0% 85.9% 80.4%
Net income before impact of the Deferred
Gain®D® $ 31,166 §$ 44,566 $ 65,014 $ 83364 $102,249

Earnings per common share before impact of
the Deferred Gain®

BasiCoo.ovviiiii e $ 084 § 108 § 142 $ 169
Diluted ... 0.83 1.07 1.41 1.69
Pro forma earnings per common share—basic
and diluted before impact of LPT@® ... $ 198
Dividends declared..................... ... 0.24 0.24 0.24 0.24 0.18
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As of December 31,
2011 2010 2009 2008 2007
(in thousands, except per share amounts and ratios)

Balance Sheet Data

Cash and cash equivalents............ $ 252300 $ 119,825 $ 188,883 $ 197429 $ 144,384
Total investments..................... 1,950,745 2,080,494 2,029,560 2,042,941 1,726,280
Reinsurance recoverable on paid and

unpaid losses ...........coiiiiia... 951,569 970,458 1,064,843 1,087,738 1,061,551
Total assets...........ccovvieniinaan., 3,481,744 3,480,120 3,676,653 3,825,098 3,191,228
Unpaid losses and loss adjustment

EXPENSE. .. enteetei ey 2,272,363  2279,729 2425658 2,506,478 2,269,710
Deferred reinsurance gain—LPT

Agreement®? . 353,194 370,341 388,574 406,581 425,002
Notes payable ........................ 122,000 132,000 132,000 182,000 —
Total Labilities........................ 3,007,558 2,990,004 3,178,254 3,380,370 2,811,775
Total equity ...................coiall 474,186 490,116 498,399 444,728 379,453

Other Financial Data
Total equity including deferred

M

@

~—

6

)

®)

(6)

™

®

reinsurance gain—LPT
Agreement®M® L $ 827380 $ 860,457 $ 886,973 $ 851,309 $ 804,455

On October 31, 2008, we acquired 100% of the outstanding common stock of AmCOMP Incorporated (AmCOMP). The

income statement data for the year ended December 31, 2008 includes the operating results of AmCOMP from November 1,
2008 through December 31, 2008. The balance sheet data as of December 31, 2008 includes the assets and liabilities acquired
from AmCOMP.

For 2007, the pro forma earnings per common share—basic—was calculated using the net income for the 12 months ended
December 31, 2007. The weighted average shares outstanding was calculated using those shares available to eligible members
in the conversion (50,000,002) for the period prior to the IPO, and the actual weighted average shares outstanding for the
period after the IPO. Earnings per common share—diluted—is based on the pro forma weighted shares outstanding—
basic—adjusted by the number of additional common shares that would have been outstanding had potentially dilutive
common shares been issued and reduced by the number of common shares that could have been purchased from the proceeds
of the potentially dilutive shares. Outstanding options have been excluded from the diluted earnings per share for the pro
forma year ended December 31, 2007, because their inclusion would be anti-dilutive. Although there were 8,665 dilutive
potential common shares at December 31, 2007, they did not impact the pro forma earnings per share number as shown.

Gross premiums written is the sum of direct premiums written and assumed premiums written before the effect of ceded
reinsurance. Direct premiums written are the premiums on all policies our insurance subsidiaries have issued during the year.
Assumed premiums written are premiums that our insurance subsidiaries have received from any authorized state-mandated
pools and a previous fronting facility. (See Note 9 in the Notes to our Consolidated Financial Statements.)

Net premiums written is the sum of direct premiums written and assumed premiums written less ceded premiums written.
Ceded premiums written is the portion of direct premiums written that we cede to our reinsurers under our reinsurance
contracts. (See Note 9 in the Notes to our Consolidated Financial Statements.)

Combined ratio is the sum of the losses and LAE expense, the commission expense, dividends to policyholders, and the
underwriting and other operating expenses, all divided by net earned premiums. Because we only have one operating
segment, holding company expenses are included in the combined ratio.

In connection with our January 1, 2000 assumption of the assets, liabilities and operations of the Fund, our Nevada insurance
subsidiary assumed the Fund’s rights and obligations associated with the LPT Agreement, a retroactive 100% quota share
reinsurance agreement with third party reinsurers, which substantially reduced exposure to losses for pre-July 1, 1995 Nevada
insured risks. Pursuant to the LPT Agreement, the Fund initially ceded $1.5 billion in liabilities for incurred but unpaid losses
and LAE, which represented substantially all of the Fund’s outstanding losses as of June 30, 1999 for claims with original
dates of injury prior to July 1, 1995.

Deferred reinsurance gain—LPT Agreement (Deferred Gain) reflects the unamortized gain from our LPT Agreement. Under
GAAP, this gain is deferred and is being amortized using the recovery method, whereby the amortization is determined by
the proportion of actual reinsurance recoveries to total estimated recoveries, and the amortization is reflected in losses and
LAE. We periodically reevaluate the remaining direct reserves subject to the LPT Agreement. Our reevaluation results in
corresponding adjustments, if needed, to reserves, ceded reserves, reinsurance recoverables and the Deferred Gain, with the
net effect being an increase or decrease, as the case may be, to net income.

We define net income before impact of the Deferred Gain as net income less: (a) amortization of Deferred Gain and (b)
adjustments to LPT Agreement ceded reserves. These are not measurements of financial performance under GAAP, but
rather reflect the difference in accounting treatment between statutory and GAAP, and should not be considered in isolation
or as an alternative to any other measure of performance derived in accordance with GAAP.

We present net income before impact of the Deferred Gain because we believe that it is an important supplemental measure
of operating performance to be used by analysts, investors, and other interested parties in evaluating us. We present pro
forma earnings per share—basic and diluted—before impact of the Deferred Gain because we believe that it is an important
supplemental measure of performance.

The LPT Agreement was a non-recurring transaction which does not result in ongoing cash benefits and consequently we
believe these presentations are useful in providing a meaningful understanding of our operating performance. In addition, we
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believe these non-GAAP measures, as we have defined them, are helpful to our management in identifying trends in our
performance because the item excluded has limited significance in our current and ongoing operations.

The table below shows the reconciliation of net income to net income before impact of the Deferred Gain for the periods

presented:
Years Ended December 31,
2011 2010 2009 2008 2007
_ — (in ao—usands) — _
Net income............... R Pt $48313  $62,799 $83,021 $101,785  $120,283
Less impact of the Deferred Gain.................c.ocoiiiiea.. 17,147 18,233 18,007 18,421 18,034
Net income before impact of the Deferred Gain .................. $31,166 $44,566 $65,014 $ 83,364 $102,249

(9) We define total equity inciuding the Deferred Gain as total equity plus the Deferred Gain. Total equity including the
Deferred Gain is not a measurement of financial position under GAAP and should not be considered in isolation or as an
alternative to total equity or any other measure of financial health derived in accordance with GAAP.

We present total equity including the Deferred Gain because we believe that it is an important supplemental measure of

financial position to be used by analysts, investors and other interested parties in evaluating us. The LPT Agreement was a

non-recurring transaction and the treatment of the Deferred Gain does not result in ongoing cash benefits or charges to our

current operations and consequently we believe this presentation is useful in providing a meaningful understanding of our

financial position.

The table below shows the reconciliation of total equity to total equity including the Deferred Gain for the periods presented:
As of December 31,

i 20 209 208 2007
(in thousands)
Total @qUItY.....oovvvriiii it i $474,186 $490,116  $498,399  $444728  $379,453
Deferred Gain .......coviiiiiiiiiiiiii it it 353,194 370,341 388,574 406,581 425,002
Total equity including the Deferred Gain...................... $827,380  $860,457 $886,973  $851,309  $804,455

Item 7. Management’s Discussion and Analysis of Consolidated Financial Condition and Results of
Operations

The following discussion and analysis of our financial condition and results of operations should be
read in conjunction with the consolidated financial statements and the accompanying notes thereto
included in Item 8 and Item 15 of this report. In addition to historical information, the following
discussion contains forward-looking statements that are subject to risks and uncertainties and other factors
described in Item 1A of this report. Our actual results in future periods may differ from those referred to
herein due to a number of factors, including the risks described in the sections entitled “Risk Factors” and
“Forward-Looking Statements” elsewhere in this report.

Overview

We are a Nevada holding company. Through our insurance subsidiaries, we provide workers’
compensation insurance coverage to select, small businesses in low to medium hazard industries.
Workers’ compensation insurance is provided under a statutory system wherein most employers are
required to provide coverage for their employees’ medical, disability, vocational rehabilitation, and/or
death benefit costs for work-related injuries or illnesses. We provide workers’ compensation insurance
in 31 states and the District of Columbia, with a concentration in California. Our revenues are primarily
comprised of net premiums earned, net investment income, and net realized gains on investments.

We target small businesses, as we believe that this market is traditionally characterized by fewer
competitors, more attractive pricing, and stronger persistency when compared to the U.S. workers’
compensation insurance industry in general. We believe we are able to price our policies at levels which
are competitive and profitable over the long-term. Our underwriting approach is to consistently
underwrite small business accounts at an appropriate and competitive price without sacrificing long-
term profitability and stability for short-term top-line revenue growth.
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Results of Operations

Overall, net income was $48.3 million, $62.8 million, and $83.0 million in 2011, 2010, and 2009,
respectively and we recognized underwriting (losses) income of $(50.9) million, $(21.8) million, and $8.0
million for the same periods, respectively. Underwriting (loss) income is determined by deducting losses
and LAE, commission expense, policyholder dividends, and underwriting and other operating expenses
from net premiums earned. Key factors that affected our financial performance over the last three
years, include:

e Gross premiums written declined 15% from 2009 to 2010 and increased 30% from 2010 to 2011;
e Net premiums earned declined 20% from 2009 to 2010 and increased 13% from 2010 to 2011;

¢ Losses and LAE decreased 9% in 2010 compared to 2009 and increased 36% in 2011 compared
to 2010;

e Current accident year loss estimate increased to 77.2% in 2011, from 70.9% in 2010 and 70.2% in
2009;

¢ Underwriting and other operating expenses declined 24% from 2009 to 2010 and 5% from 2010
to 2011; and

¢ Income tax expenses declined from $9.3 million in 2009 to $3.5 million in 2010, while we had an
income tax benefit of $2.1 million in 2011.

We measure our performance by our ability to increase stockholders’ equity, including the impact
of the deferred reinsurance gain—LPT Agreement (Deferred Gain), over the long-term. The following
table shows our stockholders’ equity, including the Deferred Gain, stockholders’ equity on a GAAP
basis, and number of common shares outstanding at December 31:

2011 2010 2009

_(in thousands, aépt share data_)_
Stockholders’ equity including the Deferred Gain® ......... $ 827380 $ 860457 $ 886,973
GAAP stockholders” equity ..........ccoeveeiiiiianinnen.... $ 474186 $ 490,116 $ 498,399
Common shares outstanding................oovviienenen.n.. 32,996,809 38,965,126 42,908,165

(1) Stockholders’ equity, including the Deferred Gain, is a non-GAAP measure that is defined as total stockholders’ equity plus
the Deferred Gain, which we believe is an important supplemental measure of our capital position.

Our goal is to maintain our focus on disciplined underwriting and to continue to pursue profitable
growth opportunities across market cycles; however, we continue to be affected by the impacts of the
most recent economic recession. The pace of recovery remains persistently slow and, although it
appears to us that total employment and payroll have begun to improve, we do not believe the situation
will significantly improve in the near-term.
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The comparative components of net income are set forth in the following table.

Years Ended December 31,

P TR )
(in thousands)
Net premiums €arned. .. .....veuneinieeie et eineieennnas $363,424 $321,786 $404,247
Net invesStment INCOME . ...t rrniii it een e ieaiiieeeannns 80,117 83,032 90,484
Realized gains on investments, net..............coiiiiiiiii .. 20,161 10,137 791
Other INCOMIE . oottt i i i ettt it ee et eannenn 452 649 413
TOtal TEVEIMUES . . ettt ittt et e et et e 464,154 415,604 495,935
Losses and LAE ... ..o i e 264,663 194,779 214,461
CommiSSiION EXPEIISE . ... vvnutti ittt e iaaens 45,502 38,468 36,150
Policyholder dividends ...........ooooiiiiiiiiii i 3,423 4316 6,930
Underwriting and other operating expenses............coeveeiuennn.. 100,717 106,026 138,687
Interest EXPense ... ....uun it e 3,642 5,693 7,409
Income tax expense (benefit) ... ...t (2,106) 3,523 9,277
TOtal B PSS . v vt ittt et ittt e e e 415,841 352,805 412,914
NEt INCOME « ..ttt ettt ettt ettt e e ettt aaeanaieanannnnans $ 48313 § 62,799 $ 83,021
Less impact of the Deferred Gain ..................cioiiiiiiiin.... 17,147 18,233 18,007
Net income before impact of the Deferred Gain®................... $ 31,166 §$ 44,566 $ 65,014

(1) We define net income before impact of the Deferred Gain as net income less: (a) amortization of Deferred Gain and
(b) adjustments to LPT Agreement ceded reserves. Deferred Gain reflects the unamortized gain from our LPT Agreement.
Under GAAP, this gain is deferred and is being amortized using the recovery method, whereby the amortization is
determined by the proportion of actual reinsurance recoveries to total estimated recoveries, and the amortization is reflected
in losses and LAE. We periodically reevaluate the remaining direct reserves subject to the LPT Agreement. Our reevaluation
results in corresponding adjustments, if needed, to reserves, ceded reserves, reinsurance recoverables and the Deferred Gain,
with the net effect being an increase or decrease, as the case may be, to net income. Net income before impact of the
Deferred Gain is not a measurement of financial performance under GAAP, but rather reflects the difference in accounting
treatment between statutory and GAAP, and should not be considered in isolation or as an alternative to net income before
income taxes or net income or any other measure of performance derived in accordance with GAAP.

We present net income before impact of the Deferred Gain because we believe that it is an important supplemental measure
of operating performance to be used by analysts, investors and other interested parties in evaluating us. The LPT Agreement
was a non-recurring transaction, under which the Deferred Gain does not result in ongoing cash benefits, and, consequently,
we believe this presentation is useful in providing a meaningful understanding of our operating performance. In addition, we
believe this non-GAAP measure, as we have defined it, is helpful to our management in identifying trends in our performance
because the excluded item has limited significance in our current and ongoing operations.

In October 2010, the Financial Accounting Standards Board (FASB) issued guidance that changes
the definition of acquisition costs which may be capitalized beginning in 2012. We currently estimate
that our underwriting and other operating expenses will be increased by approximately $7 million in
2012 as a result of the adoption of this new accounting guidance. Additional information regarding this
change is set forth under “—New Accounting Standards.”

Net Premiums Earned

Net premiums earned increased $41.6 million for the year ended December 31, 2011, compared to
the prior year. This increase is primarily due to increasing policy count as we continue to execute our
growth strategy. The change in the accrual for final audit premiums increased our net premiums earned
by $14.9 million in 2011, compared to 2010. Changes in the accrual for final audit premium are driven
by various factors, including general economic conditions such as unemployment and payroll trends.
The decrease in net premiums earned for the year ended December 31, 2010, compared to the same
period of 2009, was due to the impacts of the recession, including high unemployment and fewer hours
worked, declines in our policyholders’ payroll, lower net rates, and our application of disciplined pricing
objectives and underwriting guidelines in a highly competitive market.
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The following table shows the percentage change in our in-force premium, policy count, average
policy size, and payroll exposure, upon which our premiums are based, and net rate.

As of December 31,

Percentage Percentage
Increase (Decrease) Increase (Decrease)
2011 Over 2010 2010 Over 2009

In-force premium .........c.ooiiniiiinieniiineiainennnn. 22.7% (16.6)%
In-force policy count........cooovuiienenrienenurenennnnn. 36.2 0.9
Average in-force policy size ...l 9.9) 17.4)
In-force payroll eXposure ..........coveeirvenuvernananns 24.4 (12.1)
Netrate®. ... i (1.4) (5.1)

(1) Net rate, defined as total premium in-force divided by total insured payroll exposure, is a function of a variety of factors,
including rate changes, underwriting risk profiles and pricing, and changes in business mix related to economic and
competitive pressures.

Over one-half of our business is generated in California, where our policy count increased 26.1%

during the year ended December 31, 2011.

We set our own premium rates in California based upon actuarial analyses of current and
anticipated loss trends with a goal of maintaining underwriting profitability. Due to increasing loss costs,
primarily medical cost inflation, we have increased our filed premium rates by a cumulative 33.3% since
February 1, 2009.

We expect that premiums in 2012 will continue to reflect:
e overall rate increases;
¢ increasing policy count as we continue to execute our growth strategy;
¢ increasing average policy size; and
¢ lessened competitive pressures.

As we have executed our growth strategy, we have increased our network of independent insurance
agencies by approximately 43% in 2011 and continued to deploy technology to make it easier for agents
to do business with us.

Net Investment Income and Realized Gains (Losses) on Investments

We invest our holding company assets, statutory surplus, and the funds supporting our insurance
liabilities, including unearned premiums and unpaid losses and LAE. We invest in fixed maturity
securities, equity securities, short-term investments, and cash equivalents. Net investment income
includes interest and dividends earned on our invested assets and amortization of premiums and
discounts on our fixed maturity securities, less bank service charges and custodial and portfolio
management fees. We have established a high quality/short duration bias in our investment portfolio.

Net investment income was $80.1 million, $83.0 million, and $90.5 million for the years ended
December 31, 2011, 2010, and 2009, respectively. The decrease in net investment income over the past
three years was primarily related to a decrease in the average pre-tax book yield on invested assets and
a decrease in average invested assets over this period. The decrease in average invested assets was
primarily due to repayment of debt and the return of capital to stockholders through share repurchases
and stockholder dividends. The average pre-tax book yield on invested assets was 4.1%, 4.2%, and
4.5% at December 31, 2011, 2010, and 2009, respectively, while the tax-equivalent yield on invested
assets was 5.0%, 5.3%, and 5.6% as of the same dates, respectively.

Realized gains and losses on our investments are reported separately from our net investment
income. Realized gains and losses on investments include the gain or loss on a security at the time of
sale compared to its original or adjusted cost (equity securities) or amortized cost (fixed maturity
securities). Realized losses are also recognized when securities are written down as a result of an other-
than-temporary impairment.

Realized gains on investments were $20.2 million, $10.1 million, and $0.8 million for the years
ended December 31, 2011, 2010, and 2009, respectively. The increase in realized gains on investments
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for the year ended December 31, 2011 compared to 2010 resulted from a strategic rebalancing of our
investment portfolio in an effort to increase portfolio allocations to taxable fixed income sectors,
shorten portfolio duration following the decline in interest rates in the second half of 2011, and an
increase the allocation to high dividend equity securities. We also evaluated our portfolio allocation
during the fourth quarter of 2010 and elected to shift $20.0 million of our equity securities into a high
dividend yield portfolio, which resulted in a $9.2 million gain.

Additional information regarding our Investments is set forth under “—Liquidity and Capital
Resources—Investments.”

Combined Ratio

The combined ratio, expressed as a percentage, is a key measurement of underwriting profitability.
The combined ratio is the sum of the losses and LAE ratio, the commission expense ratio, policyholder
dividends ratio, and underwriting and other operating expenses ratio. When the combined ratio is below
100% , we have recorded underwriting income, and conversely, when the combined ratio is greater than
100%, we cannot be profitable without investment income. Because we only have one operating
segment, holding company expenses are included in our calculation of the combined ratio.

The following table provides the calculation of our calendar year combined ratios.
Years Ended December 31,

20 2000 2009
Loss and LAE ratio. ...ttt 728% 60.5% 53.1%
Underwriting and other operating expenses ratio .................. 27.8 330 343
.CommiSsion eXPense Tatio. . .......vveneninieenininerereneaereieanns 125 12.0 8.9
Policyholder dividends ratio...........coviiiiiiiiiiiiiiiiiiininan 0.9 13 17
Combined 1atio ..... ..o 114.0% 106.8% 98.0%

Loss and LAE Ratio. Expressed as a percentage, this is the ratio of losses and LAE to net
premiums earned.

We analyze our loss and LAE ratios on both a calendar year and accident year basis. A calendar
year loss and LAE ratio is calculated by dividing the losses and LAE incurred during the calendar year,
regardless of when the underlying insured event occurred, by the net premiums earned during that
calendar year. The calendar year loss and LAE ratio includes changes made during the calendar year in
reserves for losses and LAE established for insured events occurring in the current and prior years. A
calendar year loss and LAE ratio is calculated using premiums and losses and LAE that are net of
amounts ceded to reinsurers. The calendar year loss and LAE ratio for a particular year will not change
in future periods.

The accident year loss and LAE ratio, or losses and LAE for insured events that occurred during a
particular year divided by the premiums earned for the year, is calculated by dividing the losses and
LAE, regardless of when such losses and LAE are incurred, for insured events that occurred during a
particular year by the net premiums earned for that year. The accident year losses and LAE ratio is
calculated using premiums and losses and LAE that are net of amounts ceded to reinsurers. The
accident year loss and LAE ratio for a particular year can decrease or increase when recalculated in
subsequent periods as the reserves established for insured events occurring during that year develop
favorably or unfavorably; and is an operating ratio based on our statutory financial statements and is
not derived from our GAAP financial information.

We analyze our calendar year loss and LAE ratio to measure our profitability in a particular year
and to evaluate the adequacy of our premium rates charged in a particular year to cover expected losses
and LAE from all periods, including development (whether favorable or unfavorable) of reserves
established in prior periods. In contrast, we analyze our accident year loss and LAE ratios to evaluate
our underwriting performance and the adequacy of the premium rates we charged in a particular year in
relation to ultimate losses and LAE from insured events occurring during that year. The loss and LAE
ratios provided in this report are calendar year basis, except where they are expressly identified as
accident year loss and LAE ratios.
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Losses and LAE represents our largest expense item and includes claim payments made,
amortization of the Deferred Gain, estimates for future claim payments and changes in those estimates
for current and prior periods, and costs associated with investigating, defending and adjusting claims.
The quality of our financial reporting depends in large part on accurately predicting our losses and
LAE, which are inherently uncertain as they are estimates of the ultimate cost of individual claims
based on actuarial estimation techniques.

In California, we are experiencing an increase in indemnity claims frequency (the number of
indemnity claims expressed as a percentage of payroll). Our loss experience also indicates an upward
trend in medical and indemnity costs that are reflected in our current accident year loss estimate. We
are seeing increased medical and indemnity costs in many of our other states, partially offset by long-
term favorable loss cost trends in Nevada. We believe our current accident year loss estimate is
adequate; however, ultimate losses will not be known with any certainty for several years. We assume
that increasing medical and indemnity cost trends will continue to impact our long-term claims costs
and current accident year loss estimate. Additional information regarding our reserves for losses and
LAE is set forth under “—Critical Accounting Policies—Reserves for Losses and LAE.”

Overall, losses and LAE were $264.7 million, $194.8 million, and $214.5 million for the years ended
December 31, 2011, 2010, and 2009, respectively. The increase from 2010 to 2011 was primarily due to
an increase in the current accident year loss estimate, an increase in net earned premiums, and the
impact of favorable prior accident year loss development in 2010. Prior accident year loss development
in 2011 is entirely related to our assigned risk business. The decrease in losses and LAE from 2009 to
2010 was primarily due to lower payroll exposures. Additionally, favorable prior accident year loss
development decreased $34.8 million to $16.6 million for the year ended December 31, 2010, compared
to the same period of 2009. Our accident year loss estimates were 77.2%, 70.6%, and 70.2% for the
years ended December 31, 2011, 2010, and 2009, respectively. The accident year loss estimate for the
year ended December 31, 2010 excludes a $1.6 million expense related to the commutation of certain
reinsurance treaties and a $0.9 million expense related to the write-off of certain reinsurance
recoverables. The increase in the current accident year loss estimate in 2011 is primarily due to
continuing increases in loss costs in California. The table below reflects losses and LAE reserve
adjustments.

Years Ended December 31,

2 2010 2009

(in millions)
Prior accident year (unfavorable) favorable development, net®...  $(1.1) $16.6  $51.4
LPT amortization of the deferred reinsurance gain ............... $17.1  $182  $18.0

(1) Prior accident year (unfavorable) favorable development, net, excludes a $1.6 million expense related to the commutation of
certain reinsurance treaties and a $0.9 million expense related to the write-off of certain reinsurance recoverables, which are
included in losses and LAE for the year ended December 31, 2010.

Excluding the impact from the LPT Agreement, losses and LAE would have been $281.8 million,
$213.0 million, and $232.5 million, or 77.5%, 66.2%, and 57.5% of net premiums earned, for the years
ended December 31, 2011, 2010, and 2009, respectively.

Underwriting and Other Operating Expenses Ratio. The underwriting and other operating expenses
ratio is the ratio (expressed as a percentage) of underwriting and other operating expenses to net
premiums earned and measures an insurance company’s operational efficiency in producing,
underwriting, and administering its insurance business.

Underwriting and other operating expenses are those costs that we incur to underwrite and
maintain the insurance policies we issue, excluding commission. These expenses include premium taxes
and certain other general expenses that vary with, and are primarily related to, producing new or
renewal business. Other underwriting expenses include changes in estimates of future write-offs of
premiums receivable, general administrative expenses such as salaries and benefits, rent, office supplies,
depreciation, and all other operating expenses not otherwise classified separately. Policy acquisition
costs are variable based on premiums earned; however, other operating costs are more fixed in nature
and become a smaller percentage of net premiums earned as premiums increase.
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In January 2009, we restructured our operations as a result of the acquisition of AmCOMP
Incorporated in 2008 (the Acquisition) and incurred one-time pre-tax integration and restructuring
charges of approximately $5.7 million, including $2.8 million of severance benefits, for the year ended
December 31, 2009. In the first quarter of 2010, we incurred charges of $0.9 million related to staffing
reductions to adjust our insurance operations to reflect activity levels at that time.

In July 2010, we announced the reorganization of our operations to eliminate duplicative services
and better align resources with business activity and growth opportunities at that time. In connection
with those efforts and with general cost control efforts, we eliminated approximately 160 positions. In
conjunction with that reorganization, we recorded restructuring charges of $5.2 million in 2010,
including $3.0 million related to workforce reductions and $2.2 million related to leases for facilities that
were vacated during the year.

Underwriting and other operating expenses were $100.7 million, $106.0 million, and $138.7 million
for the years ended December 31, 2011, 2010, and 2009, respectively, reflecting efforts to manage our
expenses. During the year ended December 31, 2011, compensation and facilities related expenses
declined $8.9 million and $3.3 million, respectively, partially offset by a $5.2 million increase in
premium taxes and assessments, compared to the same period of 2010. Underwriting and other
operating expenses also included one-time charges totaling $1.2 million during 2011 for professional
service fees related to acquisition due diligence activity. Excluding total restructuring items incurred in
2010 and the one-time professional services fees incurred in 2011, underwriting and other operating
expenses decreased $0.4 million for the year ended December 31, 2011 compared to 2010.

The $32.7 million decrease in underwriting and other operating expense for the year ended
December 31, 2010, compared to the same period of 2009, includes restructuring items for both years.
Excluding these restructuring charges, underwriting and other operating expenses decreased $33.1
million for the year ended December 31, 2010, compared to 2009. The decrease reflects efforts to
manage our expenses during a period of declining premiums. During the year ended December 31,
2010, information technology expenses declined $3.5 million and compensation expenses declined $16.5
million, compared to the same period of 2009. Additionally, there was a $5.8 million decrease in
premium taxes and a $3.6 million decrease in bad debt expense.

Commission Expense Ratio. The commission expense ratio is the ratio (expressed as a percentage)
of commission expense to net premiums earned and measures the cost of compensating agents and
brokers for the business we have underwritten.

Commission expense includes direct commissions to our agents and brokers for the premiums that
they produce for us, as well as incentive payments, other marketing costs, and fees. Commission
expense is net of contingent profit commission income related to the LPT Agreement. The contingent
profit is an amount based on the favorable difference between actual paid losses and LAE and expected
paid losses and LAE under the LPT Agreement. Loss expenses are deemed to be 7% of total losses
paid and are paid to us as compensation for management of the LPT claims. The calculation of actual
amounts paid versus expected amounts is determined every five years beginning June 30, 2004 for the
first twenty-five years of the agreement. The reinsurers pay us 30% of any favorable difference between
the actual and expected amounts paid at each calculation point. Conversely, we could be required to
return any previously paid contingent profit commission, plus interest, in the event of unfavorable
differences.

We accrue the estimated ultimate contingent profit commission through June 30, 2024. Increases or
decreases in the estimated contingent profit commission are reflected in commission expense in the
period that the estimate is revised. We increased the estimated contingent profit commission by $1.8
million and $0.8 million in 2011 and 2010, respectively, resulting in a decrease in the commission
expense for those years. For the year ended December 31, 2009, we decreased commission expenses by
$15.0 million as a result of an increase in contingent profit commissions and received cash payment of
$10.3 million from the reinsurers. At December 31, 2011, expected amounts to be paid for losses under
the LPT Agreement for the period July 1, 1999 through June 30, 2014, were $673.4 million, compared to
contractually expected losses and LAE of approximately $775.0 million.

Our commission expense was $45.5 million, $38.5 million, and $36.2 million for the years ended
December 31, 2011, 2010, and 2009, respectively. The increase from 2010 to 2011 was primarily due to
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increased net premiums earned. The increase from 2009 to 2010 was primarily due to a $15.0 million
adjustment in the accrual for the LPT contingent profit commission during the year ended December
31, 2009 and re-negotiation of the terms of a separate reinsurance agreement resulting in an additional
$1.8 million in commission expense in the fourth quarter of 2010. This increase was partially offset by
lower net premiums earned and a $3.0 million reduction in the estimate of certain administrative fees
due to Anthem under our joint marketing agreements, which decreased the commission expense in the
fourth quarter of 2010. Excluding the impact of the LPT contingent profit commission, the re-
negotiated reinsurance agreement, and the change in accrual for fees due Anthem, commission expense
would have been 13.0%, 12.6%, and 12.7% of net premiums earned for the years ended December 31,
2011, 2010, and 2009, respectively.

Policyholder Dividends Ratio. The policyholder dividends ratio is the ratio (expressed as a
percentage) of policyholder dividends to net premiums earned and measures the cost of returning
premium to policyholders in the form of dividends.

In administered pricing states such as Florida and Wisconsin, insurance rates are set by state
insurance regulators. Rate competition generally is not permitted and policyholder dividend programs
are an important competitive factor in these states. We offer dividend programs to eligible
policyholders, under which a portion of the policyholders’ premium may be returned in the form of
dividends.

Florida statutes also require the return of the portion of policyholders’ premiums that are deemed
to be excessive profits under Florida law. We account for these payments as policyholder dividends.

Policyholder dividends were $3.4 million, $4.3 million, and $6.9 million for the years ended
December 31, 2011, 2010, and 2009, respectively. Policyholder dividends fluctuate from time to time due
to changes in premium levels on dividend policies and the eligibility of policyholders to receive dividend
payments.

Interest Expense

We incur interest expenses on notes payable. We also had an interest rate swap agreement on our
credit facility with Wells Fargo Bank, National Association (Wells Fargo), which expired on September
30, 2010.

Interest expense was $3.6 million, $5.7 million, and $7.4 million for the years ended December 31,
2011, 2010, and 2009, respectively. The decrease in interest expense from 2010 to 2011 was primarily
due to the expiration of the interest rate swap that was in place in 2010. The decrease in interest
expense from 2009 to 2010 was primarily due to a $50.0 million reduction in the principal balance on
our credit facility with Wells Fargo in the fourth quarter of 2009 and the expiration of the interest rate
swap in the third quarter of 2010.

Income Tax Expense

Income tax expense (benefit) was $(2.1) million, $3.5 million, and $9.3 million for the years ended
December 31, 2011, 2010, and 2009, respectively. The effective tax rates for the years ended December
31, 2011, 2010, and 2009 were (4.6)%, 5.3%, and 10.1%, respectively. The decreased tax expense from
2009 through 2011 is primarily due to increases in tax exempt income as a percentage of pre-tax net
income, which was 68.2%, 50.6%, and 36.8% for the years ended December 31, 2011, 2010, and 2009,
respectively.

The increases in tax exempt income as a percentage of pre-tax net income for the year ended
December 31, 2011, compared to the same period of 2010, and for the year ended December 31, 2010,
compared to the same period of 2009, were primarily due to decreases in pre-tax income of $21.0
million and $26.0 million, respectively.

40



Liquidity and Capital Resources

Parent Company

Operating Cash and Cash Equivalents and Short-Term Investments. We are a holding company and
our ability to fund our operations is contingent upon our insurance subsidiaries and their ability to pay
dividends up to the holding company. Payment of dividends by our insurance subsidiaries is restricted
by state insurance laws, including laws establishing minimum solvency and liquidity thresholds. We
require cash to pay stockholder dividends, repurchase common stock, make interest and principal
payments on our outstanding debt obligations, fund our operating expenses, and support our growth
strategy.

During 2011, EICN and EPIC paid dividends of $51.9 million and $15.5 million, respectively, to
Employers Group, Inc. (EGI), their immediate holding company, which were subsequently paid from
EGI to EHL

Based on reported capital, surplus, and dividends paid within the last 12 months, the maximum
dividends that may be paid by EICN and EPIC in 2012 without prior approval by the respective state
insurance regulator are $26.3 million and $13.6 million, respectively.

As of December 31, 2011, the holding company had $188.4 million of cash and cash equivalents and
fixed maturity securities maturing within the next 24 months. Ten million dollars of our line of credit is
payable on each of December 31, 2012 and December 31, 2013. We believe that the liquidity needs of
the holding company over the next 24 months will be met with cash, maturing investments, and
dividends from our insurance subsidiaries.

Share Repurchases. In November 2010, the EHI Board of Directors (Board of Directors)
authorized a share repurchase program of up to $100 million of the Company’s common stock from
November 8, 2010 through June 30, 2012 (the 2011 Program). In November 2011, the Board of
Directors authorized a $100 million expansion of the 2011 Program, to $200 million, and extended the
repurchase authority pursuant to the 2011 Program through June 30, 2013. Repurchases under the 2011
Program may be commenced or suspended from time-to-time without prior notice, and the 2011
Program may be suspended or discontinued at any time. From inception of the 2011 Program through
December 31, 2011, we repurchased a total of 7,004,790 shares of common stock under the 2011
Program at an average price of $15.28 per share, including commissions, for a total of $107.0 million.

Outstanding Debt. In December 2010, we entered into the Third Amended and Restated Credit
Agreement with Wells Fargo (Amended Credit Facility) under which we were provided with: (a) $100.0
million line of credit through December 31, 2011; (b) $90.0 million line of credit from January 1, 2012
through December 31, 2012; (c) $80.0 million line of credit from January 1, 2013 through December 31,
2013; (d) $70 million line of credit from January 1, 2014 through December 31, 2014; and (e) $60 million
line of credit from January 1, 2015 through December 31, 2015. Amounts outstanding bear interest at a
rate equal to, at our option: (a) a fluctuating rate of 1.75% above prime rate or (b) a fixed rate that is
1.75% above the LIBOR rate then in effect. The Amended Credit Facility is secured by fixed maturity
securities and restricted cash and cash equivalents that had a fair value of $126.7 million and $131.0
million at December 31, 2011 and 2010, respectively. The Amended Credit Facility contains customary
non-financial covenants and requires us to maintain $5.0 million of cash and cash equivalents at all
times at the holding company. We are currently in compliance with all applicable covenants. In
accordance with the terms of the contract, we repaid $10.0 million of the line of credit provided by the
Amended Credit Facility on December 31, 2011.

Our total outstanding debt was $122.0 million and $132.0 million as of December 31, 2011 and
2010, respectively. Interest and fees on debt obligations and an interest rate swap totaled $3.6 million
and $5.7 million in 2011 and 2010, respectively.

Our capital structure is comprised of outstanding debt and stockholders’ equity. As of December
31, 2011, our capital structure consisted of a $90.0 million principal balance on our Amended Credit
Facility, $32.0 million in surplus notes maturing in 2034, and $827.4 million of stockholders’ equity,
including the Deferred Gain. Outstanding debt was 12.9% of total capitalization, including the Deferred
Gain, as of December 31, 2011.
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Operating Subsidiaries

Operating Cash and Cash Equivalents and Short-Term Investments. The primary sources of cash for
our insurance operating subsidiaries are funds generated from underwriting operations, investment
income, and maturities and sales of investments. The primary uses of cash are payments of claims and
operating expenses, purchases of investments, and payments of dividends to the parent holding
company, which are subject to state insurance laws and regulations.

Our insurance subsidiaries had total cash and cash equivalents and fixed maturity securities of
$305.1 million maturing within the next 24 months at December 31, 2011. We believe that our
subsidiaries’ liquidity needs over the next 24 months will be met with cash from operations, investment
income, and maturing investments.

We purchase reinsurance to protect us against the costs of severe claims and catastrophic events.
On July 1, 2011, we entered into a new reinsurance program that is effective through June 30, 2012. The
reinsurance program consists of one treaty covering excess of loss and catastrophic loss events in five
layers of coverage. Our reinsurance coverage is $195.0 million in excess of our $5.0 million retention on
a per occurrence basis, subject to a $2.0 million annual aggregate deductible and certain exclusions. We
believe that our reinsurance program meets our needs and that we are sufficiently capitalized.

Our insurance subsidiaries are required by law to maintain a certain minimum level of surplus on a
statutory basis. Surplus is calculated by subtracting total liabilities from total admitted assets. The
amount of capital in our insurance subsidiaries is maintained relative to standardized capital adequacy
measures such as risk-based capital (RBC), as established by the National Association of Insurance
Commissioners. The RBC standard was designed to provide a measure by which regulators can assess
the adequacy of an insurance company’s capital and surplus relative to its operations. An insurance
company must maintain capital and surplus of at least 200% of RBC. Each of our insurance subsidiaries
had total adjusted capital in excess of the minimum RBC requirements that correspond to any level of
regulatory action at December 31, 2011.

Various state regulations require us to keep securities or letters of credit on deposit with the states
in which we do business. Securities having a fair market value of $522.6 million and $558.6 million were
on deposit at December 31, 2011 and 2010, respectively. These laws and regulations govern both the
amount and type of fixed maturity security that is eligible for deposit. Additionally, certain reinsurance
contracts require us to hold funds in trust for the benefit of the ceding reinsurer to secure the
outstanding liabilities we assumed. The fair value of securities held in trust for reinsurance was $40.3
million and $52.9 million at December 31, 2011 and 2010, respectively.

Cash Flows

We monitor cash flows at both the consolidated and subsidiary levels. We use trend and variance
analyses to project future cash needs, making adjustments to our forecasts as appropriate.

The table below shows our net cash flows.

Years Ended December 31,
2011 2010 2009
(in thousands)

Cash and cash equivalents provided by (used in):

Operating activities .........ccooiuiineiiiiiiiniianenannnns $ 43215 $56981 $§ 40,751
Investing activities ........cooeevriiiiiiiiniiiniiieiaienananns 199,159 (51,327) 85,992
Financing activities. ...........ccoviiiiiiiiin e, (109,899)  (74,662)  (135,339)
Increase (decrease) in cash and cash equivalents............. $ 132475  $(69,008) $ (8,596)

Operating Activities. Major components of net cash provided by operating activities in 2011
included: net premiums received of $358.4 million; investment income received of $90.8 million; and
amounts recovered from reinsurers of $46.1 million. These were partially offset by: claims payments of
$316.4 million; underwriting and other operating expenses paid of $86.1 million; commissions paid of
$36.3 million; premium taxes paid of $7.6 million; and policyholder dividends paid of $4.8 million.
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Major components of net cash provided by operating activities in 2010 were net premiums received
of $321.3 million and investment income received of $89.2 million, partially offset by claims payments of
$263.2 (net of reinsurance recoverables), underwriting and other operating expenses paid of $91.5
million, and federal income taxes paid of $1.2 million.

Major components of net cash provided by operating activities in 2009 were net premiums received
of $398.0 million and investment income received of $96.0 million, partially offset by claims payments of
$284.6 million (net of reinsurance recoverables), underwriting and other operating expenses paid of
$177.3 million, and federal income taxes paid of $8.7 million.

Investing Activities. The major sources of net cash provided by investing activities in 2011 were the
sale of certain fixed maturity securities and from maturities and redemptions of other investments
during the year. In 2010, net cash used in investing activities was primarily related to the reinvestment
of funds from maturities and redemptions. Net cash provided by investing activities in 2009 was
primarily due to maturities and redemptions of investments during the year.

Financing Activities. The majority of cash used in financing activities in 2011 and 2010 was to
repurchase $92.0 million and $63.6 million of our common stock, respectively, and to pay dividends to
stockholders. Additionally, cash was used to pay down $10 million on the line of credit provided by the
Amended Credit Facility in 2011. In 2009, the majority of cash used in financing activities was to
repurchase $74.2 million of our common stock and to pay down $50 million of the line of credit
provided by the Amended Credit Facility.

Investments

The amortized cost of our investment portfolio was $1.77 billion and the fair value was $1.95 billion
as of December 31, 2011.

We employ an investment strategy that emphasizes asset quality and considers the durations of
fixed maturity securities against anticipated claim payments and expenditures, other liabilities, and
capital needs. Our investment portfolio is structured so that investments mature periodically in
reasonable relation to current expectations of future claim payments. Currently, we make claim
payments from positive cash flow from operations and use excess cash to invest in operations, invest in
marketable securities, return capital to our stockholders, and fund our growth strategy.

As of December 31, 2011, our investment portfolio, which is classified as available-for-sale,
consisted of 95.0% fixed maturity securities whose fair values may fluctuate due to interest rate
changes. We strive to limit interest rate risk by managing the duration of our fixed maturity securities.
Our fixed maturity securities (excluding cash and cash equivalents) had a duration of 4.2 at December
31, 2011. To minimize interest rate risk, our portfolio is weighted toward short-term and intermediate-
term bonds; however, our investment strategy balances consideration of duration, yield, and credit risk.
Our investment guidelines require that the minimum weighted average quality of our fixed maturity
securities portfolio shall be “AA.” During the third quarter of 2011, U.S. Treasuries, U.S. Agencies, and
U.S. Agency backed securities were downgraded to “AA+” by Standard & Poor’s (S&P), from “AAA.”
The percentage of our fixed maturity portfolio that was rated “AAA” declined by 26.9 percentage
points, to 10.8%, year-over-year as of December 31, 2011 primarily due to this downgrade; however,
our fixed maturity securities portfolio continued to have a weighted average quality of “AA” as of
December 31, 2011, with 70.5% of the market value rated “AA” or better.

We carry our portfolio of equity securities on our balance sheet at fair value. We minimize our
exposure to equity price risk by investing primarily in the equity securities of mid-to-large capitalization
issuers and by diversifying our equity holdings across several industry sectors. Equity securities
represented 5.0% of our investment portfolio at December 31, 2011.

Given the economic uncertainty and continued market volatility, we believe that our asset
allocation best meets our strategy to preserve capital for policyholders, to provide sufficient income to
support insurance operations, and to effectively grow book value over a long-term investment horizon.

We seek to maximize total investment returns within the constraints of prudent portfolio
management. The asset allocation is reevaluated by the Finance Committee of the Board of Directors
on a quarterly basis. We employ Conning Asset Management (Conning) to act as our independent
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investment manager. Conning follows our written investment guidelines based upon strategies approved
by the Board of Directors. In addition to the construction and management of the portfolio, we utilize
the investment advisory services of Conning. These services include investment accounting and
company modeling using Dynamic Financial Analysis (DFA). The DFA tool is utilized to develop
portfolio targets and objectives, which in turn are used in constructing an optimal portfolio.

The following table shows the estimated fair value, the percentage of the fair value to total invested
assets, and the average tax equivalent yield based on the fair value of each category of invested assets as
of December 31, 2011.

Estimated

Category Fair Value  Percentage of Total Yield
(in thousands, except percentages)

U.S. Treasuries..........ccoveiiiiiiiiaaninenn. $ 137,365 7.0% 3.2%
US. Agencies........oooviniiieniniiiinnninen.. 108,448 5.7 3.4
States and municipalities ........................ 789,636 40.5 59
Corporate securities.........coevvueenievennen.. 501,669 257 4.7
Residential mortgaged-backed securities. ........ 281,511 14.4 4.8
Commercial mortgaged-backed securities........ 21,665 11 5.0
Asset-backed securities. ...l 12,405 0.6 4.0
Equity securities ...........c.coeiiiiiiiiiiann.. 98,046 50 4.7
Total Investments ........ovvivrvirnneneninnenn.s $1,950,745 100.0%
Weighted average yield ......................... 5.0%

The following table shows the percentage of total estimated fair value of our fixed maturity
securities as of December 31, 2011 by credit rating category, using the lower of ratings assigned by
Moody’s Investor Service and/or S&P.

Percentage of Total

Rating Estimated Fair Value
A A A e 10.8%
A A e e 59.7

A e e e e e e s 18.7
BB B ittt e 10.7

Below Investment Grade.........ccooiviiiiiiiiiiiii i 0.1

1o - | A 100.0%

Investments that we currently own could be subject to default by the issuer or could suffer declines
in fair value that become other-than-temporary. We regularly assess individual securities as part of our
ongoing portfolio management, including the identification of other-than-temporary declines in fair
value. Our other-than-temporary assessment includes reviewing the extent and duration of declines in
fair value of investments below amortized cost, historical and projected financial performance and near-
term prospects of the issuer, the outlook for industry sectors, credit rating, and macro-economic
changes. We also make a determination as to whether it is not more likely than not that we will be
required to sell the security before its fair value recovers above cost, or to maturity.

Based on our review of fixed maturity and equity securities, we believe that we appropriately
identified the declines in the fair values of our unrealized losses at December 31, 2011 and 2010. We
determined that the unrealized losses on fixed maturity securities were primarily the result of prevailing
interest rates and not the credit quality of the issuers. The fixed maturity securities whose fair value was
less than amortized cost were not determined to be other-than-temporarily impaired given the severity
and duration of the impairment, the credit quality of the issuers, the Company’s intent on not selling the
securities, and a determination that it is not more likely than not that the Company will be required to
sell the securities until fair value recovers to above cost, or to maturity.

Based on reviews of the equity securities as of December 31, 2011, the Company recognized total
impairments of $0.1 million in the fair values of four equity securities as a result of the severity and
duration of the change in fair values of those securities. We also determined that the unrealized losses
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on equity securities at December 31, 2010

were not considered to be other-than-temporary due to the

financial condition and the near term prospects of the issuers.

The cost or amortized cost, gross unrealized gains, gross unrealized losses, and estimated fair value

of our investments were as follows:

At December 31, 2011

Fixed maturity securities
U.S. Treasuries
U.S. Agencies
States and municipalities
Corporate
Residential mortgage-backed securities.
Commercial mortgage-backed securities
Asset-backed securities

.........................
..........................

Total fixed maturity securities

Equity securities

Total investments

At December 31, 2010

Fixed maturity securities
U.S. Treasuries
U.S. Agencies
States and municipalities
Corporate
Residential mortgage-backed securities.
Commercial mortgage-backed securities
Asset-backed securities

..............................

Total fixed maturity securities

Equity securities

Total investments

.........................

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value
(in thousands)

.......... $ 122144 $ 15,222 $ (1) $ 137,365
.......... 101,520 6,942 (14) 108,448
.......... 719,431 70,391 (186) 789,636
.......... 467,470 35,745 (1,546) 501,669
.......... 262,961 19,154 (604) 281,511
.......... 20,756 910 1 21,665
.......... 11,934 471 — 12,405
.......... 1,706,216 148,835 (2,352) 1,852,699
.......... 64,962 34,639 (1,555) 98,046
.......... $1,771,178  $183,474 $(3,907)  $1,950,745
.......... $ 135265 $ 9,619 $ (159) $ 144,725
.......... 116,747 7,142 (87) 123,802
.......... 927,668 43,054 (4,720) 966,002
.......... 453,851 28,655 (3,082) 479,424
.......... 230,518 16,926 (688) 246,756
.......... 23,877 1,201 4] 25,077
.......... 13,852 727 1) 14,578
.......... 1,901,778 107,324 (8,738) 2,000,364
.......... 49,281 30,967 (118) 80,130
.......... $1,951,059 $138,291 $(8,856) $2,080,494

The amortized cost and estimated fair value of fixed maturity securities at December 31, 2011, by
contractual maturity, are shown below. Expected maturities differ from contractual maturities because
borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.

Due in one year or less
Due after one year through five years
Due after five years through ten years
Due after ten years
Mortgage and asset-backed securities

...................

.......................

......................................

Estimated
Amortized Cost Fair Value

(in thousands)

........................... $ 114,877 $ 116,654
........................... 535,800 573,508
........................... 554,960 617,280
........................... 204,928 229,676
........................... 295,651 315,581
........................... $1,706,216 $1,852,699
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Net realized and unrealized investment gains (losses) on fixed maturity and equity securities were

as follows:
December 31,

2011 2010 2009
(in thousands)

Net realized gains (losses):

Fixed maturity SECUITHES ... .vurue et e etneein e iiaeiieeeeeeennn, $19315 $ 710 § (855)
EqUity SECUTItIES . ... .vitttt ittt et eaaaenes 846 9,427 1,820
Short-term investments and other.................. ...l — — (174)

$20,161 $10,137 § 791
Change in unrealized gains (losses):

Fixed maturity SECUTITtIes ... ...vuuerte et et e e aeaaanne $47,897 $(2,632) $62,054
Equity SECUIities .. .......ouuiteniitit i 2,235 1,517 13,820
Short-term INVESTMENTS. ..o v ettt ee e enenaenananns — — (72)

$50,132  $(1,115) $75,802

Net investment income was as follows:

December 31,
2011 2010 2009
(in thousands)

Fixed maturity SECUTTtIES ... ...vvureer ettt e e e ennaeneannns $79,600 $83,730 $89,522
EqUity SECUTIHES. - .o v vt ittt ettt e e e e i eeeee e 1,885 1,399 1,402
Short-term investments and cash equivalents............................ 1,040 327 1,910

82,525 85456 92,834
INVeStMEnt EXPEIMSES. ...« euutne ittt ettt e e (2,408) (2/424) (2,350)
Net Investment INCOME . .. ..vueiuierertree it iaeeiaranrenreannneanenns $80,117 $83,032 $90,484

Contractual Obligations and Commitments

The following table identifies our long-term debt and contractual obligations as of December 31,

2011.
Payment Due By Period

Less Than More Than
Total 1-Year 1-3 Years 4-5 Years 5-Years
(in thousands)
Operating leases.............coeeveneenin.. $ 30,714 $ 7,45 $ 13,199 $§ 7885 § 2485
Purchased liabilities ...................... 84 84 — — —
Notes payable® .......................... 160,641 12,918 25,359 63,948 58,416
Capital leases..........coovvviviiiinin.n 1,126 1,019 107 — —
Losses and LAE reserves®® ... ........ 2,272,363 254,333 317,565 217,919 1,482,546
Total contractual obligations.............. $2,464,928 $275499 $356,230 $289,752  $1,543,447

(1) Notes payable obligations reflect payments for the principal and estimated interest expense based on LIBOR rates plus a
margin. The estimated interest expense was based on the contractual obligations of the debt outstanding as of December 31,
2011. The interest rates range from 1.55% to 4.76%.

(2) The losses and LAE reserves are presented gross of reinsurance recoverables for unpaid losses, which were as follows for
each of the periods presented above:

Recoveries Due By Period

Less Than More Than
Total 1 Year 1-3 Years  4-5 Years 5 Years
(in thousands)
Reinsurance recoverables............cvveiiiieneinnn... $(940,840) $(44,590) $(87,284) $(84,360) $(724,606)

(3) Estimated losses and LAE reserve payment patterns have been computed based on historical information. Our calculation of
loss and LLAE reserve payments by period is subject to the same uncertainties associated with determining the level of
reserves and to the additional uncertainties arising from the difficulty of predicting when claims (including claims that have
not yet been reported to us) will be paid. For a discussion of our reserving process, see “—Critical Accounting Policies—
Reserves for Losses and LAE.” Actual payments of losses and LAE by period will vary, perhaps materially, from the above
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table to the extent that current estimates of losses and LAE reserves vary from actual ultimate claims amounts due to
variations between expected and actual payout patterns.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements.

Critical Accounting Policies

The preparation of financial statements in accordance with GAAP requires both the use of
estimates and judgment relative to the application of appropriate accounting policies. Our accounting
policies are described in the Notes to our Consolidated Financial Statements, but we believe that the
following matters are particularly important to an understanding of our financial statements because
changes in these estimates or changes in the assumptions used to make them could have a material
impact on our results of operations, financial condition, and cash flows.

Reserves for Losses and LAE

Accounting for workers’ compensation insurance requires us to estimate the liability for the
expected ultimate cost of unpaid losses and LAE (loss reserves) as of a balance sheet date. Loss reserve
estimates are inherently uncertain because the ultimate amount we pay for many of the claims we have
incurred as of the balance sheet date will not be known for many years. Our estimate of loss reserves is
intended to equal the difference between the expected ultimate losses and LAE of all claims that have
occurred as of a balance sheet date and amounts already paid. We establish loss reserves based on our
own analysis of emerging claims experience and environmental conditions in our markets and review of
the results of various actuarial projections. Our aggregate carried reserve for unpaid losses and LAE is
the sum of our reserves for each accident year (point estimate) and represents our best estimate of
outstanding loss reserves.

The amount by which estimated losses in the aggregate differ from those previously estimated for a
specific time period is known as reserve “development.” Reserve development is unfavorable when
losses ultimately settle for more than the amount reserved or subsequent estimates indicate a basis for
reserve increases on open claims, causing the previously estimated loss reserves to be “deficient.”
Reserve development is favorable when estimates of ultimate losses indicate a decrease in established
reserves, causing the previously estimated loss reserves to be “redundant.” Development is reflected in
our operating results through an adjustment to incurred losses and LAE during the period in which it is
recognized.

Although claims for which reserves are established may not be paid for several years or more, we
do not discount loss reserves in our financial statements for the time value of money.

The three main components of our reserves for unpaid losses and LAE are case reserves, incurred
but not reported (IBNR) reserves, and LAE reserves.

When losses are reported to us, we establish, individually, estimates of the ultimate cost of the
claims (case reserves). These case reserves are continually monitored and revised in response to new
information and for amounts paid.

IBNR is an actuarial estimate of future payments on claims that have occurred but have not yet
been reported to us. In addition to this provision for late reported claims, we also estimate, and make a
provision for, the extent to which the case reserves on known claims may develop and for additional
payments on closed claims, known as “reopening.” IBNR reserves apply to the entire body of claims
arising from a specific time period, rather than a specific claim. Most of our IBNR reserves relate to
estimated future claim payments on recorded open claims.

LAE reserves are our estimate of the future expenses of investigating, administering, and settling
claims, including legal expenses that will be paid to manage claims that have occurred. LAE reserves
are established in the aggregate, rather than on a claim-by-claim basis.

A portion of our obligations for losses and LAE are ceded to unaffiliated reinsurers. The amount
of reinsurance that will be recoverable on our losses and LAE reserves includes both the reinsurance
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recoverable from our excess of loss reinsurance policies, as well as reinsurance recoverable under the
terms of the LPT Agreement.

Our reserve for unpaid losses and LAE (gross and net of reinsurance), including the main
components of such reserves, were as follows:

As of December 31,

2011 2010 2009
(in thousands)

S TESEIVES . o\t i vttt ittt et e nr et aeeneannennens $ 935263 § 897401 §$ 915378
IBN R .. e e e 1,047,220 1,089,498 1,198,019
LA it e e s 289,880 292 830 312,261
Gross unpaid losses and LAE ..., 2,272,363  2279,729 2,425,658
Less reinsurance recoverables on unpaid losses and LAE, gross 940,840 956,043 1,052,505
Net unpaid losses and LAE ..........coiiiiiiiiviininiiannan., $1,331,523 $1,323,686 $1,373,153

We use actuarial methodologies to analyze and estimate the aggregate amount of unpaid losses and
LAE. Management considers the results of various actuarial projection methods and their underlying
assumptions, among other factors, in establishing reserves for unpaid losses and LAE.

Judgment is required in the actuarial estimation of loss reserves, including the selection of various
actuarial methodologies to project the following: the ultimate cost of claims; the selection of projection
parameters based on historical company data, industry data, and other benchmarks; the identification
and quantification of potential changes in parameters from historical levels to current and future levels
due to changes in future claims development expectations; and the weighting of differing reserve
indications resulting from alternative methods and assumptions. The adequacy of our ultimate loss
reserves is inherently uncertain and represents a significant risk to our business. We attempt to mitigate
this risk through our claims management process and by monitoring and reacting to statistics relating to
the cost and duration of claims.

We retain an independent actuarial consulting firm (Consulting Actuary) to perform comprehen-
sive studies of our liability for losses and LAE on a semi-annual basis. The role of the Consulting
Actuary is to conduct sufficient analyses to produce a range of reasonable estimates, as well as a point
estimate, of our liability for unpaid losses and LAE, and to present those results to our actuarial staff
and to management.

In 2009, we changed our Consulting Actuary. Prior to this change, the Consulting Actuary based its
point estimate for EICN strictly on the basis of paid loss development methods. Beginning in 2009, our
new Consulting Actuary determined its point estimate for EICN based on a combination of
methodologies, similar to those utilized for our other insurance subsidiaries, as described below. While
such a determination, based on a combination of methodologies is valid, this change in methodologies
prevents direct year-over-year comparison of the Consulting Actuaries’ point estimates. The new
Consulting Actuary has provided us with a separate calculation for EICN that is based strictly on the
historically utilized paid loss methods. This calculation in combination with the new Consulting
Actuary’s point estimate for our other insurance subsidiaries allows for comparability of our overall
carried reserves, relative to the previous Consulting Actuary’s calculations. Management believes that
using strictly paid loss methods for Nevada losses is the preferred approach given our depth of
knowledge of Nevada losses and the consistency of paid data over time resulting from and related to the
statutory prohibition of entering into full and final settlements of Nevada claims.

We compile and aggregate our claims data by grouping the claims according to the year or quarter
in which the claim occurred (“accident year” or “accident quarter”) when analyzing claim payment and
emergence patterns and trends over time. Additionally, claims data is aggregated and compiled
separately for different types of claims or claimant benefits, or for different states or groups of states in
which we do business, or both.

Our internal actuaries and the Consulting Actuary prepare reserve estimates for all accident years
using our own historical claims data and many of the generally accepted actuarial methodologies for
estimating loss reserves, such as paid loss development methods, incurred loss development methods,
and Bornhuetter-Ferguson methods. These methods vary in their responsiveness to different
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information, characteristics and dynamics in the data, and the results assist the actuary in considering
these characteristics and dynamics in the historical data. The methods employed for each segment of
claims data, and the relative weight accorded to each method, vary depending on the nature of the
claims segment and on the age of the claims.

Each actuarial methodology requires the selection and application of various parameters and
assumptions. The key parameters and assumptions include: the pattern with which our aggregate claims
data will be paid or will emerge over time; claims cost inflation rates; the effects of legislative benefit
changes and/or judicial changes; and trends in the frequency of claims, both overall and by severity of
claim. We believe the pattern with which our aggregate claims data will be paid or emerge over time
and claims cost inflation rates are the most important parameters and assumptions.

In Nevada, one method involves adjusting historical data for inflation. The inflation rates used in
the analysis are judgmentally selected based on historical year-to-year movements in the cost of claims
observed in our insurance subsidiaries’ data and industry-wide data, as well as on broader inflation
indices. The results of this method would differ if different inflation rates were selected.

In projections using December 31, 2011 data, the method that uses explicit medical cost inflation
assumptions included medical cost inflation assumptions ranging from 4.5% to 6.5%. The selection of
medical cost inflation assumptions used has been based on observed recent and longer-term historical
medical cost inflation in our claims data and in the U.S. economy more generally. The rate of medical
cost inflation, as reflected in our historical medical payments per claim, has averaged approximately
4.5% over the past ten years. The rate of medical cost inflation in the general U.S. economy, as
measured by the consumer price index-medical care, has averaged approximately 3.9% over the past
ten years.

Management along with internal actuarial staff and the Consulting Actuary separately analyze
LAE and estimate unpaid LAE. These analyses rely primarily on examining the relationship between
the aggregate amounts that have been spent on LAE historically, compared with the volume of claims
activity for the corresponding historical calendar periods. The portion of unpaid LLAE that will be
recoverable from reinsurers is estimated based on the contractual reinsurance terms.

The range of estimates of loss reserves produced by the Consulting Actuary is intended to
represent the range in which it is most likely that the ultimate losses will fall. This range is narrower
than the range of indications produced by the individual methods applied because it is not likely that
the high or low result will emerge for every claim segment and accident year. The Consulting Actuary’s
point estimate of loss reserves is based on a judgmental selection for each claim segment from within
the range of results indicated by the different actuarial methods.

Management formally establishes loss reserves for financial statement purposes on a quarterly
basis. In doing so, we make reference to the most current analyses of our Consulting Actuary, including
a review of the assumptions and the results of the various actuarial methods used. Comprehensive
studies are conducted as of June 30 and December 31 by both internal actuarial staff and the Consulting
Actuary. On the alternate quarters, the results of the preceding quarter’s studies are updated for actual
claim payment activity by internal actuarial staff.

The aggregate carried reserve calculated by management represents our best estimate of our
outstanding unpaid losses and LAE. We believe that we should be conservative in our reserving
practices due to the “long-tail” nature of workers’ compensation claims payouts, the susceptibility of
those future payments to unpredictable external forces such as medical cost inflation and other
economic conditions, and the actual variability of loss reserve adequacy that we have observed in the
workers’ compensation insurance industry.

In establishing management’s best estimate of unpaid losses and LAE at December 31 for the last
three years, management and internal actuarial staff reviewed and considered the following: (a) the
Consulting Actuary’s assumptions, point estimate, and range; (b) the inherent uncertainty of workers’
compensation liabilities for unpaid losses and LAE; and (c) the potential for legislative and/or judicial
reversal of California workers’ compensation reforms. Management did not quantify a specific loss
reserve increment for each uncertainty, but rather established an overall provision for loss reserves that
represented management’s best estimate of unpaid losses and LAE in light of the historical data,
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actuarial assumptions, point estimate and range, and current facts and circumstances. Management
continued to use a range and point estimate for EICN based on paid loss methods, which our
experience in Nevada indicates is more appropriate.

Management’s best estimate of unpaid losses and LAE, net of reinsurance, was $8.4 million, $13.8
million, and $54.6 million above the value calculated based on the historically utilized paid loss methods
for EICN and a combination of methodologies for our other insurance subsidiaries at December 31,
2011, 2010, and 2009, respectively.

The table below provides the actuarial range of estimated liabilities for net unpaid losses and LAE
and our carried reserves.

As of December 31,

2011 2010 2009

T (in thousands) T
Low end of actuarial range................c.ovenenn... $1,227199 $1,244,038 $1,234,222
Carried TeSeIVES . ...v ittt e e eaiiineaneas 1,331,523 1,323,686 1,373,153
High end of actuarial range ........................... 1,471,971 1,499,042 1,523,983

The following table reconciles the changes in loss reserves.

As of December 31,
2011 2010 2009
(in thousands)

Unpaid losses and LAE, gross of reinsurance, at beginning of

PEHIOA . .ttt e $2,279,729 $2,425,658 $2,506,478
Less reinsurance recoverable, excluding bad debt allowance, on

unpaid losses and LAE unpaid losses and LAE.............. 956,043 1,052,505 1,076,350
Net unpaid losses and LAE at beginning of period............. 1,323,686 1,373,153 1,430,128
Losses and LAE, net of reinsurance, incurred in:

(0201 (<3 1 LAY ¥ 280,683 227,143 283,827

g 07 g =% | - 1,127 (14,130) (51,359)
Total net losses and LAE incurred during the period........... 281,810 213,013 232,468
Deduct payments for losses and LAE, net of reinsurance,

related to:

L0111y (3 (LAY | A 55,405 55,827 74,944

Prior Years ......ouvniiiiiiiiii it e e 218,568 206,653 214,499
Total net payments for losses and LAE during the period...... 273,973 262,480 289,443
Ending unpaid losses and LAE, net of reinsurance............. 1,331,523 1,323,686 1,373,153
Reinsurance recoverable, excluding bad debt allowance, on

unpaid losses and LAE unpaid losses and LAE .............. 940,840 956,043 1,052,505

Unpaid losses and LAE, gross of reinsurance, at end of period $2,272,363 $2,279,729 $2,425,658

Total net losses and LAE included in the above table excludes the impact of the amortization of
the Deferred Gain.

The increase in the estimate of incurred losses and LAE attributable to insured events of prior
years in 2011 was related to the Company’s assigned risk business, while the decreases in 2010 and 2009
were due to favorable development in those prior accident years. The sources of favorable development
include actual paid losses that were less than expected and the impact of new information on selected
patterns of claims emergence and payment used in the projection of future loss payments. New
information includes our own data regarding patterns of claims emergence, development and payment
that have been observed in the most recent periods, and external information regarding the workers’
compensation environments in the states in which we operate.

As of December 31, 2011, California and Nevada represented approximately 78% of our reserves
for unpaid losses and LAE on our consolidated balance sheet.

In California, where our operations began in 2002, the actuaries and management’s initial
expectations of ultimate losses and patterns of loss emergence and payment were based on benchmarks
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derived from analyses of historical insurance industry data in California. No historical data from our
California insurance subsidiary existed prior to July 1, 2002; however, some historical data was available
for the prior years for some of the market segments we entered in California, but was limited as to the
number of loss reserve evaluation points available. The industry-based benchmarks were judgmentally
adjusted for the anticipated impact of significant environmental changes, specifically the enactment of
major changes to the statutory workers’ compensation benefit structure and the manner in which claims
are administered and adjudicated in California. The actual emergence and payment of claims by our
California insurance subsidiary has been more favorable than those initial expectations through 2009,
due at least in part to the impact of enactment of the major changes in the California workers’
compensation environment; however, our recent loss experience, beginning in 2010, indicates an upward
trend in medical costs that is reflected in our loss reserves. We assume that increasing medical cost
trends will continue and will impact our long-term claims costs and loss reserves.

In Nevada, we have compiled a lengthy history of workers’ compensation claims payment patterns
based on the business of the Nevada State Industrial Insurance System (the Fund) and EICN, but the
emergence and payment of claims in recent years has been more favorable than in the long-term history
in Nevada with the Fund. The expected patterns of claim payments and emergence used in the
projection of our ultimate claim payments are based on both long and short-term historical data. In
recent evaluations, claim patterns have continued to emerge in a manner consistent with short-term
historical data. Consequently, our selection of claim projection patterns has relied more heavily on
patterns observed in recent years.

Our insurance subsidiaries have been operating in a period characterized by changing
environmental conditions in our major markets, entry into new markets, and operational changes.
During periods characterized by such changes, at each evaluation, the actuaries and management must
make judgments as to the relative weight to accord to long-term historical and recent company data,
external data, evaluations of environmental and operational changes, and other factors in selecting the
methods to use in projecting ultimate losses and LAE, the parameters to incorporate in those methods,
and the relative weights to accord to the different projection indications. At each evaluation,
management has given weight to new data, recent indications, and evaluations of environmental
conditions and changes that implicitly reflect management’s expectation as to the degree to which the
future will resemble the most recent information and most recent changes, compared with long-term
claim payment, claims emergence, and claim cost inflation patterns.

More than 59% of our claims payments during the three years ended December 31, 2011 related to
medical care for injured workers. The utilization and cost of medical services in the future is a
significant source of uncertainty in the establishment of loss reserves for workers’ compensation. Our
loss reserves are established based on reviewing the results of actuarial methods, some of which do not
contain explicit medical claim cost inflation rates, however, because medical care may be provided to an
injured worker over many years, and in some cases decades, the pace of medical claim cost inflation has
a significant impact on our ultimate claim payments. For example, if the rate of medical claim cost
inflation increases by 1% above the inflation rate that is implicitly included in the loss reserves at
December 31, 2011, we estimate that future medical costs over the lifetime of current claims would
increase by approximately $81 million on a net-of-reinsurance basis.

The range of estimates of unpaid losses and LAE produced by our actuarial reviews of medical cost
inflation data provide some indication of the potential variability of future losses and LAE payments;
however, the full range of potential variation is difficult to estimate because our insurance subsidiaries
do not have a lengthy operating history in many of the states in which we now operate.

Our reserve estimates reflect expected increases in the costs of contested claims, but do not assume
any losses resulting from significant new legal liability theories. Our reserve estimates also assume that
there will not be significant future changes in the regulatory and legislative environment. In the event of
significant new legal liability theories or new regulation or legislation, we will attempt to quantify its
impact on our business.
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If the actual unpaid losses and LAE were at the high or the low end of the actuarial range, the
impact on our financial results would have been as follows:
December 31,

2011 2010 2009
(in thousands)

Increase (decrease) in reserves

Atlowend of range .........ooeiiiiiniin ittt $(104,324) § (79,648) $(138,931)

Athighendofrange ..........c.ooiiiiiiiiiiiiiii ... 140,448 175,356 150,830
Increase (decrease) in equity and net income, net of income tax

effect

Atlowend of range ........oviiiiiiiiiii ittt $ 67811 $ 51,771 $ 90,305

Athighendof range ..........co.iiiiiiniiiiiiiiii i (91,291) (113,981)  (98,040)

Actual losses are affected by a more complex combination of forces and dynamics than any one
model or actuarial methodology can represent, and each methodology is an approximation of these
complex forces and dynamics. None of the methods are designed or intended to produce an indication
that is systematically higher or lower than the other methods. At any given evaluation date, some of the
actuarial projection methods produce indications outside the Consulting Actuary’s selected range.
Accordingly, we believe that the range of potential outcomes is considerably wider than the actuarially
estimated range of the most likely outcomes. We increased our prior years’ reserves for unpaid losses
and LAE by $1.1 million as of December 31, 2011, while we decreased our prior years’ reserves for
unpaid losses and LAE by $14.1 million and $51.4 million as of December 31, 2010 and 2009,
respectively, illustrating that changes in estimates of loss reserves can be significant from year-to-year.
We have no basis for anticipating whether actual future payments of losses and LAE may be either
greater than or less than the reserve for unpaid losses and LAE currently on our balance sheet.

Reinsurance Recoverables

Reinsurance recoverables represent: (a) amounts currently due from reinsurers on paid losses and
LAE; (b) amounts recoverable from reinsurers on case basis estimates of reported losses; and (c)
amounts recoverable from reinsurers on actuarial estimates of IBNR for losses and LAE. These
recoverables are based on our current estimates of the underlying losses and LAE, and are reported on
our consolidated balance sheets separately as assets, as reinsurance does not relieve us of our legal
liability to policyholders. We bear credit risk with respect to the reinsurers, which can be significant
considering that some of the unpaid losses and LAE remain outstanding for an extended period of time.
Reinsurers may refuse or fail to pay losses that we cede to them, or they might delay payment. We are
required to pay losses even if a reinsurer refuses or fails to meet its obligations under the applicable
reinsurance agreement. We continually monitor the financial condition and rating agency ratings of our
reinsurers. No material amounts due from reinsurers have been written-off as uncollectible since our
inception in 2000, and we believe that amounts currently reflected in our consolidated financial
statements will similarly not require any material prospective adjustment.

Under the LPT Agreement, the Fund initially ceded $1.5 billion in liabilities for the incurred but
unpaid losses and LAE related to claims incurred prior to July 1, 1995 for consideration of $775.0
million in cash. The estimated remaining liabilities subject to the LPT Agreement were $807.5 million
as of December 31, 2011. Losses and LAE paid with respect to the LPT Agreement totaled $569.9
million at December 31, 2011. We account for the LPT Agreement as retroactive reinsurance. Entry
into the LPT Agreement resulted in a deferred reinsurance gain that was recorded on our consolidated
balance sheet as a liability. This deferred gain is being amortized using the recovery method, whereby
the amortization is determined by the proportion of actual reinsurance recoveries to total estimated
recoveries, and the amortization is reflected in losses and LAE. In addition, we are entitled to receive a
contingent commission under the LPT Agreement. The contingent profit is an amount based on the
favorable difference between actual paid losses and LAE and expected paid losses and LAE as
established in the LPT Agreement. The calculation of actual amounts paid versus expected amounts is
determined every five years beginning June 30, 2004 for the first twenty-five years of the agreement.
We are paid 30% of the favorable difference between the actual and expected losses and LAE paid at
each calculation point. Each quarter, management records its best estimate of the estimated ultimate
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contingent profit commission through June 30, 2024, which is impacted by estimates for ceded loss and
LAE reserves (see-Reserves for Losses and LAE). Changes in estimates of the reserves ceded under
the LPT Agreement may significantly impact the accrued contingent profit commission on our
consolidated balance sheet and commission expense in our consolidated statement of comprehensive
income. Any changes in the estimated contingent profit commission are reflected in commission
expense in the period that the estimate is revised.

Recognition of Premium Revenue

Premium revenue is recognized over the period of the contract in proportion to the amount of
insurance protection provided. At the end of the policy term, payroll-based premium audits are
performed on substantially all policyholder accounts to determine net premiums earned for the policy
year. Earned but unbilled premiums include estimated future audit premiums based on our historical
experience. These estimates are subject to changes in policyholders’ payrolls, economic conditions, and
seasonality, and are continually reviewed and adjusted as experience develops or new information
becomes known. Any such adjustments are included in current operations; however, they are partially
offset by the resulting changes in losses and LAE, commission expenses, and premium taxes. Although
considerable variability is inherent in such estimates, we believe that amounts currently reflected in our
consolidated financial statements will similarly not require any material prospective adjustment.

Income Taxes

Our accounting for income taxes considers the current and deferred tax consequences of all
transactions that have been recognized in our consolidated financial statements using the provisions of
enacted tax laws. Deferred tax assets and liabilities are determined based on differences between the
financial reporting and tax bases of assets and liabilities and are measured using the enacted tax rates
and laws that will be in effect when the differences are expected to reverse. The effect on deferred tax
assets and liabilities resulting from a tax rate change affects our net income or loss in the period that
includes the enactment date of the tax rate change. Our income tax returns are subject to audit by the
Internal Revenue Service and various state tax authorities. Significant disputes may arise with these tax
authorities involving issues of the timing and amount of deductions and allocations of income among
various tax jurisdictions because of differing interpretations of tax laws and regulations. We periodically
evaluate our exposures associated with tax filing positions. Although we believe our positions comply
with applicable laws, we record liabilities based upon estimates of the ultimate outcomes of these
matters.

In assessing whether our deferred tax assets will be realized, we consider whether it is more likely
than not that we will generate future taxable income during the periods in which those temporary
differences become deductible. We consider the scheduled reversal of deferred tax liabilities, tax
planning strategies, and projected future taxable income in making this assessment. If necessary, we
establish a valuation allowance to reduce the deferred tax assets to the amounts that are more likely
than not to be realized.

Valuation of Investments

Our investments in fixed maturity and equity securities are classified as available-for-sale and are
reported at fair value with unrealized gains and losses excluded from earnings and reported as a
separate component of equity, net of deferred taxes, in accumulated other comprehensive income, net.
Realized gains and losses on sales of investments are recognized in operations on a specific-
identification basis.

Fair values of our available-for-sale fixed maturity and equity securities are based on quoted
market prices, where available. These fair values are obtained primarily from third party pricing
services, which generally use Level 1 or Level 2 inputs in accordance with FASB guidance. The
Company obtains a quoted price for each security from third party pricing services, which are derived
through recently reported trades for identical or similar securities. For securities not actively traded, the
third party pricing services may use quoted market prices of similar instruments or discounted cash flow
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analyses, incorporating inputs that are currently observable in the markets for similar securities. Inputs
that are often used in the valuation methodologies include, but are not limited to, broker quotes,
benchmark yields, credit spreads, default rates, and prepayment speeds. The Company also performs
quarterly analysis on the prices received from third parties to determine whether the prices are
reasonable estimates of fair value, including confirming the fair values of these securities through
observable market prices using an alternative pricing source. If unusual fluctuations are noted in this
review, the Company may obtain additional information from other pricing services to validate the
quoted price.

Impairment of Investment Securities. When, in the opinion of management, a decline in the fair
value of an equity security below its cost is considered to be “other-than-temporary,” the equity
security’s cost is written down to its fair value at the time the other-than-temporary decline is identified.
The determination of an other-than-temporary decline for debt securities includes, in addition to other
relevant factors, a presumption that if the fair value is below cost by a significant amount for a period of
time, a bifurcation of the write-down may be necessary. If management has the intent to sell the debt
security or more likely than not will be required to sell the debt security before its anticipated recovery,
the investment is written down to its fair value and the entire impairment is recorded as a realized loss
due to credit in the accompanying consolidated statements of comprehensive income. If management
does not have the intent to sell or will not be required to sell the debt security but does not expect to
recover the amortized cost basis of the debt security, the amount of the other-than-temporary
impairment is bifurcated between credit loss and other loss and recorded as a component of realized
gains and losses and in other comprehensive income, respectively, in the consolidated statements of
comprehensive income. The amount of any write-down is determined by the difference between the
cost or amortized cost of the debt security and its fair value at the time the other-than-temporary
decline is identified.

Goodwill and Other Intangible Assets

We prepare a valuation analysis for goodwill and other intangible assets, whereby we identify
whether events have occurred that may impact the carrying value of these assets and make assumptions
regarding future events, such as cash flows and profitability. Differences between the assumptions used
to prepare these valuations and actual results could materially impact the carrying amount of these
assets and our operating results.

New Accounting Standards

Deferred Policy Acquisition Costs

In October 2010, the FASB issued Accounting Standards Update (ASU) Number 2010-26,
Accounting for Costs Associated with Acquiring or Renewing Insurance Contracts, which is expected to
have a material impact on our consolidated financial condition and results of operations. This update
changes the definition of acquisition costs which may be capitalized to specify costs which relate directly
to the successful acquisition of new or renewal insurance contracts; adds to the definition the concept of
incremental costs; further restricts costs to be capitalized by identifying only those costs which may be
capitalized; and requires additional granularity in the disclosures related to the type of acquisition costs
capitalized during the period. This guidance became effective for interim and annual reporting periods
beginning after December 15, 2011. We expect to adopt this standard on a prospective basis and
currently estimate that adoption of ASU 2010-06 will increase our underwriting and other operating
expenses by approximately $7 million in 2012.

Other Recent Accounting Guidance

Prior to December 31, 2011, additional accounting guidance had been issued that we either
implemented during 2011 or will implement in future periods. None of this guidance had or is expected
to have a material effect on our consolidated financial condition or results of operations. See Note 3 in
the Notes to our Consolidated Financial Statements.
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Item 7A. Quantitative and Qualitative Disclosures About Market Risk

Market risk is the risk of potential economic loss principally arising from adverse changes in the
fair value of financial instruments. The major components of market risk affecting us are credit risk,
interest rate risk, and equity price risk.

Credit Risk

Our fixed maturity securities portfolio is exposed to credit risk, which we attempt to manage
through issuer and industry diversification. Our investment guidelines include limitations on the
minimum rating of fixed maturity securities in our investment portfolio, as well as restrictions on
investments in fixed maturity securities of a single issuer.

We also bear credit risk with respect to the reinsurers, which can be significant considering that
some of the unpaid losses and LAE remain outstanding for an extended period of time. We are
required to pay losses even if a reinsurer refuses or fails to meet its obligations under the applicable
reinsurance agreement. We continually monitor the financial condition and rating agency ratings of our
reinsurers.

Interest Rate Risk

Investments

The fair value of our fixed maturity securities portfolio is exposed to interest rate risk, the risk of
loss in fair value resulting from changes in prevailing interest rates, which we strive to limit by
managing duration. Our investments (excluding cash and cash equivalents) had a duration of 4.2 at
December 31, 2011. To minimize interest rate risk, our portfolio is weighted toward short-term and
intermediate-term bonds; however, our investment strategy balances consideration of duration, yield
and credit risk. We continually monitor the impact of interest rate changes on our liquidity obligations.

Sensitivity Analysis

The fair values or cash flows of market sensitive instruments are subject to potential losses in
future earnings resulting from changes in interest rates and other market rates or prices. Our sensitivity
analysis model uses a hypothetical change in market rates that reflects what we believe are reasonably
possible near-term changes in those rates (covering a period of time going forward up to one year from
the date of the consolidated financial statements). Actual results may differ from the hypothetical
change in market rates assumed in this disclosure. This sensitivity analysis does not reflect the results of
any action that we may take to mitigate such hypothetical losses in fair value.

We use fair values to measure our potential loss in this model, which includes fixed maturity
securities and short-term investments. For invested assets, we use modified duration modeling to
calculate changes in fair values. Durations on invested assets are adjusted for call, put, and interest rate
reset features. Invested asset portfolio durations are calculated on a market value weighted basis,
excluding accrued investment income, using holdings as of December 31, 2011. The estimated changes
in fair values on our fixed maturity securities including short-term investments, valued at $2.0 billion as
of December 31, 2011, based on specific changes in interest rates are as follows:

Estimated
Increase (Decrease)
Changes in Interest Rates in Fair Value
(in thousands, except percentages)
300 basis POINt TS€. ... .euvereneuneaineenannnnanns coeen $(230,350) (12.4)%
200 basis PoINt TiSe......c.vuerieiiiiieeininrneenenennnnn. (150,159) 8.1)
100 basis point Tise..........coviuniiniiiiiiien i, (72,824) (3.9)
50 basis point decline ............ooiiiiiiiiiiiiiiiiiin., 33,081 1.8
100 basis point decline............coooviiiiiiiiiiiiiin... 58,445 32

The most significant assessment of the effects of hypothetical changes in interest rates on
investment income would be based on FASB guidance related to “Accounting for Nonrefundable Fees
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and Costs Associated with Originating or Acquiring Loans and Initial Direct Costs of Leases,” which
requires amortization adjustments for mortgage-backed securities. The rates at which the mortgages
underlying mortgage-backed securities are prepaid, and therefore the average life of mortgage-backed
securities, can vary depending on changes in interest rates (for example, mortgages are prepaid faster
and the average life of mortgage-backed securities falls when interest rates decline). Adjustments for
changes in amortization are based on revised average life assumptions and would have an impact on
investment income if a significant portion of our residential mortgage-backed securities were purchased
at significant discounts or premiums to par value. As of December 31, 2011, the par value of our
mortgage-backed securities holdings was $261.7 million. Amortized cost is 100.5% of par value. Since a
majority of our mortgage-backed securities were purchased at a premium or discount that is significant
as a percentage of par, an adjustment could have a significant effect on investment income; however,
given the current economic conditions and prevailing interest rate environment, the rate of prepayments
is unlikely to accelerate. The mortgage-backed securities portion of the portfolio totaled 14.4% of total
investments as of December 31, 2011. Agency-backed residential mortgage pass-throughs totaled $278.8
million, or 99.0%, of the residential mortgage-backed securities portion of the portfolio, and 14.3% of
the total portfolio as of December 31, 2011.

Equity Price Risk

Equity price risk is the risk that we may incur losses in the fair value of the equity securities we
hold in our available-for-sale investment portfolio. Adverse changes in the market prices of the equity
securities we hold in our investment portfolio would result in decreases in the fair value of our total
assets. We minimize our exposure to equity price risk by investing primarily in the equity securities of
mid-to-large capitalization issuers and by diversifying our equity holdings across several industry
sectors.

The table below shows the sensitivity of our equity securities to price changes as of December 31,
2011: ‘
Pre-tax Pre-tax

10% Fair  Impact on  10% Fair  Impact on
Value Total Equity Value Total Equity

Cost Fair Value Decrease Securities Increase Securities
(in thousands)
Total domestic equities.... $64,962 $98,046 $88,241 $(9,805) $107,851 $9,805

Effects of Inflation

Inflation could impact our financial statements and results of operations. Our estimates for losses
and LAE include assumptions about the timing of closure and future payment of claims and claims
handling expenses, such as medical treatments and litigation costs. To the extent inflation causes these
costs to increase above established reserves, we will be required to increase those reserves for losses and
LAE, reducing our earnings in the period in which the deficiency is identified. We consider inflation in
the reserving process by reviewing cost trends and our historical reserving results. We also consider an
estimate of increased costs in determining the adequacy of our rates, particularly as it relates to medical
and hospital rates where historical inflation rates have exceeded general inflation rates.

Fluctuations in rates of inflation also influence interest rates, which in turn impact the market value
of our investment portfolio and yields on new investments. Operating expenses, including payrolls, are
also impacted to a certain degree by inflation.
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Item 8. Financial Statements and Supplementary Data

Audited Financial Statements as of December 31, 2011 and 2010 and for each of the three years in
the period ended December 31, 2011:

Page

Management’s Report on Internal Control Over Financial Reporting........................... 58
Report of Independent Registered Public Accounting Firm on Internal Control over Financial

L o) o 59
Report of Independent Registered Public Accounting Firm...................oooiiiiiiii... 60
Consolidated Balance Sheets as of December 31, 2011 and 2010................ooiviiiian.., 61
Consolidated Statements of Comprehensive Income for each of the three years ended

December 31, 200 ... i e 62
Consolidated Statements of Stockholders’ Equity for each of the three years ended

December 31, 200 L . ot e s 63

Consolidated Statements of Cash Flows for each of the three years ended December 31, 2011. 64

Notes to Consolidated Financial Statements. ...ttt ettt e e ee et raaanneens 65

The following financial statement schedules are filed in Item 15 of Part IIl of this report:

Financial Statement Schedules:
Schedule II. Condensed Financial Information of Registrant ............................c....... 96
Schedule VI. Supplemental Information Concerning Property-Casualty Insurance Operations ... 101

Pursuant to Rule 7-05 of Regulation S-X, Schedules I, III, IV and V have been omitted as the
information to be set forth therein is included in the notes to the audited consolidated
financial statements.
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MANAGEMENT’S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

Management of Employers Holdings, Inc. and Subsidiaries (the Company) is responsible for
establishing and maintaining adequate internal control over financial reporting and for the assessment
of the effectiveness of internal control over financial reporting. As defined by the Securities and
Exchange Commission, internal control over financial reporting is a process designed by, or under the
supervision of, the Company’s principal executive officer and principal financial officer, and effected by
the Company’s Board of Directors, management and other personnel, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements in accordance
with U.S. generally accepted accounting principles (GAAP).

The Company’s internal control over financial reporting includes policies and procedures that: (a)
pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the
transactions and dispositions of the Company’s assets; (b) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance
with GAAP, and that receipts and expenditures of the Company are being made only in accordance
with authorizations of its management and Board of Directors; and (c) provide reasonable assurance
regarding prevention or timely detection of unauthorized acquisition, use or disposition of the
Company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect all misstatements. Projections of any evaluation of effectiveness to future periods are subject to
the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

Management conducted an assessment of the effectiveness of the Company’s internal control over
financial reporting as of December 31, 2011 based on criteria established in Internal Control-Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO Framework).

Based on this assessment, management did not identify any material weaknesses in the internal
control over financial reporting and management has concluded that the Company’s internal control
over financial reporting was effective as of December 31, 2011.

The Company’s independent registered public accounting firm, Ernst & Young LLP, has
independently assessed the effectiveness of the Company’s internal control over financial reporting.
A copy of their report is included in Item 8 of this Annual Report on Form 10-K.

March 1, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM ON INTERNAL
CONTROL OVER FINANCIAL REPORTING

The Board of Directors and Stockholders
Employers Holdings, Inc. and Subsidiaries

We have audited Employers Holdings, Inc. and Subsidiaries’ (the Company) internal control over
financial reporting as of December 31, 2011, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission (the COSO criteria). The Company’s management is responsible for maintaining effective
internal control over financial reporting, and for its assessment of the effectiveness of internal control
over financial reporting included in the accompanying Management’s Report on Internal Control over
Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over
financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether effective internal control over financial reporting was maintained
in all material respects. Our audit included obtaining an understanding of internal control over financial
reporting, assessing the risk that a material weakness exists, testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a
reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable
assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with U.S. generally accepted accounting principles. A company’s
internal control over financial reporting includes those policies and procedures that (1) pertain to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that transactions are
recorded as necessary to permit preparation of financial statements in accordance with generally
accepted accounting principles, and that receipts and expenditures of the company are being made only
in accordance with authorizations of management and directors of the company; and (3) provide
reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or
detect misstatements. Also, projections of any evaluation of effectiveness to future periods are subject
to the risk that controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may deteriorate.

In our opinion, Employers Holdings, Inc. and Subsidiaries maintained, in all material respects,
effective internal control over financial reporting as of December 31, 2011, based on the COSO criteria.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), the consolidated balance sheets of Employers Holdings. Inc. and
Subsidiaries as of December 31, 2011 and 2010, and the related consolidated statements of
comprehensive income, stockholders’ equity, and cash flows for each of the three years in the period
ended December 31, 2011 and our report dated March 1, 2012 expressed an unqualified opinion
thereon.

/s/ Ernst & Young LLP

Los Angeles, California
March 1, 2012
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Stockholders
Employers Holdings, Inc. and Subsidiaries

We have audited the accompanying consolidated balance sheets of Employers Holdings, Inc. and
Subsidiaries (the Company) as of December 31, 2011 and 2010, and the related consolidated statements
of comprehensive income, stockholders’ equity, and cash flows for each of the three years in the period
ended December 31, 2011. Our audits also included the financial statement schedules listed in the Index
at Item 15(a). These financial statements and schedules are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements and schedules
based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Employers Holdings, Inc. and Subsidiaries at December 31, 2011 and
2010, and the consolidated results of their operations and their cash flows for each of the three years in
the period ended December 31, 2011, in conformity with U.S. generally accepted accounting principles.
Also, in our opinion, the related financial statement schedules, when considered in relation to the basic
financial statements taken as a whole, present fairly in all material respects the information set forth
therein.

We also have audited, in accordance with the standards of the Public Company Accounting
Oversight Board (United States), Employers Holdings, Inc. and Subsidiaries’ internal control over
financial reporting as of December 31, 2011, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway
Commission and our report dated March 1, 2012 expressed an unqualified opinion thereon.

/s/ Ernst & Young LLP

Los Angeles, California
March 1, 2012
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Employers Holdings, Inc. and Subsidiaries

Consolidated Balance Sheets

Assets
Auvailable for sale:
Fixed maturity securities at fair value (amortized cost $1,706,216 at
December 31, 2011 and $1,901,778 at December 31, 2010) ...............
Equity securities at fair value (amortized cost $64,962 at December 31,
2011 and $49,281 at December 31, 2010) ......ccoviiiiiiiiiinienenenn.s

Total INVESEMIENTS .\ttt ittt ittt e e e e
Cash and cash equivalents ...... ... it i
Restricted cash and cash equivalents.............cooiiiiiiiii it
Accrued Investment INCOME . ... vut ittt et e ie it eetentenneneeaneennss
Premiums receivable, less bad debt allowance of $5,546 at December 31,

2011 and $7,603 at December 31, 2010 ......ovniiniiiiiii i
Reinsurance recoverable for:

Pald 10888 . vttt e e,

UnpPaid LOSSES . .. v vttt ettt e e e
Funds held by or deposited with reinsureds.................ooiiiiiiiii.
Deferred policy acquiSition COStS..........ooieniuiinini i iaiinieiienaanns
Federal income -taxes recoverable .......... ... ittt
Deferred inCOME LAXES, MEL .. o.vttintt it ettt eee it et anerennnens
Property and equipment, Net........oouniiiiineni i iiiiiiaeaen i,
Intangible assets, net........ ..o i e e
GoOOAWIlL . ..o e e,
L0 1 4 1 g 111 1

0] 1 R 10 £

Liabilities and stockholders’ equity
Claims and policy liabilities:
Unpaid losses and loss adjustment eXpenses .........couevevninuineerenenn..
Unearned Premiums ...t
Policyholders’ dividends accrued ...l

Total claims and policy liabilities........... ...
Commissions and premium taxes payable .............. ... ... ..o
Accounts payable and accrued eXpenses .............iiiiiiiiiiiiiiiiiian
Deferred reinsurance gain—LPT Agreement...............c.oiiiiiiiiiinnnn..
Notes Payable. .. ..oviniiii i e
Other Habilities ........o.iiiii

Total HabIltieS .. ottt e e et e e et ettt et e,
Commitments and contingencies (Note 11)
Stockholders’ equity:

Common stock, $0.01 par value; 150,000,000 shares authorized; 53,948,442
and 53,779,118 shares issued and 32,996,809 and 38,965,126 shares
outstanding at December 31, 2011 and 2010, respectively.................

Preferred stock, $0.01 par value; 25,000,000 shares authorized; none issued.

Additional paid-in capital......... ... .o

Retained €arnings. .......oueiiiiiiii i e

Accumulated other comprehensive income, net............c.oviviuvnennann.

Treasury stock, at cost (20,951,633 shares at December 31, 2011 and
14,813,992 shares at December 31, 2010) .......coiiiiininiiininnnnnnnn.,

Total stockholders” eqUity . .....ovuueitvne it e et eneeanns
Total liabilities and stockholders’ equity ..........cooiiiiiiiiniiiininienian.

See accompanying notes.
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As of December 31,

2011

2010

(in thousands, except share data)

$1,852,699

98,046

1,950,745
252,300

$2,272,363
194,933
3,838
2,471,134
28,905
16,446
353,194
122,000
15,879

$3,007,558

$ 540

318,989
358,693
116,719

(320,755)

474,186
$3,481,744

$2,000,364

80,130

2,080,494
119,825
16,949
23,022

109,987

14,415
956,043
3,701
32,239
4,048
38,078
11,712
13,279
36,192
20,136

$3,480,120

$2,279,729
149,485
5,218
2,434,432
17,313
18,601
370,341
132,000

17,317

$2,990,004

$ 538
314,212
319,341

84,133

(228,108)

490,116

$3,480,120



Employers Holdings, Inc. and Subsidiaries

Consolidated Statements of Comprehensive Income

Years Ended December 31,

2011 2010 2009
(in thousands, except per share data)
Revenues
Net premiums earned........ocooriiiin i iiiii i ieanannnn $363,424 $321,786  $404,247
Net investment INCOIME ..ottt ittt e, 80,117 83,032 90,484
Realized gains on investments, net.............c.cviiniiinrininnnn... 20,161 10,137 791
Other INCOME .. ... et ittt ettt e e e et eaenns 452 649 413
Total TEVENUES . . ..ottt i it et et e e 464,154 415,604 495,935
Expenses
Losses and loss adjustment eXpenses..........oo.veveeieierenanennnn.. 264,663 194,779 214,461
COMMISSION EXPEIISE . . o v vt e vt eeee e eeetee e eeeatereranarararenennns 45,502 38,468 36,150
Policyholder dividends ..........oiiiiiiiii e 3,423 4,316 6,930
Underwriting and other operating eXpenses.............ooveveeunan.. 100,717 106,026 138,687
Interest EXpense ........uouiniiiin i e s 3,642 5,693 7,409
TOtAl EXPEISES « v e ettt ettt ie e 417947 349,282 403,637
Net income before InCome taxes. .....vvev vt ire it neannen. 46,207 66,322 92,298
Income tax expense (benefit) .........ccoviiiiiiiiiiiiiiiiiiiiinan.. (2,106) 3,523 9,277
A= AT ¢ TeTe) o 1 1 $ 48313 $ 62,799 $ 83,021 |
Comprehensive income
Unrealized gains during the period (net of taxes of $24,602, $4,292,
and $26,759 for the years ended December 31, 2011, 2010, and
2009, respectively) .. ..ouit it e e e $ 45691 $ 6910 $ 51,522
Less: reclassification adjustment for realized gains in net income
(net of taxes of $7,056, $3,548, and $277 for the years ended
December 31, 2011, 2010, and 2009, respectively) ................. 13,105 6,589 514
Other comprehensive income, net of tax....................ccoon.... 32,586 321 51,008
Total comprehensive income........... e $ 80,899 $ 63,120 $134,029
Earnings per common share (Note 17):
Basic...oooiiiiiii i e $ 130 $§ 152 § 181
Diluted............covviiiiiiiin, f e $ 129 $§ 151 § 1.80
Cash dividends declared per common share..................... $ 024 $ 024 § 024
Realized gains on investments, net
Net realized gains on investments before credit related impairments
on fixed maturity SeCUrities.........ooir i $ 20,255 $ 10,182 $§ 2,712
Other than temporary impairment, credit losses recognized in
CATTHIIES .« .\ttt ettt ettt et e et e et e et aaaas (94) (45) (1,921)
Portion of impairment recognized in other comprehensive income. .. — — —
Realized gains on investments, met................................... $ 20,161 $ 10,137 $§ 791

See accompanying notes.
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Employers Holdings, Inc. and Subsidiaries

Consolidated Statements of Stockholders’ Equity

Accumulated
Additional Other Treasury Total
Common Stock Paid In  Retained Comprehensive Stock Stockholders’
Shares Amount Capital Earnings  Income, Net at Cost Equity
(in thousands, except share data)

Balance, January 1,2009 ................. 53,528,207  $535 $306,032  $194,509 $ 32,804 $ (89,152)  $444,728
Stock-based compensation (Note 13) ..... — — 5,366 — — —_ 5,366
Vesting of restricted stock units, net of

shares withheld to satisfy minimum tax

withholding (Note 13).................. 35,092 1 (124) — — — (123)
Acquisition of treasury stock (Note 12)... — — — —_ — (74,570) (74,570)
Dividend to common stockholders........ — — 8 (11,039) — — (11,031)
Net income for the period................ — — 83,021 — — 83,021
Change in net unrealized gains on

investments, net of taxes ............... = — — 51,008 — 51,008
Balance, December 31, 2009.............. 53,563,299 $536 $311,282  $266,491 $ 83,812 $(163,722)  $498,399
Balance, January 1, 2010 ................. 53,563,299  $536 $311,282  $266,491 $ 83,812 $(163,722)  $498,399
Stock-based compensation (Note 13) ..... — — 4,053 — — — 4,053
Stock options exercised..............ou. 7,783 — 94 — ' — — 94
Vesting of restricted stock units, net of

shares withheld to satisfy minimum tax

withholding (Note 13).................. 208,036 2 (1,231) — — — (1,229)
Acquisition of treasury stock (Note 12)... — — — — — (64,386) (64,386)
Dividend to common stockholders........ — —_ 14 (9,949) — — (9,935)
Net income for the period................ — — 62,799 — — 62,799
Change in net unrealized gains on

investments, net of taxes ............... - — — 321 — 321
Balance, December 31, 2010.............. 53,779,118 $538 $314,212  $319,341 $ 84,133 $(228,108)  $490,116
Balance, January 1, 2011 ................. 53,779,118  $538 $314212  $319,341 $ 84,133 $(228,108)  $490,116
Stock-based compensation (Note 13) ..... — — 3,742 — — — 3,742
Stock options exercised................... 92,646 1 1,530 — — — 1,531
Vesting of restricted stock units, net of

shares withheld to satisfy minimum tax

withholding (Note 13).................. 76,678 1 (513) — — — (512)
Acquisition of treasury stock (Note 12)... — — — — — (92,647) (92,647)
Dividend to common stockholders........ — — 18 (8,961) — — (8,943)
Net income for the period................ — — 48,313 — — 48,313
Change in net unrealized gains on

investments, net of taxes ............... — — 32,586 — 32,586

I

Balance, December 31, 2011.............. 53,948,442

Rl

540 $318,989  $358,693 $116,719 $(320,755)  $474,186

l\

See accompanying notes.
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Employers Holdings, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

Operating activities

JA L= 1 o0 o 1 L=

Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization ...........c.coevevivrenierennennnnns
Stock-based compensation. ..o
Amortization of premium on investments, net .....................
Allowance for doubtful accounts..............ccooiiviiiiniieannnn
Deferred income tax (benefit) expense..........covvvviiniininann,
Realized gains on investments, net............c.coeieieniienennn.n.
Realized (gains) losses on retirement of assets.....................
Change in operating assets and liabilities:
Accrued investment inCOME ...........vvvienenvnenenenennnnn.
Premiums receivable............cooiiiiiiiiii i
Reinsurance recoverable on paid and unpaid losses ...........
Funds held by or deposited with reinsureds ...................

Unpaid losses and loss adjustment expenses...................
Unearned premilums . ..o.eeene e tneereneereenearenenranenennnns
Accounts payable, accrued expenses and other liabilities ......
Deferred reinsurance gain—-LPT Agreement ...................
Restricted cash and cash equivalents ..........................
O R . .o e

Net cash provided by operating activities..........ccovivieinenennn.n..

Investing activities

Purchase of fixed maturity securities..................ocoiiiiiiiiiiiiia.
Purchase of equity securities. .............ooiuiiiiin i,
Proceeds from sale of fixed maturity securities .........................
Proceeds from sale of equity securities .................oiiiiiiie.
Proceeds from maturities and redemptions of investments..............
Proceeds from sale of fixed assets .............coiiiiiiiiiiiiiiiininn,
Cash paid for acquisition, net of cash and cash equivalents acquired ...
Capital expenditures and other .................oooiiiiiiiiiiiiiii.

Restricted cash and cash equivalents provided by (used in) investing

Y 1 415 1
Net cash provided by (used in) investing activities......................

Financing activities

Acquisition of treasury stock ........ ...t
Cash transactions related to stock-based compensation .................
Dividends paid to stockholders ...........cccooviiiiiiiiiiiiii i,
Payments on notes payable .............coii i it

Net cash used in financing activities .............coviiiiiiirienannan..

Net increase (decrease) in cash and cash equivalents...................
Cash and cash equivalents at the beginning of the period ..............

Cash and cash equivalents at the end of the period ....................

Cash paid (received) for income taxes............coeivriiiernrnennan...
Cash paid for interest..........oveiiiniiiiiii it

Schedule of non-cash transactions

Financed property and equipment purchases.....................ovu.en.

See accompanying notes.

64

Years Ended December 31,

2011

2010

(in thousands)

2009

$ 48313 § 62,799 §$ 83,021

6,388 7,098 9,899
3,742 4,053 5,366
7,242 6,105 5,047
(2,057)  (3,611) 1,968
(1,608) 4680 10,991
(20,161)  (10,137) (791)
(155) 420 69
3,485 33 1,146
(48399) 12265 28,558
18889 95720 22,895
2,599 78,638 5,824
2,055 44 6,950
(7366) (145929)  (80,820)
45,448 (9,092)  (38,118)
(4265)  (10455)  (13,188)
(17,147)  (18233) (18,007

— (12210) —
6,212 (5207 9,941
43215 56981 40,751

(236,633)  (273,833)  (175,790)
(21310) (17,673)  (12,614)
317,365 102,659 85,541
6476 17753 20,634
126902 123,672 170278

396 — —
— — (100)
(4,687)  (1,905)  (4,682)
10,650 (2,000) 2,725

199159  (51,327) 85,992
(91,975)  (63,592)  (74,185)
1,019 (1,135) (123)
(8943)  (9,935)  (11,031)
(10,000) — " (50,000)
(109,899)  (74,662) (135339)
132475 (69,008)  (8,596)
119825 188,833 197,429

$ 252,300 §$ 119,825 $ 188,833

$ (2697) $ 1007 $ (8581)

$ 3561 $ 6000 $ 7,514

$ — $ 2009 $ 1283




Employers Holdings, Inc. and Subsidiaries

Notes to Consolidated Financial Statements
December 31, 2011

1. Basis of Presentation and Summary of Operations

Nature of Operations and Organization

Employers Holdings, Inc. (EHI) is a Nevada holding company. Through its wholly owned
insurance subsidiaries, Employers Insurance Company of Nevada (EICN), Employers Compensation
Insurance Company (ECIC), Employers Preferred Insurance Company (EPIC), and Employers
Assurance Company (EAC), EHI is engaged in the commercial property and casualty insurance
“industry, specializing in workers’ compensation products and services. Unless otherwise indicated, all
references to the “Company” refer to EHI, together with its subsidiaries.

Basis of Presentation

The accompanying consolidated financial statements have been prepared in accordance with U.S.
generally accepted accounting principles (GAAP). All intercompany transactions and balances have
been eliminated in consolidation.

The Company considers an operating segment to be any component of its business whose operating
results are regularly reviewed by the Company’s chief operating decision makers to make decisions
about resources to be allocated to the segment and assess its performance based on discrete financial
information. Currently, the Company has one operating segment, workers’ compensation insurance and
related services.

Use of Estimates

The preparation of the consolidated financial statements in conformity with GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and expenses during the reporting period. As a result,
actual results could differ from these estimates. The most significant areas that require management
judgment are the estimate of unpaid losses and loss adjustment expenses (LAE), evaluation of
reinsurance recoverables, recognition of premium revenue, deferred income taxes, investments, and the
valuation of goodwill and intangible assets.

Reclassifications

Certain prior period information has been reclassified to conform to the current period
presentation.

2. Summary of Significant Accounting Policies

Cash and Cash Equivalents

The Company considers all highly liquid investments with an initial maturity of three months or
less at the date of purchase to be cash equivalents.

Restricted Cash and Cash Equivalents

Restricted cash and cash equivalents is primarily related to funds held in trust to secure the
Company’s line of credit and for Clarendon National Insurance Company (Clarendon). See Note 9.
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Investments

The Company’s investments in fixed maturity securities and equity securities are classified as
available-for-sale and are reported at fair value with unrealized gains and losses excluded from earnings
and reported as a separate component of equity, net of deferred taxes, in accumulated other
comprehensive income, net.

Investment income consists primarily of interest and dividends. Interest 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 repayments.

Realized capital gains and losses on investments are determined on a specific-identification basis.

When, in the opinion of management, a decline in the fair value of an equity security below its cost
is considered to be “other-than-temporary,” the equity security’s cost is written down to its fair value at
the time the other-than-temporary decline is identified. The determination of an other-than-temporary
decline for debt securities includes, in addition to other relevant factors, a presumption that if the
market value is below cost by a significant amount for a period of time, a bifurcation of the write-down
may be necessary. If management has the intent to sell the debt security or more likely than not will be
required to sell the debt security before its anticipated recovery, the investment is written down to its
fair value and the entire impairment is recorded as a realized loss due to credit in the accompanying
consolidated statements of comprehensive income. If management does not have the intent to sell or
will not be required to sell the debt security but does not expect to recover the amortized cost basis of
the debt security, the amount of the other-than-temporary impairment is bifurcated between credit loss
and other loss and recorded as a component of realized gains and losses and to other comprehensive
income, respectively, in the consolidated statements of comprehensive income. The amount of any
write-down is determined by the difference between the cost or amortized cost of the debt security and
its fair value at the time the other-than-temporary decline is identified (see Note 5).

Recognition of Revenue and Expense

Revenue Recognition

Premium revenue is recognized over the period of the contract in proportion to the amount of time
insurance protection is provided. At the end of the policy term, payroll-based premium audits are
performed on substantially all policyholder accounts to determine net premiums earned for the policy
year. Earned but unbilled premiums include estimated future audit premiums based on the Company’s
historical experience. These estimates are subject to changes in policyholders’ payrolls, economic
conditions, and seasonality, and are continually reviewed and adjusted as experience develops or new
information becomes known. Any such adjustments are included in current operations; however, they
are partially offset by the resulting changes in losses and LAE, commission expenses, and premium
taxes. At December 31, 2011, premiums receivable on the consolidated balance sheet included $6.9
million of additional premiums expected to be received from policyholders for final audits. At
December 31, 2010, premiums receivable are net of $4.0 million to be returned to policyholders for final
audits.

The Company establishes a bad debt allowance on its premiums receivable through a charge
included in underwriting and other operating expenses in the accompanying consolidated statements of
comprehensive income. This bad debt allowance is determined based on estimates and assumptions to
project future experience. After all collection efforts have been exhausted, the Company reduces the
bad debt allowance for write-offs of premiums receivable that have been deemed uncollectible. The
Company had write-offs, net of recoveries of amounts previously written off, of $0.2 million, $0.8
million, and $1.2 million for the years ended December 31, 2011, 2010, and 2009, respectively.

Deferred Policy Acquisition Costs

Policy acquisition costs, consisting of commissions, premium taxes, and certain other underwriting
costs that vary with, and are primarily related to, the production of new or renewal business are
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deferred and amortized as the related premiums are earned. Amortization of deferred policy acquisition
costs for the years ended December 31, 2011, 2010, and 2009, was $74.5 million, $72.1 million, and $87.6

million, respectively.

A premium deficiency would exist if expected future losses and LAE, expected policyholder
dividends, deferred policy acquisition costs, and expected policy maintenance costs, offset by
anticipated investment income, exceed the related unearned premiums. A premium deficiency would
reduce the value of deferred policy acquisition costs. If the deficiency exceeded the deferred policy
acquisition costs, a separate liability would be accrued for the excess deficiency. There was no premium
deficiency at December 31, 2011 or 2010.

Unpaid Loss and LAE Reserves

Loss and LAE reserves represent management’s best estimate of the ultimate net cost of all
reported and unreported losses incurred for the applicable periods. The estimated reserves for losses
and LAE include the accumulation of estimates for all claims reported prior to the balance sheet date,
estimates (based on projections of relevant historical data) of claims incurred but not reported, and
estimates of expenses for investigating and adjusting all incurred and unadjusted claims. Amounts
reported are necessarily subject to the impact of future changes in economic, regulatory and social
conditions. Management believes that, subject to the inherent variability in any such estimate, the
reserves are within a reasonable and acceptable range of adequacy. Estimates for claims reported prior
to the balance sheet date are continually monitored and reviewed, and as settlements are made or
reserves adjusted, the differences are reported in current operations. Salvage and subrogation recoveries
are estimated based on a review of the level of historical salvage and subrogation recoveries.

Commission Expense

Commission expense includes direct commissions to agents and brokers for the premiums that they
produce for the Company, as well as incentive payments, other marketing costs, and fees. Additionally,
the Company is entitled to receive a contingent profit commission under the Loss Portfolio Transfer
(LPT) Agreement (See “—Reinsurance™).

At December 31, 2010, the Company reduced its estimate of certain administrative fees due under
its joint marketing agreements (Change in Estimate), which reduced its accrual for commission expense
by $3.0 million. This Change in Estimate was the result of new information that materially impacted
conditions that existed as of December 31, 2010 and is reflected in the financial statements for the
period ended December 31, 2010. This Change in Estimate increased net income by $3.0 million, or
$0.07 per basic and diluted share, for the three and twelve months ended December 31, 2010.

Reinsurance

In the ordinary course of business and in accordance with general insurance industry practices, the
Company purchases excess of loss reinsurance to protect the Company against the impact of large
and/or catastrophic losses in its workers’ compensation business. Additionally, the Company is a party
to a 100% quota share retroactive reinsurance agreement, (see Note 9). This reinsurance reduces the
financial impact of such losses on current operations and the equity of the Company. Reinsurance
makes the assuming reinsurer liable to the ceding company to the extent of the reinsurance coverage
provided. It does not, however, discharge the Company from its liability to its policyholders in the event
the reinsurer is unable or unwilling to meet its obligations under its reinsurance agreement with the
Company.

Net premiums earned and losses and LAE incurred are stated in the accompanying consolidated
statements of comprehensive income after deduction of amounts ceded to reinsurers. Balances due from
reinsurers on unpaid losses, including an estimate of such recoverables related to reserves for incurred
but not reported losses, are reported as assets and are included in reinsurance recoverables even though
amounts due on unpaid losses and LAE are not recoverable from the reinsurer until such losses are
paid. Recoverables from reinsurers on unpaid losses and LAE amounted to $0.9 billion and $1.0 billion
at December 31, 2011 and 2010, respectively.
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Ceded losses and LAE are accounted for on a basis consistent with those used in accounting for the
original policies issued and the terms of the relevant reinsurance agreement.

The 100% quota share retroactive reinsurance agreement was entered into in 1999 by the Nevada
State Industrial Insurance System (the Fund) and assumed by EICN, which the Company refers to as
the LPT Agreement (see Note 9). The Company accounts for this transaction as retroactive
reinsurance, whereby the initial deferred gain was recorded as a liability in the accompanying
consolidated balance sheets as Deferred reinsurance gain—LPT Agreement. This gain is amortized
using the recovery method, whereby the amortization is determined by the proportion of actual
reinsurance recoveries to total estimated recoveries, and is recorded in losses and LAE incurred in the
accompanying consolidated statements of comprehensive income. Any adjustment to the estimated
reserves ceded under the LPT Agreement is recognized in earnings in the period of change with a
corresponding change to reinsurance recoverables for unpaid losses and deferred reinsurance gain. A
cumulative amortization adjustment is also then recognized in earnings so that the deferred reinsurance
gain reflects the balance that would have existed had the revised reserves been available at the
inception of the LPT Agreement.

In addition, the Company is entitled to receive a contingent profit commission under the LPT
Agreement. The contingent profit is an amount based on the favorable difference between actual paid
losses and LAE and expected paid losses and LAE as established in the LPT Agreement. The
calculation of actual amounts paid versus expected amounts is determined every five years beginning
June 30, 2004 for the first twenty-five years of the agreement. The Company is paid 30% of the
favorable difference between the actual and expected losses and LAE paid at each calculation point.
Loss expenses are deemed to be 7% of total losses paid and are paid to the Company as compensation
for management of the LPT claims. Conversely, the Company could be required to return any
previously paid contingent profit commission, plus interest, in the event of unfavorable differences. The
Company accrues the estimated ultimate contingent profit commission through June 30, 2024. Increases
or decreases in the estimated contingent profit commission are reflected in commission expense in the
period that the estimate is revised.

Property and Equipment

Property and equipment are stated at cost less accumulated depreciation (see Note 6).
Expenditures for maintenance and repairs are charged against operations as incurred.

Electronic data processing equipment, software, furniture and equipment, and automobiles are
depreciated using the straight-line method over three to seven years. Leasehold improvements are
carried at cost less accumulated amortization. The Company amortizes leasehold improvements using
the straight-line method over the lesser of the useful life of the asset or the remaining original lease
term, excluding options or renewal periods. Leasehold improvements are generally amortized over
three to five years.

Obligations Held Under Capital Leases

Leased property and equipment meeting capital lease criteria are capitalized at the lower of the
present value of the related lease payments or the fair value of the leased asset at the inception of the
lease. Amortization is calculated using the straight-line method based on the term of the lease and is
included in the depreciation expense of property and equipment. See Note 11 for additional disclosures
related to capital leases.

Restructuring

The Company accounts for its restructuring plans by recording a loss when it is probable that a
liability has been incurred. The amount of the loss is estimated and recorded at fair value using the
Company’s incremental interest rate.
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Policyholder Dividends

Certain policyholders may qualify for policyholder dividends. Dividends are accrued on such
policies based on specific dividend provisions and the policies’ earned premiums and loss ratios.
Additionally, dividend plans also allow the Company to reduce the amount to be paid at the Company’s
discretion. Should management choose to reduce the ultimate dividends to be paid, once the amount of
the total dividend that will be paid for a policy year is determined, the dividend accrued would be
reduced to the level determined by the Company. The reduced dividend amount would be allocated
ratably to the participating policies, based on the dividend amount calculated prior to the reduction.
Approximately 4.3%, 5.2% and 9.6% of direct written premiums were subject to dividend participation
during the years ended December 31, 2011, 2010, and 2009, respectively. Policyholder dividends are
ultimately paid at the sole discretion of the Board of Directors and must be approved by the Board
prior to payment. Board-approved dividends accrued for 2011, 2010, and 2009 policies reflect the full
potential amount allowed under the respective policies.

Income Taxes

The Company’s accounting for income taxes considers the current and deferred tax consequences
of all transactions that have been recognized in its consolidated financia! statements using the provisions
of enacted tax laws. Deferred tax assets and liabilities are determined based on differences between the
financial reporting and tax bases of assets and liabilities and are measured using the enacted tax rates
and laws that will be in effect when the differences are expected to reverse. The effect on deferred tax
assets and liabilities resulting from a tax rate change affects net income or loss in the period that
includes the enactment date of the tax rate change. The Company’s income tax returns are subject to
audit by the Internal Revenue Service and various state tax authorities. Significant disputes may arise
with these tax authorities involving issues of the timing and amount of deductions and allocations of
income among various tax jurisdictions because of differing interpretations of tax laws and regulations.
The Company periodically evaluates exposures associated with tax filing positions. Although we believe
our positions comply with applicable laws, liabilities are recorded based upon estimates of the ultimate
outcomes of these matters.

In assessing whether our deferred tax assets will be realized, the Company considers whether it is
more likely than not that it will generate future taxable income during the periods in which those
temporary differences become deductible. The Company considers the scheduled reversal of deferred
tax liabilities, tax planning strategies, and projected future taxable income in making this assessment. If
necessary, a valuation allowance is established to reduce the deferred tax assets to the amounts that are
more likely than not to be realized.

Credit Risk

Financial instruments that potentially subject the Company to concentrations of credit risk are
primarily cash and cash equivalents, investments, premiums receivable, and reinsurance recoverable
balances.

Cash equivalents include investments in commercial paper of companies with high credit ratings,
investments in money market securities and securities backed by the U.S. government. Investments are
diversified throughout many industries and geographic regions. The Company limits the amount of
credit exposure with any one financial institution and believes that no significant concentration of credit
risk exists with respect to cash and cash equivalents and investments,

At December 31, 2011 and 2010, the outstanding premiums receivable balance was generally
diversified due to the large number of entities composing the Company’s policyholder base and their
dispersion across many different industries. The Company also has recoverables from its reinsurers.
Reinsurance contracts do not relieve the Company of its obligations to claimants or policyholders.
Failure of reinsurers to honor their obligations could result in losses to the Company. The Company
evaluates the financial condition of its reinsurers to minimize its exposure to significant losses from
reinsurer insolvencies. The Company obtains collateral to mitigate the risks related to reinsurance
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insolvencies. At December 31, 2011, $11.6 million was collateralized by cash or letter of credit and an
additional $896.1 million was in trust accounts for reinsurance related to the LPT Agreement.

Fair Value of Financial Instruments

Estimated fair value amounts have been determined using available market information and other
appropriate valuation methodologies. Judgment is required in developing the estimates of fair value
where quoted market prices are not available. Accordingly, these estimates are not necessarily
indicative of the amounts that could be realized in a current market exchange. The use of different
market assumptions or estimating methodologies may have an effect on the estimated fair value
amounts.

The following methods and assumptions were used by the Company in estimating the fair value
disclosures for financial investments in the accompanying consolidated financial statements and in these
notes for the years ended 2011 and 2010:

Cash and cash equivalents, premiums receivable, and accrued expenses and other liabilities. The
carrying amounts for these financial instruments as reported in the accompanying consolidated balance
sheets approximate their fair values.

Investments. The estimated fair values for available-for-sale securities generally represent quoted
market prices for securities traded in the public marketplace or estimated values for securities not
traded in the public marketplace. Additional data with respect to fair values of the Company’s
investment securities is disclosed in Note 4. The fair values reported in the accompanying consolidated
balance sheets equal the carrying amounts for these investments.

Goodwill and Other Intangible Assets

The Company tests for impairment of goodwill and non-amortizable intangible assets in the fourth
quarter of each year. At the end of each quarter, management considers the results of the previous
analysis as well as any recent developments that may constitute triggering events requiring the
impairment analysis of goodwill and other intangible assets to be updated. The Company has assessed
the continuing effects of current economic conditions on the Company’s gross premiums written and
changes in the Company’s stock price and determined that there were no impairments as of December
31, 2011 and 2010.

Intangible assets related to state licenses are not subject to amortization. Intangibles related to
insurance relationships will be amortized over the next seven years.

The gross carrying value, accumulated amortization, and net carrying value for the Company’s
intangible assets, by major class, as of December 31, were as follows:

2011 2010

Gross Net Gross Net
Carrying Accomulated Carrying Carrying Accumulated Carrying
Value Amortization Value Value Amortization Value

(in thousands)

State licenses............ $ 7,700 $ — $ 7,700 $ 7,700 $ — $ 7,700
Insurance relationships. . 9,400 (5,372) 4,028 9,400 (3,821) 5,579
Other.........c.cvvven. — — — 1,700 (1,700) —
Total...........oooiu $17,100 $(5,372)  $11,728 $18,800 $(5,521)  $13,279
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During the years ended December 31, 2011, 2010, and 2009, the Company recognized $1.6 million,
$2.2 million, and $2.8 million in amortization expenses, respectively. These amortization expenses are
included in the accompanying consolidated statements of comprehensive income in underwriting and
other operating expenses. Amortization expense is expected to be as follows:

Year Amount
(in thousands)
2 01 $1,170
7 01 873
0 651
7/ 01 489
220 3 TR 371
Thereafter. ... ..o e s 474
017 1 P $4,028

Stock-Based Compensation

The Company issues stock-based payments, which are recognized in the consolidated statements of
comprehensive income based on their fair values over the employees’ service period (see Note 13).

3. New Accounting Standards

In October 2010, the Financial Accounting Standards Board (FASB) issued Accounting Standard
Update (ASU) Number 2010-26, Accounting for Costs Associated with Acquiring or Renewing
Insurance Contracts. This update changes the definition of acquisition costs which may be capitalized to
specify costs which relate directly to the successful acquisition of new or renewal insurance contracts;
adds to the definition the concept of incremental costs; further restricts costs to be capitalized by
identifying only those costs which may be capitalized; and requires additional granularity in the
disclosures related to type of acquisition costs capitalized during the period. This guidance became
effective for interim and annual reporting periods beginning after December 15, 2011. The Company
expects to adopt this standard on a prospective basis and currently estimates that adoption will increase
its underwriting and other operating expenses by approximately $7 million in 2012 and decrease total
assets on the consolidated balance sheet by the same amount.

In May 2011, the FASB issued ASU Number 2011-04, Fair Value Measurement. This update is a
result of efforts by the FASB and the International Accounting Standards Board (IASB) to develop
common requirements for measuring fair value and for disclosing information about fair value
measurements in GAAP and International Financial Reporting Standards (IFRS). This update changes
the wording used to describe many of the requirements in GAAP for measuring fair value and for
disclosing information about fair value measurements. The intent was to clarify existing fair value
measurement and disclosure requirements and to ensure that GAAP and IFRS fair value measurements
and disclosures are described in the same way. This update also requires additional disclosures related
to valuation processes and the sensitivity of Level 3 financial assets and liabilities. It does not require
additional fair value measures, nor does the FASB expect the amendment to affect current practice.
This guidance becomes effective for interim and annual periods beginning after December 15, 2011 and
early adoption is not permitted. The Company does not expect the adoption to have a material impact,
if any, on its consolidated financial condition and results of operations.

In September 2011, the FASB issued ASU Number 2011-08, Intangibles - Goodwill and Other. This
update will permit an entity to first assess qualitative factors to determine whether it is necessary to
perform the two-step goodwill impairment test described in Accounting Standard Codification Topic
350. If an entity determines it is not more likely than not that the fair value of a reporting unit is less
than its carrying amount, then performing the two-step impairment test is unnecessary. This guidance
became effective for interim and annual periods beginning after December 15, 2011, and early adoption
is permitted. The Company will adopt this update for interim and annual periods beginning after
December 15, 2011. The Company does not expect the adoption to have a material impact, if any, on its
consolidated financial condition and results of operations.
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4. Fair Value of Financial Instruments

The carrying value and the estimated fair value of the Company’s financial instruments as of
December 31, were as follows: '

2011 2010

Carrying  Estimated  Carrying  Estimated
Value Fair Value Value Fair Value

(in thousands)

Financial assets

Investments (Note 5) ..........cevninn... $1,950,745 $1,950,745 $2,080,494 $2,080,494
Cash and cash equivalents................. 252,300 252,300 119,825 119,825
Restricted cash and cash equivalents ...... 6,299 6,299 16,949 16,949
Financial liabilities

Notes payable (Note 10)................... 122,000 130,447 132,000 138,565

The Company’s estimates of fair value for financial liabilities are based on the variable interest rate
for the Company’s existing line of credit to discount future payments on notes payable, and have been
determined to be Level 2 fair value measurements, as defined below.

Assets and liabilities recorded at fair value on the consolidated balance sheets are categorized
based upon the levels of judgment associated with the inputs used to measure their fair value. Level
inputs are defined as follows:

e Level 1—Inputs are unadjusted quoted market prices for identical assets or liabilities in active
markets at the measurement date.

» Level 2—Inputs other than Level 1 prices that are observable for similar assets or liabilities
through corroboration with market data at the measurement date.

¢ Level 3—Inputs that are unobservable that reflect management’s best estimate of what market
participants would use in pricing the assets or liabilities at the measurement date.

The following methods and assumptions were used to determine the fair value of each class of
assets and liabilities recorded at fair value in the consolidated balance sheets:

Fair values of available-for-sale fixed maturity and equity securities are based on quoted market
prices, where available. These fair values are obtained primarily from third party pricing services, which
generally use Level 1 or Level 2 inputs. The Company obtains a quoted price for each security from
third party pricing services, which are derived through recently reported trades for identical or similar
securities. For securities not actively traded, the third party pricing services may use quoted market
prices of similar instruments or discounted cash flow analyses, incorporating inputs that are currently
observable in the markets for similar securities. Inputs that are often used in the valuation
methodologies include, but are not limited to, broker quotes, benchmark yields, credit spreads, default
rates, and prepayment speeds. The Company also performs quarterly analysis on the prices received
from third parties to determine whether the prices are reasonable estimates of fair value, including
confirming the fair values of these securities through observable market prices using an alternative
pricing source. If unusual fluctuations are noted in this review, the Company may obtain additional
information from other pricing services to validate the quoted price. There were no adjustments to
prices obtained from third party pricing services during the years ended December 31, 2011, 2010 and
2009 that were material to the consolidated financial statements.

If quoted market prices and an estimate determined by using objectively verifiable information are
unavailable, the Company produces an estimate of fair value based on internally developed valuation
techniques, which, depending on the level of observable market inputs, will render the fair value
estimate as Level 2 or Level 3. The Company bases all of its estimates of fair value for assets on the bid
price as it represents what a third party market participant would be willing to pay in an arm’s length
transaction.

These methods of valuation will only produce an estimate of fair value if there is objectively
verifiable information to produce a valuation. If objectively verifiable information is not available, the
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Company would be required to produce an estimate of fair value using some of the same
methodologies, making assumptions for market based inputs that are unavailable.

Most estimates of fair value for fixed maturity securities are based on estimates using objectively
verifiable information and are included in the amount disclosed in Level 2 of the hierarchy. The fair
value estimates for determining Level 3 fair value include the Company’s assumptions about risk
assessments and market participant assumptions based on the best information available, including
quotes from market makers and other broker/dealers recognized as market participants, using standard
or trade derived inputs, new issue data, monthly payment information, cash flow generation,
prepayment speeds, spread adjustments, or rating updates.

The following table presents the items in the accompanying consolidated balance sheets that are
stated at fair value and the fair value measurements.

Level 1 Level 2 Level 3
(in thousands)

At December 31, 2011
Fixed maturity securities

U.S. Treasuries . ..uoverritenenrereneereseneesennensennnss $ — $ 137,365 $—
ULS. AeNCIES. ..o iiii ittt iiiaeienanenans — 108,448 —
States and municipalities.................oooiii — 789,636 —
(0703 5 0T 1 — 501,669 —
Residential mortgage-backed securities .................. — 281,511 —
Commercial mortgage-backed securities.................. — 21,665 —
Asset-backed securities ..........cocoiiiiiiiiiiiiiiiia., — 12,405 -
Total fixed maturity securities. ..........ccoevireeneneennn.. $  — $1.852,699 $—
Equity securities ...ttt $98,046 $ —_ $—

Level 1 Level 2 Level 3
(in thousands)

At December 31, 2010
Fixed maturity securities

U.S. TIeaSUIIES «vvvvretvntetetteereneeneeareninnrnenens $ — $ 144725 $—
U.S. Agencies. ...ovveiiiiii it iieeienieieannnns — 123,802 —
States and municipalities.............c.coeiiiiiiiiiian... — 966,002 —
065 g0 0’ ¢ 1 1T R — 479,424 —
Residential mortgage-backed securities .................. — 246,756 —
Commercial mortgage-backed securities.................. — 25,077 —
Asset-backed securities ........ov ittt —_ 14,578 —
Total fixed maturity securities. ..........covvereeinannenn... $ — $2,000364 $—
Equity securities .................coiiiiiiiiiiiiiiiiaaa... $80,130 $ — 5

The Company had no Level 3 investment activity during the years ended December 31, 2011 and
2010.
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5. Investments

The amortized cost, gross unrealized gains, gross unrealized losses, and estimated fair value of the
Company’s investments were as follows:

Gross Gross
Amortized Unrealized Unrealized Estimated
Cost Gains Losses Fair Value

(in thousands)
At December 31, 2011
Fixed maturity securities

U.S. Treasuries. ..oovereneveeninrenens. $ 122,144 $ 15222 $ () $ 137365
U.S. Agencies........coovvveienenennn. 101,520 6,942 14 108,448
States and municipalities .............. 719,431 70,391 (186) 789,636
Corporate ............c.voennt. R 467,470 35,745 (1,546) 501,669
Residential mortgage-backed
SECUTIHIES . oo vt eet e eeeeeaennss 262,961 19,154 (604) 281,511
Commercial mortgage-backed
1 v11 114 (= J 20,756 910 @ 21,665
Asset-backed securities................ 11,934 471 — 12,405
Total fixed maturity securities........... 1,706,216 148,835 (2,352) 1,852,699
Equity securities......................... 64,962 34,639 (1,555) 98,046
Total investments. ......c.ovvuvvrnenennes $1,771,178  $183,474 $(3,907)  $1,950,745

At December 31, 2010
Fixed maturity securities

U.S. Treasuries........cooeuveenernenn.. $ 135265 $ 9,619 $ (159) $ 144,725
US. Agencies ......ccovvveuneennenenn. 116,747 7,142 87) 123,802
States and municipalities .............. 927,668 43,054 (4,720) 966,002
Corporate ........ovveineeniiainaenn. 453,851 28,655 (3,082) 479,424
Residential mortgage-backed
SECULILIES . ..o v veeneiiein e 230,518 16,926 (688) 246,756
Commercial mortgage-backed
SECUMItIES . oot vvreii i ieieeeannns 23,877 1,201 1) 25,077
Asset-backed securities................ 13,852 727 @ 14,578
Total fixed maturity securities........... 1,901,778 107,324 (8,738) 2,000,364
Equity securities......................... 49,281 30,967 (118) 80,130
Total investments. .......oovvveenienennn. $1,951,059  $138,291 $(8,856)  $2,080,494

The amortized cost and estimated fair value of fixed maturity securities at December 31, 2011, by
contractual maturity, are shown below. Expected maturities differ from contractual maturities because
borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.

Amortized  Estimated

Cost Fair Value
(in thousands)

Due in one year or 1ess. .....ovuiieniiien it $ 114,877 $ 116,654
Due after one year through five years......................0.0.0 535,800 573,508
Due after five years through ten years................... ...t 554,960 617,280
Due after ten years........ovveenienei it iiiiiie it 204,928 229,676
Mortgage and asset-backed securities ..................ooiiianL 295,651 315,581
8 7 Y R P $1,706,216  $1,852,699

74



The following is a summary of investments that have been in a continuous unrealized loss position
for less than 12 months and those that have been in a continuous unrealized loss position for 12 months
or greater as of December 31, 2011 and 2010.

December 31, 2011 December 31, 2010
Estimated Gross Estimated Gross
Fair Unrealized Number Fair Unrealized Number
Value Losses of Issues Value Losses of Issues

: (dollars in thousands)
Less than 12 months:
Fixed maturity securities

U.S. Treasuries ................. $ 5076 $ (1) 2 $ 4548 § (159) 3
U.S. Agencies ........ocvvenenns 11,124 (14) 3 14,500 87 8
States and municipalities ....... 5,094 (185) 1 124,245 (4,720) 32
Corporate ..........occovennenn. 64,846 (1,481) 30 123,216 (3,082) 61
Residential mortgage-backed
SECUTIties . .ovuvvvinenrnnnn. 4916 (20) 14 15,161 (304) 10
Commercial mortgage-backed
Securities . ......oeeriininen.n. 1,464 ) 1 1,365 (@) 1
Asset-backed securities ......... — — — 923 ()] 1
Total fixed maturity securities .... 92,520 (1,702) 51 283,958 (8,354) 116
Equity securities .................. 12,443 (1,462) 57 10,651 (115) 47
Total less than 12 months.......... $104,963  $(3,164) 108 $294,609  $(8,469) 163
Greater than 12 months:
Fixed maturity securities
States and municipalities ....... $ 1,049 § $ 1 $ - $ - $ —
Corporate .........covvvvueennn. 1,024 (65) 1 — — —
Residential mortgage-backed
Securities ..........co.oeueen.. 2,692 (584) S 3,465 (384) 2
Total fixed maturity securities .... 4,765 (650) 7 3,465 (384) 2
Equity securities .................. 452 (93) 4 66 3) 1
Total Greater than 12 months .... § 5217 § (743) 11 $ 3531 § (387) 3
Total available-for-sale:
Fixed maturity securities
U.S. Treasuries ................. $ 506 $ (1) 2 § 4548 § (159) 3
U.S. Agencies .................. 11,124 14) 3 14,500 (C)) 8
States and municipalities ....... 6,143 (186) 2 124,245 (4,720) 32
Corporate ...........ocoevvnnn.. 65,870 (1,546) 31 123,216 (3,082) 61
Residential mortgage-backed
SECUrities . ...ovvueenrnrnn.n. 7,608 (604) 19 18,626 (688) 12
Commercial mortgage-backed
SECUrities . ....o.ovvnienniin... 1,464 @ 1 1,365 @ 1
Asset-backed securities ......... — — — 923 ey 1
Total fixed maturity securities .. .. 97,285 (2,352) 58 287,423 (8,738) 118
Equity securities .................. 12,895 (1,555) 61 10,717 (118) 48
Total available-for-sale............ $110,180  $(3,907) 119  $298,140  $(8,856) 166

Based on reviews of the fixed maturity securities, the Company determined that unrealized losses
as of December 31, 2011 and 2010 were primarily the result of changes in prevailing interest rates and
not the credit quality of the issuers. The fixed maturity securities whose fair value was less than
amortized cost were not determined to be other-than-temporarily impaired given the severity and
duration of the impairment, the credit quality of the issuers, the Company’s intent on not selling the
securities, and a determination that it is not more likely than not that the Company will be required to
sell the securities until fair value recovers to above cost, or to maturity.

75



Based on reviews of the equity securities as of December 31, 2011, the Company recognized total
impairments of $0.1 million in the fair values of four equity securities as a result of the severity and
duration of the change in fair values of those securities. The Company also determined that the
unrealized losses on equity securities as of December 31, 2010 were not considered to be other-than-
temporary due to the financial condition and near-term prospects of the issuers. '

Realized gains on investments, net and the change in unrealized gains (losses) on fixed maturity
and equity securities are determined on a specific-identification basis and were as follows:

Years Ended December 31,
2011 2010 2009
(in thousands)

Realized gains on investments, net
Fixed maturity securities

GIOSS GAIMS. .\ttt ee ettt et et e et et e e ie e ee e e e et e e s aeenarnenns $19463 $ 756 $ 123
GTOSS LOSSES . . et ettt e et e e (148) (46) (978)
Realized gains (losses) on fixed maturity securities, net................. $19,315 $§ 710 § (855)
Equity securities

(6 I V1L $ 1,169 $ 9448 §$ 3,913
GrOSS LOSSES - . v ettt it et e (323) (21) (2,093)
Realized gains on equity securities, net............o.coieiiinirernnnnn. $ 846 $9427 $ 1,820
Short-term investinents

L (oL 15 T $ — $ — % —
GIOSS LOSSES . .. e ettt ettt et — — (174)
Realized gains (losses) on short-term investments, net .................. $ — $ — $ (74
0 2 | A $20,161 $10,137 $ 791
Change in unrealized gains (losses)

Fixed maturity SECULITIES .. .vvernvrnenneeneiarierenneeerneeraennrenns $47,897 $(2,632) $62,054
EqUity SECUTITIES. . .. ov vttt ettt et i e e 2,235 1,517 13,820
Short-term INVEStMENTS .. ... v ettt ee et e araeaenrnenenenenenens — — (72)
0] 7 1 $50,132  $(1,115) $75,802

Net investment income was as follows:

Years Ended December 31,
2011 2010 2009
(in thousands)

Fixed maturity SECUITtIEs ... .....vvuirieee e eiennierreeraraanarnenens $79,600 $83,730 $89,522
Equity SECUTILIES. . ..o v vttt ettt e e et 1,885 1,399 1,402
Cash equivalents and restricted cash ..............ooiiiiiiiiiiinien.n. 1,040 327 1,910

82,525 85456 92,834
INVESMENT EXPEINSES. - .o v vttt ettt et e et e e eaaeaaaennes (2,408) (2,424) (2,350)
Net investment iNCOME . ... ...uiert ittt et eriiaaaen, $80,117 $83,032 $90,484

The Company is required by various state laws and regulations to keep securities or letters of credit
in depository accounts with the states in which it does business. As of December 31, 2011 and 2010,
securities having a fair value of $522.6 million and $558.6 million, respectively, were on deposit. These
laws and regulations govern not only the amount, but also the type of security that is eligible for
deposit. The deposits are limited to fixed maturity securities in all states. Additionally, certain
reinsurance contracts require Company funds to be held in trust for the benefit of the ceding reinsurer
to secure the outstanding liabilities assumed by the Company. The fair value of securities held in trust
for reinsurance at December 31, 2011 and 2010 was $40.3 million and $52.9 million, respectively. The
Company’s debt was secured by fixed maturity securities and restricted cash and cash equivalents that
had a fair value of $126.7 million and $131.0 million at December 31, 2011 and 2010, respectively.
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6. Property and Equipment
Property and equipment consists of the following:
As of December 31,

w1 2000
(in thousands)

7+ T $ — % 95
Furniture and equipment ............i ittt e e 2,327 3,917
Leasehold improvements. .. .....oo.v.eniiien it eia e, 4,386 4285
Computers and SOftWare ..........ooiniii it i 29,839 25,667
N FE 0705 0] 031 1 J00 P 1,727 1,900

38,279 35,864
Accumulated amortization and depreciation ............... . iiiiiiiiiiiiena., (26,919) (24,152)
Property and equipment, net ..ottt e $ 11,360 §$ 11,712

Depreciation and amortization expenses related to property and equipment for the years ended
December 31, 2011, 2010 and 2009, were $4.8 million, $4.8 million, and $6.9 million, respectively.
Internally developed software costs of $0.2 million and $0.1 million were capitalized during the years
ended December 31, 2011 and 2010, respectively.

7. Income Taxes

The Company files a consolidated federal income tax return. The insurance subsidiaries pay
premium taxes on gross premiums written in lieu of some states’ income or franchise taxes.
The provision for income taxes consisted of the following:

Years Ended December 31,
2011 2010 2009
(in thousands)

Current tax (benefit) expense:

Federal ... e e $ (652) $(1,228) $(2,061)
At e 154 71 347
Total current tax (benefit) expense ..........cooeiiiiieiiiiiiiniiian.. (498) (1,157) (1,714)
Deferred federal tax (benefit) expense............cc.coiiiiiiiiiiiiaan.. (1,608) 4,680 10,991
Income tax expense (benefit) ....... ..ot $(2,106) $ 3,523 §$ 9277

The difference between the statutory federal tax rate of 35% and the Company’s effective tax rate
~on net income before income taxes as reflected in the consolidated statements of comprehensive income
was as follows:

Years Ended December 31,

2011 2010 2009
Expense computed at statutory rate ............ccovvviiiiiniiiiiaan.. $ 16,172 §$ 23213 § 32,304
Dividends received deduction and tax-exempt interest................ (11,409) (12,039) (12,176)
LPT deferred gain amortization .............coviiiiiiiiiiienie. (6,001) (6,381)  (6,302)
Pre-privatization reserve adjustments .................c.iiiiiiiiaa. (1,602)  (1,358) (576)
LPT contingent profit commission ...............cooiiiiiiinninan.. (645) (284)  (5,259)
L 13 1755 1,379 372 1,286
INCOME 1AX EXPOIMSE. « .« vttt e e ertre e taansaeeneraetnetnnaanennanns $ (2,106) $ 3,523 § 9277

On January 1, 2000, EICN assumed the assets, liabilities, and operations of the Fund pursuant to
legislation passed in the 1999 Nevada Legislature (the Privatization). Prior to the Privatization, the
Fund was a part of the State of Nevada and therefore was not subject to federal income tax;
accordingly, it did not take an income tax deduction with respect to the establishment of its unpaid loss
and LAE reserves. Due to favorable loss experience after the Privatization, it was determined that
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certain of the pre-Privatization unpaid loss and LAE reserves assumed by EICN as part of the
Privatization were no longer necessary and the unpaid loss and LAE reserves were reduced accordingly.
Such downward adjustments of pre-Privatization unpaid loss reserves increases GAAP net income, but
does not increase taxable income. For the years ended December 31, 2011, 2010, and 2009 there were
downward adjustments of pre-Privatization unpaid loss reserves of $4.6 million, $3.9 million, and $1.6
million, respectively.

For the years ended December 31, 2011 and 2010, the Company increased the estimated ultimate
contingent profit commission related to the LPT Agreement by $1.8 million and $0.8 million,
respectively. Such increases to the estimated ultimate contingent profit commission increases GAAP
net income but does not increase taxable income. There was no change to the estimate during the year
ended December 31, 2009.

As of December 31, 2011 and 2010, the Company had no unrecognized tax benefits.

Tax years 2007 through 2011 are subject to full examination by the federal taxing authority. Tax
year 2006 is open to examination by the federal taxing authority only to the extent of benefits from the
carry-back of certain capital losses from tax years 2008 and 2009. Currently, tax years 2006 through 2010
are under review.

The significant components of deferred income taxes, net, were as follows as of December 31:

2011 2010
Deferred Tax Deferred Tax
Assets Liabilities Assets Liabilities
(in thousands)

Unrealized capital gains, net.............coevivevnanann.. $ —  $62,848 §$ —  $45,302
Deferred policy acquisition costS..............c.cevennn... — 13,244 — 11,430
Intangible assets .........coiiiiiiiiiii i — 4,105 — 4,648
Loss reserve discounting for tax reporting ............... 59,860 — 65,353 —
Unearned premilms . .......ovvniniiienrareneennenananans 13,331 — 10,257 —
Allowance for bad debt...............cccoviiiiviiinin., 1,943 — 2,661 —
Stock based compensation ..............coviiiiiiiinan... 3,310 — 2,834 —
Accrued Labilities..............ooiiiiii i 5,253 — 5,216 —
Minimum tax credit.......coovriiiiiiiii i 12,015 — 13,055 —
Net operating loss carry forward......................... 9,289 — — —
L 11T O 1,652 4,316 2,720 2,638
Total. ..o e $106,653  $84,513  $102,096  $64,018
Deferred income taxes, NEt ......vvvrvnierinreernennenens $ 22,140 $ 38,078

At December 31, 2011, the Company had a $26.5 million net operating loss carry forward.

Deferred tax assets are required to be reduced by a valuation allowance if it is more likely than not
that all or some portion of the deferred tax asset will not be realized. Realization of the deferred
income tax asset is dependent on the Company generating sufficient taxable income in future years as
the deferred income tax charges become currently deductible for tax reporting purposes. Although
realization is not assured, management believes that it is more likely than not that the net deferred
income tax asset will be realized.
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8. Liability for Unpaid Losses and Loss Adjustment Expenses ‘
The following table represents a reconciliation of changes in the liability for unpaid losses and
LAE.

Years Ended December 31,
2011 2010 2009
(in thousands)

Unpaid losses and LAE, gross of reinsurance, at beginning of

073 ¢ (oY« $2,279,729 $2,425,658 $2,506,478
Less reinsurance recoverable, excluding bad debt allowance, on

unpaid losses and LAE...... ..o, 956,043 1,052,505 1,076,350
Net unpaid losses and LAE at beginning of period............. 1,323,686 1,373,153 1,430,128
Losses and LAE, net of reinsurance, incurred in:

(@} 5 ¢ 112 Y- | 280,683 227,143 283,827

Prior years ......ooiiii i e 1,127 (14,130) (51,359)
Total net losses and LAE incurred during the period........... 281,810 213,013 232,468
Deduct payments for losses and LAE, net of reinsurance,

related to:

L1 ¢ 4 11 AT ) 55,405 55,827 74,944

Prior years ... e 218,568 206,653 214,499
Total net payments for losses and LAE during the period...... 273,973 262,480 289,443
Ending unpaid losses and LAE, net of reinsurance ............. 1,331,523 1,323,686 1,373,153
Reinsurance recoverable, excluding bad debt allowance, on

unpaid losses and LAE. ... 940,840 956,043 1,052,505

Unpaid losses and LAE, gross of reinsurance, at end of period $2,272,363 $2,279,729  $2,425,658

Total net losses and LLAE included in the above table excludes the impact of the amortization of
the deferred reinsurance gain-LPT Agreement (Deferred Gain) (Note 9).

The increase in the estimate of incurred losses and LAE attributable to insured events of prior
years was related to the Company’s assigned risk business, while the decreases were due to favorable
development in such prior accident years. The major sources of favorable development in the years
presented above include actual paid losses that have been less than expected and the impact of new
information on selected patterns of claims emergence and payment used in the projection of future loss
payments.

In California, where the Company’s operations began on July 1, 2002, the actuaries and
management’s initial expectations of ultimate losses and patterns of loss emergence and payment were
based on benchmarks derived from analyses of historical insurance industry data in California. No
historical data from the Company’s California insurance subsidiary existed prior to July 1, 2002;
however, some historical data was available for the prior years for some of the market segments the
Company entered in California, but was limited as to the number of loss reserve evaluation points
available. The industry-based benchmarks were judgmentally adjusted for the anticipated impact of
significant environmental changes, specifically the enactment of major changes to the statutory workers’
compensation benefit structure and the manner in which claims are administered and adjudicated in
California. The actual emergence and payment of claims by the Company’s California insurance
subsidiary has been more favorable than those initial expectations thorough 2009, due at least in part to
the enactment of the major changes in the California workers’ compensation environment; however, our
recent loss experience, beginning in 2010, indicates an upward trend in medical costs that is reflected in
our loss reserves. The Company’s estimates assume that increasing medical cost trends will continue and
will impact our long-term claims costs and loss reserves.

In Nevada, the Company has compiled a lengthy history of workers’ compensation claims payment
patterns based on the business of the Fund and EICN, but the emergence and payment of claims in
recent years has been more favorable than in the long-term history in Nevada with the Fund. The
expected patterns of claim payments and emergence used in the projection of the Company’s ultimate
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claim payments are based on both the long and short-term historical paid data. In recent evaluations,
claim patterns have continued to emerge in a manner consistent with short-term historical data.

Consequently, the Company’s selection of claim projection patterns has relied more heavily on
patterns observed in recent years.

The Company continues to develop its own loss experience and will rely more on its experience
and less on historical industry data in projecting its reserve requirements as such data becomes
available. As the actual experience of the Company emerges, it will continue to evaluate prior
estimates, which may result in additional adjustments in reserves.

A $1.6 million expense related to the commutation of certain reinsurance treaties, and a $0.9
million expense related to the write-off of certain reinsurance recoverables that had previously been
accounted for as an allowance for bad debt, increased losses and LAE incurred in prior periods for the
year ended December 31, 2010, which are included in the $(14.1) million prior period development.

Loss reserves shown in the consolidated balance sheets are net of $18.1 million and $18.2 million
for anticipated subrogation recoveries as of December 31, 2011 and 2010, respectively.

9. Reinsurance

The Company is involved in the cession and assumption of reinsurance with non-affiliated
companies. Risks are reinsured with other companies on both a quota share and excess of loss basis.

Reinsurance transactions reflected in the accompanying consolidated statements of comprehensive
income were as follows:
Years Ended December 31,
2011 2010 2009

‘Written Earned Written Earned Written Earned
(in thousands)

Direct premiums ................... $416,106 $369,365 $319,773 $328,165 $376,651 $411,897
Assumed premiums ................ 2,406 2,533 2,504 2,800 3,298 4,009
Gross premiums. ............ooun... 418,512 371,898 322277 330,965 379,949 415,906
Ceded premiums................... (8,474) (8,474) (9,179) (9,179) (11,659) (11,659)
Net premiums..........ccoevvenen... $410,038 $363,424 $313,098 $321,786 $368,290 $404,247
Ceded losses and LAE incurred ... $ 44,175 $(15,111) $ 38,075

Ceded losses and LAE incurred includes the amortization of the Deferred Gain.

Excess of Loss Reinsurance

The Company maintains reinsurance for losses from a single occurrence or event in excess of $5.0
million and up to $200.0 million, subject to a $2.0 million annual aggregate deductible and certain
exclusions. The reinsurance coverage includes coverage for acts of terrorism, excluding nuclear,
biological, chemical, and radiological events. Any liability outside the coverage limits of the reinsurance
program is retained by the Company.

LPT Agreement

Recoverables from reinsurers on unpaid losses and LAE amounted to $0.9 billion and $1.0 billion
at December 31, 2011 and 2010, respectively. At each of December 31, 2011 and 2010, $0.8 billion of
those recoverables was related to the LPT Agreement that was entered into in 1999 by the Fund and
assumed by EICN. Under the LPT Agreement, substantially all of the Fund’s losses and LAE on claims
incurred prior to July 1, 1995, have been ceded to three unaffiliated reinsurers on a 100% quota share
basis. Investments have been placed in trust by the three reinsurers as security for payment of the
reinsured claims. Under the LPT Agreement, $1.5 billion in liabilities for the incurred but unpaid losses
and LAE related to claims incurred prior to July 1, 1995, were reinsured for consideration of $775.0
million. The LPT Agreement provides coverage up to $2.0 billion. Through December 31, 2011, the
Company has paid losses and LAE claims totaling $569.9 million related to the LPT Agreement.
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The initial Deferred Gain resulting from the LPT Agreement was recorded as a liability in the
accompanying consolidated balance sheets and is being amortized using the recovery method, whereby
the amortization is determined by the proportion of actual reinsurance recoveries to total estimated
recoveries. The Company amortized $17.1 million, $18.2 million, and $18.0 million of the Deferred Gain
for the years ended December 31, 2011, 2010, and 2009, respectively. There were no adjustments to the
direct reserves ceded under the LPT Agreement or related adjustment to the Deferred Gain for the
years ended December 31, 2011, 2010, and 2009. The amortization of the Deferred Gain and
adjustments due to development in the reserves are recorded in losses and LAE incurred in the
accompanying consolidated statements of income. The remaining Deferred Gain was $353.2 million and
$370.3 million as of December 31, 2011 and 2010, respectively, which is included in the accompanying
consolidated balance sheets.

The Company is also entitled to receive a contingent profit commission under the LPT Agreement.
The Company accrues the estimated ultimate contingent profit commission to be received through June
30, 2024. The estimate was revised to increase the ultimate contingent profit commission by $1.8 million
and $0.8 million, for the years ended December 31, 2011 and 2010, respectively, as a result of actual
paid losses and LAE being lower than expected paid losses and LAE under the LPT Agreement. The
Company recorded no change to the estimate for the year ended December 31, 2009. As of December
31, 2011 and 2010, the Company had a receivable of $3.6 million and $1.7 million related to the
contingent profit commission, respectively.

Funds Held

In the fourth quarter of 2010, the Company re-negotiated the terms of a reinsurance agreement
with Clarendon, which resulted in the release and return of funds held by Clarendon in the amount of
$74.6 million. The Company placed $47.1 million in trust, of which $35.0 million was placed in an
investment trust and $12.1 million was classified as restricted cash and cash equivalents, for the benefit
of Clarendon to support the liabilities under the reinsurance agreement and invested the remaining
$27.5 million.

In the second quarter of 2011, the Company released $12.1 million of the restricted cash from the
trust, based on Clarendon and the Company’s determination the trust was over-collateralized. The
Company still has $35.2 million in the trust, which includes an original amount of $35.0 million plus $0.2
million of interest. Of that amount, $1.7 million is classified as restricted cash and cash equivalents.

10. Notes Payable

Notes payable is comprised of the following:

December 31,
2011 2010
(in thousands)

Amended Credit Facility, due December 31, 2015 with variable interest, as

described DElOW. ..ottt e $ 90,000 $100,000
Dekania Surplus Note, due April 30, 2034 with variable interest of 425 basis

points above 90-day LIBOR ...... ...ttt eaeaaanss 10,000 10,000
ICONS Surplus Note, due May 26, 2034 with variable interest of 425 basis

points above 90-day LIBOR ... ..o ittt ieieeieaanss 12,000 12,000
Alesco Surplus Note, due December 15, 2034 with variable interest of 405

basis points above 90-day LIBOR ....... .o, 10,000 10,000
BalamCe ..o oueee et e e e $122,000 $132,000

On December 28, 2010, the Company entered into the Third Amended and Restated Credit
Agreement (Amended Credit Facility) with Wells Fargo Bank, National Association (Wells Fargo),
under which the Company is provided with: (a) $100.0 million line of credit through December 31, 2011;
(b) $90.0 million line of credit from January 1, 2012 through December 31, 2012; (c) $80.0 million line
of credit from January 1, 2013 through December 31, 2013; (d) $70.0 million line of credit from January
1, 2014 through December 31, 2014; and (e) $60.0 million line of credit from January 1, 2015 through
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December 31, 2015. Amounts outstanding bear interest at a rate equal to, at the Company’s option: (a)
a fluctuating rate of 1.75% above prime rate or (b) a fixed rate that is 1.75% above the LIBOR rate
then in effect. The Amended Credit Facility is secured by fixed maturity securities and cash and cash
equivalents that had a fair value of $126.7 million at December 31, 2011. The Amended Credit Facility
contains customary non-financial covenants and requires EHI to maintain $5.0 million of cash and cash
equivalents at all times. The Company is currently in compliance with all applicable covenants. Interest
paid during the years ended December 31, 2011, 2010, and 2009, totaled $2.0 million, $4.4 million, and
$5.8 million, respectively. In accordance with the terms of the contract, a repayment of $10.0 million
was made toward the Amended Credit Facility on December 31, 2011.

EPIC has a $10.0 million surplus note to Dekania CDO II, Ltd. issued as part of a pooled
transaction. The note matures in 2034 and became callable by the Company in the second quarter of
2009. The terms of the note provide for quarterly interest payments at a rate 425 basis points in excess
of the 90-day LIBOR. Both the payment of interest and repayment of the principal under this note and
the surplus notes described in the succeeding two paragraphs are subject to the prior approval of the
Florida Department of Financial Services. Interest paid during the years ended December 31, 2011,
2010, and 2009 was $0.5 million, $0.5 million, and $0.6 million, respectively. Interest accrued as of
December 31, 2011 and 2010 was $0.1 million.

EPIC has a $12.0 million surplus note to ICONS, Inc. issued as part of a pooled transaction. The
note matures in 2034 and became callable by the Company in the second quarter of 2009. The terms of
the note provide for quarterly interest payments at a rate 425 basis points in excess of the 90-day
LIBOR. Interest paid during the years ended December 31, 2011, 2010, and 2009 was $0.6 million, $0.6
million, and $0.7 million, respectively. Interest accrued as of December 31, 2011 and 2010 was $0.1
million.

EPIC has a $10.0 million surplus note to Alesco Preferred Funding V, LTD issued as part of a
pooled transaction. The note matures in 2034 and became callable by the Company in the fourth
quarter of 2009. The terms of the note provide for quarterly interest payments at a rate 405 basis points
in excess of the 90-day LIBOR. Interest paid during the years ended December 31, 2011, 2010, and 2009
was $0.4 million, $0.4 million, and $0.5 million, respectively. Interest accrued as of December 31, 2011
and 2010 was $0.1 million.

Principal payment obligations on notes payable outstanding at December 31, 2011, were as follows:

Year Principal Due
(in thousands)
200 e e e $ 10,000
711 7 10,000
70 1 10,000
71 5 TR P 60,000
2000, . et e e e e e —
Thereafter. ....ooouevn i e e e e e 32,000
Total. .. e e $122,000

11. Commitments and Contingencies

Leases

The Company leases office facilities and certain equipment under operating and capital leases.
Most leases have renewal options, typically with increased rental rates during the option period. Certain
of these leases contain options to purchase the property at amounts that approximate fair market value;
other leases contain options to purchase at a bargain purchase price. At December 31, 2011, the
remaining lease terms expire over the next six years.
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The future lease payments for the next five years and thereafter on these non-cancelable operating
and capital leases at December 31, 2011, were as follows:

Operating  Capital

Year Leases Leases
(in thousands)
200 e $ 7,145 $1,019
1 0 1 5. 7,048 107
17 0 6,151 —
20 O 4,595 —
71 L PP 3,290 —
Thereafter ... ..o i i e e e 2,485 —_
] 7 1 N $30,714  $1,126

Included in the future minimum capital lease payments are future interest charges of $0.1 million.
Facilities rent expense was $5.1 million, $8.9 million, and $7.4 million for the years ended December 31,
2011, 2010, and 2009, respectively.

Property held under capital leases is included in property and equipment as follows:

Asset Class 2011 . 2010
(in thousands)
Furniture and equIPmMent. . ......o.veneriinrrieeiiieenerenenennannnn, $ 100 $ 100
Computers and SOftwWare ..o iiiii i 1,283 1,282
AUtomMODIlEs ...t e e e e 1,480 1,880
2,863 3,262
Accumulated amortization ........... ..ot (2,020) (1,076)
0 7 1 A $ 843 $2,186

Contingencies Surrounding Insurance Assessments

All of the states where the Company’s insurance subsidiaries are licensed to transact business
require property and casualty insurers doing business within the respective state to pay various
insurance assessments. The Company accrues a liability for estimated insurance assessments as direct
premiums are written, losses are recorded, or as other events occur in accordance with various states’
laws and regulations, and defers these costs and recognizes them as an expense as the related premiums
are earned. The Company had an accrued liability for guaranty fund assessments, second injury funds
assessments, and other insurance assessments totaling $7.9 million and $7.0 million as of December 31,
2011 and 2010, respectively. These liabilities are expected to be paid over two to five year periods based
on individual states’ regulations. The Company also recorded an asset of $4.0 million and $6.8 million,
as of December 31, 2011 and 2010, respectively, for prepaid policy charges still to be collected in the
future from policyholders, assessments that may be recovered through a reduction in future premium
taxes in certain states, and for expected refunds of certain prepaid assessments based on a change in the
Company’s premium between the time when the prepayment was made and when the assessment
becomes due. These assets are expected to be realized over two to ten year periods in accordance with
their type and individual states’ regulations.

12. Stockholders’ Equity

Stock Repurchase Programs

On November 3, 2010, the Board of Directors authorized a share repurchase program of up to
$100.0 million of the Company’s common stock from November 8, 2010 through June 30, 2012 (the 2011
Program). In November 2011, the Board of Directors authorized a $100.0 million expansion of the 2011
Program, to $200.0 million, and extended the repurchase authority pursuant to the 2011 Program
through June 30, 2013. The Company expects that shares may be purchased at prevailing market prices
through a variety of methods, including open market or private transactions, in accordance with
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applicable laws and regulations. The timing and actual number of shares repurchased will depend on a
variety of factors, including the share price, corporate and regulatory requirements, and other market
and economic conditions. Repurchases under the 2011 Program may be commenced or suspended from
time-to-time without prior notice, and the 2011 Program may be suspended or discontinued at any time.
From inception of the 2011 Program through December 31, 2011, the Company repurchased a total of
7,004,790 shares of common stock at an average price of $15.28 per share, including commissions, for a
total of $107.0 million.

Since the Company’s initial public offering in January 2007 through December 31, 2011, the
Company repurchased a total of 20,951,633 shares of common stock at an average cost per share of
$15.31, which is reported as treasury stock, at cost, on the accompanying consolidated balance sheets.

13. Stock-Based Compensation

The Employers Holdings, Inc. Amended and Restated Equity and Incentive Plan (the Plan) is
administered by the Compensation Committee of the Board of Directors, which is authorized to grant,
at its discretion, awards to officers, employees, non-employee directors, consultants, and independent
contractors. The maximum number of common shares reserved for grants of awards under the Plan is
7,105,838 shares. The Plan provides for the grant of stock options (both incentive stock options and
nonqualified stock options), stock appreciation rights, restricted stock, restricted stock units, stock-
based performance awards, and other stock-based awards.

As of December 31, 2011, nonqualified stock options, restricted stock units, and performance share
awards have been granted, but no incentive stock options, stock appreciation rights, or restricted stock
have been granted under the Plan.

Compensation costs are recognized net of any estimated forfeitures on a straight-line basis over the
employee requisite service periods. Forfeiture rates are based on historical experience and are adjusted
in subsequent periods for differences in actual forfeitures from those estimated. Net stock-based
compensation expense recognized in the accompanying consolidated statements of comprehensive
income was as follows:

Years Ended December 31,
2011 2010 2009
(in thousands)

Stock-based compensation expense related to:

Nonqualified stock options ..............ovviviieiennnnn... $1,648  $2,039 $1,782
Restricted StOCK UNIES. .. .ovvvvrtiniiiiiniieeieeneenns 2,094 2,014 1,473
Performance shares............cooiiiiiiiiiiiiiiininnnnn.. — — 2,111
Total .. e 3,742 4,053 5,366
Less: related tax benefit ........covviiiiii i iiiinnenn., 1,220 1,116 1,640
Net stock-based compensation eXpense ...................... $2,522  $2,937  $3,726

Nongqualified Stock Options

The Company awarded “Founders’ grants” to employees, excluding senior officers, in February
2007. The founders’ grants awards vested pro-rata on each of the first three anniversaries of the
effective date of EHI’s IPO. The options expire seven years from the date of grant. Additional grants of
nonqualified stock options awarded to certain officers of the Company have a service vesting periods of
four years after the date awarded and vest 25% on each of the subsequent four anniversaries of such
date. The options are subject to accelerated vesting in certain limited circumstances, such as: death or
disability, or in connection with a change of control of the Company. The options expire seven years
from the date of grant.

The fair value of the stock options granted is estimated using a Black-Scholes option pricing model
that uses the assumptions noted in the following table. During the years ended December 31, 2011,
2010, and 2009, the expected stock price volatility used to value the options granted in 2011, 2010, and
2009 was based on the volatility of the Company’s historical stock price since February 2007. The
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expected term of the options granted in 2011, 2010, and 2009 was calculated using the ’plain-vanilla’
calculation provided in the guidance of the Securities and Exchange Commission’s Staff Accounting
Bulletin No. 107. The dividend yield was calculated using amounts authorized by the Board of
Directors. The risk-free interest rate is the yield on the grant date of the options of U.S. Treasury zero
coupon securities with a maturity comparable to the expected term of the options.

The Company anticipates issuing new shares upon exercise of stock options.

The fair value of the stock options granted during the years ended December 31, 2011, 2010, and
2009 were calculated using the following weighted average assumptions:

2011 2010 2009

Expected volatility ..o 43.6% 473% 51.0%
Expected life (in years) .......ooviiiiiiiiniieiiiiii i iiiiinenanns 4.8 4.8 4.8
Dividend yield ......... i e 12% 16% 2.0%
Risk-free interest 1ate........cvuiiiiiiiiiiiiii it aienenen.s 19% 26% 2.5%
Weighted average grant date fair values of options granted......... $7.01 $5.80 $4.59

Changes in outstanding stock options for the year ended December 31, 2011 were as follows:

Weighted Average
Number of Weighted-Average Remaining

Options Exercise Price Contractual Life
Options outstanding at December 31, 2008... 1,024,085 $18.72 5.9
Granted........cooviiiii i 531,082 11.84 6.4
Expired ...cooviiiii e (4,239) 17.82
Forfeited ..........oooviiiiiii i (38,222) 18.73
Options outstanding at December 31, 2009... 1,512,706 16.30 5.4
Granted ....c..oviviiiii it 406,020 15.31 6.2
Exercised. .....ooiiiiiiiiii i (7,783) 12.03
Expired ......ooiiii e (35,441) 17.94
Forfeited ........covriiiii i, (112,399) 15.03
Options outstanding at December 31, 2010... 1,763,103 16.14 4.8
Granted........ooviiiiiiiiii i 355,063 19.81 6.2
Exercised.......coooiiiiiiiiiiiiiiiiin (92,646) 16.53
ExXpired ...oovviiiiir i (49,445) 17.32
Forfeited ........cooiiiiii i (187,369) 15.36
Options outstanding at December 31, 2011... 1,788,706 16.90 43
Exercisable at December 31, 2011............ 951,547 17.07 2.9

At December 31, 2011, the Company had yet to recognize $3.7 million in deferred compensation
related to nonqualified stock options grants and expects to recognize these costs on a straight-line basis
over the next 39 months. The fair value of options vested and the intrinsic value of outstanding and
exercisable options as of December 31, were as follows:

2011 2010 2009
(in millions)

Fair value of options vested..........c.vuiinieriiiierrineiieennannnnns $14 $18 $15
Intrinsic value of outstanding options ..............covoveiiiiiiinennanns 33 35 19
Intrinsic value of exercisable options................coooovviiiiiints, 1.5 07 —

Performance Share Awards

On August 8, 2007, officers of the Company were awarded, in aggregate, 140,311 performance
share awards (PSAs) for a performance period that ended December 31, 2009. These PSAs were subject
to certain performance targets with ultimate payouts of 150% of the target award. The fair value of the
PSAs on the date of grant was $2.6 million. In March 2010, 196,071 PSAs vested.
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Restricted Stock Units

The Company has awarded restricted stock units (RSUs) to non-employee members of the Board
of Directors and certain officers of the Company. The RSUs awarded to non-employee members of the
Board vest on the first anniversary of the award date. RSU grants allow each non-employee Director to
decide whether to defer settlement of the RSUs until six months after termination of Board service or
settle the RSUs at vesting. Dividend equivalents are granted to Directors who elected to defer
settlement of the RSUs after the grants vested. RSUs awarded to officers of the Company have a
service vesting period of four years from the date awarded and vest 25% on each of the subsequent four
anniversaries of such date. These RSUs are subject to accelerated vesting in certain limited
circumstances, such as: death or disability of the holder, or in connection with a change of control of
the Company.

Changes in outstanding RSUs for the year ended December 31, 2011 were as follows:

Weighted

Average
Number of Grant Date
RSUs Fair Value

RSUs outstanding at December 31, 2008 ......................... 199,881 $18.92
Granted ..............covvunL, et e s 218,039 11.84
Forfeited ... ..o (7,334) 19.21
53 £ (45,243) 19.21

RSUs outstanding at December 31,2009 ...............covnen.... 365,343 14.66
Granted . ....ooiii i e e e s 195,301 15.36
Forfeited ...t e (38,837) 14.81
Vested............ FE T P (93,292) 14.60

RSUs outstanding at December 31,2010 ......................... 428,515 14.98
Granted .....ooiiti i e e 157,570 19.03
Forfeited ... e (62,618) 15.29
=217 R (105,278) 15.25

RSUs outstanding at December 31,2011 ................ccovn..... 418,189 - 16.39

Vested but unsettled RSUs at December 31, 2011................ 86,855 15.31

The fair value of RSUs vested and the intrinsic value of outstanding and vested RSUs as of
December 31, were as follows:

2011 2010 2009
(in millions)

Fair value of RSUS vested ......ouvninininrntaie e naeeneeeaanennns $16 $14 $0.9
Intrinsic value of outstanding RSUs...............cociiiiiiiiininn... 76 75 56
Intrinsic value of vested RSUS .....vvitiitiiii ettt ieeieaneans 1.9 1.7 0.7

14. Statutory Matters

Statutory Financial Data

The combined capital stock, surplus and net income of the Company’s insurance subsidiaries
(EICN, ECIC, EPIC, and EAC), prepared in accordance with the statutory accounting practices (SAP)
of the National Association of Insurance Commissioners (NAIC) as well as SAP permitted by the states
of California, Florida, and Nevada, were as follows:
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December 31,

Wit 2010

(in thousands)
Capital stock and unassigned surplus..............oooviiiiiiniinins $241,087  $301,590
Paid in capital. ........ovviniiii i 64,900 64,900
Special surplus funds ... i 49,932 55,77
SUIPIUS NOtES. ..o ov vttt ettt e e aeas 32,000 32,000
Total statutory SUrplus .. ........oouiiiiii it nrannn. $387,919 $454,261

Net income for the Company’s insurance subsidiaries prepared in accordance with SAP for the
years ended December 31, 2011, 2010 and 2009 was $13.8 million, $59.1 million and $89.5 million,
respectively.

Treatment of the LPT Agreement and the surplus notes (see Notes 9 and 10) are the primary
differences in the SAP-basis capital stock and total surplus of the insurance subsidiaries of $387.9
million and $454.3 million, and the GAAP-basis equity of the Company of $474.2 million and $490.1
million as of December 31, 2011 and 2010, respectively. Under SAP accounting, the retroactive
reinsurance gain resulting from the LPT Agreement is recorded as a special component of surplus
(special surplus funds) in the initial year of the contract, and not reported as unassigned surplus until
the Company has recovered amounts in excess of the original consideration paid. The special surplus
funds are also reduced by the amount of extraordinary dividends as approved by the Nevada Division
of Insurance. Under GAAP accounting, the gain is deferred and amortized over the period the
underlying reinsured claims are paid (see Note 9). Under SAP, the surplus notes are recorded as a
separate component of surplus. Under GAAP, the surplus notes are considered debt.

Insurance Company Dividends

The ability of EHI to pay dividends on the Company’s common stock and to pay other expenses
will be dependent to a significant extent upon the ability of the Nevada domiciled insurance company,
EICN, and the Florida domiciled insurance company, EPIC, to pay dividends to their immediate
holding company, Employers Group, Inc. (EGI) and, in turn, the ability of EGI to pay dividends to
EHI. ECIC and EAC have the ability to declare and pay dividends to EICN and EPIC, respectively,
subject to certain restrictions. The amount of dividends each of the Company’s subsidiaries may pay to
their immediate parent is limited by the laws of their respective state of domicile.

Nevada law limits the payment of cash dividends by EICN to its parent by providing that payments
cannot be made except from available and accumulated surplus, otherwise unrestricted (unassigned),
and derived from realized net operating profits and realized and unrealized capital gains. A stock
dividend may be paid out of any available surplus. A cash or stock dividend prohibited by these
restrictions may only be declared and distributed as an extraordinary dividend upon the prior approval
of the Nevada Commissioner of Insurance (Nevada Commissioner). EICN may not pay such an
extraordinary dividend or make an extraordinary distribution until the Nevada Commissioner either
approves or does not disapprove the payment within 30 days after receiving notice of its declaration. An
extraordinary dividend or distribution is defined by statute to include any dividend or distribution of
cash or property whose fair market value, together with that of other dividends or distributions made
within the preceding 12 months, exceeds the greater of: (a) 10% of EICN’s statutory surplus as regards
to policyholders at the next preceding December 31; or (b) EICN’s statutory net income, not including
realized capital gains, for the 12-month period ending at the next preceding December 31. As of
December 31, 2011, EICN had positive unassigned surplus of $200.8 million. During 2011, EICN paid
dividends of $51.9 million to EGI, and subsequently from EGI to EHI. The maximum dividends that
may be paid in 2012 by EICN without prior approval is $26.3 million.

Under Florida law, without regulatory approval, EPIC may pay dividends if they do not exceed the
greater of: the lesser of 10% of surplus or net income, not including realized capital gains, plus a 2-year
carry forward; 10% of surplus, with dividends payable limited to unassigned funds minus 25% of
unrealized capital gains; or, the lesser of 10% of surplus or net investment income plus a 3-year carry
forward with dividends payable limited to unassigned funds minus 25% of unrealized capital gains.
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During 2011, EPIC declared and paid a dividend of $15.5 million to EGI, and in turn from EGI to EHIL.
The maximum dividends that may be paid in 2012 by EPIC without prior approval, is $13.6 million.

Regulatory Requirements and Restrictions

ECIC is subject to regulation by the California Department of Insurance (California DOI). The
ability of ECIC to pay dividends was further limited by restrictions imposed by the California DOI in
its approval of the Company’s October 1, 2008 reinsurance pooling agreement. Under that approval: (a)
ECIC must initiate discussions of its business plan with the California DOI if its premium to
policyholder surplus ratio exceeds 1.5 to 1; (b) ECIC will not exceed a ratio of premium to policyholder
surplus of 2 to 1 without approval of the California DOI; (c) if at any time ECIC’s policyholder surplus
decreases to 80% or less than the September 30, 2008 balance, ECIC shall cease issuing new policies in
California, but may continue to renew existing policies until it has (i) received a capital infusion to bring
its surplus position to the same level as that as of September 30, 2008 and (ii) submitted a new business
plan to the California DOI; (d) ECIC will maintain a risk based capital (RBC) level of at least 350%;
(e) should ECIC fail to comply with any commitments listed herein, ECIC will consent to any request
by the California DOI to cease issuing new policies in California, but may continue to renew existing
policies until such time that as ECIC is able to achieve full compliance with each commitment; and (f)
the obligations listed shall only terminate with the written consent of the California DOI.

EPIC and EAC are subject to regulation by the Florida Department of Financial Services (FDFS).
Florida statute Section 624.408 requires EPIC and EAC to maintain minimum capital and surplus of the
greater of $4.0 million or 10% of total liabilities. Florida statute Section 624.4095 requires EPIC and
EAC to maintain a ratio of written premiums times 1.25 to surplus of no greater than 10-to-1 for gross
written premiums and 4-to-1 for net written premiums. During the years ended December 31, 2011,
2010, and 2009, EPIC and EAC were in compliance with these statutes.

Additionally, EICN, ECIC, EPIC, and EAC are required to comply with NAIC RBC
requirements. RBC is a method of measuring the amount of capital appropriate for an insurance
company to support its overall business operations in light of its size and risk profile. NAIC RBC
standards are used by regulators to determine appropriate regulatory actions relating to insurers that
show signs of weak or deteriorating conditions. As of December 31, 2011, 2010, and 2009, EICN, ECIC,
EPIC, and EAC each had total adjusted capital above all regulatory action levels.

ECIC, EPIC, and EAC are subject to Florida statute and applicable regulations related to Florida
excessive profits for workers’ compensation insurance companies. Florida excessive profits are
calculated based upon a complex statutory formula which is applied over a rolling three year period.
Companies are required to file annual excessive profits forms, and they are required to return so-called
“Florida excessive profits” to policyholders in the form of a cash refund or credit toward the future
purchase of insurance. As of December 31, 2011 and 2010, the Company had no amounts accrued for
estimated additional Florida excessive profits based on its statutory underwriting results for the years
ended 2008-2010.

15. Accumulated Other Comprehensive Income, Net

Accumulated other comprehensive income, net, is comprised of unrealized gains on investments
classified as available-for-sale and unrealized losses on an interest rate swap, net of deferred tax
expense. The following table summarizes the components of accumulated other comprehensive income,
net:

Years Ended December 31,

2011 2010
(in thousands)
Net unrealized gain on investments, before taxes .......... $179,567 $129,435
Deferred tax expense ...........c.oovevviiiiiiiniiininannnnns (62,848) (45,302)
Total accumulated other comprehensive income, net....... $116,719 $ 84,133
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16. Employee Benefit and Retirement Plans

The Company maintained two 401(k) defined contribution plans covering all eligible Company
employees until April 2011. One plan covered eligible employees of the Company that existed prior to
the acquisition of AmCOMP Incorporated (AmCOMP) in 2008 (the Employers 401(k) Plan). The
second plan covered all eligible employees of the Company acquired in the AmCOMP acquisition (the
AmCOMP 401(k) Plan). Effective April 1, 2011, the two plans merged and participants of the
AmCOMP 401(k) Plan transferred to the Employers 401(k) Plan. Under the Employers 401(k) Plan,
the Company’s safe harbor matching consists of 100% matching contribution on salary deferrals up to
3% of compensation and then 50% matching contribution on salary deferrals from 3% to 5% of
compensation. The Company’s contribution to the Employers 401(k) Plan was $1.5 million, $1.4 million,
and $1.6 million for the years ended December 31, 2011, 2010, and 2009, respectively. Expenses relating
to the AmCOMP 401(k) Plan were $0.5 million and $0.7 million for the years ended December 31, 2010
and 2009, respectively.

17. Earnings Per Share

Basic earnings per share includes no dilution and is computed by dividing income applicable to
stockholders by the weighted average number of shares outstanding for the period. Diluted earnings per
share reflect the potential dilutive impact of all convertible securities on earnings per share. Diluted
earnings per share includes shares assumed issued under the “treasury stock method,” which reflects the
potential dilution that would occur if outstanding options were to be exercised.

The following table presents the net income and the weighted average shares outstanding used in
the earnings per share calculations.

Years Ended December 31,
2011 2010 2009
(in thousands, except share and per share data)

Net income available to stockholders—basic

and diluted. ...t $ 487313 $ 62799 $ 83,021
Weighted average number of shares

outstanding—basic ......................... 37,284,425 41,390,984 45,953,868
Effect of dilutive securities:

Nongqualified stock options................. 61,048 7,490 —

Performance share awards ................. — — 114,968

Restricted stock units ...................... 78,592 66,768 21,996
Dilutive potential shares...................... 139,640 74,258 136,964

Weighted average number of shares
outstanding—diluted ....................... 37,424,065 41,465,242 46,090,832

Diluted earnings per share exclude outstanding options and other common stock equivalents in
periods where the inclusion of such potential common stock instruments would be anti-dilutive. For the
years ended December 31, 2011, 2010, and 2009, 1.1 million, 0.9 million, and 1.0 million stock options,
respectively, were excluded from diluted earnings per share, as the exercise price of the options was
greater than the average market price of the common stock during the period. During the same periods,
0.5 million, 0.4 million, and 0.7 million outstanding RSU’s and stock options, respectively, were
excluded from diluted earnings per share under the treasury method, as the potential proceeds on
settlement or exercise was greater than the value of shares acquired.

18. Strategic Restructuring Plan

On July 2, 2010, the Company announced the reorganization of its operations to eliminate
duplicative services and better align resources with business activity and growth opportunities. The
Company combined its four regional operating units into two units, Eastern and Western, with the
Strategic Partnerships and Alliances unit remaining structurally unchanged. In connection with these
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efforts and with general cost control efforts, the Company eliminated approximately 160 positions and
announced the closure of four offices. The changes to the Company’s workforce were substantially
completed in the third quarter of 2010.

During the year ended December 31, 2010, the Company recorded total restructuring charges of
$6.1 million, including $3.9 million related to workforce reductions and $2.2 million related to leases for
facilities that were vacated during the year. These charges are included in underwriting and other
operating expense in the consolidated statements of comprehensive income. As of December 31, 2010,
the Company had accrued $0.2 million for personnel-related termination costs and $2.3 million related
to leases for facilities that were vacated, which are included in accounts payable and accrued expenses
in the accompanying consolidated balance sheets.

On January 23, 2009, the Company announced a strategic restructuring plan to achieve the
corporate and operational objectives set forth as part of its acquisition and integration of AmCOMP,
and in response to then current economic conditions. The restructuring plan included a staff reduction
of 14% of the Company’s total workforce and consolidation of corporate activities into the Company’s
Reno, Nevada headquarters. During the year ended December 31, 2009, the Company incurred
integration and restructuring charges of $5.7 million, including $2.8 million in personnel-related
termination costs. These charges are included in underwriting and other operating expenses in the
consolidated statements of comprehensive income. Cash payments relating to the 2009 restructuring
were $0.6 million and $5.1 million during the years ending December 31, 2010 and 2009, respectively.
As of December 31, 2010 and 2009, the Company had zero and $0.6 million accrued, respectively, for
the remaining 2009 restructuring costs that are included in accounts payable and accrued expenses in
the accompanying consolidated balance sheets.

19. Selected Quarterly Financial Data (Unaudited)
Quarterly results for the years ended December 31, 2011 and 2010 were as follows:

2011 Quarters Ended
March 31 June 30 September 30 December 31
(in thousands except per share data)

Net premiums earned ...........oovviienvrerannnnns $82,427 $88,128 $92,601 $100,268
Realized gains on investment, net.................. 234 1,102 647 18,178
Losses and loss adjustment expenses............... 59,421 64,150 67,438 73,654
COmmIiSSION EXPeNSe ....vuvurrrrnrereneiernennennas 10,281 11,119 10,968 13,134
Underwriting and other operating expenses........ 25,678 26,200 25,334 23,505
Income tax expense (benefit) ...................... (2,380) (2,003) (4,355) 6,632
Netincome .....ovvvieniirniniiiieiiiiaaennnnnn. 8,345 8,251 11,783 19,934
Earnings per common share:

BasiC.. ..ot e 0.22 0.21 0.31 0.58

Diluted ...t 0.21 0.21 0.31 0.58

2010 Quarters Ended
March 31 June 30 September 30 December 31
(in thousands except per share data)

Net premiums earned ................cccvvieivnenn.. $79,201  $78,235 $80,695 $83,565
Realized gains on investment, net.................. 540 352 8 9,237
Losses and loss adjustment expenses............... 40,288 45,045 52,764 56,682
Commission EXPense .......cvvvereneieenenrnennnns 9,905 9,176 9,971 9,416
Underwriting and other operating expenses........ 32,267 25,143 25,722 22,894
Income tax expense (benefit) ...................... (530) 1,636 58 2,359
Net inCOME . ....cviiiriin i ieineieneneannnans 16,097 16,499 10,054 20,149
Earnings per common share:

Basic.. ..o i 0.38 0.39 0.25 0.51

Diluted ... ... e 0.38 0.39 0.25 0.51



Fourth Quarter Adjustments

The fourth quarter of 2011 was impacted by two adjustments which consisted of (1) a pretax $849
thousand decrease in underwriting and other operating expenses (after tax of $552 thousand) resulting
from an over-accrual of sales incentives throughout 2011, and (2) a $993 thousand increase in income
tax expense primarily related to the write off a deferred tax asset related to the prior year. These
adjustments were not material to any individual prior period or the current period and, accordingly, the
prior period results have not been adjusted.

Net Premiums Earned

The increase in net premiums earned in 2011was primarily due to increasing policy count as we
executed our growth strategy. The decrease in net premiums earned during the first six months of 2010
was primarily due to the decrease in gross premium written, resulting from lower rates, competitive
pressures, and changes in business conditions due to the economy and its impact on small businesses. In
the third and fourth quarters of 2010 the net premiums earned increased primarily as a result of
favorable adjustments in the final audit accrual.

Realized Gains on Investments, Net

The increase in realized gains on investments, net in the fourth quarter of 2011 resulted from a
strategic rebalancing of our investment portfolio in an effort to increase portfolio allocations to taxable
fixed income sectors, shorten portfolio duration following the decline in interest rates in the second half
of 2011, and increase the allocation in high dividend equity securities.

The Company evaluated its portfolio allocation during the fourth quarter of 2010 and elected to
shift $20.0 million of equity securities into a high-yield dividend portfolio, resulting in a $9.2 million
realized gain.

Losses and LAE

Losses and LAE increased in in each quarter of 2011, primarily due to higher net earned
premiums.

Favorable prior accident year reserve development was recognized in each of the first two quarters
of 2010 in the amounts of $11.1 million and $5.5 million, respectively, and no favorable development
was recognized in the third quarter. Additionally, a $1.6 million expense related to the commutation of
certain reinsurance treaties was included in losses and LAE for the third quarter of 2010. Unfavorable
loss development of $0.9 million was recognized in the fourth quarter of 2010 related to the write-off of
certain reinsurance recoverables that had previously been accounted for as an allowance for bad debt.

Commission Expense

Commission expense increased in the first, second and fourth quarters of 2011, primarily due to
higher net earned premiums. Additionally, in the fourth quarter of 2011 there was a change in the
accrual for agency incentive commissions of $1.2 million, which increased the commission expense in
the quarter.

During the fourth quarter of 2010, the Company reduced its estimate of certain administrative fees
due under its joint marketing agreements by $3.0 million, which decreased the commission expense in
the fourth quarter of 2010. The Company also re-negotiated the terms of certain reinsurance
agreements, which increased commission expense by $1.8 million in the fourth quarter of 2010.

Underwriting and Other Operating Expenses

Underwriting and other operating expenses declined in the first, second, and fourth quarters of
2010 as the Company managed its expenses, primarily through workforce reductions. The first quarter
included charges of a $0.9 million expense related to workforce reductions. In the third quarter of 2010,
the Company recorded a $4.3 million expense related to workforce reductions and leases for facilities
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that were vacated during the quarter. The fourth quarter included a $0.9 million expense related to
leases for facilities that were vacated during that quarter.

Income Taxes

Income tax expense (benefit) for interim periods is measured using an estimated effective tax rate
for the annual period based on projected net income and tax adjustments. On an interim basis, actual
results to date replace the projections and the annual effective tax rate is updated. A cumulative change
is recorded in the quarter the effective tax rate changes.

The increased income tax expense in the fourth quarter of 2011 was primarily related to the
increased realized gains on investments, net during that quarter.

Item 9. Changes in and Disagreements with Accountants on Accounting and Financial Disclosure

None.

Item 9A. Controls and Procedures

Disclosure Controls and Procedures

We maintain disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) of
the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) designed to provide
reasonable assurance that the information required to be reported in the Exchange Act filings is
recorded, processed, summarized and reported within the time periods specified and pursuant to SEC
regulations, including controls and procedures designed to ensure that this information is accumulated
and communicated to management, including its chief executive officer and chief financial officer, as
appropriate, to allow timely decisions regarding the required disclosure. It should be noted that,
because of inherent limitations, our disclosure controls and procedures, however well designed and
operated, can provide only reasonable, and not absolute, assurance that the objectives of the disclosure
controls and procedures are met.

Our management, with the participation of our Chief Executive Officer and Chief Financial
Officer, evaluated the effectiveness of our disclosure controls and procedures as of the end of the
period covered by this report. Based upon that evaluation, our Chief Executive Officer and Chief
Financial Officer have concluded that our disclosure controls and procedures were effective at a
reasonable level of assurance as of December 31, 2011.

Management’s Report on Internal Control Over Financial Reporting

Management’s report regarding internal control over financial reporting is set forth in Item 8 of
this Annual Report on Form 10-K under the caption “Management’s Report on Internal Control over
Financial Reporting” and incorporated herein by reference.

Attestation Report of Independent Registered Public Accounting Firm

The attestation report of the Company’s independent registered public accounting firm regarding
internal control over financial reporting is set forth in Item 8 of this Annual Report on Form 10-K
under the caption “Report of Independent Registered Public Accounting Firm” and incorporated
herein by reference.

Changes in Internal Control Over Financial Reporting

There have not been any changes in our internal control over financial reporting (as such term is
defined in Rules 13a-15(f) in the Exchange Act) during the fourth fiscal quarter of the year to which
this report relates that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.

Item 9B. Other Information
None.

92



PART I

Item 10. Directors, Executive Officers, and Corporate Governance

The information required by Item 10 with respect to our executive officers and key employees is
included under the caption “Executive Officers of the Registrant” in our Proxy Statement for the 2012
Annual Meeting and is incorporated herein by reference. We plan to file such Proxy Statement within
120 days after December 31, 2011, the end of our fiscal year.

The information required by Item 10 with respect to our Directors is included under the caption
“Election of Directors” in our Proxy Statement for the 2012 Annual Meeting of Stockholders and is
incorporated herein by reference.

The information required by Item 10 with respect to compliance with Section 16 of the Exchange
Act is included under the caption “Section 16(a) Beneficial Ownership Reporting Compliance” in our
Proxy Statement for the 2012 Annual Meeting of Stockholders and is incorporated herein by reference.

The information required by Item 10 with respect to our audit committee and our audit committee
financial expert is included under the caption “The Board of Directors and its Committees - Audit
Committee” in our Proxy Statement for the 2012 Annual Meeting of Stockholders and is incorporated
herein by reference.

The information required by Item 10 with respect to our Code of Business Conduct and Ethics and
our Code of Ethics for Senior Financial Officers is posted on our website at www.employers.com in the
Investors section under “Governance.” We will post information regarding any amendment to, or
waiver from, our Code of Business Conduct and Ethics on our website in the Investor section under
Governance.

Item 11, Executive Compensation

The information required by Item 11 is included under the captions “Compensation Discussion and
Analysis,” “Compensation Committee Report” and “Compensation Committee Interlocks and Insider
Participation” in our Proxy Statement for the 2012 Annual Meeting of Stockholders and is incorporated
herein by reference.

Item 12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters

Certain information required by Item 12 is included under the captions “Security Ownership of
Certain Beneficial Owners and Management” and “Compensation Discussion and Analysis” in our
Proxy Statement for the 2012 Annual Meeting of Stockholders and is incorporated herein by reference.

Equity and Incentive Plan

The following table gives information about our common stock that may be issued upon the
exercise of options, warrants, and rights under all of our existing equity compensation plans as of
December 31, 2011. We do not have any plans not approved by our stockholders. Our equity
compensation plans are discussed further in Note 13 in the Notes to our Consolidated Financial
Statements, which are included herein.

(a) ) ¢
Number of securities
Number of securities Weighted-average remaining available for
to be issued upon exercised price of further issuance
exercise of outstanding  outstanding options, under compensation plans
options, warrants, and warrants, and (excluding securities
Plan Category rights rights reflected in column (a))

Equity compensation plans approved
by stockholders ..................... 1,788,706 $16.90 4,478,413

Equity compensation plans not
approved by stockholders ........... — —

0 - 1,788,706 $16.90 4,478,413
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Item 13. Certain Relationships and Related Transactions and Director Independence

The information required by Item 13 is included under the captions “Certain Relationships and
Related Transactions” and “Director Independence” in our Proxy Statement for the 2012 Annual
Meeting of Stockholders and is incorporated herein by reference.

Item 14. Principal Accountant Fees and Services

The information required by Item 14 with respect to the fees and services of Ernst & Young LLP,
our independent registered public accounting firm, is included under the caption “Audit Matters” in our
Proxy Statement for the 2012 Annual Meeting of Stockholders and is incorporated herein by reference.
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PART IV

Item 15. Exhibits and Financial Statement Schedules
The following consolidated financial statements are filed in Item 8 of Part II of this report:

Page
Report of Independent Registered Public Accounting Firm...................cooooiiiio.e. 60
Consolidated Balance Sheets as of December 31, 2011 and 2010..........c.oiriiiirinnnennnnn. 61
Consolidated Statements of Comprehensive Income for each of the three years ended
Deecember B, 200 ..ottt i e e e e e e i, 62
Consolidated Statements of Stockholders’ Equity for each of the three years ended
December 31, 2001 ..ot e PP 63

Consolidated Statements of Cash Flows for each of the three years ended December 31, 2011. 64

Notes to Consolidated Financial Statements. ... ....ovuit ittt ieeeeianaaanns 65

Financial Statement Schedules:
Schedule II. Condensed Financial Information of Registrant.................... ..., 96
Schedule VI. Supplemental Information Concerning Property-Casualty Insurance Operations... 101

Pursuant to Rule 7-05 of Regulation S-X, Schedules I, III, IV, and V have been omitted as
the information to be set forth therein is included in the notes to the audited consolidated
financial statements.
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Schedule II. Condensed Financial Information of Registrant

Employers Holdings, Inc.
Condensed Balance Sheets

Assets
Investments:
Investment in subsidiaries............... ool
Investment in securities available-for-sale (amortized cost $183,017 in
2011 and $339,956 in 2010) ... ooeini i
Equity Securities at fair value (amortized cost $14,990 in 2011 and $0 in
2000« e
Total INVESTMENTS. ... .ovttt ettt et e e aaaanes
Cash and cash equivalents. ...
Restricted cash and cash equivalents ..............coiiiiiiiieniiiieiniiennnn
Intercompany receivable. ...........ii i
Deferred inCOmME taXeS, MEt. ... uueinr e tiat e ettt et it et eaneenieenn
Other @SSELS .« vttt e ettt ettt et e e e

0 7Y T T - TP

Liabilities and stockholders’ equity

Accounts payable and accrued eXpenses. . ......ocoviririiriiiiiiiiiiiiaien..
Income tax payable. .......o.iiiniii i e
NOtes PaAYAbIE . ..ottt e
Other liabilities. . . .....ooo it e e

Total Habilitles ... ..ottt e et e e

Stockholders’ equity:

Common stock, $0.01 par value; 150,000,000 shares authorized 53,948,442 and
53,779,118 shares issued and 32,996,809 and 38,965,126 shares outstanding
at December 31, 2011 and 2010, respectively.............cocoviiiiiiiiien..

Preferred stock, $0.01 par value; 25,000,000 shares authorized non-issued .....
Additional paid-in capital ....... ... i
Retained earmings .. ...oveneitiii ettt it e
Accumulated other comprehensive income, net.............ooveviviinienen.n..
Treasury stock, at cost (20,591,633 shares at December 31, 2011 and
14,813,992 shares at December 31, 2010)........ccvviiiiiiiiiiainiieanns.
Total stockholders’ equity .........c.voiiiiiiiiii i

Total liabilities and stockholders” equity...........c.cooiiniiiiiiiiiininnen..

See accompanying notes.
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December 31,

2011 2010
(in thousands, except

share data)
$ 200,801 § 196,714
195,015 345,060

15,275 —

411,091 541,774
140,792 27,991

2,018 2,017
4,398 7,485
8,526 7,541
3,613 5,739

$ 570,438 § 592,547

$ 2239 § 2141

3,987 256
90,000 100,000
26 34

96,252 102,431

540 538

318,989 314,212
358,693 319,341
116,719 84,133

(320,755)  (228,108)

474,186 490,116
$ 570,438 $ 592,547




Employers Holdings, Inc.
Condensed Statements of Income

Revenues
Net investment INCOME ... ..ottt erttneianaannanns
Realized gains on investments .. .....oeviiieeinieninernenneneanenenn.

Total TevenUes. ...t i i i e i
Expenses

Other operating eXpPemses. .. ...vutuin ittt eiiiiniiineiinanaenen.
Interest eXpense . ....vueiii it e et

Total EXPEISES. .. v ittt

JIncome (loss) before income taxes and equity in earnings of
subsidiaries. ... ..o

Income tax expense (benefit)...........coviiiiiiiiiiiiiiiiiiiiien..

Net income (loss) before equity in earnings of subsidiaries...........
Equity in net income of subsidiaries....................oooooni

LS5 A 8 eTe ) 1 4 AP

Earnings per common share for the stated periods (Note 17):
BasiC. .t e e

Daluted. ..o e e e e

Cash dividends declared per common share ..........................

See accompanying notes.
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Years Ended December 31,

i 2010 209
(in thousands, except per share
data)
$10284 $ 8740 $ 7,089
7,769 — 2,682
18,053 8,740 9,771
12,662 10,597 14,036
2,040 4,080 5,719
14,702 14,677 19,755

3,351 (5,937) (9,984)
279 (6,836) (5,990)
3,072 899 (3,994)
45,241 61,900 87,015
$48,313  $62,799  $83,021
$ 130 §$ 152 § 1.81
$ 129 § 151 $ 1.80
$ 024 $ 024 § 024




Employers Holdings, Inc.

Condensed Statement of Cash Flows

Operating activities

[ A 5 oL o 13 1= A

Adjustments to reconcile net income to net cash provided by
(used in) operating activities:
Equity in net income. of subsidiaries...........................
AmOrtization EXPemnse. .........vvuuiiiniiiiniiii i
Realized gains on investments ..........c..ovviiieeeenenrnnnenss
Stock-based compensation ..ol
Amortization of premium or investments, net..................
Deferred income tax eXpense ........cccuovvernreeeenenraeeenns
Change in operating assets and liabilities:
Accounts payable, accrued expense and other liabilities. ..
Federal inCome taxes.........ovvvuniiieireniinrinneeninnss
Other assets. ... ..ottt

Years Ended December 31,

Investing activities

Purchase of fixed maturity securities ............ovveveniiiienan,
Purchase of equity SecUrities ........coouiivieniiinnnenenenennannans
Proceeds from sale of fixed maturity securities.....................
Proceeds from maturities and redemptions of investments..........
Cash dividends received from subsidiaries..........................
Restricted cash used in investing activities .........................

Net cash provided by investing activities ..............coocoviiiins.

Financing activities

Acquisition of treasury stock ........ ..o it e
Cash transactions related to stock-based compensation.............
Dividends paid to stockholders..............oooiiiiiiiiiiiiie.
Payments on notes payable..........c.oiiiiiiiiiiiiiiiiiiaen
Net cash used in financing activities..............coveeeiinvinin.nn,
Net increase (decrease) in cash and cash equivalents...............
Cash and cash equivalents at the beginning of the period..........

Cash and cash equivalents at the end of the period ................

See accompanying notes.
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2011

(in thousands)

2010

2009

$ 48313 $62,799 §$ 83,021

(45241) (61,900)  (87,015)
— 94 188
(7,769) — (2682
3,742 4,053 5,366
4056 3794 1,428
(1,803)  (9,930) (A7)
(583)  (1,147)  (1,106)
3731 8637 (5,960)
2,126 (470) 924
3,087  (7,155) (718)
9,659  (1225)  (6,601)
(9,024) — —
(14,990) — —
147,256 — 59,660
22420 12319 10,000
67,380 38383 27,700
(1) _ (2,000 17)
213,041 48702 97343
(91,975) (635592)  (74,185)
1,019 (1,135) (123)
(8943)  (9935)  (11,031)
(10,000) — (50,000
(109,899) (74,662) (135339)
112,801  (27,185)  (44,597)
27991 55176 99,773
$ 140792 $27.991 $ 55,176




1. Nature of Operaﬁons and Summary of Significant Accounting Policies

Operations and Basis of Presentation

Employers Holdings, Inc. (EHI) is a Nevada holding company. Through its wholly owned
insurance subsidiaries, Employers Insurance Company of Nevada (EICN), Employers Compensation
Insurance Company (ECIC), Employers Preferred Insurance Company (EPIC), and Employers
Assurance Company (EAC), EHI is engaged in the commercial property and casualty insurance
industry, specializing in workers’ compensation products and services. Unless otherwise indicated, all
references to the “Company” refer to EHI, together with its subsidiaries.

EHI prepares its condensed financial statements in accordance with U.S. generally accepted
accounting principles (GAAP), using the equity method. Under the equity method, the investment in
subsidiaries is stated at cost plus equity in earnings (loss) of its subsidiaries. EHI receives dividends
from its insurance subsidiaries in the form of cash and securities. The book value for these securities is
stated at the fair market value at the date of transfer. These condensed financial statements should be
read in conjunction with EHI’s consolidated financial statements included elsewhere in this Annual
Report on Form 10-K.

Estimates and Assumptions

The preparation of the financial statements in conformity with GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities, and disclosure
of contingent assets and liabilities at the date of the financial statements, and the reported amounts of
revenue and expenses during the reporting period. As a result, actual results could differ from these
estimates.

2. Income Taxes

EHI files a consolidated federal income tax return with its subsidiaries and has a tax allocation
agreement with its subsidiaries. The equity in the undistributed earnings of subsidiaries included in the
accompanying condensed statements of income is net of income taxes.

3. Investments

EHI holds fixed maturity securities at December 31, 2011 for purposes of securing the Third and
Amended and Restated Secured Revolving Credit Facility (Amended Credit Facility). The amortized
cost and estimated fair value of fixed maturity securities at December 31, 2011, by contractual maturity,
are shown below. Expected maturities differ from contractual maturities because borrowers may have
the right to call or prepay obligations with or without call or prepayment penalties.

Amortized Estimated
Cost Fair Value
(in thousands)

Due in One year OF 1€8S. .. .vvuveiiin it niiiieeiiienennnnns $ 31,580 $ 31,886
Due after one year through five years....................ooooo... 89,772 97,632
Due after five years through ten years....................ooiint. 27,290 29,914
Due after 10 years. ......ouueieniniininiiiiiiiiiiiieeiiiannns 34,366 35,583
Total. ..o e $183,017  $195,015

At December 31, 2011, the fixed maturity securities had unrealized gains of $12.0 million which are
included in accumulated comprehensive income, net in the accompanying condensed balance sheets.

During 2011, EHI purchased equity securities and utilized market quotations to determine their
fair values.

4. Notes Payable

On December 28, 2010, EHI and Wells Fargo Bank, National Association (Wells Fargo) entered
into the Amended Credit Facility. See Note 10 of the Consolidated Financial Statements of Employers
Holdings, Inc. and Subsidiaries included herein for a description of the terms of the Amended Credit
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Facility. Interest paid during the years ended December 31, 2011, 2010, and 2009 totaled $2.0 million,
$4.4 million, and $5.8 million, respectively. In accordance with the terms of the contract, a repayment of
$10.0 million was made toward the Amended Credit Facility on December 31, 2011. The Amended
Credit Facility is secured by fixed maturity securities which had a fair value of $126.7 million at
December 31, 2011.

5. Stock-Based Compensation

During 2011, EHI awarded 157,570 RSUs to non-employee Directors and officers, and 355,063
non-qualified stock options to officers. During 2010, EHI awarded 195,301 RSUs to non-employee
Directors and officers, and 406,020 non-qualified stock options to officers. See Note 13 of the
Consolidated Financial Statements of Employers Holdings, Inc. and Subsidiaries’ included herein for a
detailed description of the stock-based compensation.
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Schedule VI. Supplemental Information Concerning Property—Casualty Insurance Operations

Employers Holdings, Inc. and Subsidiaries

Consolidated Supplemental Information Concerning Property and Casualty Insurance Operations

Deferred
Policy

Losses and
LAE
Reserves For Net Net Related to

Year Acquisition Unpaid Losses Unearned Premiums Investment Current

Ended Costs

And LAE Premiums  Earned Income Years

Losses and Amortization of

LAE
Related to
Prior Years

(in thousands)

2011 $37,524  $2,272,363 $194,933 $363,424 $80,117 $280,683

2010 32,239
2009 33,695

Exhibits:

Exhibit
No.
3.1

32

4.1
10.1

10.2

10.3

104

*10.5

*10.6

*10.7

2,279,729 149485 321,786 83,032 227,143
2,425,658 158,577 404247 90484 283,827

Included
Description of Exhibit Herewith

$ 1,127
(14,130)
(51,359)

Deferred Policy

Acquisition
Costs

$74,500
72,071
87,638

Net
Paid Losses Premiums
And LAE Written

$273,973 $410,038
262,480 313,098
289,443 368,290

Incorporated by Reference Herein

Form

Exhibit

Amended and Restated Articles of
Incorporation of Employers Holdings,
Inc.

Amended and Restated Bylaws of
Employers Holdings, Inc.

Form of Common Stock Certificate
Quota Share Reinsurance Agreement,
dated as of June 30, 1999, between
State Industrial Insurance System of
Nevada, D.B.A.: Employers Insurance
Company of Nevada and the various
Reinsurers as identified by the
Interests and Liabilities Agreements
attached thereto® '

Producer Agreement, dated as of
May 1, 2005, between Employers
Compensation Insurance Company
and Automatic Data Processing
Insurance Agency, Inc. ®

Joint Marketing and Network Access
Agreement, dated as of January 1,
2006, between Employers Insurance
Company of Nevada and Blue Cross
of California, BC Life & Health
Insurance Company, and
Comprehensive Integrated Marketing
Services®

Joint Marketing and Network Access
Agreement, dated as of July 1, 2006,
between Employers Insurance
Company of Nevada and Blue Cross
of California, BC Life & Health
Insurance Company, and
Comprehensive Integrated Marketing
Services®)

Employers Holdings, Inc. Equity and
Incentive Plan Stock Option
Agreement

Employers Holdings, Inc. Equity and
Incentive Plan Performance Share
Agreement

Employers Holdings, Inc. Amended
and Restated Equity Incentive Plan
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10-K

10-Q

S-1/A
S-1/A

S-17A

S-1/A

S-1/A

8-K

8-K

31

31

4.1
10.1

10.2

10.3

10.4

10.1
10.2

10.1

Filing Date
March 30, 2007

November 5, 2009

January 18, 2007
January 18, 2007

January 18, 2007

January 18, 2007

January 18, 2007

August 10, 2007

August 10, 2007

May 28, 2010



Exhibit
No.

+10.8
+10.9

*10.10

*10.11

*10.12

*10.13

*10.14

10.15

10.16

10.17

211
231
241
311
31.2
321
322
**101.INS

Description of Exhibit

Form of Restricted Stock Unit
Agreement

Form of Restricted Stock Unit
Agreement for Non-Employee
Directors

Employment Agreement by and
between Employers Holdings, Inc. and
Douglas D. Dirks, dated December
17, 2008 and effective as of January 1,
2009

Employment Agreement by and
between Employers Holdings, Inc. and
Ann W. Nelson, dated December 5,
2011 and effective as of January 1,
2012

Employment Agreement by and
between Employers Holdings, Inc. and
John P. Nelson, dated December 5,
2011, and effective as of January 1,
2012

Employment Agreement by and
between Employers Holdings, Inc. and
Lenard T. Ormsby, dated December
5, 2011 and effective as of January 1,
2012

Employment Agreement by and
between Employers Holdings, Inc. and
William E. Yocke, dated December 5,
2011 and effective as of January 1,
2012

Third Amended and Restated Credit
Agreement, dated December 30, 2010,
between Employers Holdings, Inc. and
Wells Fargo Bank, National
Association

Third Amended and Restated
Revolving Line of Credit Note, dated
December 30, 2010, between
Employers Holdings Inc. and Wells
Fargo Bank, National Association
Separation and Release Agreement by
and between Employers Insurance
Company of Nevada and Martin J.
Welch, dated January 18, 2011 and
effective February 1, 2011

Subsidiaries of Employers Holdings,
Inc.

Consent of Ernst & Young LLP,
Independent Registered Public
Accounting Firm

Power of Attorney

Certification of Douglas D. Dirks
Pursuant to Section 302

Certification of William E. Yocke
Pursuant to Section 302

Certification of Douglas D. Dirks
Pursuant to Section 906

Certification of William E. Yocke
Pursuant to Section 906

XBRL Instance Document
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Incorporated by Reference Herein

Included
Herewith Form  Exhibit Filing Date

8-K 101  June 2, 2008
10-Q 10.1  August 7, 2009
8-K 10.1  December 23, 2008
8-K 10.1  December 8, 2011
8K 10.2  December 8, 2011
8-K 10.3  December 8, 2011
8-K 104  December 8, 2011
8-K 10.1  December 30, 2010
8-K 10.2  December 30, 2010
10-K  10.18 February 24, 2011

X

X

X

X

X

X

X

X



Exhibit Included Incorporated by Reference Herein

No. . Description of Exhibit Herewith Form Exhibit Filing Date
**]101.SCH XBRL Taxonomy Extension Schema X
Document

**101.CAL XBRL Taxonomy Extension
Calculation Linkbase Document

**101.DEF XBRL Taxonomy Definition Linkbase
Document

**101.LAB XBRL Taxonomy Extension Label
Linkbase Document

**101.PRE XBRL Taxonomy Extension
Presentation Linkbase Document

LT T B

For purposes of the incorporation by reference of documents as Exhibits, all references to Forms S-1
and S-1/A of Employers Holdings, Inc. refer to Forms S-1 and S-1/A filed with the Commission under
Registration Number 333-139092.

* Identify management contracts and compensatory plans or arrangements.
** XBRL (eXtensible Business Reporting Language) information is furnished and not filed for purposes of Sections 11 and 12
of the Securities Act of 1933 and Section 18 of the Securities Exchange Act of 1934,
(1) Confidential treatment has been requested for certain confidential portions of this exhibit; these confidential portions have
been omitted from this exhibit and filed separately with the Securities and Exchange Commission.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Act of 1934, the Registrant
has duly caused this Report to.be signed on its behalf by the undersigned, thereunto duly authorized, in
the City of Reno, State of Nevada on March 1, 2012.

EMPLOYERS HOLDINGS, INC.

By: /s/ Douglas D. Dirks

Name: Douglas D. Dirks
Title: Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this Report has been signed
by the following persons in the capacities and on the dates indicated:

Signature Title Date
/s/ Robert J. Kolesar Chairman of the Board March 1, 2012
Robert J. Kolesar
/s/ Douglas D. Dirks President and Chief Executive Officer, March 1, 2012
Douglas D. Dirks Director (Principal Executive Officer)
/s/ William E. Yocke Executive Vice President and Chief March 1, 2012
William E. Yocke Financial Officer (Principal Financial

and Accounting Officer)

/s/ Richard W. Blakey Director March 1, 2012
Richard W. Blakey

/s/ Valerie R. Glenn Director March 1, 2012
Valerie R. Glenn

* Director March 1, 2012
Rose E. McKinney-James

/s/ Ronald F. Mosher Director March 1, 2012
Ronald F. Mosher

/s/ Katherine W. Ong Director March 1, 2012
Katherine W. Ong

/s/ Michael D. Rumbolz Director March 1, 2012
Michael D. Rumbolz

/s/ John P. Sande III Director March 1, 2012
John P. Sande IIT

* The undersigned, by signing his name hereto, does sign and execute this Annual Report on
Form 10-K pursuant to a Power of Attorney executed on behalf of the above-indicated director of the
registrant and filed herewith as Exhibit 24.1 on behalf of the registrant.

By: /s/ Lenard T. Ormsby
(Lenard T. Ormsby, as Attorney-in Fact)
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Exhibit 21.1

Employers Holdings, Inc.

Subsidiaries As of December 31, 2011

Name Jurisdiction of Organization
Employers Group, Inc. Nevada
Employers Insurance Company of Nevada Nevada
Employers Occupational Health, Inc. Nevada
Elite Insurance Services, Inc. Nevada
Employers Compensation Insurance Company California
Employers Preferred Insurance Company Florida
Employers Assurance Company Florida
EIG Services, Inc. Florida
Pinnacle Benefits, Inc. Florida
AmSERYV, Inc. Florida
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Exhibit 23.1

Consent of Independent Registered Public Accounting Firm

We consent to the incorporation by reference in the Registration Statements (Form S-8 Nos. 333-
140395, 333-142135, 333-152900, and 333-168563) of our reports dated March 1, 2012, with respect to the
consolidated financial statements and schedules of Employers Holdings, Inc. and Subsidiaries and the
effectiveness of internal control over financial reporting of Employers Holdings, Inc. and Subsidiaries
included in this Annual Report (Form 10-K) for the year ended December 31, 2011.

/s/ Ernst & Young LLP

Los Angeles, California
March 1, 2012
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Exhibit 24.1

POWER OF ATTORNEY

KNOW ALL MEN BY THESE PRESENTS, that the undersigned director of Employers
Holdings, Inc., a Nevada corporation, constitutes and appoints Douglas D. Dirks, William E. Yocke and
Lenard T. Ormsby, and each of them, her true and lawful attorneys-in-fact and agents, with full power
of substitution and resubstitution for her and in her name, place and stead, in any and all capacities, to
sign the report on Form 10-K for the fiscal year ended December 31, 2011, or any and all amendments
to such report, and to file the same, with all exhibits thereto, and other documents in connection
therewith, with the Securities and Exchange Commission, granting unto said attorneys-in-fact and
agents full power and authority to do and perform each and every act and thing requisite and necessary
to be done in and about the premises, as fully to all intents and purposes as she might or could do in
person, hereby ratifying and confirming all that said attorneys-in-fact and agents, or their substitute or
substitutes, may lawfully do or cause to be done by virtue thereof.

IN WITNESS WHEREOF, the undersigned has executed this power of attorney this 23rd day of
February, 2012.

/s/ Rose E. McKinney-James
Rose E. McKinney-James
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Exhibit 31.1

CERTIFICATIONS

I, Douglas D. Dirks, certify that:

1. I have reviewed this annual report on Form 10-K of Employers Holdings, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting;

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal control over financial reporting.

Date: March 1, 2012 /s/ Douglas D. Dirks

Douglas D. Dirks
President and Chief Executive Officer
Employers Holdings, Inc.
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Exhibit 31.2

CERTIFICATIONS

I, William E. Yocke, certify that:

1. I have reviewed this annual report on Form 10-K of Employers Holdings, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a material fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report;

3. Based on my knowledge, the financial statements, and other financial information included in this
report, fairly present in all material respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f))
for the registrant and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that material information relating
to the registrant, including its consolidated subsidiaries, is made known to us by others within
those entities, particularly during the period in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with generally accepted accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the period covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting
that occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal
quarter in the case of an annual report) that has materially affected, or is reasonably likely to
materially affect, the registrant’s internal control over financial reporting;

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation
of internal control over financial reporting, to the registrant’s auditors and the audit committee of
the registrant’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant’s
ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have
a significant role in the registrant’s internal control over financial reporting.

Date: March 1, 2012 /s WILLIAM E. YOCKE

William E. Yocke

Executive Vice President and
Chief Financial Officer
Employers Holdings, Inc.
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Exhibit 32.1

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Form 10-K of Employers Holdings, Inc. (the Company) for the year ended
December 31, 2011, as filed with the Securities and Exchange Commission on the date hereof (the
Report), the undersigned hereby, certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: March 1, 2012 /s/ Douglas D. Dirks
Douglas D. Dirks
President and Chief Executive Officer
Employers Holdings, Inc.
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Exhibit 32.2

CERTIFICATION PURSUANT TO 18 U.S.C. SECTION 1350
as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002

In connection with the Form 10-K of Employers Holdings, Inc. (the Company) for the year ended
December 31, 2011, as filed with the Securities and Exchange Commission on the date hereof (the
Report), the undersigned hereby, certifies, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, that, to the best of his knowledge:

(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities
Exchange Act of 1934; and

(2) The information contained in the Report fairly presents, in all material respects, the financial
condition and results of operations of the Company.

Date: March 1, 2012 .
/s/ William E. Yocke

William E. Yocke
Executive Vice President and Chief Financial Officer
Employers Holdings, Inc.
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