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ANNUAL STATEMENT FOR THE YEAR 2008 OF THE SAFECO LLOYDS INSURANCE COMPANY 
 

NOTES TO FINANCIAL STATEMENTS 
 

14.0 

1. Summary of Significant Accounting Policies 

A. Accounting Practices 

The accompanying financial statements of Safeco Lloyds Insurance Company (the Company) have been prepared 
on the basis of accounting practices prescribed or permitted by the Washington Insurance Department. 

The state of Texas requires insurance companies domiciled in the state of Texas to prepare their statutory financial 
statements in accordance with the National Association of Insurance Commissioners’ (NAIC) Accounting Practices 
and Procedures Manual subject to any deviations prescribed or permitted by the Texas Insurance Department. 

The difference between Texas prescribed practices and NAIC statutory accounting practices (NAIC SAP) which 
affect the Company is due to certain investments which the Company has non-admitted for non-compliance with 
state specific investment limitations.  The effect of this difference is a reduction in total admitted assets and surplus, 
with no effect to net income.  Reconciliation of the Company’s net income and policyholders’ surplus between 
NAIC SAP and practices prescribed by the State of Texas is as follows: 

 
Description December 31, 2008 December 31, 2007 

1. Net income, TX basis $ 485,187 $ 538,157 
2. Effect of TX prescribed practices   -  - 
3. Effect of TX permitted practices   -  - 
4. Net income, NAIC SAP basis $ 485,187 $ 538,157 

 
Description December 31, 2007 December 31, 2007 

5. Policyholders’ surplus, TX basis $ 10,378,756 $ 9,462,274 
6. Effect of TX prescribed practices   
       Non-admitted bond               1,012,514                 1,443,811 
7. Effect of TX permitted practices                     -                       - 
8. Policyholders’ surplus, NAIC SAP basis $ 11,391,270 $ 10,906,085 

 

B. Use of Estimates 

The preparation of financial statements requires management to make estimates and assumptions that affect the 
amount reported in these financial statements and notes. Actual results could differ from those estimates. 

C. Accounting Policies 

Insurance premiums are included in income as they are earned over the term of the respective insurance policies and 
reinsurance contracts.  Unearned premium reserves are established to cover the unexpired portion of premiums 
written.  Such reserves are computed by pro rata methods for direct and assumed business and are based on reports 
received from ceding companies for reinsurance. 

Expenses incurred in connection with acquiring new insurance business, such as sales commission, are charged to 
operations as incurred.  Expenses are reduced for ceding allowances received or receivable.  

Net investment income earned consists primarily of interest and dividends.  Interest is recognized on an accrual 
basis and dividends are recorded on the date of record.  Net realized capital gains (losses) are recognized on a 
specific identification basis when securities are sold, redeemed or otherwise disposed.  Realized capital losses 
include write-downs for impairments considered to be other-than-temporary.  

In addition, the Company uses the following accounting policies: 

1. Short term investments are carried at cost, adjusted where appropriate for amortization of premium or discount, 
or market as specified by the Purposes and Procedures Manual of the NAIC Securities Valuation Office. 

2. Bonds that are designated highest-quality and high-quality (NAIC designations 1 and 2, respectively) are stated 
at cost or amortized cost; all other bonds are stated at the lower of amortized cost or fair value. The fair values 
of investments in bonds are based on quoted market prices by third-party organizations when available or 
NAIC investment values.  NAIC investment values are determined using the Valuations of Securities manual 
published by the NAIC Securities Valuation Office (SVO).  For bonds not actively traded, fair values are 
estimated using values obtained from independent pricing services, or in the case of private placements, are 
estimated by discounting the expected future cash flows using current market rates applicable to the coupon 
rate, credit, and maturity of the investments.  Amortization of bond premium and discount is calculated using 
the effective-yield method. The retrospective-adjustment method is used to value all mortgage-backed and 
asset-backed securities. Using this method, anticipated prepayments are considered when determining the 
amortization of discount or premium for loan-backed bonds. Prepayment assumptions are obtained from dealer 
survey values or internal estimates and are consistent with the current interest rate and economic environment. 

3. Unaffiliated common stocks are stated at fair value and the related net unrealized capital gains (losses) are 
reported in unassigned surplus along with an adjustment for federal income taxes.  Fair values of investments in 
common stocks are based on quoted market prices by third-party organizations when available or NAIC 
investment values.  For stocks that are not actively traded, estimated fair values are based on values of issues 
with comparable yield and quality. 
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4. Highest quality and high-quality redeemable preferred stocks (NAIC designations RP1 and RP2) which have 
characteristics of debt securities are valued at cost or amortized cost.  All other redeemable preferred stocks 
(NAIC designations RP3 to RP6) are reported at the lower of cost, amortized cost or fair value.   

Highest quality and high-quality perpetual preferred stocks (NAIC designations P1 and P2), which have 
characteristics of equity securities, are stated at fair value.  All other perpetual preferred stocks (NAIC 
designations P3 to P6) are reported at the lower of cost or fair value.  Fair values of investments in preferred 
stocks are based on quoted market prices by third-party organizations when available or NAIC investment 
values.   For stocks that are not actively traded, estimated fair values are based on values of issues with 
comparable yield and quality. 

 
5. Mortgage Loans 

The Company does not have any investments in mortgage loans. 

6. Loan-backed securities are valued and reported in accordance with SSAP 43 and the NAIC SVO Purposes and 
Procedures Manual, and according to the designation assigned by the NAIC SVO.  Loan-backed securities 
designated highest quality and high quality (NAIC designations 1 and 2, respectively) are reported at amortized 
cost; loan-backed securities that are designated medium quality, low quality, lowest quality or in or near default 
(NAIC designations 3 to 6 respectively) are reported at the lower of amortized cost or fair value. 

7. The Company does not own any subsidiaries, controlled or affiliated entities. 

8. Investments in joint ventures and partnerships and limited liability companies are stated at their underlying 
audited GAAP equity value in accordance with SSAP No. 48, Joint Ventures, Partnerships and Limited 
Liability Companies, and the SVO manual. 

9. Derivatives 

The Company does not have any investments in derivatives. 

10. Premium Deficiency Reserve 

The Company anticipates investment income when evaluating the need for a premium deficiency reserve, in 
accordance with SSAP No. 53, Property Casualty Contracts Premiums. 

11. Method of establishing loss and LAE reserves 

Unpaid loss and loss adjustment expenses include an amount determined from individual case estimates and 
loss reports and an amount, based on past experience, for losses incurred but not reported. Such liabilities are 
necessarily based on assumptions, estimates and judgments.  While we believe the amount is reasonable, the 
ultimate liability is uncertain and may be in excess of or less than the amount provided. The methods for 
making such estimates and for establishing the resulting liabilities are continually reviewed and any 
adjustments are reflected in the period determined.  In September 2008, the Company and its affiliated property 
and casualty companies changed the reserve methodology and began discounting workers’ compensation 
reserves for unpaid losses using a tabular discount on the long-term annuity portion of certain workers’ 
compensation claims.  See Note 31 for detail. 

Asbestos: 

Estimating loss reserves for asbestos claims requires more judgment than for our other lines of business. This is 
primarily because past claim experience may not be representative of future claims. 

Several factors make it difficult to predict future asbestos claim payments. They include: 

• Insufficient data 
• Inherent risk of major litigation 
• Diverging legal interpretations 
• Regulatory actions 
• Legislative actions 
• Increases in bankruptcy proceedings 
• Non-impaired claimants being allowed to make claims 
• Efforts by insureds to seek coverage interpretation not subject to aggregate limits. 

Changes in these factors could result in future asbestos claims payments that are significantly different from 
those currently predicted.  

In estimating our loss reserves for asbestos claims, we: 

• Consider applicable law and coverage litigation 
• Analyze claim statistics and trends 
• Review industry information to test the reasonableness of our reserves 
• Do not consider ongoing Congressional reform efforts. 

Some asbestos-related claims are subject to non-product liability coverage rather than product liability 
coverage.  Non-product liability coverage may not be subject to policy aggregate limits, resulting in higher 
asbestos claims payments and related expenses.  
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Environmental and Other Toxic Tort Claims: 

The volatility of actuarial estimates of liabilities for environmental and other toxic tort claims is often greater 
than that of other exposures. This is due to several factors including: 

• Insufficient data 
• Changes in the number and types of defendants involved with these claims 
• Unresolved legal issues including existence of coverage, definition of ultimate damages and final 

allocation of damages due from the financially responsible parties. 

In light of these factors, we estimate loss reserves for environmental and other toxic tort claims including 
consideration of: 

• Claim statistics and trends 
• Directional trends in survival ratios 
• Applicable law and coverage litigation 
• Industry information. 

12. Capitalization Policy 

The Company has a written capitalization policy for purchases of items such as electronic data processing 
equipment, software, furniture, vehicles, other equipment, and leasehold improvements.  The capitalization 
thresholds under this policy have not changed from those of the prior year. 

13. Pharmaceutical Rebate Receivables 

The Company has no pharmaceutical rebate receivables. 

2. Accounting Changes and Corrections of Errors 

There were no material changes in accounting principles or corrections of errors during the year. 

3. Business Combinations and Goodwill 

A. Statutory purchase method 

The Company did not enter into any Statutory purchases during the year. 

B. Statutory mergers 

The Company did not enter into any Statutory mergers during the year. 

C. Impairment loss 

 Not Applicable 

4. Discontinued Operations 

 The Company had no discontinued operations to report. 

5. Investments 

A. Mortgage loans, including Mezzanine Real Estate Loans 

The Company has no mortgage loans. 

B. Debt Restructuring   

Not Applicable 

C. Reverse Mortgages   

The Company has no reverse mortgages  

D. Loan-backed securities 

1. Amortization of bond premium and discount is calculated using the effective-yield method. The retrospective-
adjustment method is used to value all mortgage-backed and asset-backed securities. Using this method, 
anticipated prepayments are considered when determining the amortization of discount or premium for loan-
backed securities.   

2. Prepayment assumptions are obtained from dealer survey values or internal estimates and are consistent with 
the current interest rate and economic environment. 

3. The Company had no negative yield situations requiring a change from the retrospective to the prospective 
method. 
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E. Repurchase Agreements  

The Company did not enter into any repurchase agreements during the year. 

F.  Real estate impairments and retail land sales  

1. The Company did not recognize an impairment loss on real estate. 

2. The Company did not sell or reclassify any real estate during 2008. 

3. The Company has not experienced a change to a plan of sale for an investment in real estate. 

4. The Company does not have a retail land sales operation. 

G. Low Income Housing Tax Credits 

The Company does not hold any low income housing tax credit property investments. 

6. Joint Ventures, Partnerships and Limited Liability Companies 

A. Detail for those greater than 10% of admitted assets   

The Company has no investments in joint ventures, partnerships or limited liability companies that exceed 10% of 
its admitted assets. 

B. Write downs for impairments 

The Company did not recognize any impairment write-down for its investments in joint ventures, partnerships or 
limited liability companies. 

7. Investment Income 

A. Accrued Investment Income 

The Company did not have any securities in default and; therefore, did not exclude any investment income due and 
accrued.   

The Company does not admit investment income for amounts that are over 90 days past due. 

B. Amounts excluded 

There was no investment income due and accrued excluded from income during the year ended December 31, 2008. 

As of December 31, 2008, the Company did not have any nonadmitted amounts related to investment income due 
and accrued over 90 days past due. 

8. Derivative Instruments 

The Company does not own any derivative instruments. 

9. Federal Income Tax Allocation 

A. The components of the net deferred tax assets and liabilities recognized in the Company's Assets, Liabilities, 
Surplus and Other Funds are as follows:  

 December 31, 2008 December 31, 2007 Change 
Total of gross deferred tax assets 364,371 515,299 (150,928) 
Total of deferred tax liabilities (16,117) (29,782) 13,665 
Net deferred tax asset (liability) 348,254 485,517 (137,263) 
Net deferred tax asset non-admitted (348,255) (485,517) 137,262 
Net admitted deferred tax asset (liability) (1) 0 (1) 

 
B. The Company does not have any deferred tax liabilities described in SSAP No. 10, Income Taxes, paragraph 6d. 
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C. The provisions for incurred taxes on earnings for the years ended December 31 are: 

 2008 2007 
Federal tax on operations 118,728 111,488 
Net operating loss benefit 0 0 
Foreign tax on operations 0 0 
Income tax incurred on operations 118,728 111,488 
   
   
Tax on capital gains 684 5,221 
Total income tax incurred 119,412 116,709 

  
 The Company’s deferred tax assets and liabilities result primarily from discounting of unpaid loss and LAE 

reserves, limits on unearned premium reserve deductions, investment impairments, unrealized gains, and statutory 
non-admitted assets. 

 
 The change in deferred income taxes is comprised of the following: 

 
 2008 
Change in net deferred income tax (without unrealized gain or loss) (137,263) 
Tax effect of unrealized (gains) losses 0 
Total change in net deferred income tax (137,263) 

 
D. Effective tax rates differ from the current statutory rate of 35% principally due to the effects of tax-exempt interest, 

proration, Section 280G payments, excludible dividend income, revisions to prior year estimates, and changes in 
deferred taxes related to non-admitted assets. 

E. The amount of Federal income taxes paid and available for recoupment in the event of future losses is $119,494 
from the current year and $116,628 from the preceding year.   

  The Company has no remaining net loss carryforward available to offset future net income subject to Federal income taxes. 
 
 The Company has no foreign tax credit.  

 
F. The Company's federal income tax return for the period January 1, 2008 through September 22, 2008 will be 

consolidated with the following entities: 

Safeco Corporation  Winmar Company, Inc. 
Safeco Insurance Company of America  Safecare Company, Inc. 
General Insurance Company of America  SCIT, Inc. 
First National Insurance Company  Winmar of the Desert, Inc. 
Safeco National Insurance Company  Winmar Metro, Inc. 
Safeco Insurance Company of Illinois  Winmar Oregon, Inc. 
Safeco Lloyds Insurance Company  S.C. Bellevue, Inc. 
Safeco Surplus Lines Insurance Company  Capital Court Corporation 
Safeco Insurance Company of Indiana  General America Corporation 
American States Insurance Company  General America Corporation of Texas 
American Economy Insurance Company  F.B. Beattie & Company, Inc. 
American States Preferred Insurance Company  Barrier Ridge LLC 
Insurance Company of Illinois  Commercial Aviation Insurance Inc.,-PA 
American States Lloyds Insurance Company  Pilot Insurance Services, Inc. 
American States Insurance Company of Texas  Safeco General Agency, Inc. 
Safeco Insurance Company of Oregon  Open Seas Solutions, Inc. 
Emerald City Insurance Agency, Inc.  Rianoc Research Corporation 
Safeco Properties, Inc.   
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As a result of the acquisition by Liberty Mutual Group, the Company’s Federal income tax return for the period 
September 23, 2008 through December 31, 2008 will be consolidated with the following entities: 

 
Access Insurance Services, Co. Liberty Mutual Group Inc. 
AMBCO Capital Corporation Liberty Mutual Holding Company Inc. 
America First Insurance Company Liberty Mutual Insurance Company 
America First Lloyds Insurance Company Liberty Mutual Personal Insurance Company 
American Ambassador Casualty Company Liberty Northwest Insurance Corporation 
American Economy Insurance Company* Liberty Personal Insurance Company 
American Fire & Casualty Company Liberty RE (Bermuda) Limited 
American States Insurance Company* Liberty Sponsored Insurance (Vermont) Inc. 
American States Insurance Company of Texas* Liberty Surplus Insurance Corporation 
American States Lloyds Insurance Company* LIH U.S. P&C Corporation 
American States Preferred Insurance* LIH-RE of America Corporation 
Avomark Insurance Company LIU Specialty Insurance Agency Inc. 
Berkeley Holding Company Associates, Inc. LM General Insurance Company 
Berkeley Management Corporation LM Insurance Corporation 
Bridgefield Casualty Insurance Company LM Personal Insurance Company 
Bridgefield Employers Insurance Company LM Property & Casualty Insurance Company 
Capitol Court Corporation* LMHC Massachusetts Holdings Inc. 
Capitol Agency, Inc., The (Arizona corporation) LRE Properties, Inc. 
Capitol Agency, Inc., The (Ohio corporation) Mid-American Agency, Inc. 
Capitol Agency, Inc., The (Tennessee corporation) Mid-American Fire & Casualty Company 
Cascade Disability Management, Inc. Missouri Agency, Inc. 
Colorado Casualty Insurance Company North Pacific Insurance Company 
Commercial Aviation Insurance, Inc.* OCASCO Budget, Inc.  
Companies Agency Insurance Services of California 
(dissolved 8/15/2008) 

OCI Printing, Inc.  

Companies Agency of Alabama, Inc. (dissolved  
8/18/2008) 

Ohio Casualty Corporation  

Companies Agency of Georgia, Inc. (dissolved 
8/15/2008)  

Ohio Casualty of New Jersey, Inc. 

Companies Agency of Kentucky, Inc. (dissolved 
8/14/2008) 

Ohio Life Brokerage Services, Inc.  

Companies Agency of Massachusetts, Inc. (dissolved 
8/29/08) 

Ohio Security Insurance Company  

Companies Agency of Michigan, Inc. (dissolved 
8/15/2008) 

Open Seas Solutions, Inc.* 

Companies Agency of New York, Inc. Oregon Automobile Insurance Company 
Companies Agency of Pennsylvania, Inc. Peerless Indemnity Insurance Company 
Companies Agency of Phoenix, Inc. Peerless Insurance Company 
Consolidated Insurance Company Pilot Insurance Services, Inc.* 
Copley Venture Capital, Inc. Rianoc Research Corporation* 
Countrywide Services Corporation (dissolved 
10/17/2008) 

S.C. Bellevue, Inc.* 

Diversified Settlements, Inc. Safecare Company, Inc.* 
Emerald City Insurance Agency, Inc.* Safeco Corporation* 
Employers Insurance Company of Wausau Safeco General Agency, Inc.* 
Excelsior Insurance Company Safeco Insurance Company of America* 
F.B. Beattie & Company, Inc.* Safeco Insurance Company of Illinois* 
First National Insurance Company of America* Safeco Insurance Company of Indiana* 
Florida State Agency, Inc. Safeco Insurance Company of Oregon* 
General America Corporation* Safeco Lloyds Insurance Company* 
General America Corporation of Texas * Safeco National Insurance Company* 
General Insurance Company of America* Safeco Properties, Inc.* 
Globe American Casualty Company Safeco Surplus Lines Insurance Company* 
Golden Eagle Insurance Corporation San Diego Insurance Company 
Gulf States AIF, Inc. SCIT, Inc. * 
Hawkeye-Security Insurance Company St. James Insurance Company Ltd. 
Heritage-Summit HealthCare, Inc. State Agency, Inc. (Indiana corporation) 
Indiana Insurance Company State Agency, Inc. (Wisconsin corporation) 
Insurance Company of Illinois* Summit Consulting, Inc. 
LEXCO Limited Summit Consulting, Inc. of Louisiana 
Liberty - USA Corporation Summit Holding Southeast, Inc. 
Liberty Assignment Corporation The First Liberty Insurance Corporation 
Liberty Energy Canada, Inc.  The Midwestern Indemnity Company 
Liberty Financial Services, Inc. The National Corporation 
Liberty Hospitality Group, Inc. The Netherlands Insurance Company 
Liberty Insurance Company of America The Ohio Casualty Insurance Company 
Liberty Insurance Corporation Wausau Business Insurance Company 
Liberty Insurance Holdings, Inc. Wausau General Insurance Company 
Liberty Insurance Underwriters, Inc. Wausau Service Corporation 
Liberty Life Assurance Company of Boston Wausau Underwriters Insurance Company 
Liberty Life Holdings, Inc. West American Insurance Company 
Liberty Lloyds of Texas Insurance Company Winmar Company, Inc.* 
Liberty Management Services, Inc. Winmar of the Desert, Inc.* 
Liberty Mexico Holdings, Inc. Winmar Oregon, Inc.* 
Liberty Mutual Fire Insurance Company Winmar-Metro, Inc.* 

* This company joined the consolidated group in 2008 and its activity from the date it joined the group is included 
in the consolidated return. 
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The method of federal income tax allocation is subject to a written agreement.  Allocation is based upon separate 
return calculations with credit applied for losses as appropriate. The Company has the enforceable right to recoup 
prior year payments in the event of future losses. 

 
10. Information Concerning Parent, Subsidiaries, and Affiliates 

A. The Nature of the Relationship Involved  

The Company is owned under Articles of Agreement of Underwriters as permitted under Chapter 18 of the Texas 
Insurance Code of 1951.  General America Corporation of Texas acts as Attorney-in-fact for the Company.  

General America Corporation of Texas is a subsidiary of General America Corporation. General America 
Corporation is a wholly owned subsidiary of Safeco Corporation, a company incorporated in Washington. 

Effective September 22, 2008, LIH US P&C Corporation, a downstream non-insurance holding company indirectly 
owned by Liberty Mutual Insurance Company and certain affiliates, acquired all outstanding shares of common 
stock of Safeco Corporation (“Safeco”), for $68.25 per share in cash, at an aggregate purchase price of 
approximately $6.2 billion. 

 
B. Detail of Transactions Greater than ½ of 1 percent of Admitted Assets 

The Company had no material intercompany transactions in 2008. 

C. Change in Terms of Intercompany Arrangements 

Other than those reported in Note 10F, there have been no material changes related to intercompany arrangements.  
In 2008, there have been no material transactions, except those reported in Note 10B and those related to the 
intercompany pooling agreement described in Note 10D and Note 25. 

D. Amounts Due to or from Related Parties  

Due (To) From  Due (To) From   
12/31/20 08  12/31/2007 

Intercompany Reinsurance Offset      $1,251,059   $0 
Intercompany Expense Sharing  ($29,075)  $2,430,120 
 

E. Guarantees or Contingencies for Related Parties 

The Company has no guarantees or undertakings for the benefit of any affiliate which result in material contingent 
exposure of the Company’s assets. 

F. Management, Service Contracts, Cost Sharing Arrangements 

1. In 2003, the Texas Department of Insurance approved amendments to service contracts that Safeco Insurance 
Company of America has with American States Insurance Company of Texas and Safeco Lloyds Insurance 
Company.  The agreements were amended to support American States Insurance Company of Texas and Safeco 
Lloyds Insurance Company applications to move its books and records outside of the State of Texas, pursuant 
to section 1.28 of the Texas Insurance Code. 

2. The Company has a management contract with General American Corporation of Texas, in which General 
American Corporation acts as Attorney-in-Fact for Safeco Lloyds Insurance Company. 

3. Prior to September 22, 2008, the Company participated in an intercompany tax sharing agreement described in 
Note 9 of the 2007 Annual Statement. Subsidiaries of Liberty Mutual Holding Company Inc. (LMHC) are 
parties to a consolidated tax allocation agreement pursuant to which they join in the filing of LMHC's 
consolidated U.S. federal income tax return. Effective September 22, 2008, Amendment No. 4 to the Federal 
Tax Sharing Agreement added Safeco Group to the Federal Tax Sharing Agreement. 

4. Liberty Mutual Insurance Company (LMIC) is a member of Liberty Mutual Group provides investment 
management services to affiliates.  Effective September 22, 2008, Safeco Lloyds Insurance Company entered 
into an Investment Management Agreement with LMIC.  The Investment Management Agreement specifies the 
services to be performed by LMIC, the authority granted to LMIC, the investment policy and guidelines, and 
the compensation to be paid.  The Investment Management Agreement also contains customary provisions on 
termination, amendment, choice of law, and assignment. Investment fees payable to LMIC totaled $ 924 as of 
December 31, 2008. 
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G. Nature of relationships that could affect operations 

The Company participates in an intercompany pooling agreement with Safeco Insurance Company of America, as 
described in Note 25, whereby it retains 0% of the net premiums, losses and associated assets and liabilities of the 
Safeco Insurance Companies.  The operating results or financial position of the Company could be significantly 
different from those results reported in these statements if it operated without the intercompany pooling agreement. 
The intercompany pooling agreement was terminated effective January 1, 2009.  Effective January 1, 2009, the 
existing Peerless Insurance Company (PIC) Amended and Restated Reinsurance Pooling Agreement was amended 
to add the Company as a party to the agreement.  The Company’s participation percentage in the PIC agreement is 
0%. 
 

H. Amount Deducted for Investment in Upstream Company 

The Company does not own any shares of an upstream intermediate or ultimate parent, either directly or indirectly 
via a downstream subsidiary, controlled or affiliated company. 

I. Detail of Investments in Affiliates Greater than 10% of Admitted Assets 

The Company does not have an investment in a subsidiary, controlled or affiliated company that exceeds 10% of 
admitted assets. 

J. Write-down for Impairments of Investments in Subsidiary, Controlled and Affiliated Companies 

The Company did not recognize any impairment write-down for its investment in a subsidiary, controlled or 
affiliated company. 

K. Investments in a Foreign Insurance Subsidiary 

The Company does not have an investment in a foreign insurance subsidiary. 

L. Investments in Downstream Holding Company 

The Company does not have an investment in a downstream holding company. 
 

11. Debt 

 The Company does not have any capital notes or debt outstanding as of December 31, 2008 and 2007. 

12. Retirement Plans, Deferred Compensation, Post Employment Benefits and Compensated Absences and 
Other Postretirement Benefit Plans 

A. Defined Benefit Plans 

Safeco Corporation (Parent) sponsors the defined benefit plan listed in Note 12D. The Company has no direct legal 
liability under these plans.  As a result of the acquisition of Safeco Corporation by LIH US P&C Corporation, a 
downstream non-insurance holding company indirectly owned by Liberty Mutual Insurance Company and certain 
affiliates (Liberty Mutual), the Company employees will be participating in the Liberty Mutual Retirement Benefit 
Plan beginning on January 1, 2009. 

B. Defined Contribution Plans 

Safeco Corporation (Parent) sponsors the defined contribution plans listed in Note 12D. The Company has no direct 
legal liability under these plans.  As a result of the acquisition of Safeco Corporation by Liberty Mutual, the plans 
will be merged into the Liberty Mutual Employees’ Thrift-Incentive Plan in 2009 or soon thereafter. The Company 
employees will be participating in the Liberty Mutual Employees’ Thrift-Incentive Plan effective January 1, 2009. 

C. Multiemployer Plans 

Not Applicable 

D. Consolidated/Holding Company Plans 

 The Parent sponsors a cash balance defined benefit pension plan covering a wide range of Company employees.  
Benefit accruals in the plan consist of pay credits, based on each eligible participant’s compensation plus a 
stipulated rate of return on their benefit balance.  Pay credits were provided for the years 1997 through 2007 and 
ceased effective January 1, 2008.  The Parent terminated the cash balance plan effective December 31, 2008 and 
will distribute plan assets to eligible participants as soon as administratively practicable.  The distribution of assets 
is expected to occur within 2 to 3 years after the November 2008 filing of a request for approval of the plan 
termination with applicable regulators.  The Parent’s funding policy is to contribute amounts at least sufficient to 
meet the minimum funding requirements of the Employee Retirement Income Security Act (ERISA) that can be 
deducted for federal income tax purposes.  No expense for this plan was charged to the Company in 2008 and 2007.  
The Company has no legal obligation for benefits under this plan. 
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 The Parent sponsors a defined contribution plan covering a wide range of Company employees.  The plan includes a 
minimum contribution of 3% of each eligible participant’s compensation and a matching contribution of 66.6% of a 
participant’s contributions.  Effective January 1, 2008, the Company increased the match to 100% of employee 
contributions up to 6% of base annual salary and all employees are immediately vested and eligible to participate in 
the program.  The Parent made contributions to the plan semi-monthly.  No expense for this plan was charged to the 
Company in 2008 or 2007.  The Company has no legal obligation for benefits under this plan. 

 The Parent sponsors a postretirement healthcare and life insurance program (“OPRB”) covering retired and certain 
active employees, their beneficiaries and eligible dependents.  During 2003, the OPRB was amended to eliminate 
the future benefit of a significant number of employees, resulting in a gradual reduction of OPRB liabilities 
previously recognized.  The OPRB does not provide for benefits available from Medicare Part D, a prescription 
drug benefit provided by the Medicare Prescription Drug Improvement and Modernization Act.  The Parent makes 
contributions to this program as claims are incurred.  No OPRB expense was charge to the Company in 2008 or 
2007.  The Company has no legal obligation for benefits under this plan.  As a result of the acquisition of Safeco 
Corporation by Liberty Mutual, the OPRB plan was terminated effective December 31, 2008.  The Company 
employees will be participating in the Liberty Mutual healthcare and life insurance program effective January 1, 
2009. 

The Parent sponsors an unfunded deferred compensation plan for certain executives.  Amounts deferred are credited 
with earnings based on measurement funds selected by the executive.  The Parent makes payments from this plan 
when the executive terminates or retires, whichever is earlier.  No deferred compensation expense was charged to 
the Company in 2008 or 2007.  The Company has no legal obligation for benefits under this plan. 

E. Postemployment Benefits and Compensated Absences 

The Company has accrued liabilities for earned but unused vacation and costs expected in connection with its 
obligation to provide COBRA benefits to eligible participants for a specified period after termination of 
employment. 

F. Impact of Medicare Modernization Act on Post Retirement Benefits 

There is no impact of the Medicare Modernization Act on the Company’s financial statements. 

13. Capital and Surplus, Dividend Restrictions and Quasi-Reorganizations 

1. Outstanding shares 

The Company no common or preferred stock authorized, issued or outstanding. 

2. Dividend rate of preferred stock 

Not Applicable 

3. Dividend restrictions and amount of ordinary dividends that may be paid 

 The Company is restricted by the State of Texas as to the amount of dividends it may pay in any consecutive 
twelve-month period without prior regulatory approval.  The restriction is the greater of statutory net income or 
10% of policyholder surplus for the previous year, subject to the availability of accumulated undistributed earnings. 

4. Dividend Payments 

The Company did not declare or pay any ordinary or extraordinary dividends during 2008. 

5. Portion of Company’s profits that may be paid as ordinary dividends to stockholders. 

 The Company may pay up to $1,037,876 in the aggregate in 2009 without prior regulatory approval 

6. Restrictions on unassigned funds 

There were no restrictions placed on the Company’s surplus. 

7. Mutual surplus advances 

The Company had no advances to surplus. 

8. Company stock held for special purposes 

The Company does not hold stock for special purposes. 

9. Changes in special surplus funds 

The Company does not hold special surplus funds. 

10. Change in unassigned funds (surplus) from cumulative unrealized gains and losses 

The Company did not have a change in unassigned funds (surplus) from cumulative unrealized gains and losses. 
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11. Surplus notes 

The Company does not have surplus notes. 

12. -13. Impact and date of quasi-reorganizations 

The Company did not have any quasi-reorganizations. 

14. Contingencies 

A. Contingent commitments 

1. The Company has purchased annuities from life insurers under structured settlements in which the claimants 
are payees (see Note 26A).  In cases where the Company is contingently liable if the issuers of these annuities 
fail to perform under the terms of the annuities, the Company does not reduce its unpaid losses. 

2. The Company has no guarantees or undertakings for the benefit of any affiliate which result in material 
contingent exposure of the Company’s assets, as indicated in Note 10E. 

B. Guaranty fund and other assessments 

The Company is subject to guaranty funds and other assessments by the states in which it writes premiums.  
Guaranty fund assessments are accrued at the time of insolvencies.  Other assessments are accrued either at the time 
of assessments or in the case of premium based assessments, at the time the premium is written, or in the case of 
loss-based assessments, at the time the losses are incurred. 

As the result of the intercompany reinsurance pooling agreement described in Note 25, all guaranty fund and other 
assessments liabilities are ceded to Safeco Insurance Company of America. 

C. Gain contingencies 

Not Applicable 
 

D. Extra Contractual Obligation and Bad Faith Losses 

The Company did not pay to settle claims related extra contractual obligations or bad faith claims stemming from 
lawsuits in the reporting period. 

E. All Other Contingencies 

Lawsuits against the Company arise in the course of the Company’s business. Contingent liabilities from litigation, 
income taxes and other matters are not considered material in relation to the financial position of the Company. 

The Company had no impairments for investments that have experienced an other-than-temporary decline in value. 

15. Leases 

The Company is not involved in material lease obligations. 

16. Information about Financial Instruments with Off-Balance Sheet Risk and with Concentrations of 
Credit Risk 

The Company is not exposed to financial instruments with off-balance sheet risk or with concentrations of credit risk. 

17. Sale, Transfer and Servicing of Financial Assets and Extinguishments of Liabilities 

A. Transfers of receivables reported as sales 

The Company did not have any transfers of receivables reported as sales during the year. 
 

B. Transfers and servicing of financial assets 

The Company did not have any transfers and servicing of financial assets during the year. 
 

C. Wash sales 

The Company did not have any wash sale transactions during the year. 
 

18. Gain or Loss to the Reporting Entity from Uninsured A & H Plans and the Uninsured Portion of 
Partially Insured Plans 

A. Administrative services only (ASO) plans 

Not Applicable 
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B. Administrative services contract (ASC) plans 

Not Applicable 

C. Medicare or similarly structured cost based reimbursement contracts 

Not Applicable 

19. Direct Premium Written or Produced by Managing General Agents/Third Party Administrators 

The Company has no direct premiums written through managing general agents or third party administrators. 

20. Other Items 

A. Extraordinary items 

The Company has no extraordinary items to report. 

B. Troubled debt restructuring for debtors 

Not Applicable 

C. Other disclosures 

Assets in the amount of $2,287,000 at December 31, 2008 were on deposit with government authorities or trustees 
as required by law.  There were no assets held at December 31, 2008 that were maintained as compensating 
balances or pledged as collateral for bank loans and other financing agreements. 

D. Uncollectible premiums receivable 

As a result of the intercompany reinsurance agreement (see Note 25), the Company has no exposure to uncollectible 
premium receivable balances. 

E. Business Interruption Insurance Recoveries 

Not Applicable 

F. State Transferable Tax Credits 

The Company does not hold state transferable tax credits. 

G. Hybrid Securities 

The Company does not hold any hybrid securities as of December 31, 2008. 

H. Subprime Mortgage Related Risk 

1. The Company uses the following characteristics in determining whether an investment should be classified as 
subprime:  loan size; average FICO score; percent of credit enhancement or subordination, required by rating 
agencies to obtain a AAA rating; percent of loan-to-value; and the percent of loans with full borrower 
documentation in terms of income, employment and owner occupancy. 

2. Direct exposure through investments in subprime mortgage loans. 

The Company has no mortgage loans. 
 

3. Direct exposure through other investments. 

The Company has no subprime exposure through other investments. 
 

4. Underwriting exposure to the subprime mortgage risk through Mortgage Guaranty or Financial Guaranty 
insurance coverage. 

The Company does not have underwriting exposure to subprime mortgage risk through Mortgage Guaranty or 
Financial Guaranty insurance coverage. 

 
21. Events Subsequent 

Effective December 31 2008, Safeco Corporation’s other post-retirement benefits plan was terminated.   Effective 
January 1, 2009, the Company employees will be participating in the Liberty Mutual healthcare and life insurance 
program. See Note 12 for further disclosures. 

Effective January 1, 2009, the Company’s intercompany reinsurance pooling agreement was terminated and the Peerless 
Insurance Company (PIC) Amended and Restated Reinsurance Pooling Agreement was amended to add the Company as 
a party to the agreement.   See Note 25 for further disclosures.  
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Effective January 1, 2009, the Company was added to the Peerless Insurance Company Services Agreement via 
Amendment No. 7. The Services Agreement allows for consolidation of services across the Agency Markets Regional 
Companies insurance companies.   

Effective January 1, 2009, the Company entered into Management Services Agreements with Liberty Mutual Insurance 
Company (LMIC). Other members of the Agency Markets strategic business unit are parties to similar Management 
Services Agreements with LMIC.  

22. Reinsurance  

A. Unsecured Reinsurance Recoverables 

Safeco Insurance Group (NAIC# 1635) has intercompany reinsurance agreements which provide that Safeco 
Insurance Company of America assumes all insurance business of the affiliated property and casualty insurance 
companies included in its combined statutory statement.  After arranging for needed reinsurance with third parties, 
Safeco Insurance Company of America retains 33% and cedes General Insurance Company of America 23%; 
American States Insurance Company 19%; American Economy Insurance Company 14%; Safeco Insurance 
Company of Illinois 5%; American States Preferred Insurance Company 2%; First National Insurance Company of 
America 2%; and Safeco National Insurance Company 2%. 

The following insurance companies do not assume any business from Safeco Insurance Company of America:  
American States Insurance Company of Texas; American State Lloyds Insurance Company; Insurance Company of 
Illinois; Safeco Insurance Company of Indiana; Safeco Insurance Company of Oregon; Safeco Lloyds Insurance 
Company; Safeco Surplus Insurance Company. 

Assets and liabilities related to insurance underwriting are similarly shared. 

The Company has no unsecured reinsurance recoverables with non-affiliated insurers. 

Safeco Insurance Group has aggregate unsecured amounts recoverable, which exceed 3% of the Lead Company’s 
policyholder surplus at December 31, 2008 from the following non-affiliated reinsurers: 

 
FEIN NAIC Reinsurer Recoverable

AA-9991159 0 Michigan Catastrophic Claims Association  $     86,064,690 
13-1675535 25364 Swiss Rein. America Corp.  $     74,135,462 
48-0921045 39845 Westport Insurance Corp.  $     63,681,087 
13-2673100 22039 General Reins. Corp.  $     45,746,343 
13-4924125 10227 Munich Reins. America, Inc.  $     42,803,731 
AA-1122000 0 Lloyd's of London  $     38,296,210 
AA-9991423 0 MN Workers Comp. Reins. Assoc.  $     24,783,627  

 
B. Reinsurance Recoverables in Dispute 

The Company had no reinsurance recoverable balances in dispute which individually exceed 5% of surplus or in the 
aggregate 10% of surplus. 

C. Reinsurance Assumed and Ceded 

1)

(1) (2) (3) (4) (5) (6)
Premium Commission Premium Commission Premium Commission 
Reserve Equity Reserve Equity Reserve Equity

a. Affiliates -$                     -$                 31,954,963$        4,509,060$       (31,954,963)$       (4,509,060)$     
b. All Other -$                     -$                 -$                     -$                 -$                     -$                 
c. TOTAL -$                     -$                 31,954,963$        4,509,060$       (31,954,963)$       (4,509,060)$     

d.  Direct Unearned Premium Reserve:  31,954,963$        

Assumed Ceded Net
Reinsurance Reinsurance Reinsurance
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2) The additional or return commission, predicated on loss experience or on any other form of profit sharing 
arrangements in this annual statement as a result of existing contractual arrangements are accrued as follows: 

Reinsurance
(1) (2) (3) (4)

Direct Assumed Ceded Net
a. Contingent Commission 1,137,145$         -$                        -$                        1,137,145$         
b. Sliding Scale Adjustments -                          -                          -                          -                          
c. Other Profit Commission 

Arrangements -                          -                          -                          -                          
d. TOTAL 1,137,145$         -$                        -$                        1,137,145$          

3) The Company does not have protected cells. 

D. Uncollectible Reinsurance 

There were no uncollectible reinsurances balances written off during the year. 

E. Commutation of Ceded Reinsurance 

The Company did not have any commutations recorded in operating results for the year ending December 31, 2008. 

F. Retroactive Reinsurance 

The Company does not have any retroactive reinsurance agreements. 

G. Reinsurance Accounted for as a Deposit 

The Company has not entered into any deposit type reinsurance agreements as of December 31, 2008. 

23. Retrospectively Rated Contracts and Contracts Subject to Redetermination 

The Company does not have accrued retrospective premiums reported as an asset on Line 10.3.  See Note 25. 

24. Change in Incurred Losses and Loss Adjustment Expenses 

The Company has no net exposure to changes in incurred losses and loss adjustment expense.  See Note 25. 

25. Intercompany Pooling Arrangements 

A. The Company participates in an intercompany reinsurance agreement in which it cedes to Safeco Insurance 
Company of America (Reinsurer) 100% of the liability of the Company arising out of the contracts of insurance, 
reinsurance, policies, binders and endorsements issued with respect to the subject insurance business.  The liabilities 
ceded do not include liabilities for federal income taxes, liabilities incurred in connection with investment 
transactions, liabilities for dividends to stockholders declared and unpaid and other liabilities not incurred in 
connection with acquisition, underwriting, claims and administrative operations.  The Company also cedes to the 
Reinsurer all premiums and reserves related to the subject insurance business. 

The intercompany reinsurance pooling agreement with Safeco Insurance Company of America was terminated 
effective January 1, 2009. 
 
Effective January 1, 2009, the existing Peerless Insurance Company (PIC) Amended and Restated Reinsurance 
Pooling Agreement was amended to add the Company as a party to the agreement.  Under the 2009 PIC agreement, 
the Company will continue to cede 100% of the liabilities, premiums, and reserves of the Company similar to the 
agreement in force in 2008. 
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Therefore, effective January 1, 2009, the PIC Amended and Restated Reinsurance Pooling Agreement consisted of 
the following affiliated companies: 

 
  NAIC 

Co. # 
Pooling 

% 
Lines of 
Business 

     
Lead Company Peerless Insurance Company 24198 25.20% All Lines 
     
Affiliated Pool 
Companies: 

 
America First Insurance Company 

 
12696 

 
0.00% 

 
All Lines 

 America First Lloyd’s Insurance Company 11526 0.00% All Lines 
 American Ambassador Casualty Company 10073 0.00% All Lines 
 Colorado Casualty Insurance Company 41785 0.00% All Lines 
 Consolidated Insurance Company 22640 0.00% All Lines 
 Excelsior Insurance Company 11045 0.00% All Lines 
 Globe American Casualty Company 11312 0.00% All Lines 
 Golden Eagle Insurance Corporation 10836 3.00% All Lines 

(Except WC) 
 Hawkeye-Security Insurance Company 36919 0.00% All Lines 
 Indiana Insurance Company 22659 4.80% All Lines 
 Liberty Mutual Mid-Atlantic Insurance Company 14486 0.00% All Lines 
 Mid-American Fire & Casualty Company 23507 0.00% All Lines 
 The Midwestern Indemnity Company 23515 0.00% All Lines 
 Montgomery Mutual Insurance Company 14613 0.00% All Lines 
 The Netherlands Insurance Company 24171 1.80% All Lines 
 Peerless Indemnity Insurance Company 18333 3.00% All Lines 
 National Insurance Association 27944 0.00% All Lines 
 The Ohio Casualty Insurance Company 24074 20.40% All Lines 
 Avomark Insurance Company 10798 0.00% All Lines 
 West American Insurance Company 44393 0.00% All Lines 
 American Fire and Casualty Company 24066 0.60% All Lines 
 Ohio Security Insurance Company 24082 0.00% All Lines 
 Ohio Casualty of New Jersey, Inc. 10937 0.00% All Lines 
 Insurance Company of Illinois  (ICI) 26700 0.00% All Lines 
 Safeco Insurance Company of Illinois (SICIL) 39012 2.00% All Lines 
 American Economy Insurance Company (AEIC) 19690 5.60% All Lines 
 American States Insurance Company (ASIC) 19704 7.60% All Lines 
 American States Preferred Insurance Company 

(ASPIC) 
37214 0.80% All Lines 

 Safeco Insurance Company of Indiana  (SICIN) 11215 0.00% All Lines 
 Safeco National Insurance Company (SNIC) 24759 0.00% All Lines 
 Safeco Insurance Company of Oregon (SICO) 11071 0.00% All Lines 
 American States Lloyds Insurance Company (ASLIC) 31933 0.00% All Lines 
 Safeco Lloyds Insurance Company (SLIC) 11070 0.00% All Lines 
 First National Insurance Company of America 

(FNICA) 
24724 0.80% All Lines 

 General Insurance Company of America (GICA) 24732 9.20% All Lines 
 Safeco Insurance Company of America (SICA) 24740 15.20% All Lines 
 Safeco Surplus Lines Insurance Company (SSLIC) 11100 0.00% All Lines 
 American States Insurance Company of Texas 

(ASICT) 
19712 0.00% All Lines 

   100.00%  
 
 

100% Quota Share 
Affiliated Companies: 

 
Liberty Northwest Insurance Corporation (LNW) 

 
41939 

 
0.00% 

 
All Lines 

 Bridgefield Casualty Insurance Company (BEIC) 10335 0.00% All Lines 
 Bridgefield Employers Insurance Company (BEIC) 10701 0.00% All Lines 
 North Pacific Insurance Company (NPIC) 23892 0.00% All Lines 
 Oregon Automobile Insurance Company (OAIC) 23922 0.00% All Lines 

  
B. All lines and types of business are subject to the agreement. 

C. All cessions under the agreement are net of reinsurance ceded to unaffiliated companies. 

D. The Company is not a party to any agreement whereby risk is ceded to unaffiliated reinsurers. 

E. There are no discrepancies between entries regarding business assumed reinsurance schedules of the Reinsurer and 
corresponding entries on the ceded reinsurance schedules of the Company. 

F. The Company does not carry any portion of the Provision for Reinsurance or the write-offs of uncollectible 
reinsurance from unaffiliated reinsurers. 
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G. The amounts due to/from the lead company, Safeco Insurance Company of America, and all affiliated entities 
participating in the intercompany pool as of December 31, 2008 were as follows: 

 Affiliated Company     Amount Due (To) From 

 General Insurance Company of America   ($17,429,790) 
 American States Insurance Company   ($2,754,580) 
 American Economy Insurance Company   ($10,745,596) 
 Safeco Insurance Company of Illinois    $18,887,925 
 First National Insurance Company of America   $3,619,799 
 Safeco National Insurance Company   ($1,651,246) 
 American States Preferred Insurance Company   $359,420 
 Safeco Lloyds Insurance Company     $1,251,059 
 Safeco Surplus Lines Insurance Company   ($429,770) 
 Safeco Insurance Company of Oregon   $3,400,374 
 American States Insurance Company of Texas  $490,271 
 American States Lloyds Insurance Company   $1,021 
 Insurance Company of Illinois    ($320,781) 
 Safeco Insurance Company of Indiana   ($1,133,837) 
 
26. Structured Settlements 

A. Reserves Released due to Purchase of Annuities 

The Company has purchased annuities from life insurers under which the claimants are payees. The Company has a 
contingent liability of $193,760 should the issuers of these annuities fail to perform under the terms of the annuities.  
The contingent liability is equivalent to the reserves set by the life insurer from whom the annuity was purchased.  
The Company has released all reserves on closed claims where structured settlement was purchased. 
 

B. Annuity insurers with balances due greater than 1% of policyholders’ surplus 

Not applicable. 

27. Health Care Receivables 

A. Pharmacy rebates billed, received and accrued for twelve quarters 

The Company does not have pharmacy rebates. 

B. Risk sharing receivables billed, received and accrued for three years 

The Company does not have risk sharing receivables. 

28. Participating Accident and Health Policies 

The Company does not have participating accident and health policies. 

29. Premium Deficiency Reserves 

Not Applicable 

30. High Deductibles 

Not Applicable 
 

31. Discounting of Liabilities for Unpaid Losses or Unpaid Loss Adjustment Expenses 

Not applicable due to our intercompany reinsurance agreement detailed in Note 25.  The percentage of premiums and 
losses allocated to the Company is 0%. 

 
32. Asbestos and Environmental Reserves 

A Does the company have on the books, or has it ever written an insured for which you have identified a potential for 
the existence of a liability due to asbestos losses?   Yes (  ) No (x ) 

B. – C.  Not applicable due to our intercompany reinsurance agreement detailed in Note 25, the percentage of premiums 
and losses allocated to the company is 0%. 

D. Does the company have on the books, or has it ever written an insured for which you have identified a potential for 
the existence of, a liability due to environmental losses? Yes (  ) No (x ) 

E. – F.  Not applicable due to our intercompany reinsurance agreement detailed in Note 25, the percentage of premiums 
and losses allocated to the company is 0%. 
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33. Subscriber Savings Accounts 

Not Applicable 

34. Multiple Peril Crop Insurance 

Not Applicable 
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