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

NOTES TO FINANCIAL STATEMENTS 
 

14.0 

1. Summary of Significant Accounting Policies 

A. Accounting Practices 

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

The state of Missouri requires insurance companies domiciled in the state of Missouri 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 Missouri Insurance 
Department. 

There are no differences between Missouri prescribed or permitted practices and NAIC statutory accounting 
practices that resulted in a difference for the Company. 

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. 

 
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. 
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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 

In September 2008, the Company changed its reserve methodology and began discounting its workers’ compensation 
reserves for unpaid losses using a tabular discount on the long-term annuity portion of certain workers’ compensation 
claims.  See Note 31 regarding Discounting of Liabilities for Unpaid Losses.  The cumulative effect of this change in 
reserve method was recorded in 2008 as an increase in unassigned funds (surplus) of $637,000.  The impact of this 
change was an increase in 2008 unassigned funds (surplus) of $637,000, a reduction in the reserve for unpaid losses of 
$980,000 and a decrease in the federal income tax recoverable of $343,000. 

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. 
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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. 

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 does not accrue income for securities which are in default or where there is uncertainty regarding 
their ability to make future income payments. 
 
The Company does not admit investment income for amounts that are over 90 days past due. 

B. Amounts excluded 

As of December 31, 2008, the Company excluded $14,667 of investment income due and accrued related to 
securities in default. 

As of December 31, 2008, the Company non-admitted $96,688 of 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 8,194,145 8,598,157 (404,012) 
Total of deferred tax liabilities (430,984) (4,575,528) 4,144,544 
Net deferred tax asset (liability) 7,763,161 4,022,629 3,740,532 
Net deferred tax asset non-admitted (3,301,867) 0 (3,301,867) 
Net admitted deferred tax asset (liability) 4,461,294 4,022,629 438,665 
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B. The Company does not have any deferred tax liabilities described in SSAP No. 10, Income Taxes, paragraph 6d. 

C. The provisions for incurred taxes on earnings for the years ended December 31 are: 

 2008 2007 
Federal tax on operations 2,640,037 4,428,559 
Net operating loss benefit 0 0 
Foreign tax on operations 0 0 
Income tax incurred on operations 2,640,037 4,428,559 
   
   
Tax on capital gains 269,709 412,980 
Total income tax incurred 2,909,746 4,841,539 

  
 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) (825,621) 
Tax effect of unrealized (gains) losses 4,566,153 
Total change in net deferred income tax 3,740,532 

 
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 $2,951,616 
from the current year and $5,052,359 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 of America  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 

Effective December 31, 2008, the Company is a wholly owned subsidiary of Safeco Insurance Company of 
America, an insurance company domiciled in the state of Washington.   Prior to December 31, 2008, the Company 
was a wholly owned subsidiary of Safeco Corporation, a company incorporated in Washington.  On December 31, 
2008, Safeco Corporation contributed all of the Corporation's shares of Safeco National Insurance Company to 
Safeco Insurance Company of America. 
 
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. 

1. On November 7, 2008 the Company declared dividends in the amount of $40,000,000 which were paid on 
December 23, 2008 to Safeco Corporation. 

2. The Company issued the following material loans to Safeco Insurance Company of America in 2008. 

• On January 31, 2008, the Company loaned overnight invested funds in the amount of $1,830,000. 
• On July 31, 2008, the Company loaned overnight invested funds in the amount of $3,530,000. 
• On August 31, 2008, the Company loaned overnight invested funds in the amount of $2,925,000. 
• On September 30, 2008, the Company loaned overnight invested funds in the amount of $3,610,000. 
• On October 31, 2008, the Company loaned overnight invested funds in the amount of $4,690,000. 
• On November 30, 2008, the Company loaned overnight invested funds in the amount of $2,085,000. 
• On December 31, 2008, the Company loaned overnight invested funds in the amount of $1,955,000. 

 
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  ($1,651,246)   ($2,054,023) 
Intercompany Expense Sharing  ($1,465,622)  ($1,208,380) 
Overnight Invested Funds    $1,955,000  $2,550,000 
 

 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 or Service Contracts and Cost Sharing Arrangements  

1. Prior to September 22, 2008, the Company participated in an intercompany tax sharing agreement described in 
Note 9 of the 2007 Annual Statement. Effective September 22, 2008, the Company entered into a federal tax 
sharing agreement with Liberty Mutual Holding Company. 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. 

2. Liberty Mutual Investment Advisors LLC (LMIA) and Liberty Mutual Insurance Company (LMIC) are 
members of Liberty Mutual Group and each provide investment management services to affiliates.  Effective 
September 22, 2008, Safeco National Insurance Company entered into Investment Management Agreements 
with LMIA and LMIC, respectively.  The Investment Management Agreements specify the services to be 
performed by LMIA and LMIC, the authority granted to LMIA and LMIC, the investment policy and 
guidelines, and the compensation to be paid.  The Investment Management Agreements also contain customary 
provisions on termination, amendment, choice of law, and assignment. Investment fees payable to LMIC 
totaled $ 18,844 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 its affiliates, as described in Note 25, 
whereby it retains 2% 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. Investment in a foreign insurance subsidiary 

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

L. Investment 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 21, 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 
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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 1989 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.  Pension costs are subject to the intercompany pooling agreement 
described in Note 25 and are charged to the Company based on a percentage of payroll.  These costs amounted to 
$604,000 and $11,141,000 in 2008 and 2007, respectively.  In 2008, an additional minimum liability of $592,207 
was recognized in accordance with SSAP 89 and is reported as a component of unassigned funds(surplus). The 
2007 costs included a one-time recognition of liabilities for the vesting and plan freeze changes adopted in 2007.  In 
2007, the prepaid cash balance plan, which was reported as a non-admitted asset, was decreased by $33,759,000, 
which included a one-time curtailment loss of $25,000,000.  The Company has no legal obligation for benefits 
under this plan. 

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, up to 6% of eligible compensation.  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.  Expense 
for this plan is subject to the intercompany pooling agreement described in Note 25 and is charged to the Company 
based on a percentage of payroll, these amounted to $10,236,000 and $7,989,000 in 2008 and 2007, respectively. 

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.  OPRB expense (income) is subject to the intercompany 
pooling agreement described in Note 25 and is charged to the Company based on a percentage of payroll, amounted 
to $(18,317,000) and $(292,000) in 2008 and 2007, respectively.  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.  Expense (income) for this plan is subject to the 
intercompany pooling agreement described in Note 25 and is charged to the Company based on a percentage of 
payroll, amounted to $(645,000) and $305,000 in 2008 and 2007, respectively.  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 has 20,000 shares of $125.00 par value common stock authorized and 20,000 shares issued and 
outstanding.  The Company has no 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 Missouri as to the amount of dividends it may pay in any consecutive 
twelve-month period without prior regulatory approval.  That restriction is the lesser of statutory net income or 10% 
of policyholder surplus for the previous year, subject to the availability of accumulated undistributed earnings. 
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4. Dividend Payments 

All dividends declared and paid during 2008 were approved by the state of domicile where required.  Ordinary and 
Extraordinary dividends declared and paid during the year are as follows: 

Date Declared Date Paid Amount Paid Ordinary Extraordinary 

11/07/2008 12/23/2008 $    9,849,934 X  

11/07/2008 12/23/2008  $ 30,150,066  X 

  

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

The Company may pay up to $5,716,576 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 

Unassigned funds (surplus) was decreased by $3,177,535 of cumulative unrealized capital losses. 

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 

1. The Company is subject to guaranty fund and other assessments by the states in which it writes business. 
Guaranty fund assessments are accrued at the time of insolvencies as they become known to the Company and 
if they are material.  Other assessments are accrued at the time of assessment, or, in the case of loss based 
assessments, at the time the losses are incurred.  As of December 31, 2008, the Company has accrued a liability 
for guaranty fund and other assessments of $228,608 and a related premium tax benefit asset of $155,809.  The 
amounts represent management’s best estimates based on information received from the states in which the 
Company writes business and may change due to many factors including the Company’s share of the ultimate 
cost of current insolvencies. 

2. In 2008, Safeco Insurance Company of America and its affiliated property and casualty insurance companies 
became a participating insurer of the California Earthquake Authority (“CEA”), a publicly-managed, privately-
funded organization that provides residential earthquake insurance in California.  California requires insurers 
selling homeowners insurance in their state to offer earthquake insurance either through their company or by 
participation in the CEA.  The Company’s exposure to potential losses from California earthquakes is limited 
through participation in the CEA. 
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As a new participating insurer of the CEA, the CEA assessed the Company and its affiliates an initial capital 
contribution of $46,500,000 based on the Company’s and its affiliates’ combined share of the market for CEA 
residential earthquake insurance.  The initial assessment will be paid by the Company and its affiliates in twelve 
equal monthly installments beginning in December 2008.  The assessment is subject to the intercompany 
pooling agreement described in Note 25 and was expensed by the Company and its affiliated property and 
casualty insurance companies in 2008 based on the applicable participation percentages. The Company’s share 
of the initial CEA assessment expense was $930,000.  The first installment payment was made in December 
2008 and the remaining installments will be paid in 2009. 

The Company and its affiliates are also subject to future additional assessments by the CEA if the capital of the 
CEA falls below $350 million.  If losses arising from an earthquake cause a deficit in the CEA, then the CEA 
would obtain additional funding through reinsurance proceeds and assessments on participating insurers. Future 
assessments on participating CEA insurers are based on their CEA insurance market share as of December 31 
of the preceding year.  As a new participating insurer, the Company and its affiliates are also subject to a 
potential risk capital surcharge in addition to the initial capital contribution and additional assessments.  New 
participating insurers may be required to pay the CEA up to five annual risk capital surcharges.  The risk capital 
surcharge would be equal to the CEA’s increased cost of providing capacity to insure the new participating 
insurer’s excess earthquake insurance risk.  The risk capital surcharge will be calculated twelve months after 
the date the participating insurer first placed or renewed into the authority earthquake insurance policies.  
Although the Company is subject to future assessments by the CEA, the Company believes that its participation 
in the CEA has significantly reduced the Company’s exposure to earthquake losses in California.  The 
Company does not believe that any future CEA assessment or risk capital surcharge would be material to the 
financial position of the Company.  

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. 

Net realized capital losses include bond impairments of $2,920,338, preferred stock impairments of $309,300 and 
common stock impairments of $1,323,998 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 has a securities lending agreement with Bank of New York Mellon (BNY).  The loaned securities 
remain in exclusive control of the Company.  The collateral provided by the transferee is in the form of cash and 
represents a minimum of 102 percent of the fair value of the loaned securities.  If at any time the fair value of the 
collateral is less than 100 percent of the fair value of the loaned securities, the transferee shall be obligated to 
deliver additional collateral, the fair value of which, together with the fair value of all the collateral equals at least 
102 percent of the value of the loaned securities.  The collateral cash is restricted and is not available for the general 
use by the Company.   
 
At the Company’s request, on December 19, 2008 all loaned securities under the BNY agreement were returned to 
the Company.  The Company purchased the related collateral assets from BNY on December 19, 2008 at a price 
which represented BNY’s cost.  As of December 31, 2008, there were no securities loaned to others and no 
collateral held by either the Company or BNY under the terms of the BNY agreement. 
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On December 22, 2008, the existing securities lending agreement between Liberty Mutual Insurance Company, Inc. 
and JPMorgan Chase Bank, N.A. was amended to add the Company as a new lender under the agreement.  The 
Company participates in this new Securities Lending Program to generate additional income, whereby certain fixed 
income securities are loaned for a period of time from the Company’s portfolio to qualifying third parties, via a 
lending agent. The Company does not participate in term loans; therefore, the Company does not have contractual 
collateral transactions that extend beyond one year from the reporting date. Under the terms of the new agreement, 
borrowers of these securities provide collateral equal to or in excess of 102% of the market value of the loaned 
securities. Acceptable collateral may be in the form of cash, Agency or U.S. Government securities. The fair value 
of the loaned securities is monitored and additional collateral is obtained if the fair value of the collateral falls below 
102% of the fair value of the loaned securities. Additionally, the lending agent indemnifies the Company against 
borrower defaults. Cash collateral is carried as a liability on the balance sheet, as the Company can exercise 
discretion as to how the collateral is invested. The loaned securities remain a recorded asset of the Company.  As of 
December 31, 2008, there were no securities loaned to others and no cash collateral held by the Company under the 
terms of the new agreement with JP Morgan Chase Bank, N.A. 
 

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 

B. Administrative services contract (ASC) plans 

In 2008, Safeco Insurance Company of America and its affiliated property and casualty insurance companies agreed 
to become a participating insurer of the California Earthquake Authority (“CEA”), a publicly-managed, privately-
funded organization that provides residential earthquake insurance in California.  As a participating insurer of the 
CEA, Safeco and its affiliates act as a third party administrator and perform certain administrative services on behalf 
of the CEA, including underwriting, policy issuance, premium collection, and claims payment.  The CEA 
reimburses the Company for commissions and claims paid on behalf of the CEA. The Company also receives an 
administrative fee equal to 3% of premium and 9% of claims paid.  In 2008, the Company recorded CEA 
administrative fees of $1,318. 

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 $4,311,000 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. 

In 2007, Safeco Insurance Company of America and General Insurance Company of America made non-revocable, 
non-refundable contributions to the Safeco Insurance Foundation of highly appreciated marketable equity securities.  
Expenses for these contributions are subject to the intercompany pooling agreement described in Note 25.  
Contribution expense allocated to the Company amounted to $1,200,000 in 2007.  The Company made no 
contribution to the Safeco Insurance Foundation in 2008. 

As a result of the acquisition by LIH US P&C Corporation, the Company incurred $172,000 in stock-based 
compensation expense in 2008 due to the acceleration of the vesting provisions contained in stock-based 
compensation plans. 
 
The acquisition by LIH US P&C Corporation, in combination with certain actions taken after the acquisition, 
resulted in triggering the change in control agreements for certain senior members of management.  As a result, the 
Company expensed $781,000 for payments related to the change in control agreements. 
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 In addition to the above expenses, the Company expensed $1,065,000 in 2008 related to relocation, retention, 
severance, lease terminations, contract buyouts and other expenses as a result of the acquisition. 

 
The following represents net unpaid loss and loss expense reserves, as reported in columns 13-24 of Schedule P-
Part 1, for accident years 1998, 1997, 1996, 1995, 1994 and prior, for each line of business reported in the 
Company’s 2008 Schedule P ($000 omitted). 

LOSS + LAE RESERVES - GROSS of SSD ($000's)
PART A PART B PART C PART D PART E PART F1 PART F2

HO/FARM P AUTO C AUTO WC CMP MM-Occ MM-cm
PRIOR   14 255 95 3,373 1,828 0 0
Dec-94 1 2 1 379 113 0 0
Dec-95 4 2 2 420 92 0 0
Dec-96 13 5 3 306 132 0 0
Dec-97 2 10 4 508 139 1 0
Dec-98 15 25 23 865 170 1 0
TOTAL 49 300 128 5,852 2,473 1 0

SALVAGE/SUBROGATION/DEDUCTIBLE RESERVES ($000's)
PART A PART B PART C PART D PART E PART F1 PART F2

HO/FARM P AUTO C AUTO WC CMP MM-Occ MM-cm
PRIOR   0 0 0 (88) (0) 0 0
Dec-94 0 0 0 (4) 0 0 0
Dec-95 0 0 0 (27) 0 0 0
Dec-96 0 0 0 (15) 0 0 0
Dec-97 0 0 0 (12) 0 (0) 0
Dec-98 0 0 0 (13) 0 (0) 0
TOTAL 0 0 0 (158) (0) (0) 0

LOSS + LAE RESERVES - NET of SSD ($000's)
PART A PART B PART C PART D PART E PART F1 PART F2

HO/FARM P AUTO C AUTO WC CMP MM-Occ MM-cm
PRIOR   14 255 95 3,285 1,828 0 0
Dec-94 1 2 1 376 113 0 0
Dec-95 4 2 2 393 92 0 0
Dec-96 13 5 3 292 132 0 0
Dec-97 2 10 4 496 139 1 0
Dec-98 16 25 23 852 170 1 0
TOTAL 49 300 128 5,694 2,473 1 0

LOSS + LAE RESERVES - GROSS of SSD ($000's)
PARTG PART H1 PART H2 PART I PART J PART K PART L
SP LIAB GL-Occ GL-cm PROP A PHYS SUR OTH

PRIOR   16 2,422 0 0 7 21 151
Dec-94 0 5 3 1 1 0 0
Dec-95 0 16 1 0 2 0 0
Dec-96 0 79 (1) 1 2 7 0
Dec-97 0 63 7 0 2 0 0
Dec-98 3 35 2 22 3 6 0
TOTAL 19 2,620 12 23 17 34 151

SALVAGE/SUBROGATION/DEDUCTIBLE RESERVES ($000's)
PARTG PART H1 PART H2 PART I PART J PART K PART L
SP LIAB GL-Occ GL-cm PROP A PHYS SUR OTH

PRIOR   0 (1) 0 0 (0) (46) 0
Dec-94 0 (0) 0 0 0 (0) 0
Dec-95 0 (0) 0 0 0 (0) 0
Dec-96 0 (0) 0 0 0 (0) 0
Dec-97 0 (0) 0 0 0 (1) 0
Dec-98 0 (0) (0) 0 1 (4) 0
TOTAL 0 (1) (0) 0 1 (51) 0
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LOSS + LAE RESERVES - NET of SSD ($000's)
PARTG PART H1 PART H2 PART I PART J PART K PART L
SP LIAB GL-Occ GL-cm PROP A PHYS SUR OTH

PRIOR   16 2,421 0 0 7 (24) 151
Dec-94 0 5 3 1 1 0 0
Dec-95 0 16 1 0 2 0 0
Dec-96 0 79 (1) 1 2 7 0
Dec-97 0 63 7 0 2 (1) 0
Dec-98 3 35 2 22 4 1 0
TOTAL 19 2,619 12 24 18 (17) 151

LOSS + LAE RESERVES - GROSS of SSD ($000's)
PART N PART O PART P PART R1 PART R2 PART S TOTAL
REINS A REINS B REINS C PROD-Occ PROD-cm SUR-FG ALL LINES

PRIOR   0 4,070 0 240 0 0 12,491
Dec-94 0 19 0 0 0 0 524
Dec-95 0 0 0 0 0 0 539
Dec-96 0 0 0 0 0 0 547
Dec-97 0 0 0 0 0 0 737
Dec-98 0 0 0 21 0 0 1,190
TOTAL 0 4,089 0 262 0 0 16,029

SALVAGE/SUBROGATION/DEDUCTIBLE RESERVES ($000's)
PART N PART O PART P PART R1 PART R2 PART S TOTAL
REINS A REINS B REINS C PROD-Occ PROD-cm SUR-FG ALL LINES

PRIOR   0 0 0 0 0 0 (135)
Dec-94 0 0 0 0 0 0 (4)
Dec-95 0 0 0 0 0 0 (27)
Dec-96 0 0 0 0 0 0 (15)
Dec-97 0 0 0 0 0 0 (13)
Dec-98 0 0 0 (0) 0 (0) (15)
TOTAL 0 0 0 (0) 0 (0) (208)

LOSS + LAE RESERVES - NET of SSD ($000's)
PART N PART O PART P PART R1 PART R2 PART S TOTAL
REINS A REINS B REINS C PROD-Occ PROD-cm SUR-FG ALL LINES

PRIOR   0 4,070 0 240 0 0 12,356
Dec-94 0 19 0 0 0 0 521
Dec-95 0 0 0 0 0 0 512
Dec-96 0 0 0 0 0 0 533
Dec-97 0 0 0 0 0 0 724
Dec-98 0 0 0 21 0 0 1,175
TOTAL 0 4,089 0 262 0 0 15,820  

D. Uncollectible premiums receivable 

At December 31, 2008 and 2007, the Company had admitted assets of $26,737,249 and $28,450,948, 
respectively in premiums receivable due from policyholders and agents. The Company routinely assesses the 
collectibility of these receivables.  Based on Company experience, the Company estimated the uncollectible 
premiums receivable and recorded an additional provision in the amount of $263,981.  At December 31, 2008, 
the additional provision for uncollectible premiums receivable represents the amount of expected uncollectible 
premiums in excess of the non-admitted premiums of $630,668. 

E. Business Interruption Insurance Recoveries 

Not Applicable 

F. State Transferable Tax Credits 

The Company does not hold state transferable tax credits. 
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G. Hybrid Securities 

The following details the hybrid securities held by the Company as of December 31, 2008.  The securities are 
reported on Schedule D – Part 2, Section 1. 

 

CUSIP Issuer Description 
Book/Adjusted 

Carry Value 
48124G104 JP Morgan Capital Security 3,000,000 
94986EAA8 Wells Fargo Capital Security 1,620,000 

 
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 subprime exposure through other investments. 
 

 

1 
Actual 
Cost 

2 
Book/Adjusted 

Carrying 
Value 

(excluding 
interest) 

3 
Fair Value 

4 
Other Than 
Temporary 
Impairment 

Losses 
Recognized 

a. Residential mortgage backed 
securities 

    

b. Commercial mortgage backed 
securities 

    

c. Collateralized debt obligations     
d. Structured securities $1,920,268 $1,920,268 $1,791,264 0 
e. Equity investment in SCAs     
f. Other assets     
g. Total     

 
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.  

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. 
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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 00000 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 00000 Lloyd's of London         38,296,210 
AA-9991423 00000 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 40,287,403$        5,808,081$       4,142,589$          554,433$          36,144,814$        5,253,648$      
b. All Other -$                     -$                 -$                     -$                 -$                     -$                 
c. TOTAL 40,287,403$        5,808,081$       4,142,589$          554,433$          36,144,814$        5,253,648$      

d.  Direct Unearned Premium Reserve:  4,142,589$          

Assumed Ceded Net
Reinsurance Reinsurance Reinsurance

 

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 174,672$            -$                        -$                        174,672$            
b. Sliding Scale Adjustments -                          -                          -                          -                          
c. Other Profit Commission 

Arrangements -                          -                          -                          -                          
d. TOTAL 174,672$            -$                        -$                        174,672$             
3) The Company does not have protected cells. 

D. Uncollectible Reinsurance 

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

A. Method used to estimate 

The Company sells workers compensation policies for which the premiums vary based on loss experience.  Future 
premium adjustments for these retrospective policies are estimated and accrued.  The company estimates these 
accrued retrospective premium adjustments through the review of each individual retrospectively rated risk, 
comparing case basis loss development with that anticipated in the policy contracts to arrive at the best estimates of 
return or additional retrospective premiums. 

B. Method used to record 

The Company records accrued retrospective premium as an adjustment to earned premium. 

C. Amount and percent of net retrospective premiums 

Net premiums written for 2008 on retrospective workers compensation policies was $35,615 or 1.4% of total 
workers compensation net premiums written. 

D. Calculation of nonadmitted accrued retrospective premiums 

 

a. Total accrued retro premium 51,893$     0.33
b. Unsecured amount 893            
c. Less: Nonadmitted amount (10%) 5,189         
d. Less: Nonadmitted for any person for whom 

agents' balances or uncollected premiums are 
nonadmitted -                 

e. Admitted amount: a - c - d 46,704$    

 

24. Change in Incurred Losses and Loss Adjustment Expenses 

In 2008, we reduced our estimates for prior years’ loss and LAE reserves by $2.9 million. This total decrease includes 
loss and defense and cost containment expenses changes as follows: 

 
• $1.1 million reduction in surety reserves reflecting lower-than-expected number of claims.  
• $0.4 million reduction in other liability - occurrence driven primarily by favorable development of $0.3 

million due to lower-than-expected claim number in construction defect.  
• $1.2 million reduction in private passenger auto liability reserves, reflecting decreases in severity estimates 

primarily in accident years 2005 through 2007.   
• $0.6 million reduction in commercial multiple peril reserves.  This includes a reduction in construction 

defect reserves of $0.2 million reflecting lower-than-expected number of claims.  The remaining decrease 
was due to lower-than-expected claim severity in property and liability. 

• $0.3 million reduction in other liability – claims-made due to a decrease due to lower-than-expected claim 
severity. 

• $0.4 million increase in commercial auto/truck liability reserves reflecting increases in severity estimates 
for prior accident years. 

The remaining $0.3 million increase was in a number of lines including adjusting and other payments.  This increase is 
due to emerging claim trends and related loss data. 
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25. Intercompany Pooling Arrangements 

A. The Company participates in an intercompany reinsurance agreement which provides that Safeco Insurance 
Company of America, the lead company, will assume all insurance business of the affiliated property and casualty 
insurance companies. After arranging for needed reinsurance with unaffiliated third parties, Safeco Insurance 
Company of America cedes a fixed portion of premiums, losses and insurance expenses to the affiliated property 
and casualty insurance companies according to the following participation percentages: 

 
  Participation 
 NAIC # 2008 2007 
Safeco Insurance Company of America 24740 33% 33% 
General Insurance Company of America 24732 23% 23% 
First National Insurance Company of America 24724 2% 2% 
Safeco National Insurance Company 24759 2% 2% 
Safeco Insurance Company of Illinois 39012 5% 5% 
American States Insurance Company 19704 19% 19% 
American Economy Insurance Company 19690 14% 14% 
American States Preferred Insurance 
Company 

39214 2% 2% 

 
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 cede 100% of the liabilities, premiums and reserves of the Company. 
 
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%  
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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.  Assets and liabilities related to insurance underwriting 

are similarly shared. 

C. After cessions to unaffiliated reinsurers are applied, Safeco Insurance Company of America cedes a fixed portion of 
premiums, losses and insurance expenses to the affiliated property and casualty insurance companies according to 
the participation percentages detailed in item A above. 

D. The lead company and American States Insurance Company are the only affiliates that participate in reinsurance 
agreements whereby risk is ceded to unaffiliated reinsurers. 

E. There are no discrepancies between entries regarding pooled business assumed and ceded reinsurance schedules of 
the lead company and corresponding entries on the assumed and ceded reinsurance schedules of the other 
participants. 

F. The lead company and American States Insurance Company carry 100% of the Provision for Reinsurance.  Any 
write-offs of uncollectible ceded reinsurance from unaffiliated reinsurers are applied and ceded to the participants in 
accordance with the provisions of the intercompany reinsurance agreement. 

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 $748,867 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. 
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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 

The Company has a minimal amount of High Deductible policies that have been in run off since 2002.  As of December 
31, 2008, the amount of reserve credit and any unsecured recoverable was not material to the Company’s financial 
statements. 

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

In September 2008, the Company began discounting workers’ compensation reserves for unpaid losses using a tabular 
discount on the estimated long-term annuity portion of certain workers’ compensation claims.  The financial impact of 
the change in accounting principle is described in Note 2. 

The tabular discount is based on Liberty Mutual experience and Unit Statistical Plan tables as approved by the respective 
states at an annual discount rate of 4.0%. 

At December 31, 2008, the liabilities for workers compensation unpaid losses include $13,574,264 of liabilities 
carried at a discounted value of $12,594,272 representing a discount of $979,992. 
 
A. Tabular Discounts 
 

Tabular Discount Included in 
Schedule P, Part 1* 

Schedule P Lines of Business 

(1) 
Case 

(2) 
IBNR 

1. Homeowners/Farmowners   
2. Private Passenger Auto Liability/Medical   
3. Commercial Auto/Truck Liability/Medical   
4. Workers' Compensation   $     979,992 
5. Commercial Multiple Peril   
6. Medical Malpractice - occurrence   
7. Medical Malpractice - claims-made   
8. Special Liability   
9. Other Liability – occurrence   
10. Other Liability - claims-made    
11. Special Property   
12. Auto Physical Damage    
13. Fidelity, Surety   
14. Other (including Credit, Accident & Health)   
15. International   
16. Reinsurance Nonproportional Assumed Property   
17. Reinsurance Nonproportional Assumed Liability   
18. Reinsurance Nonproportional Assumed Financial Lines   
19. Products Liability – occurrence   
20. Products Liability - claims-made   
21. Financial Guaranty/Mortgage Guaranty   
22. Total   

 

B. Non-tabular discounts  

Not Applicable 

C. Changes in discount assumptions  

Not Applicable 

32. Asbestos and Environmental Reserves 

The Company has both asbestos and environmental claims exposures.  The Company’s exposure arises predominantly 
from general liability policies written prior to 1986.  The vast majority of Property and Casualties environmental, 
asbestos, and other toxic claims resulted from the commercial general liability line of business and the discontinued 
assumed reinsurance operations of American States. 
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The Company establishes full case reserves for all reported asbestos and environmental claims.  Reserves for losses 
incurred by not reported (IBNR) include a provision for unreported claims as well as a provision for development of 
reserves on reported claims.  The Company’s IBNR reserves are established based on a review of a number of actuarial 
analyses including reported year average cost models and an examination of survival ratios using company and industry 
information. 

In 2004, the classification of environmental reserves was refined to include only claims involving gradual discharge or 
leakage of pollutants or contaminants into the environment.  These claims involve multiple policy periods and the exact 
date of occurrence is generally not determinable.  These claims typically involve underground storage tanks, official 
United States EPA sites (Superfund), Clean Water Act allegations, and other exposures prior to the ISO pollution 
exclusion.  The environmental data below has been restated to reflect this revised definition.  Reserves related to other 
toxic torts and other latent bodily injury claims are excluded from the environmental tables below. 

The Company’s direct asbestos and environmental related loss and loss adjustment expense for each of the most recent 
five calendar years is presented in the following tables. 

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 ( X ) No (  ) 
 

ASBESTOS
A. (1)  Direct (1) (2) (3) (4) (5)

2004 2005 2006 2007 2008
a. Beginning reserves $752,852 $1,267,236 $1,718,798 $2,130,232 $2,151,565
b. Incurred Loss and ALAE 674,748 582,920 577,027 270,442 435,962
c. Calendar payments for Loss and ALAE 160,364 131,358 165,593 249,109 291,875
d. Ending Reserves: $1,267,236 $1,718,798 $2,130,232 $2,151,565 $2,295,652

(2)  Assumed (1) (2) (3) (4) (5)
2004 2005 2006 2007 2008

a. Beginning reserves $2,088,073 $2,131,090 $2,004,139 $1,995,235 $2,403,560
b. Incurred Loss and ALAE 176,430 (12,280) 113,074 607,497 (113,844)
c. Calendar payments for Loss and ALAE 133,413 114,671 121,978 199,172 256,027
d. Ending Reserves: $2,131,090 $2,004,139 $1,995,235 $2,403,560 $2,033,689

(3)  Net of Reinsurance (1) (2) (3) (4) (5)
2004 2005 2006 2007 2008

a. Beginning reserves $2,518,193 $2,836,353 $3,178,764 $3,415,866 $3,769,167
b. Incurred Loss and ALAE 592,420 572,239 512,318 717,026 118,456
c. Calendar payments for Loss and ALAE 274,260 229,828 275,216 363,725 325,701
d. Ending Reserves: $2,836,353 $3,178,764 $3,415,866 $3,769,167 $3,561,922

B. State the amount of ending reserves for Bulk + IBNR included in A (Loss and ALAE):

(1)  Direct $1,091,376
(2)  Assumed $514,734
(3)  Net of Reinsurance $1,349,635

C. State the amount of ending reserves for allocated loss adjustment expenses included in A (Case, Bulk + IBNR):

(1)  Direct $839,477
(2)  Assumed $71
(3)  Net of Reinsurance $676,642
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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 ( X ) No (  ) 
 
ENVIRONMENTAL
D. (1)  Direct (1) (2) (3) (4) (5)

2004 2005 2006 2007 2008
a. Beginning reserves 2,131,365$       2,260,124$       2,575,033$       2,462,525$       2,008,113$       
b. Incurred Loss and ALAE 386,130            600,083            128,763            5,666                22,549              
c. Calendar payments for Loss and ALAE 257,371            285,174            241,271            460,078            271,098            
d. Ending Reserves: 2,260,124$       2,575,033$       2,462,525$       2,008,113$       1,759,564$       

(2)  Assumed (1) (2) (3) (4) (5)
2004 2005 2006 2007 2008

a. Beginning reserves 946,185$          1,003,903$       665,323$          599,406$          587,928$          
b. Incurred Loss and ALAE 77,067              (289,925)          12,618              5,155                14,968              
c. Calendar payments for Loss and ALAE 19,349              48,655              78,535              16,633              26,283              
d. Ending Reserves: 1,003,903$       665,323$          599,406$          587,928$          576,613$          

(3)  Net of Reinsurance (1) (2) (3) (4) (5)
2004 2005 2006 2007 2008

a. Beginning reserves 2,921,142$       3,093,040$       2,977,906$       2,687,829$       2,331,572$       
b. Incurred Loss and ALAE 398,814            146,047            13,617              21,933              25,376              
c. Calendar payments for Loss and ALAE 226,916            261,181            303,694            378,190            185,170            
d. Ending Reserves: 3,093,040$       2,977,906$       2,687,829$       2,331,572$       2,171,778$       

E. State the amount of ending reserves for Bulk + IBNR included in D (Loss and ALAE):

(1)  Direct 1,104,365$       
(2)  Assumed 370,946$          
(3)  Net of Reinsurance 1,436,695$       

F. State the amount of ending reserves for allocated loss adjustment expenses included in D (Case, Bulk + IBNR):

(1)  Direct 815,054$          
(2)  Assumed -$                     
(3)  Net of Reinsurance 794,864$          

 

33. Subscriber Savings Accounts  

Not Applicable 

34. Multiple Peril Crop Insurance 

Not Applicable 
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