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NOTES TO FINANCIAL STATEMENTS 
(in thousands, except capital common share data) 

 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

A. Accounting Practices 

The financial statements of Care Improvement Plus South Central Insurance Company (the 
“Company”) are presented on the basis of accounting practices prescribed or permitted by the State 
of Arkansas Department of Insurance (the “Department”). 

The Department recognizes only statutory accounting practices, prescribed or permitted by the State 
of Arkansas, for determining and reporting the financial condition and results of operations of an 
insurance company, for determining its solvency under Arkansas Insurance Law. The state 
prescribes the use of the National Association of Insurance Commissioners’ (“NAIC”) Accounting 
Practices and Procedures manual (“NAIC SAP”) in effect for the accounting periods covered in the 
financial statement. 

No significant differences exist between the practices prescribed or permitted by the State of 
Arkansas and those prescribed or permitted by the NAIC SAP which materially affect the statutory 
basis net income and capital and surplus, as illustrated in the table below:  

State of June, 30 December, 31
Domicile 2013 2012

NET INCOME
(1) Company state basis Arkansas 30,010$     162,314$   
(2) State Prescribed Practices that increase/(decrease) NAIC SAP:

                Not applicable Arkansas -                 -                 
(3) State Permitted Practices that increase/(decrease) NAIC SAP:

                Not applicable Arkansas -                 -                 

(4) NAIC SAP Arkansas 30,010$     162,314$   

SURPLUS
(5) Company state basis Arkansas 295,424$   324,577$   
(6) State Prescribed Practices that increase/(decrease) NAIC SAP:

                Not applicable Arkansas -                 -                 
(7) State Permitted Practices that increase/(decrease) NAIC SAP:

                Not applicable Arkansas -                 -                 

(8) NAIC SAP Arkansas 295,424$   324,577$   

 
B. Use of Estimates in the Preparation of the Statutory Basis Financial Statements 

No significant change. 

C. Accounting Policy  

No significant change. 

2. ACCOUNTING CHANGES AND CORRECTION OF ERRORS 

During 2013 after the submission of the 2012 Annual Statement, the Company determined that it 
had overstated net premium income related to risk adjusted premiums receivable of approximately 
$14,401.  This adjustment also affected the calculation of management fee expense and income 
taxes incurred.  As a result, general administrative expenses was overstated by approximately 
$2,583, federal income taxes incurred was overstated by approximately $4,135 and investment fee 
expense was overstated by approximately $4 for the year ended December 31, 2012. The impact to 
net income and total capital and surplus was approximately $7,679 for 2012. The cumulative effect 
of this prior year error was corrected by the Company in accordance with SSAP No. 3, Accounting 
Changes and Corrections of Errors and is reflected in the accompanying statutory basis statements 
of changes in capital and surplus for the period ended June 30, 2013. 

3. BUSINESS COMBINATIONS AND GOODWILL 

A–D. No significant change. 
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4. DISCONTINUED OPERATIONS 

(1–5) No significant change. 
 
5. INVESTMENTS AND OTHER INVESTED ASSETS 

A. Mortgage Loans, including Mezzanine Real Estate Loans  

No significant change. 

B. Debt restructuring 

No significant change. 

C. Reverse Mortgages  

No significant change. 

D. Loan-Backed Securities 

No significant change. 

E. Repurchase Agreements and/or Securities Lending Transactions 

No significant change. 

F. Real Estate 

No significant change. 

 

G. Investments in Low-Income Housing Tax Credits 

No significant change. 

6. JOINT VENTURES, PARTNERSHIPS, AND LIMITED LIABILITY COMPANIES 

A–B. No significant change. 

7. INVESTMENT INCOME 

A–B. No significant change. 

8. DERIVATIVE INSTRUMENTS 

A–F. No significant change. 

9. INCOME TAXES 

A–G.  No significant change. 

10. INFORMATION CONCERNING PARENT, SUBSIDIARIES, AND AFFILIATES 

A–L. Material Related Party Transactions 

Effective January 1, 2013, the Company entered into a revised management agreement with 
XLHealth Corporation (“XLH”).  This agreement has been approved by the Department.  XLH will 
continue to provide management services to the Company under a revised percentage of premiums 
agreement.  The Company will now pay XLH 14.5% of net revenues less house call expenses.  Prior 
to the revised agreement, the Company paid 15.5% of net premiums less house call expenses to 
XLH for management services.   

Effective January 1, 2013, the Company holds a $100,000 subordinated revolving credit agreement 
with UnitedHealth Group, Incorporated at an interest rate of London Interbank Offered Rate plus a 
margin of 0.50%.  This credit agreement is subordinate to the extent it does not conflict with any 
credit facility held by either party.  This agreement shall be effective as of the effective date and 
shall continue until terminated pursuant to the terms of this agreement which requires either party to 
give a 60 day written notice to the other party.  No amounts were outstanding under the line of credit 
as of June 30, 2013. 
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11. DEBT 

A–B. No significant change. 

12. RETIREMENT PLANS, DEFERRED COMPENSATION, POSTEMPLOYMENT 
BENEFITS AND COMPENSATED ABSENCES, AND OTHER POSTRETIREMENT 
BENEFIT PLANS 

A–F. No significant change. 

13. CAPITAL AND SURPLUS, SHAREHOLDERS’ DIVIDEND RESTRICTIONS, AND 
QUASI-REORGANIZATIONS 

(1–3)  No significant change. 

(4)  On May 14, 2013, the Company declared an ordinary cash dividend of $40,000 to the sole 
shareholder, XLHealth Corporation.  The dividend was paid on June 11, 2013.  The 
ordinary dividend complied with the provisions set forth in the statutes of Arkansas.  The 
dividend was recorded as a reduction to unassigned surplus. 

(5–13)  No significant change. 

14. CONTINGENCIES 

A–E. No significant change. 

15. LEASES 

A–B. No significant change.    

16. INFORMATION ABOUT FINANCIAL INSTRUMENTS WITH OFF-BALANCE-SHEET 
RISK AND FINANCIAL INSTRUMENTS WITH CONCENTRATIONS OF CREDIT RISK 

(1–4) No significant change. 

17. SALE, TRANSFER, AND SERVICING OF FINANCIAL ASSETS AND 
EXTINGUISHMENTS OF LIABILITIES 

A. The Company did not have any transfers of receivables reported as sales as of June 30, 2013 
or December 31, 2012. 

B. The Company did not have any transfer and servicing of financial assets as of June 30, 2013 
or December 31, 2012. 

C. No transactions involving wash sales of securities with an NAIC designation of 3 or below 
or unrated securities occurred as of June 30, 2013 or the year ended December 31, 2012. 

18. GAIN OR LOSS TO THE REPORTING ENTITY FROM UNINSURED PLANS AND THE 
UNINSURED PORTION OF PARTIALLY INSURED PLANS 

A–B. No significant change. 

C. Medicare or Other Similarly Structured Cost Based Reimbursement Contract 

The Medicare Part D program is a partially insured plan. The Company recorded a payable 
of approximately $25,238 as of June 30, 2013 and a receivable of approximately $18,291 at 
December 31, 2012, for cost reimbursements under the Medicare Part D program for the 
catastrophic reinsurance and low-income member cost-sharing subsidies. The Company also 
recorded a receivable of approximately $1,617 and $976 and a payable of approximately 
$3,582 and $963 aas of June 30, 2013 and December 31, 2012, respectively, for the 
Medicare Part D Coverage Gap Discount Program. 

19. DIRECT PREMIUM WRITTEN/PRODUCED BY MANAGING GENERAL 
AGENTS/THIRD-PARTY ADMINISTRATORS 

No significant change. 
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20. FAIR VALUE MEASUREMENT 

The NAIC SAP defines fair value, establishes a framework for measuring fair value, and outlines 
the disclosure requirements related to fair value measurements. The fair value hierarchy is as 
follows: 

Level 1 — Quoted (unadjusted) prices for identical assets in active markets. 

Level 2 — Other observable inputs, either directly or indirectly, including: 

• Quoted prices for similar assets in active markets 

• Quoted prices for identical or similar assets in nonactive markets (few transactions, limited 
information, noncurrent prices, high variability over time, etc.) 

• Inputs other than quoted prices that are observable for the asset (interest rates, yield curves, 
volatilities, default rates, etc.) 

• Inputs that are derived principally from or corroborated by other observable market data 

Level 3 — Unobservable inputs that cannot be corroborated by observable market data. 

The estimated fair values of bonds and short-term investments are based on quoted market prices, 
where available. The Company obtains one price for each security primarily from a third-party 
pricing service (“pricing service”), which generally uses quoted prices or other observable inputs for 
the determination of fair value. The pricing service normally derives the security prices through 
recently reported trades for identical or similar securities, making adjustments through the reporting 
date based upon available observable market information. For securities not actively traded, the 
pricing service may use quoted market prices of comparable instruments or discounted cash flow 
analyses, incorporating inputs that are currently observable in the markets for similar securities. 
Inputs that are often used in the valuation methodologies include, but are not limited to, non-binding 
broker quotes, benchmark yields, credit spreads, default rates and prepayment speeds. As the 
Company is responsible for the determination of fair value, it performs quarterly analyses on the 
prices received from the pricing service to determine whether the prices are reasonable estimates of 
fair value. Specifically, the Company compares the prices received from the pricing service to prices 
reported by its custodian, its investment consultant and third-party investment advisors. 
Additionally, the Company compares changes in the reported market values and returns to relevant 
market indices to test the reasonableness of the reported prices. Based on the Company’s internal 
price verification procedures and review of fair value methodology documentation provided by 
independent pricing services, the Company has not historically adjusted the prices obtained from the 
pricing service. 

In instances in which the inputs used to measure fair value fall into different levels of the fair value 
hierarchy, the fair value measurement has been determined based on the lowest level input that is 
significant to the fair value measurement in its entirety. The Company’s assessment of the 
significance of a particular item to the fair value measurement in its entirety requires judgment, 
including the consideration of inputs specific to the asset or liability. 

A. Fair Value 

(1) Fair Value Measurements at Reporting Date 

The Company has does not have any financial assets that are measured and reported 
at fair value on the statutory basis statements of admitted assets, liabilities, and 
capital and surplus at June 30, 2013 and December 31, 2012. 

(2) Fair Value Measurements in (Level 3) of the Fair Value Hierarchy: 

The Company does not have any financial assets with a fair value hierarchy of 
level 3. 

B. Fair Value Combination — Not applicable 
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C. The aggregate fair value by hierarchy of all financial instruments as of June 30, 2013 is 
presented in the table below: 

Not
Practical

Types of Financial Aggregate Admitted Carrying
Investment Fair Value Assets (Level 1) (Level 2) (Level 3) Value

Bonds 273,412$  273,498$  223,951$  49,461$    -     $         -     $         
Common stock -                -                -                -                -                -                
Perpetual preferred stock -                -                -                -                -                -                
Mortgage loans -                -                -                -                -                -                

Not
Practical

Types of Financial Aggregate Admitted Carrying
Investment Fair Value Assets (Level 1) (Level 2) (Level 3) Value

Bonds 151,910$  151,691$  95,280$    56,630$    -     $         -     $         
Common stock -                -                -                -                -                -                
Perpetual preferred stock -                -                -                -                -                -                
Mortgage loans -                -                -                -                -                -                

June 30, 2013

December 31, 2012

 
 
Included as Level 1 in bonds in the fair value hierarchy table above is money market 
instruments of $157,696 and $30,571 as of June 30, 2013 and December 31, 2012, 
respectively. Money market instruments are reflected in short-term investments in the 
statutory basis statements of admitted assets, liabilities, and capital and surplus. 
 

D. Not Practicable to Estimate Fair Value — Not applicable 

21. OTHER ITEMS 

A-H. No significant change. 

22. EVENTS SUBSEQUENT 

No significant change. 

23. REINSURANCE 

A-C. No significant change. 

24. RETROSPECTIVELY RATED CONTRACTS AND CONTRACTS SUBJECT TO 
REDETERMINATION 

A-B. No significant change. 

C. The Company has Medicare Part D program business which is subject to a retrospective 
rating feature related to Part D Premiums. The Company has estimated accrued 
retrospective premiums related to certain Part D premiums based on guidelines determined 
by CMS. The formula is tiered and based on the bid medical loss ratio. The amount of 
Part D earned premiums subject to retrospective rating was approximately $136,094 and 
$133,400 representing 11.6% and 8.1% of total net premium income as of June 30, 2013 
and December 31, 2012, respectively. 

D. Pursuant to the Health Reform Legislation, the Company does not have any business subject 
to specific minimum loss ratio requirements as of June 30, 2013 and December 31, 2012. 
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25. CHANGE IN INCURRED CLAIMS AND CLAIMS ADJUSTMENT EXPENSES 

Changes in estimates related to the prior year incurred claims are included in total hospital and 
medical expenses in the current year in the accompanying statutory basis statements of operations. 
The following tables disclose paid claims, incurred claims, and the balance in the claims unpaid, 
accrued medical incentive pool and bonus amounts, and health care receivables at June 30, 2013 and 
December 31, 2012: 
 

Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -      $                 (144,264)$          (144,264)$          
Paid claims, net of health care receivables and                         
  reinsurance recoveries collected 825,623             106,100             931,723             
End of year claim reserve 208,183             611                    208,794             

Incurred claims excluding the change in health care receivables
   as presented below 1,033,806          (37,553)              996,253             

Beginning of year health care receivables -                         44,248               44,248               
End of year health care receivables (44,799)              (26,870)              (71,669)              

Total incurred claims 989,007$           (20,175)$            968,832$           

June 30, 2013

 
 

Current Year Prior Years
Incurred Incurred
Claims Claims Total

Beginning of year claim reserve -      $               (153,478)$        (153,478)$        
Paid claims, net of health care receivables and                        
  reinsurance recoveries collected 1,101,341         84,929              1,186,270         
End of year claim reserve 142,386            1,878                144,264            

Incurred claims excluding the change in health care receivables
   as presented below 1,243,727         (66,671)            1,177,056         

Beginning of year health care receivables -                       38,211              38,211              
End of year health care receivables (33,573)            (10,675)            (44,248)            

Total incurred claims 1,210,154$       (39,135)$          1,171,019$       

December 31, 2012

 
 
The liability for claims unpaid, accrued medical incentive pool and bonus amounts, and health care 
receivables as of December 31, 2012 were approximately $100,016. As of June 30, 2013, 
approximately $106,100 has been paid for incurred claims attributable to insured events of prior 
years. There are no reserves remaining related to receivables, net of unpaid claims remaining for 
prior years. Therefore, there has been approximately $20,175 favorable prior year development 
since December 31, 2012 to June 30, 2013. The primary driver of this favorable development is 
related to claims recovery activity as the actual dollars retracted for 2012 and prior dates of service 
has exceeded our estimates as of December 31, 2012.  The remainder of the favorable development 
is related to revisions to originally estimated ultimate incurred PMPMs.  This is because original 
estimates are increased or decreased, as additional information becomes known regarding individual 
claims.  The favorable development also impacts the original estimates and calculations for 
retrospectively rated policies. As a result of the prior year effects, on a regular basis, the Company 
adjusts revenue and the corresponding liability and/or receivable related to retrospectively rated 
policies and the impact of the change is included as a component of change in reserve for rate credits 
in the statutory basis statements of operations. 
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The Company incurred claims adjustment expenses of approximately $65,541 and $102,464 as of 
June 30, 2013 and December 31, 2012, respectively. These costs are included in the management 
service fees paid by the Company to XLH as a part of its management agreement (see Note 10).  
The following table disclose paid CAE, and the balance in the unpaid claim adjustment expenses 
reserve for the six months ended June 30, 2013 and the year ended December 31, 2012:  

June 30, 2013 December 31, 2012

Total claims adjustment expenses incurred 65,541$              102,464$               
Less current year unpaid claims adjustment expenses (3,514)                 (2,661)                   
Add prior year unpaid claims adjustment expenses 2,661                  2,585                     

Total claims adjustment expenses paid 64,688$              102,388$               
 

26. INTERCOMPANY POOLING ARRANGEMENTS 

A–G. No significant change. 

27. STRUCTURED SETTLEMENTS 

A–B. No significant change. 

28. HEALTH CARE AND OTHER AMOUNTS RECEIVABLES 

A. Pharmaceutical rebates receivable are recorded when reasonably estimated or billed by the 
affiliated pharmaceutical benefit manager in accordance with pharmaceutical rebate contract 
provisions. Information used to support rebates billed to the manufacturer is based on 
utilization information gathered by the pharmaceutical benefit manager and adjusted for 
significant changes in pharmaceutical contract provisions. The Company has excluded 
receivables that do not meet the admissibility criteria from the statutory basis statements of 
admitted assets, liabilities, and capital and surplus. 

For pharmacy rebates that meet the admissibility criteria, the collection history of pharmacy 
rebates is summarized as: 

Estimated Actual Actual
Pharmacy Pharmacy Rebates Rebates
Rebates as Rebates as Received Received Actual Rebates

Reported on Billed or Within 90 Within 91 to Received More
Financial Otherwise Days of 180 Days of Than 180 Days

Quarter Statements Confirmed Billing Billing After Billing

6/30/2013 26,522$          -     $              -     $              -     $              -     $                  
3/31/2013 9,760              9,763              -                     -                     -                         

12/31/2012 7,430              7,521              -                     -                     -                         
9/30/2012 8,331              8,423              8,423              -                     -                         
6/30/2012 7,249              7,335              7,335              -                     -                         
3/31/2012 8,341              8,437              8,437              -                     -                         

12/31/2011 8,128              8,128              8,128              1,207              -                         
9/30/2011 7,815              7,815              7,815              -                     1,030                  
6/30/2011 7,437              7,437              7,437              -                     562                     
3/31/2011 7,132              7,132              7,132              -                     49                       

12/31/2010 6,263              6,263              6,263              -                     641                     
9/30/2010 5,670              5,670              5,670              -                     1,218                  
6/30/2010 5,114              5,134              5,134              -                     500                     
3/31/2010 4,706              4,642              4,642              -                     (105)                   
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B. The Company estimates risk sharing receivables based on the contractual terms. 

 The following table summarizes the collection history of risk sharing receivables: 

Risk
Risk Sharing Actual Actual Actual Risk

Sharing Receivable Risk Risk Sharing Actual
Receivable as Risk Sharing Sharing Amounts Risk

Evaluation as Estimated Risk Sharing Amounts Amounts Received Sharing
Period Estimated in the Sharing Receivable Received Received Second Amounts

Calendar Year in the Current Receivable Not Yet in Year First Year Year Received -
Year Ending Prior Year Year Billed Billed Billed Subsequent Subsequent All Other

2013 2013 2,325$     233$         2,558$    -$       2,558$  -$          -$          -$       
2014 XXX -$          XXX XXX XXX XXX XXX XXX

2012 2012 -$         -$          -$        -$       -$      -$          -$          -$       
2013 XXX 2,325$      XXX XXX XXX XXX XXX XXX

2011 2011 -$         -$          -$        -$       -$      -$          -$          -$       
2012 XXX -$          XXX XXX XXX XXX XXX XXX

 
Of the amount reported as health care receivables, approximately $27,969 and $15,853 relates to 
pharmaceutical rebate receivables as of June 30, 2013 and December 31, 2012, respectively. The 
Company also admitted approximately $2,066 and $1,035 for claim overpayment receivables 
and admitted $0 and $2,325 in risk share receivables as of June 30, 2013 and December 31, 
2012, respectively, which are included in health care and other receivables in the statutory basis 
statements of admitted assets, liabilitites, and capital and surplus. 
 

29. PARTICIPATING POLICIES 

No significant change. 

30. PREMIUM DEFICIENCY RESERVES 

No significant change. 

31. ANTICIPATED SALVAGE AND SUBROGATION 

No significant change. 
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$%� �����!�� ��&����''&"�� �(��&�"&�����)�"��&����''&"������&�"&����'&���"&����''&"������&�"&�����""����&�*��''&"������"����������������� �� ����'���&�*�
 &�&����'��"�&�� +��'��!��������&�*����&�#� �,-�"�������"�.���'���!&" ��/!&"!�&�"��.� ��!��'����/&�*� ���.��. 0� ������������	������

(�+����� ����.���!&"���"��.�"���&�"��.&�*��!����!&"���!��.�&�*��'��"�����������������"��'�&"� ��'�&����� ��,��/������� �������.����'�  &�����
�����&�� !&� 1

(,+�	�����'�&����""��������&���#���.���.�� ���.�,���.& "�� ����&���!�����&�.&"������� ���2�&��.����,��'&��.�,#��!��������&�*����&�#1

("+������&��"��/&�!�����&"�,���*��������������/ ������ ���.���*����&�� 1

(.+��!���������&��������������&�*��'��&����&�� ��������������&������� ��������� �� �&.���&'&�.�&���!��"�.�1���.

(�+��""�����,&�&�#�'����.!����"������!��"�.�%

$%�� �'��!���� ��� �����$%��& ��������� ���)���&�3
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$%� �� ��!��"�.���'���!&" �'��� ��&�������*�� �,��������.�.0� ������������	������

$%�� �'��!���� ��� �����$%��& �4� ������&.��&�'�����&���������.��������.����( +%
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$%� �������#�����& &�� ��'��!��"�.���'���!&" �,����/�&��.�'�����#��'��!�� ��"&'&�.��''&"�� 0� ������������	������

$%�� �'��!���� ��� �����$%��& �4� ������&.���!����������'���#�/�&���( +%
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%� 5�� ��!��������&�*����&�#����������#������� �.���'������������ �, &.&��&� �����''&�&��� ������*�����'��!& � ��������0� ������������	������

�
%� �'�#� ��&�.&"������#������� ���"�&��,���'�����������&�"��.�.�&���!����*����������3� 6 
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������

�����	���	

��%� 7 ������#��'��!�� ��"8 ��,��. �������!����  �� ��'��!��������&�*����&�#������.�����"�.���.������&����*��������������!��/& ����.�����&��,���'���
� ��,#�����!������ ��0�(�)"��.�� �"��&�&� ���.��� �"��&�&� ����.&�*��*������� %+� ������������	������

��%� �'�#� ��*&���'������.�"��������&�'�����&��������&�*��!�����3

�

��% ��������'������� �������.�����*�*� �!��.�&����!���&��� ��.��  �� �&���"!�.����9�3� 6 ��

��% ��������'������� �������.�����*�*� �!��.�&�� !���:�����&��� ����� 3� 6 ��

�;%� 5�� ��!��������&�*����&�#�!������#�&��� ����� �&���������� �, &.&��&� ���.��''&�&��� 0� ������������	������

�;%� �'�#� ������ ��"���������!��'����/&�*3

�
��&���4���:��.�
9��8<�.-� ��.��
����#&�*�=����

�
��������>�������
9��8<�.-� ��.��
����#&�*�=����

�;%�� 9��. � 6 �� 6 ��

�;%�� ���'����.����"8� 6 �� 6 ��

�;%�� ����������"8� 6 �� 6 ��

�;%�; �!���:��������� ����� � 6 �� 6 ��

�;%�? ����*�*��@��� ����A����� ����� 6 �� 6 ��

�;%�B ������!��� 6 �� 6 ��

�;%�C ���������� ������&������������, &.&��&� ���.��''&�&��� �(��,������@&�� ��;%�������;%�B+� 6 �� 6 ��

�;%�D ���������� ������&���������&�"��.�.�&��@&�� ��;%�������;%�B��,���� 6 �� 6 ��

�?%� �� ��!��������&�*����&�#��������.�&������#�!�.*&�*����� �"�&�� ��������.�����"!�.����590� ������������	������

�?%� �'�#� ��!� ���"�����!�� &���.� "�&��&����'��!��!�.*&�*����*����,������.�����&��,�������!��.��&"&�&��#� ����0� ������������	������
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