Item 1

For Action
Actuarial Financial Review

Date: June 17, 2020
To: TTC Insurance Company Limited Board of Directors

From: President

Summary

As required under Subsection 121.17(1) of the Insurance Act (Ontario), the Appointed
Actuary for TTC Insurance Company Limited is required to meet with the Board of
Directors at least annually to report on the financial position of the Company and
present its report on the expected financial future condition of the Company.

Recommendations

It is recommended that the Board of Directors:

1. Receive the attached summary from the Annual Actuarial Report (Attachment A),
and,

2. Approve the attached Expected Future Financial Condition (EFFC) report that
forecasts the expected future financial condition of TTC Insurance Company Limited
(Attachment B) as prepared by the Company’s Appointed Actuary Benny Chan of JS
Cheng and Partners Inc (JSCP).

Financial Summary

There is no financial impact resulting from the adoption of the recommendations in this
report.

The Acting TTC Insurance Company Treasurer has reviewed this report and agrees with
the financial impact information.

Equity/Accessibility Matters

There are no accessibility or equity issues associated with this report.



Decision History

On June 12, 2019, the shareholders of TTC Insurance Company Limited delegated the
appointment of the actuary pending a successful RFP process. On August 30, 2019,
Benny Chan of JSCP was appointed as the Appointed Actuary for the 2019 fiscal year.

Issue Background

Subsection 121.17(1) of the Insurance Act (Ontario) states that “an actuary of the
insurer shall meet with the directors of the insurer or, if the directors so choose, with the
audit committee of the insurer at least once during each fiscal year”. The Appointed
Actuary provides an actuarial estimate of reserves for outstanding claims for the
Company.

Comments

As required by the Insurance Act (Ontario), the Appointed Actuary for TTC Insurance
Company Limited shall report on the financial position of the Company and present the
results of the Expected Future Financial Condition report to the Board of Directors.

Contact

Brian Leck, President (Acting), TTC Insurance Company Limited
Phone: 416-393-3860
Email: Brian.Leck@ttc.ca

Signature

Brian Leck, President (Acting), TTC Insurance Company Limited

Attachments

Attachment A - Executive Summary from the Annual Actuarial Report
Attachment B - Expected Future Financial Condition Report
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EXECUTIVE SUMMARY

This report Is part of the annual statement required by the Financial Services
Regulatory Autheority of Ontario (FSRA). The purpose of this report is to provide an
opinion on the appropriateness of policy provisions for TTC Insurance Company
Limited as at December 31, 2019. The standard of matenality used in this report is
51.5 million.

TTC Insurance Company Limited (hereafter referred to as “the Company”™ or “TTCICL")
is a provincially registered insurance company whose main purpose & providing
liability cards for vehicles operated by the Toronto Transit Commission (TTC). Since
2007, the Company has issued two annual OAP1 policies to three named insureds
(“the policyholders"): the TTC, Toronto Transit Infrastructure Limited (formerly Toronto
Transit Consultants Limited), and Toronto Coach Terminal. One policy is for revenue
generafing vehicles and another for non-revenue generating vehicles.

TTCICL does not have ceded reinsurance agreements. However, the policyholders
have two layers of excess liability insurance coverage (5150 million excess of 5245
million and 5245 million excess of 55 million per occurrence) for both auto and general
liability. This excess insurance does not apply to accident benefit (no-fault) claims.

TTCICL has no insurance exposure. By way of a special deductible on liability and
accident benefit claims, the TTC reimburses the Company up to 55 millien per claim. If

an accident benefit claim exceeds 35 million, the TTC unconditionally guarantees to
reimburse the Company for all claims or expenses in excess of $5 million.

TTCICL_2020:JSCP g
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TRANSMITTAL LETTER

June 17, 2020

Financial Services Regulatory Authority of Ontario
5160 Yonge Street, 17" Floor

Toronto, Ontario

M2ZM 6LE

Dear Sir or Mesdames:

| hereby submit my report on the Financial Condition Testing (FCT) of TTC Insurance
Company Limited using data as of December 31, 2019,

My presentation to the Board of Directors of TTC Insurance Company Limited was
made on June 17, 2020. The presentation covered the major assumptions and

resulis of the base, going concern and solvency seenarios in my report.

Since the date of my opinion, | am not aware of any subsequent event that might
affect the conclusions of my report.

Yours truly,

Chung Yiu (Benny) Chan, F.C.LA.

TTCICL_DCAT2020: JSCP 5
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1.0 EXECUTIVE SUMMARY

The purpose of this report is o assess the expected future financial condition of TTC
Insurance Company Limited (hereafter referred to as “the Company” or “TTCICLY).
The Company is deemed fto have a satisfactory financial condition if throughout the

forecast period:

1. Under the solwency scenarios, the statement value of the insurer's assets is
greater than the statement value of itz liabilities.

2. Under going concern scenarios, the insurer meels the regulatory minimum
capital ratios; and

3. Under the base scenario, the insurer meets its internal karget capital ratio(s) as
determined from the Own Risk and Solvency Assessment,

The standard of materiality used in this report is $1.5 million, about 1% of the
Company's assets as at December 31, 2019,

TTCICL is a provincally registered insurance company whose main purpose is
providing liability cards for vehicles operated by the Toronio Transit Commission
(TTC). The Company is fully indemnified as all claims and expenses would be
covered by either a special deductible from the TTC or external insurance that TTC
holds.

\We established a base scenario using data as of December 31, 2019, For 2020, we
expect a 5% reduction in other liabilities due to the decrease in TTC passengers
during COVID-18, For 2021 and 2022, we assumed a 5% growth in other liabilities.
We set the management fees for 2020 to 2022 to be the samz as 2019, Investment
income is set equal to the management fees for each year.

TTCICL_DCAT2020: JSCP 7
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Based on our analysis, the Company has little exposure to insurance or investment
risk. The only risk is & regulatory change that would affect the existence of the
Company, or the City of Toronto defaulting on its obligations. These events are
unlikely to occur during the forecast period. Consequently, the Company has no

going concern scenarios or solvency scenarios,

As of December 31, 2018, TTCICL's required capital is zero and the 2019 MCT score
was infinitely large due to division by zero. Note that the MCT ratio is not meaningful
due fo the Company’s required capital being zero: therefore, | have used 150% as

the internal target ratio.

Throughout the forecast period, the MCT score of the Company is above 150% (the
supervisory target capital requirement and internal MCT target) in the base scenario.
The Company has no going concemn and solvency seenarios. Consequently, |
conclude that the Company’s future financial condition is satisfactory.

TTCICL_DCAT2020: JSCP B
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1.1 Opinion

| have completed my investigation of the future finarcial condition of TTC
Insurance Company Limited as at December 31, 2019 in accordance with
accepted actuarial practice in Canada.

| have analyzed the forecasted financial positions of the insurer over an
appropriate forecast period under a series of scenarios. As part of my
investigation, | have used TTC Insurance Company Limited internal target

capital rafio(s).

My report includes the identification of corrective management actions that
could be taken to mitigate the effect of plausible adverse scenarios threatening
TTC Insurance Company Limited andfor its ability to operate on a going

concern basis,

In my opinion, the future financial condition of the insurer is satisfactory.

Chung Yiu (Benny) Chan
Fellow, Canadian Institute of Actuaries

Toronto, Ontario, Canada
Date: June 17, 2020

TTCICL_DCATZ020: JSCP ]
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(1)
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(3)
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CT means Minimum Capital Test.

A going concern scenario is an adverse scenario that is more likely to
occur andfor less severe than a solvency scenario, and could include
risks not considered in solvency scenarios.

Minimum regulatory capital requirement means 100% MCT ratio,

A solvency scenario is a plausible adverse scenario if it is credible and
has a non-trivial probability of accurring.

The supervisory MCT target for this Company is 150%.

Surplus and (shareholder] equity are used interchangeably in this report.

TTCICL_DCAT2020; JSCP 10
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2.0 INTRODUCTION

21  Purpose and Scope of the Report

The purpose of this report is:

{1} To inform the Company management of the likely implications of the
business plan on capital and provide guidance or the significant risks to
which the Company will be exposed;

{(2)  To satisfy the requirements of the Insurance Act (Ontario); and

(3)  To recommend courses of action that may mitigate any plausible threat
to the Company's financial condition.

The scope of this report is to assess the financial condition of the Company
during the forecast period (from January 1, 2020 to December 31, 2022), in
accordance with the standards of practice of the Canadian Institute of
Actuaries and the regulatory requirements of the Financial Services
Regulatory Autharity of Ontario (FSRA).

2.2 Distribution and Use

This report is prepared for TTC Insurance Company Limited for its internal use
and filing with the regulatory authorities under the Insurance Act.

This report is confidential in nature. It may be distributed to any regulatorin a
jurisdiction wherz the Company cperates or intends to obtain a license.
Furthermore, the Company may distribute this report to its parent company
and its external auditor.

This report is neither intended nor necessarily suitable for any use other than
that stated in Section 2.1. Distribution beyond the intended audiences is

TTCICL_DCAT2020: JSCP 11
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permitted provided that it is authorized by the Company and the recipient
acknowledges that they are a third party to this report.

Any use which a third party makes of this report, or any reliance on or
decisions to be made based on it, are the responsibility of such third parties.
J. 8. Cheng & Fartners Inc., accepts no responsibility for damages suffered by
any third party as a result of decisions or actions made based on this report.

23 Role of the Appointed Actuary

Mr. Chung Yiu (Benny) Chan, appointed as the Appointed Actuary of the
Company through a request for proposal process, is required by applicable
insurance legislation to report on the expected future financial condition of the

Company in accordance with accepted actuarial practice in Canada.

24 Process

First, we developed a base scenario using the Company's business plan and,
where necessary, made suitable modifications and provided additional details.

We examined nine risk categories that the Company would most likely face;

Claim frequency and sewverity risk;
Policy liability risk;

Inflation risk;

Premium risk;

Reinsurance risk;

Investment risk;

Government and political risk;
Off-balance sheet risk; and
Related Company risk.

© 2 NP e s e N
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For each of the above risk categories, we subjected the Company to a
plausible adverse scenario and determined if its equity would remain positive

throughout the forecast period.
In our investigation, we tested the adverse scenarios against FS5RA's
supervisory MCT targst score of 150% and reported any scenario in which the

Company's MCT scor2 could fall below 150%.

2.5 Data and Reliance

We used the 2019 Annual Statement and the 2019 Appointed Actuary’s
Report that the Company submitted to FSRA. The Company does not
produce a business plan; we assumed the Company would continue its
operations in a manner consistent with recent years.

2.6 Variability of Actuarial Estimates

There is a limitation upon the accuracy of actuarial forecast as there is
inherent uncertainty in any estimate of future premiums, claims, EXPENSES,
investment incomes, faxes and regulatory reserves required.

The emphasis of the actuarial forecast is to measure the marginal change in
equity and capital adejuacy under various adverse scenarios, and determine
if the Company can continue to discharge its policy obligaticns. The actual
result may differ from the expected result due to the risks discussed in Section
3 of this report. The base scenario is the best estimate forecast,

2.7  Actuarial Present Value

All reserves are calculsted on an actuarial present value basis.

TTCICL_DCAT2020: JECP 13
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2,8 Standard of Materiality

The materiality standard we used in this report is $1,500,000, about 1% of the
Company’s assets at the end of 2019,

29 Rounding

Figures in this repart may differ slightly from figures on detailed worksheets
due to rounding.

210 Changes from Last Year's Report

There are no material changes from last year's report.

2.11  International Financial Reporting Standard (IFRS)

TTCICL's arrangements with its named insureds, which provide for full
reimbursement of claims incurred, are not considered as insurance contracts
under IFRS. TTCICL treals premiums and losses from its named insureds as
deposits and payables, respectively; unpaid claims are classified as Other
Liabilities with corresponding receivables from its named insureds,

Phase 1 implementation of IFRS 4 in Canada has been in place since the
financial statement year 2011. Any significant actuarial impact has already
been reflected in the pro-forma financial statements. Phase 2, IFRS 17, will

include actuarial impacts.

Given that the changes in regulatory capital guidelines related to the adoption
of IFRS 17 are currently unknown, actuaries are not yet in a position to include
an IFRS 17 basis for=cast in the FCT reports. As such, we have not included
an IFRS 17 basis forecast in our report.

TTCICL_DCAT2020: JSCP 14
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3.0 BASE SCEMNARIO

3.1 Company Operations

TTCICL is a provincially registered insurance company, incorporated in 1994,
whose main purpose is to provide liability cards to the vehicles operated by the
TTC. The Company has two annual OAP1 policies with three named
insureds: the TTC, Toronto Transit Infrastructure Limited and Toronto Coach

Terminal Inc.

The two policies are named TAP2017A and TAP2017B. TAP20194 palicy
covers all heavy commercial vehicles owned, registered and/or leased by the
named insured while TAP2019E covers all revenue and non-revenue vehicles
owned, registered and/or leased by the named insured. The coverage of
these two policies is limited to the statutory limit required for public vehicles in
each province where the accident occurs., There is a Special Endorsement
(occurrence reimbursement endorsement) attached to each policy. This
endorsement effectvely places a $5 million per occurrence deductible on each

policy.

3.2 Reinsurance Structure

The policyholders have two layers of excess liability insurarce coverage ($150
million excess of 5245 million and $245 million excess of $5 million per
occurrence) for both auto and general liability. However, this excess liability
insurance does not apply to accident benefit claims. If an accident benefit
claim should exceed $5 million (and since it is not covered by external
insurance), the TTC unconditionally guarantees to reimburse the Company for

all claims and experses in excess of $5 million.

TTCICL_DCAT2020; JSCP 15
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3.3  Recent and Future Changes

The 2015/16 Ontario automobile insurance reforms have reduced the cost of
accident benefits and bodily injury claims.

COVID-18 has reduced the number of TTC passengers in 2020; thus, we
expect a reduction in the number of claims,

3.4 Description of Base Scenario

WWe established a base scenario using December 31, 2019 data. We assumead
a 5% decrease in other receivables and other liabilities in 2020 due to COVID-
18, and 5% growth in 2021 and 2022. These receivables are unconditionally
guaranteed b}.r'the TTC and the City of Toronto; therefore, they are treated as
government grade and do not require any capital.

We assumed the management fees for 2020-2022 are the same as 2019.
Investment income is set equal to the management fees for each year.

Therefore, the net income is $0 throughout the forecast period.

By Provincial Order in Council, the Company’s license requires the Company
to maintain capital of at least $100,000.

The base scenario is shown in Appendix A.

TTCICL_DCAT 2020: JSCP 16
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4.0 ANALYSIS OF NINE RISK CATEGORIES

41

Claim Frequency & Severity Risk

4.2

All elaims will be zero after indemnification fram the named insureds, This risk

is not applicable.

Policy Liability Risk

4.3

The Company has no policy liabilities. If Other Liabilities should increase, then
there will be a corresponding increase in Other Receivables to offset the

increase. This risk is immaterial.

Inflation Risk

4.4

This risk is not applicable (please refer to point 1 above),

Premium Risk

4.5

The sole purpose of the Company is to provide liability cards to the named
insureds. There is no competition for these insureds. This risk is not

applicable,

Reinsurance Risk

The Company has no reinsurance arrangements. This risk is not applicable.

TTCICL_DCAT2020x JSCP 17
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46 Investment Risk

The Company only holds cash. The impact of this risk is very small because
the amount of revenues is completely offset by an equal amount of

management fees,

4.7  Government and Political Risk

If the regulator requires TTCICL to increase its capital to a normal level, then
the named insureds of the Company could be forced to use an alternative
carrier to issue liability cards, and the Company would have to start its run-off
operation. The likelihood of any government and polilical changes within the

forecast period is expected to be minimal.

4.8 Off-Balance-Sheet Risk

There are no off-balance sheet items.

4.9 Related Company Risk

The receivables due from the TTC (the ultimate parent) are uncenditionally
guaranteed by both the TTC and the City of Toronto. In the unlikely event that
the TTC is unable to meet its obligations to the Company, the City of Toronto
will assume responsibility for these obligations. The impact of this risk is very

small.

TTCICL_DCAT2020: JSCP 18
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5.0 CONCLUSIONS AND RECOMMEMDATIONS

Under the base scenario, the Company's MCT ratio is above 150% throughout the
forecast period (note: the MCT score is infinitely large due to division by zero). There
are no going concern and solvency scenarios for the Company.

We conclude that the Company's financial condition is satisfactory in the forecast
period (2020-2022).

We have no recommendations at this fime.

TTCICL_DCAT2020: JSCP 19




R .

LW W |

ACTUARIES ko (pre®
i, CHENE & PRATMERS W,

THIS
PAGE
15
INTENTIONALLY
LEFT

BLAMNK

TTCICL_DCAT2020: JSCP 20




Fal an
1 | B
LY N A
o
ACTUARIES Who (are®
1L CHENG & PARRRENS IKC

6.0 APPENDIX 1

Base Scenario
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24
SIBEN 11:44 AW

Cogryright & J.5. Cheng Pariers Inc




TTG Insurance Company Limdted Appendix 1

STATEMENT RHINGS
]
BASE SCENARIO
Dec. [T Diez. Bams
27 2018 FLL] 2020 2021 2022
Balshici & EBdginning of prior yoar i = N - - . -
Total Comprefmnsve ncome for the Year Fl & . - - . -
Issue of Shaee Capital 2 R - - = - =
Transfer fromto Relained Eamings 15 - - - . = e
Decreasefincreass in Raserms 13 - - - = = =
Dividends
Prafarad 7 - . = - . .
Cemman m . - - - - -
Ciihar 16 . - - - " =
Balamce ai End of Prios Year 18 - - . a = =
Changes in Equity for Current Yoar
Tolal Camgrahissiiv Intome for the Year F- ] N N - = = .
Fseue of Share Capital g - - . . .
Transter {mmo Retained Eamings 5 - . - - . .
DCecreasafinoieass in Faians 13 = a & = s
Cividends
Prafarmed a7 = - & & z &
Camman LT = = - = » &
Cthar 3 = = = = . &
Balance at End of Cusrant Yaar EC - = - = = -
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1§30
BASE SCENARED
Dec. Dz, [£1 Base
T 018 2018 Jnin e 203
Capral Avallabls
Oualitying calegory A common shanis [} L=t 100 100 105 1 =1
Conbrizuled Surpls a2 o a ] -] 1] a
Rutained Eamings . (k] o L] ] 4 n a
Lasx mr;m"ﬂﬁ fii wrilue gainsfinsee) ua tn dkanges in tha o4 o o o o 0 o
Lissaakzid nil afier-ta fair walus goins(leses) o swiir-sccuping P 8 o o o o o
Eiopirbid i convarson bo FRS-cost mads]
A .ﬂml:mdmlmm revalualion kssds in axceis of pans on owners . o " N - " o
sRatained i nist af o0 a o ] [ ] L] ]
Ealhguing sicvisni m o a -] -} 0 ]
Lz Esntheguake EPR nol used s part of (nocinl sesoanoss b £0sd axpesuns 11 ] a '] [+ 0 o
uciasr resenses 12 ] [} o ] L] a
>enaral ard coningency resenas 13 L] -] ] 1] o [-]
Accumulmied olher comprehensive indoma Juss) 14 (1] 1] a o ] 1]
Eaton Accumulabed rel afer-tas air vales ginaiosses) on coash Now hedges ihat 5 o o a o o o
ane nok Tolr valued on the balencs shisl
Accumulated mel afteslox 6 vake gansgloeses) dus b changes in B it ¢ o & @ i o
COMPANY'S own eradil stk
, Tavikigion J;;nm- prm=on e prepartes g 0 a o o o o
Accumulaled net aher-tax impaci of shasew accounting 1% o a '] [+ ] a
A O et of it 18 B ] L] [ 1] [ ]
Cuallying caegory B il -hlc Lsttan perp prefered shores ] ] o ] [ o -]
Qualfying canegory B indiremsils -Ohar 21 ] 1] a 1] o [
Quaklyisg category i vetemed shares = -] o a o o L]
Cualifying category C head debii kel -] o a L] o 0
e :‘ﬂ‘mmm‘"d"““c'"m"mm' sogay o, o o o o N D
kal quakbying category © inslumenis 26 1] a o =] @ o
Ban-cenralling inleesls 26 o a i} ] [} ] 1]
{apaciy) n i o ] ] a a
Subtetal :oapital svailable greas of deductions 0 108 100 100 180 i 109
Deductizna:
i in nen-quilifying &} Q ] o o a o
Intrests in assccules 1] L] ] a o 1] ]
! = joink and limited parirerssips i s Ran 10% cemership » (] ] =] ] 1] o
Leans mosaderess a8 capilal 40 non-gualifyng sobsifiaic I [ 1] ] @a L] o
Loans considered as capilal 50 associmas 24 o a [ Q 4] a
Loas conamdered m capiisl Bo jodnt veniures and Eriled gannerships weth mosa than a5 o 5 o a N "
0% swmership
i and Tram unreg; intusera el covened by neonpiable 8 o o i o
Seltnzured relentions, whene OSFI requines collabnal and no colialeral has been - & " d B a
receted .
DPAE whar fof ARS busirmis 33 -] o ] o o n
Goodudl (i of ehghbbs defamed tax labilhyg 4n o a [+ a ] o
Inlasgible dseals i ] p sofvare inet of eliginle deterned e lalekly 41 [ 0 ] [} a o
Dulisrad lax assits sxchuding thows arsing rom temporary difenences jrel of aigibe 4z o & o a o o
dulerns law bl Ey)
Ml dafined benefl pension plan serplus s, nel of anslible mbnds (et of sligibe a3 o o 0 o @ &
detarred 12 lability)
Iremstments in cwn cagilal ik o ) Tor purp £ a n 1] o a ]
Reciprocal oroes helSings in tha cagitsl of fnancal anltias 45 Q ] o o i 0
Axiul Securilicalion expoures 47 o ] a ] n 1]
Specity A1 [ 0 o a 0 0
Subbolal ‘total deductions beom cagital moailable 48 i [] __ [} 1] [
Tedisl Capital Available da ALL 130 Aoy lap | ang
26
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BASE SCENARID

Taotal Captal Gyailikie

Cagital {aegn) Requined af Tagel:
Insumnce Risk:  Fremism Rebities
Unpakd claimes

Calasiraphes
Margin reguined for sensumnces cedesd o usregistenad |niuser

Subiotalinsurance risk mangin
Markid Risk: Irilisfinil file risk
Ferign sachange risk
Equity s
Real esiate risk
Cher marke] risk mepodsras
‘Bubtota-Markol risk margis
Credi Risk Caunierpany defaull risk for Balance shaed asseis
‘Counterparty defaull rink for off-halence sheel sxpasuns

|

Couremparty defaull sk ber i il
SR
Sublotal:Credil fisk sargin
Operational sisk smangin
Lz Diversifcabon oredit
Taial Margin RBequired at Target
ldinimus Margin Requiced [ine 581.5)
Tatad Missmum argis Required

Excoss Capital foalable over Morgis Rosuines
{ine 58 minus Bne 520

Ling 58 as a % af line 658

Copyright & J.5. Chang Parnens Inc.
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