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Report of Independent Auditors

Board of Directors
Safeco Securities, Inc.

We have audited the accompanying statement of financial condition of Safeco Securities, Inc. (a
wholly owned subsidiary of Safeco Corporation) as of December 31, 2003, and the related
statements of operations, changes in stockholder’s equity, and cash flows for the year then
ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United
States. Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Safeco Securities, Inc. at December 31, 2003, and the results of its
operations and its cash flows for the year then ended, in conformity with accounting principles
generally accepted in the United States.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements
taken as a whole. The information contained in Schedules I and II is presented for purposes of
additional analysis and is not a required part of the basic financial statements, but is
supplementary information required by Rule 17a-5 of the Securities Exchange Act of 1934. Such
information has been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, is fairly stated, in all material respects, in relation to the
basic financial statements taken as a whole.

February 10, 2004 émjt < LLP

A Member Practice of Ernst & Young Global
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Safeco Securities, Inc.
(A wholly owned subsidiary of Safeco Corporation)
Statement of Financial Condition
December 31, 2003
Assets

Cash and cash equivalents
Accounts receivable
Prepaid expenses
Deferred commissions, net
Total assets

Liabilities and stockholder’s equity

Liabilities:
Accounts and commissions payable
Payable to Affiliates and Parent
Due to Parent for income taxes
Deferred income taxes

Total liabilities

Stockholder’s equity:
Common stock, $100 par value:
Authorized, issued, and outstanding shares — 10,000
Additional paid-in capital
Accumulated deficit
Total stockholder’s equity
Total liabilities and stockholder’s equity

See accompanying notes to financial statements.

$2,145,364
53,015
19,708
639,591

$2,857,678

§ 76,273
47,857
26,056
69,866

220,052

1,000,000
3,750,000
(2,112,374)

2,637,626

$2,857,678
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Safeco Securities, Inc.
(A wholly owned subsidiary of Safeco Corporation)

Notes to Financial Statements

December 31, 2003

1. Organization and Nature of Business

Safeco Securities, Inc. (the Company) is a wholly owned subsidiary of Safeco Corporation (the
Parent). The Company acts as underwriter for the Safeco Mutual Funds, an affiliate of the Parent
and underwriter for Safeco Life Insurance Company’s variable insurance products, a wholly
owned subsidiary of the Parent (collectively known as the Affiliates). The Company is a broker-
dealer registered with the Securities and Exchange Commission (SEC) and is a member of the
National Association of Securities Dealers, Inc. (NASD).

The issuance of securities by the Affiliates could be affected by changes in their economic or
regulatory environment. It is reasonably possible that these changes could negatively impact the
Company’s future ability to generate concession income.

2. Significant Accounting Policies
Basis of Presentation

The financial statements have been prepared in conformity with accounting principles generally
accepted in the United States, which require management to make certain estimates and
assumptions that affect the reported amounts and disclosures in the financial statements. Actual
results could differ from those estimates.

Concessions and Commissions

Dealers’ concession income and commission expense on variable annuity and variable life
insurance products and mutual funds are recorded on the trade date as related transactions occur.
Commissions paid on the sale of Class B mutual fund shares are capitalized and amortized over a
period of six years, matching expected revenues (12b-1 fees and contingent deferred sales
charges (CDSC)) with commission expenses.



iy

(| {Im

aa|

Safeco Securities, Inc.
(A wholly owned subsidiary of Safeco Corporation)

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)
Income Taxes

The Company is included in the consolidated federal income tax return filed by the Parent.
Pursuant to the requirements of Financial Accounting Standards Board Statement No. 109,
Accounting for Income Taxes, income taxes are calculated as if the Company filed on a separate
basis. The Company is charged or credited with the tax effects of its income or loss as used in the
consolidated federal income tax return. The amount of deferred taxes is recognized as of the date
of the financial statements, utilizing currently enacted tax laws and rates. The deferred tax
liability primarily relates to temporary differences in the accounting treatment of CDSC for
financial reporting and income tax purposes.

Cash and Cash Equivalents

Cash and cash equivalents consist of balances on deposit with banks and other financial
institutions, which may be in excess of the Federal Deposit Insurance Corporation’s insurance
limits. The Company considers investments in institutional money market funds to be cash
equivalents.

3. Related-Party Transactions

The Company is charged for its share of audit fees and business and occupational taxes paid by
the Parent on its behalf. During the year ended December 31, 2003, the Parent allocated
approximately $44,950 of audit fees to the Company. At December 31, 2003, approximately
$44,950 was due to Parent for audit fees and included as payable to Affiliates and Parent in the
statement of financial condition.

4. Net Capital Requirement

The Company is subject to the SEC’s Uniform Net Capital Rule (SEC Rule 15c-1), which
requires the maintenance of minimum net capital, equivalent to the greater of $5,000 or 1/15 of
aggregate indebtedness, and requires that the ratio of aggregate indebtedness to net capital, both
as defined, shall not exceed 15-to-1. At December 31, 2003, the Company had net capital of
$1,953,656, which was $1,943,644 in excess of its required net capital of $10,012. The ratio of
aggregate indebtedness to net capital was 7.69%.



!

LI |

Safeco Securities, Inc.
(A wholly owned subsidiary of Safeco Corporation)

Notes to Financial Statements (continued)

5. Income Taxes

The income tax benefit included in the statement of operations consists of the following:

Year Ended
December 31,
2003
Current tax expense $ 83,055
Deferred tax benefit (142,770)
Income tax benefit $(59,715)

6. Safeco Life and Investments Sale

On September 29, 2003, the Parent announced that it plans to sell its Life and Investments
division, which includes the Company. No definitive sale agreement had been reached through
the date of this report.

7. Contingency

During 2003, the Company underwent a routine NASD exam. The examiners identified certain

- assets that the Company treated as allowable assets that they believed should be treated as non-

allowable for the purposes of the net capital calculation. If the assets are ultimately determined to
be non-allowable, the NASD could fine the Company. Published NASD sanction guidelines
indicate that fines for net capital violations generally range from $1,000 to $50,000, although the
NASD may impose fines outside of these guidelines. Any such fine is not expected to have a
material adverse impact on the Company’s financial position, net capital requirement or results
of operations.



