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ANNUAL REPORT

TO SHAREHOLDERS

In August 2019, after a thorough exploration of a sale of
California Casualty Management Company (CCMC), the
CCMC Board, in conjunction with representatives of the
Callifornia Casualty Indemnity Exchange (CCIE) Advisory
Board, decided to terminate the sale exploration process
that started with a CCMC Board vote in January 2019. After
receiving initial bids and moving to a second round, we

did not receive a proposal that was in the best interests of
California Casualty Group’s (CCG) policyholders and CCMC’s
shareholders, employees and affinity group partners.

CCG has achieved premium growth for eight consecutive
years and policy growth in ten of the past twelve years.
However, CCG has been unprofitable with declining surplus
during the period 2014 to 2019, with general operating
unprofitability compounded by three of the four most
destructive wildfire years in California history in 2015, 2017
and 2018.

The sale exploration was to determine whether a partner
might bring insights, experience, resources and scale

to help CCG grow faster and profitably. As the process
began, the CCMC Board discussed remaining independent
as a viable option, while acknowledging the significant
challenges inherent in remaining independent. California
Casualty provides an excellent experience for policyholders.
In November 2019, Consumer Reports rated CCG in a tie
for fifth place in its auto insurance survey ranking fifty-three
companies. Still, writing auto and home insurance with a near-
national footprint spreads a company of our size very thin.

While we have taken action to improve CCG’s profitability,
we are not where we need to be and we face challenges.
CCMC’s management team and the CCMC Board, working
in conjunction with the CCIE Advisory Board, are committed
to addressing these challenges.

ADDRESSING CHALLENGES:
2020 AND BEYOND

CCMC’s Board took a step to tackle the challenges ahead
when it elected Joe Volponi as CEO on September 11, 2019.
As CCMC’s President from 2013 to 2015, Joe demonstrated
both exceptional leadership and expert insurance industry
knowledge. As President and COO starting in 2016,

Joe united departments both within and outside of his
control to work together to significantly boost customer
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retention and grow policies and customers, as well as to
implement extensive auto and home underwriting process
improvements. As President and CEO since September, Joe
has worked with CCMC’s management team on a strategy
revision to accelerate CCG’s return to profitability.

Challenge: CCG Profitability

CCMC’s top priority is to manage CCG to operating
profitability and surplus growth. Despite typical catastrophe
losses in 2019, CCG profitability was not at target. In
January 2020, CCMC’s management team cut $4 million in
expenses, including laying off 19 employees, closing open
positions, and lowering the CCMC Savings Investment
Plan’s service-based contribution percentages. Additional
actions include a broad array of auto and home underwriting
changes, as well as rate increases.

Challenge: Guidewire Deployment

In 2020 and beyond, CCMC must successfully deploy
Guidewire in states as scheduled and within budget. Our
Guidewire policy system project has experienced delays and
cost overruns, which have resulted in a timing delay between
CCMC’s payment of cash to vendor partners and its ultimate
recovery of that cash from CCG. This timing delay has
reduced CCMC’s historically strong liquidity position.

As of January 2020, CCMC’s Guidewire capitalized costs are
$36 million, a number that will grow as we deploy additional
states. CCMC began partial depreciation of the Guidewire
project in September 2019, passing monthly depreciation to
CCG as a reimbursable expense. CCMC expects Guidewire
net cash outlays to shift to net cash inflows by 2022, with
cash inflows continuing until CCMC has been reimbursed for
the project.

We successfully deployed our first state, Indiana, for policies
effective October 1, 2019. The next set of states included
ldaho and Kansas for policies effective April 1, 2020, and
Colorado for policies effective April 15, 2020. Our big target
is to deploy California for policies effective August 1, 2020,
after which we will have 57% of customers on the Guidewire
system. By the end of 2021 we plan to have over 80% of
customers on the system.

Successfully installing Guidewire prepares CCG to compete
in an increasingly digital insurance marketplace. We have
a long way to go and the path involves risk, and at the
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same time we have learned key lessons that reduce risk

as we continue to deploy states. Thank you to all CCMC
employees and contractor-partners who have fought so hard
to go live in our initial Guidewire states.

Challenge: California Property Exposure

To secure more protection for CCG against future
catastrophes that could severely reduce CCG’s surplus,
CCMC’s Reinsurance Committee, chaired by CFO Mike
Ray, has for the second year in a row opted for an additional
first layer of reinsurance protection starting at a $10 million
retention and providing $8 million of coverage that CCG did
not have in 2018 and prior. In addition, in 2020 CCG has an
additional $5 million of limit in its upper layer of reinsurance.
In total, CCG has $68 million of coverage for 2020 above

its $10 million retention. In addition to purchasing additional
reinsurance, CCMC is carefully monitoring the accumulation
of exposures in wildfire risk areas.

Challenge: Pension Liability

CCMC'’s liabilities for its frozen qualified and non-qualified
pension plans remain volatile. The plans were frozen to

new entrants as of January 1, 2004, and frozen to all new
accumulations as of January 1, 2016. Still, when interest
rates drop sharply, CCMC’s discounted future pension
liabilities increase dramatically. The 10-Year Treasury was
6.66% on January 1, 2000 and has dropped to 1.76% as

of January 1, 2020. It is notable that despite falling interest
rates in 2019, CCMC'’s qualified defined benefit pension plan
(“Pension Plan”) funding was 88.5% at December 31, 2018
and 88.5% at December 31, 2019, with a 17.4% return on
assets offsetting a $36 million increase in CCMC’s Pension
Plan liability. CCMC’s non-qualified Supplemental Executive
Retirement Plan and Excess Plan (“SERP and Excess Plans”)
are unfunded (see Note 11).

CCMC’s Pension Plan is a significant burden, negatively
impacting CCMC’s cash position in the short-term, with
recovery made as pension expense is recognized according
with Generally Accepted Accounting Principles (GAAP) and
reimbursed by CCG. CCMC’s Pension Plan has generated
pension income rather than pension expense in the years
2016 to 2019, creating an imbalance between CCMC cash
outlays and recovery of cash from CCG. CCMC pension
income benefitted CCG’s combined ratio in 2016 to 2019.
When the Pension Plan generates pension expense, it can

have a significant negative impact on CCG profitability.

Extremely low interest rates have generated actuarial losses
for CCMC’s Pension Plan, creating a large negative impact
on CCMC’s GAAP book value per share that CCMC adjusts
out to calculate adjusted book value per share (see Note

9). Actuarial losses for CCMC’s SERP and Excess Plans
impact both CCMC’s GAAP book value per share and
adjusted book value per share, and resulted in a $5.35/share
decrease to both in 2019 (see Note 11, footnote (2).

CCMC closely manages its pension obligations in
consultation with trusted pension experts, including our
investment manager and solution provider SEl, our pension
actuaries, our auditors and our ERISA attorneys.

CCMC and CCG face significant challenges. The top priority
is rapidly returning CCG to profitability and growing surplus.
| am optimistic that the CCMC team, in cooperation with the
CCIE Advisory Board, can achieve our plan to turn around
profitability.

CCMC FINANCIAL PERFORMANCE

CCMC net income in 2019 was $4.5 million, compared to
$11.2 million in 2018. 2019 pre-tax income was $5.8 million,
compared to $14.4 million in 2018. CCMC investment
income was $3.8 million in 2019, compared to $13.0
million in 2018. CCMC’s 2019 investment income was $2.8
million better than plan due to realized gains from the sale
of investment securities. 2018 investment income was
unusually high due to $9.9 million in realized gains ($7.8
million net gain after tax) from the sale-leaseback of the
Colorado Service Center (CSC), as well as $2.5 million in
realized gains from the sale of investment securities.

CCMC’s 2019 revenue was $126.0 million, compared to
$121.9 million in 2018. CCMC did not earn an incentive fee in
2019 because CCG produced a pre-tax loss.

CCMC’s 2019 return on adjusted beginning shareholders’
equity of $49.3 million was 9.1 percent. Last year, with the
CSC sale, CCMC’s 2018 return on adjusted beginning
shareholders’ equity of $43.0 million was 26.0 percent.
CCMC’s 9.1 percent return on equity in 2019 is comparable
to CCMC’s 10-year historical average of 8.3 percent and
lower than CCMC'’s 20-year historical average of 11.5
percent. Absent the $2.8 million in realized gains from the
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sale of investment securities in 2019, CCMC'’s return on
equity would have been lower than historical averages due
to CCMC'’s decision in 2019 to reduce its return on operating
capital for a seventh straight year to support a lower CCG
expense ratio. This reduction benefitted CCG’s combined
ratio by approximately 0.8 - 0.9 percentage points in 2013,
2014, 2015, 2016, 2017, 2018 and 2019.

Total shareholder return of negative 4.6% on an adjusted
basis in 2019 was lower than the 9.1 percent return on equity
due to other comprehensive losses of $6.8 million. This
includes a $1.3 million decrease in net unrealized gains on
investment securities and a $5.5 million unfavorable pension-
related adjustment. Total return of negative 4.6% is lower
than CCMC’s 10-year and 20-year historical averages of 7.6
percent and 10.4 percent, respectively. At December 31,
2019, the adjusted book value of CCMC common stock was
$41.23, down $5.35 from $46.58 at December 31, 2018.

CCMC paid $3.2 million in dividends in 2019. Dividend
payments were $3.00 per share. At its meeting on
December 2, 2019, the CCMC Board elected to forego

the declaration of a 2019 fourth quarter dividend. Pension
income and a lower CCMC markup negatively impacted
available cash. In addition, CCMC’s investment in Guidewire,
intended to position the company competitively in the future,
also reduced cash and investment securities. Over the life
of the Guidewire system cash will be recovered from CCG;
however, at its December meeting the Board chose to
preserve cash and investment securities.

On a GAAP basis, CCMC had shareholders’ equity of
negative $19.2 million and a book value per share of negative
$18.90 at December 31, 2019, compared to shareholders’
equity at December 31, 2018 of negative $5.3 million and

a book value per share of negative $5.02. Notes 9 and 11
of CCMC’s financial statements explain how cumulative
charges, resulting from recognition of the funded status of
employee benefit plans in the balance sheet as required by
pension accounting standards implemented at

December 31, 2007, are removed to generate CCMC’s
adjusted book value of $41.23.

CCMC had $12.8 million in cash and investment securities at
December 31, 2019, down from $30.3 million at December
31, 2018. CCMC’s investment in Guidewire, pension income,
reduced CCMC markup and dividend payments of $3.2

4

million decreased cash and investment securities.

CCMC did not make a contribution to the Pension Plan in
2019, 2018, 2017 or 2016. In 2013, 2014 and 2015, CCMC
made contributions totaling $39.0 million to the Pension
Plan. The Pension Plan was 88.5 percent funded at
December 31, 2019, with $209.5 million in assets compared
to $236.7 million in liabilities. Since this plan is now frozen,
all employees are participating in CCMC’s service-based
contribution plan going forward.

CCG OPERATING AND FINANCIAL
PERFORMANCE

While CCG experienced a relatively normal catastrophe
year in 2019, higher than planned losses and prior year
adverse loss development contributed to poor profitability
and a decline in CCG’s surplus. CCG’s 2019 personal lines
combined ratio was 110.4 percent, compared to 114.4
percent in 2018, with 2018 results impacted heavily by the
most devastating fire in California history, the Camp Fire in
Paradise, CA.

CCG'’s personal lines incurred loss ratio improved from 73.0
percent in 2018 to 71.4 percent in 2019. The 2019 result of
71.4 percent was unfavorable to a planned result of 65.1%
by 6.3 percentage points. With loss adjustment expenses
2.0 percentage points favorable to plan, the combined loss
and loss adjustment expense ratio was unfavorable to plan
by 4.3 percentage points. Non-case 10ss reserve increases
to address adverse loss development on prior years
accounted for 1.3 percentage points of this 4.3 percentage
point unfavorable result. Two large extra-contractual claims
accounted for approximately half of the unexpected adverse
loss development on prior years.

CCG’s 2019 auto incurred loss ratio was 71.1 percent,
compared to 66.9 percent in 2018. CCG’s 2019 auto net
earned premium was $294.9 million, compared to $283.7
million in 2018, an increase of 3.9 percent.

CCG’s 2019 home incurred loss ratio was 72.5 percent,
compared to 94.2 percent in 2018. CCG’s 2019 home net
earned premium was $86.7 million, compared to $82.9
million in 2018, an increase of 4.6 percent.

CCG's direct written premium grew from $378.9 million in
2018 to $393.7 million in 2019, an increase of 3.9%. Our
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2019 total customer retention was 92.5 percent, one-tenth
of a point below plan and two-tenths lower than a record
high of 92.7 percent in 2018. Retention drove growth of 301
customers to 165,825 at December 31, 2019, compared
to 165,524 customers-in-force at December 31, 2018.
Customers-in-force grew for a third consecutive year,
although we ended 901 customers short of our target of
166,726, due to new customer production that was 93.7%
of plan. Customer Service satisfaction at 99.8 percent and
Claims satisfaction at 96.6 percent remained strong and
were similar to results of 99.8 percent and 96.4 percent,
respectively, for 2018.

CCG produced a net loss of $29.3 million in 2019 compared
to a net loss of $37.1 million in 2018. CCG surplus decreased
by $24.4 million, dropping from $191.6 million at December
31, 2018, to $167.2 million at December 31, 2019.

Unrealized gains and losses on bonds are not reported for
statutory purposes as a component of an insurer’s surplus.
With declining interest rates in 2019, it should be noted
that CCG’s bond portfolio at December 31, 2019 had an
unrealized gain of $10.2 million compared to an unrealized
loss of $5.0 million at December 31, 2018.

CCG'’s surplus may benefit in 2020 from CCG's rights to a
portion of potential PG&E and Southern California Edison
settlements relating to 2018 and 2017 California fires.
CCMC’s best estimate of the sum of potential recoveries,

net of what is due to CCG's reinsurers, is $10.6 million.
Political and legal uncertainties pose a risk to CCG’s ability to
recognize these potential recoveries.

If CCIE exercised its right to put 186,000 shares back to
CCMCG, CCG’s surplus would increase by approximately
$29.8 million based on 2019 year-end values. If CCIE
should exercise that put option, CCMC would be required
to purchase the shares at an 85% premium to adjusted
book value. That would produce a corresponding decline
in adjusted book value for all other shareholders of
approximately 20.0 percent. Note 3 of CCMC’s financial
statements, “Related Party Transactions”, describes the
details of CCIE’s investment in CCMC.

CCG’s 2019 total expense ratio, as a percentage of net
earned premium, improved to 39.5 percent, compared to
421 percent for 2018. A portion of this improvement is due
to higher ceded loss adjustment expense for 2019 as a result
of prior year catastrophes. CCG’s personal lines underwriting
expense ratio, as a percent of net written premium, was
unchanged from 2018 to 2019 at 26.2 percent. CCG’s

2019 operating cash flow ratio was 93.3 percent while its
underwriting cash flow ratio was 90.2 percent, compared to
91.3 percent and 87.9 percent, respectively, in 2018.

In May 2019, A.M. Best Company rated CCIE and its
three personal lines subsidiaries at B++ (Good) with a
“negative outlook”.

FORWARD
CCMC’s employees only know one direction: forward.

When a new strain of ransomware attacked our systems
on June 5, 2019, our IT team diagnosed the problem and
commenced a restoration process that they had practiced
many times. Team members worked day and night for
three days to bring our systems back up. No recovery drill
can anticipate the reality of such an attack, and we were
fortunate that many members of our IT team had decades
of experience to draw upon. Identifying vendors in advance
to help in this sort of crisis proved invaluable, and we were
fortunate to have recently replaced a key backup system
with state-of-the-art new equipment.

In my career, | have never seen a work marathon like

this system restoration effort. It was extraordinary, and it
epitomizes the ability of our employees to meet and conquer
challenges. Thank you to all CCMC employees for the
unique and personal contributions they make in support of
CCG'’s policyholders each and every day.

Carl B. (Beau) Brown, CPCU
Chairman of the Board

As this report goes to print, our dedicated employees continue to support our customers, many of whom are law
enforcement professionals, firefighters, educators and nurses on the front lines of the COVID-19 pandemic. Thank you to
our employees and our customers for working tirelessly to keep our country running.
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INDEPENDENT AUDITOR’S REPORT

To the Board of Directors of
California Casualty Management Company

Report on the Financial Statements

We have audited the accompanying financial statements of California Casualty Management Company,
which comprise the balance sheets as of December 31, 2019 and 2018, and the related statements of
income (loss) and comprehensive income (loss), changes in shareholders’ equity (deficit), and cash flows
for the years then ended, and the related notes to the financial statements.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of California Casualty Management Company as of December 31, 2019 and 2018, and the results

of its operations and its cash flows for the years then ended in accordance with accounting principles
generally accepted in the United States of America.

C&wz‘ LeP

Crowe LLP

Simsbury, Connecticut
April 9, 2020



BALANCE SHEETS

DECEMBER 31, 2019 AND 2018
(DOLLARS IN THOUSANDS)

2019 2018
(In thousands)
ASSETS
Current assets
Cash and cash equivalents $ 3,508 $ 6,207
Investment securities 9,270 24,088
Receivables 2,817 2,815
Income taxes recoverable 119 14
Prepaid expenses and other 5,398 5,108
Total current assets 21,112 38,232
Property and equipment, net 50,944 40,080
Leased assets 28,242 32,570
Deferred income taxes, net 15,003 12,854
Other noncurrent assets 1,248 1,080

Total assets $ 116,549 $ 124,816

LIABILITIES AND SHAREHOLDERS' EQUITY (DEFICIT)
Current liabilities:

Accounts payable and accrued expenses $ 4,531 $ 3,679
Accrued employee compensation 14,917 15,976
Accrued benefit liability 3,524 3,318
Taxes payable 452 537
Operating lease obligations 3,613 4,107
Finance lease obligations and other 1,200 1,113
Total current liabilities 28,237 28,730
Operating lease obligations 28,567 32,199
Finance lease obligations 705 1,099
Noncurrent notes payable 1,046 -
Accrued benefit liability 75,691 66,375
Noncurrent employee compensation 1,217 1,446
Other noncurrent liabilities 328 277
Total liabilities 135,791 130,126

Shareholders' equity (deficit)

Common stock - no par value 14,252 16,016
Common stock with put right (Note 3) 14,188 16,030
Accumulated other comprehensive loss (77,404) (64,035)
Retained earnings 29,722 26,679
Total shareholders’ equity (deficit) (19,242) (5,310)
Total liabilities and shareholders’ equity (deficit) $ 116,549 $ 124,816

The accompanying notes are an integral part of these financial statements.




STATEMENTS OF INCOME (LOSS) AND

COMPREHENSIVE INCOME (LOSS)

YEARS ENDED DECEMBER 31, 2019 AND 2018
(DOLLARS IN THOUSANDS)

Revenue:
Management fee
Other

Total revenue

Operating expenses
Personnel
Acquisition and professional services
Facility and equipment
Communications
Other
Total operating expenses
Operating income (loss)

Investment income (includes reclassification of $2,663 and $1,962,
net of tax of $708 and $522, for 2019 and 2018, respectively
from other comprehensive loss for net gain on investments)

Interest expense

Pension income

Income before provision for income taxes

Provision for income taxes
Net income

Other comprehensive income (loss), net of tax
Unrealized net gain (loss) on investments (net of tax of
$362 and ($319) for 2019 and 2018, respectively)
Less: Reclassification adjustment for net gain included in net
income (net of tax of $708 and $522 for 2019 and
2018, respectively)
Change in employee retirement benefit plans (net of tax of
$3,208 and $252 for 2019 and 2018, respectively) (Note 11)
Other comprehensive loss
Comprehensive income (loss)

2019

2018

(In thousands)

$ 124490 $ 120,391
1,550 1,474
126,040 121,865
79,834 80,159
21,781 19,967
15,879 14,508
6,480 6,677
2,501 1,981
126,475 123,292
(435) (1,427)
3,790 13,018
(95) (118)
2,559 2,966
5,819 14,439
1,311 3,270
4,508 11,169
1,360 (1,202)
(2,663) (1,962)
(12,066) (948)
(13,369) (4,112)
$  (8,861) $ 7,057

The accompanying notes are an integral part of these financial statements.




STATEMENTS OF SHAREHOLDERS’

EQUITY (DEFICIT)

YEARS ENDED DECEMBER 31, 2019 AND 2018
(DOLLARS IN THOUSANDS, EXCEPT PER SHARE AND SHARE AMOUNTS)

Balances at January 1, 2018

Net income
Change in carrying value of common stock with put right (Note 3)
Common stock retired (3,782 shares)
Dividends paid to shareholders ($4.00 per share)
Stock issued in long-term executive incentive plan (18,772 shares)
Stock issued in executive stock plan (8,652 shares)
Change in unrealized net gain on investments, net of deferred tax of ($841)
Change in employee retirement benefit plans, net
of deferred tax of ($252) (Note 11)

Balances at December 31, 2018

Net income
Change in carrying value of common stock with put right (Note 3)
Common stock retired (61,019 shares)
Dividends paid to shareholders ($3.00 per share)
Stock issued in long-term executive incentive plan (14,487 shares)
Stock issued in executive stock plan (6,455 shares)
Change in unrealized net gain on investments, net of deferred tax of ($346)
Change in employee retirement benefit plans, net
of deferred tax of ($3,208) (Note 11)

Balances at December 31, 2019

The accompanying notes are an integral part of these financial statements.

Accumulated
Common Other
Common Stock with Comprehensive Retained
Stock Put Right Loss Earnings Total

15,001 $ 14,287 $ (59,923) $ 21,542 $ (9,093)
- - - 11,169 11,169

- 1,743 - (1,743) -
(124) - - (50) (174)

- - - (4,239) (4,239)

780 - - - 780
359 - - - 359

- - (3,164) - (3,164)

- - (948) - (948)
16,016 16,030 (64,035) 26,679 (5,310)
_ - - 4,508 4,508

- (1,842) - 1,842 -
(2,740) - - (92) (2,832)
- - - (3,215) (3,215)

675 - - - 675
301 - - - 301

- - (1,303) - (1,303)

- - (12,066) - (12,066)
14,252 $ 14,188 $ (77,404) $ 29,722 $ (19,242)




STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2019 AND 2018
(DOLLARS IN THOUSANDS)

2019 018

(In thousands)

Cash flows from operating activities
Net income $ 4,508 $ 11,169
Adjustments to reconcile net income to net cash provided by
operating activities
Depreciation and amortization on property and equipment

including leased assets 9,521 6,807
Amortization on bonds 28 46
Gain on sale of real estate - (10,037)
Net gain on sale and disposal of property and equipment (66) (62)
Net realized gain on investment securities (3,371) (2,484)
Provision for deferred income taxes 1,404 3,272
Changes in:

Receivables and other assets (668) 606
Payables, accrued expenses, and other liabilities (8,150) (2,986)
Net cash provided by operating activities 3,206 6,331
Cash flows from investing activities
Proceeds from sale of property and equipment 102 22,565
Purchase of property and equipment (15,989) (24,055)
Proceeds from sale and maturities of investment securities 17,213 15,520
Purchase of investment securities (700) (15,794)
Net cash provided by (used in) investing activities 626 (1,764)
Cash flows from financing activities
Payments on finance lease obligations (372) (1,869)
Payments on notes payable (112) -
Common stock retired (2,832) (174)
Dividends paid to shareholders (3,215) (4,239)
Net cash used in financing activities (6,531) (6,282)
Net change in cash and cash equivalents (2,699) (1,715)
Cash and cash equivalents at the beginning of the year 6,207 7,922
Cash and cash equivalents at the end of the year $ 3,508 $ 6,207
Supplemental disclosure of cash flow information
Cash paid during the year for income taxes $ 11 $ 4
Cash received during the year for lease commencement $ - $ (2,820)
Supplemental schedule of noncash investing and financing activities
Lease obligations arising from right-of-use assets from leases $ 3,996 $ 36,306
Property and equipment purchased but not yet paid for $ 770 $ 1,147
Note payable issued in exchange for equipment purchase $ 1,424 $ -
Common stock issued through employee stock plans $ 976 $ 1,139

The accompanying notes are an integral part of these financial statements.
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NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2019 AND 2018
(AMOUNTS IN THOUSANDS, EXCEPT PER SHARE AND SHARE AMOUNTS)

NOTE 1 - NATURE OF OPERATIONS

California Casualty Management Company (“CCMC?”) is the attorney-in-fact for the California Casualty
Indemnity Exchange (“CCIE”), a reciprocal insurance exchange, and manager for CCIE’s wholly owned
subsidiaries. CCIE and its subsidiaries are collectively referred to as the California Casualty Group
(“CCG!!).

CCMC operates in the insurance services segment. CCG is a personal lines insurance group
headquartered in San Mateo, California, writing nonassessable full coverage automobile and homeowner
insurance policies. Some directors and officers of CCMC are nonvoting members of the Boards and/or are
officers of CCG.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation: The accompanying financial statements are prepared and presented in conformity
with accounting principles generally accepted in the United States of America (“GAAP”).

Use of Estimates: GAAP requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results
could materially differ from those estimates.

Cash Equivalents: Cash equivalents are certain highly liquid investments with insignificant interest rate risk
which have original maturities of three months or less. CCMC’s cash equivalents are stated at cost which
approximates fair value and generally consist of money market funds and high quality short-term fixed
income securities.

Investment Securities: CCMC classifies its marketable investment securities as available-for-sale.
Accordingly, investment securities are reported at fair value. Investment securities are classified as current
assets in the balance sheets as they represent funds available for current operations. Unrealized gains
and losses on securities are recorded, net of tax, as a separate component of shareholders’ equity (deficit)
under accumulated other comprehensive income (“AOCI”). Gains and losses on investment securities that
were realized and included in net income of the current period that also had been included in other
comprehensive income (“OCI”) as unrealized holding gains and losses in the period in which they arose
are deducted through OCI in the current period as reclassification adjustments. Realized gains and losses
on sales of investments are recognized on a first-in, first-out basis.

The amortized cost of debt securities are adjusted for amortization of premiums and accretion of discounts.
Such amortization and accretion are included in investment income.

CCMC reviews its investment portfolio for reductions in fair value below cost that, in the opinion of CCMC,
represent an other-than-temporary impairment (“OTTI”). Management reviews several factors to determine
whether a loss is other than temporary, such as the length of time a security is in an unrealized loss position,
the extent to which fair value is less than amortized cost, the impact of changing interest rates in the short
and long term and the potential impact of credit-related losses.

11
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

For bonds, the amount of an OTTI related to a credit loss is recognized in investment income as a realized
loss. Similarly, an impairment on a bond which CCMC has the intent, at the balance sheet date, to sell or
will more likely than not be required to sell before recovery of cost, is also recognized in investment income
as arealized loss. This OTTl is also reflected as a reduction in the cost basis of the bond. The amount of
an unrealized loss on bonds related to other factors is recorded, net of tax, as a component of shareholders’
equity (deficit) in AOCI with no change to the cost basis of the security. For stocks, prior to the adoption of
ASU 2016-01 as discussed later, an OTTlI is recognized in investment income and reflected as a reduction
of the cost basis of the security based on the extent and duration that fair value is below cost, in addition to
issuer-specific events. CCMC sold its entire stock investment portfolio during 2019.

Fair Value Option: CCMC has adopted current authoritative accounting guidance which permits entities to
elect to measure eligible items at fair value at specified dates. CCMC did not elect to apply the fair value
option to any eligible financial assets or financial liabilities upon adoption, or during the years ended
December 31, 2019 and 2018. CCMC may elect to account for selected financial assets and financial
liabilities at fair value. Such an election could be made at the time an eligible financial asset, financial
liability or firm commitment is recognized or when certain specified reconsideration events occur.

Disclosures About Fair Value of Financial Instruments: The fair value of investment securities is based upon
quoted market prices, where available, or fair values quoted by an independent pricing service based on
sales of similar securities. The carrying amounts of cash and short-term investments are reasonable
estimates of fair value.

Property and Equipment: Property and equipment is stated at cost less accumulated depreciation and
amortization. Depreciation is recognized principally using a straight-line method over the estimated useful
lives of the assets. Estimated lives range from three to ten years for equipment and automobiles and up to
thirty nine years for property. Leasehold improvements are amortized over the useful life of the
improvement or the applicable lease term, whichever is shorter. Cost of property and equipment retired or
otherwise disposed of and the related accumulated depreciation and amortization are removed from the
accounts, and the resulting gains or losses are included in the statements of income (loss) in the period
disposed.

Computer software developed or obtained for internal use is capitalized. Upon project completion, these
costs are amortized over the estimated useful life, ranging from three to ten years, of the software on a
straight-line basis.

Revenue Recognition: Revenue from management fees are recognized as earned when the underlying
services are performed and the performance obligations, which CCMC considers the to be the management
of the insurance program, have been met. CCMC considers the management of the insurance program to
be the sole performance obligation of its contract with CCG. As discussed further in Note 3 CCMC is
compensated based on expenses incurred, plus in certain years a markup and an annual incentive fee can
be earned by CCMC. The base management fee is recognized as earned when the underlying services
are performed and the performance obligation has been met which correlates with CCMC’s recognition of
expenses. The markup and annual incentive fees are recognized as revenue in the period that they are
earned and approved by the board of directors. All compensation earned related to the management fees
is typically settled in the month subsequent to when it is recognized as revenue.

Other revenue is comprised of commissions earned on premiums for specialty types of insurance coverage
provided to CCG’s policyholders through CCMC’s strategic underwriting partners. Commissions are
earned when performance obligations are met which is typically on the effective date or billing date of the
policy depending on the underlying program. Payment is typically due within 30 days of billing date.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Income Taxes: CCMC accounts for income taxes using a balance sheet approach. Under this method,
the provision for income taxes is based on pretax financial statement income and includes amounts that
are deferred. Deferred income tax assets and liabilities are recognized for the expected tax consequences
of temporary differences between the tax basis of assets and liabilities and their reported amounts using
enacted rates.

Accounting for Unrecognized Tax Benefits: Current authoritative accounting guidance for unrecognized tax
benefits requires a more-likely-than-not threshold for financial statement recognition and measurement of
a tax position taken or expected to be taken in a tax return. CCMC records a liability for the difference
between the benefit recognized and measured pursuant to the guidance that is more likely than not to be
sustained upon settlement and the tax position taken or expected to be taken on CCMC'’s tax return. A
liability is established when CCMC believes that certain tax return positions may be challenged despite
CCMC’s belief that the positions are fully supportable. The liability may be adjusted in light of revised
assessments of a tax return position, or in the case of changing facts and circumstances, such as the
outcome of a tax audit. Adjustments to the liability are recorded in the period in which the determination is
made. The provision for income taxes includes the impact of initial liability recognition and any subsequent
adjustments to those liabilities that are considered appropriate. Accrued interest and penalties related to
unrecognized tax benefits are also recognized in the provision for income tax.

Variable Interest Entities: Current authoritative accounting guidance for the consolidation of variable interest
entities (“VIES”) requires a qualitative assessment of whether an entity has the power to direct the VIE’s
activities and, whether the entity has the obligation to absorb losses or the right to receive benefits that
could be significant to the VIE. The guidance also requires an ongoing reassessment of whether an entity
is the primary beneficiary of a VIE. CCMC has evaluated its relationship with CCG to determine whether
or not consolidation is required under this guidance.

Management's assessment included consideration of CCG’s surplus, which is more than adequate to
finance its ongoing operations, as well as the governance and organizational structure of both CCMC and
CCG. CCMC’s Board of Directors and CCG’s Advisory Board have no overlapping authorities or
responsibilities. Management concluded that CCG’s Advisory Board holds and exercises the power to
direct the activities that most significantly impact the economic performance of CCG, therefore CCMC is
not the primary beneficiary and consolidation is not required.

CCMC has no loss exposure as a result of its relationship with CCG (Note 1, Note 3).

Leases: CCMC accounts for its leases in accordance with FASB ASC 842 Leases (ASC 842)which was
adopted by CCMC January 1, 2018. In accordance with ASC 842, lessees recognize all leases (other than
short-term leases) on the balance sheets, by recording a right-of-use (ROU) asset and lease liability, equal
to the present value of lease payments. The expense recognition and amortization of the leased assets
vary depending on the classification of the lease as either an operating lease or a finance lease. For
operating leases, the standard requires recognizing a single lease expense on a straight-line basis. For
finance leases, interest expense and a straight-line amortization expense are required to be reflected
separately in the income statement, with the total expense declining throughout the lease term.

At the inception of an arrangement, management determines whether the arrangement is or contains a
lease based on the unique facts and circumstances present. Operating and finance leases are included in
leased assets and lease obligations in the balance sheets.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

ROU assets represent the right to use an underlying asset for the lease term and lease obligations represent
CCMC'’s obligation to make lease payments arising from the lease. Operating lease ROU assets and
obligations are recognized at commencement date based on the present value of lease payments over the
lease term. As CCMC'’s leases do not provide an implicit rate, CCMC has elected to use the practical
expedient provided by ASC 842 and utilize a U.S. Treasury rate with a similar duration to the lease at
commencement date in determining the present value of lease payments. CCMC uses the implicit rate
when readily determinable.

The operating lease ROU asset also includes any lease payments made and excludes lease incentives.
Our lease terms may include options to extend or terminate the lease when it is reasonably certain that
CCMC will exercise that option. Lease expense for lease payments is recognized on a straight-line basis
over the lease term.

CCMC has elected not to recognize on the balance sheets leases with terms of one-year or less. Most
leases with a term greater than one-year are recognized on the balance sheets as ROU assets, lease
obligations and, if applicable, long-term lease obligations.

Although separation of lease and non-lease components is required, certain practical expedients are
available to entities. CCMC has lease agreements with lease and non-lease components, which are
generally accounted for separately. Operating expenses and property taxes due for leased facilities are
accounted for as non-lease components.

Recently Adopted Accounting Standards: In March 2017, the FASB issued ASU 2017-07 Compensation -
Retirement Benefits which impacts CCMC’s accounting for defined benefit pension and postretirement
benefit costs to improve the presentation of net periodic pension costs and net periodic postretirement
benefit costs that requires entities to (1) disaggregate the current service cost component from the other
components of net benefit cost and present it with other current compensation costs for related employees
in the income statement and (2) present the other components elsewhere in the income statement and
outside of income from operations if that subtotal is presented. The ASU also requires disclosures of the
income statement lines used to present the other components if these components are not presented
separately in the income statement. CCMC has adopted this standard as of December 31, 2019, on a
retrospective basis which resulted in the reclassification of $2,966 from personnel expense to pension
income on the statement of income (loss).

In January 2016, the FASB issued ASU 2016-01 Financial Instruments that amends presentation and
accounting for certain financial instruments, including liabilities measured at fair value under the fair value
option and equity investments. The guidance also updates fair value presentation and disclosure
requirements for financial instruments measured at amortized cost. The ASU is effective for the year ending
December 31, 2019. CCMC sold all equity securities in 2019 and recognized all gains and losses from sale
in the income statement for the year ended December 31, 2019.

On January 1, 2019, the Company adopted ASU 2014-09 Revenue from Contracts with Customers and all
subsequent amendments to the ASU (collectively, “ASC 606”). The standard’s core principle is that a
company should recognize revenue when it transfers promised goods or services to customers in an
amount that reflects the consideration to which a company expects to be entitled in exchange for those
goods or services. It supersedes the revenue recognition requirements in Topic 605, “Revenue
Recognition,” and most industry-specific guidance. CCMC’s revenues primarily come from management
fees earned from CCG and commissions earned on premiums for specialty types of insurance coverage
placed with CCMC'’s strategic underwriting partners.

The adoption of ASC 606 did not result in a change to the accounting for any of the in-scope revenue
streams; as such, no cumulative effect adjustment was recorded.
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continued)

Recent Accounting Standards Not Yet Adopted: In June 2016, the FASB issued ASU 2016-13 Financial
Instruments - Credit Losses that amends the accounting for credit losses on most financial instruments. For
financial assets measured at amortized cost such as trade receivable and any other financial assets not
excluded from the scope that have the contractual right to receive cash, guidance requires the use of
expected credit loss model to estimate losses expected throughout the life of the financial asset and record
an allowance that, when deducted from amortized cost basis, presents the net amount expected to be
collected on the financial asset. The guidance also modifies the other-than-temporary impairment model
for available-for-sale debt securities to require an allowance for credit impairment instead of a direct write-
down, which allows for reversal of credit impairments in future periods. This ASU is effective for the year
ending December 31, 2022. Early adoption is permitted. CCMC is currently assessing the impact of
adopting this new standard.

NOTE 3 - RELATED PARTY TRANSACTIONS

Management Fee and Reimbursements: CCMC is the attorney-in-fact for CCIE and manager for CCIE’s

wholly owned subsidiaries under various management agreements. CCMC is paid a fee consisting of

expenses incurred on behalf of CCG plus a markup not to exceed 25% of expenses. In establishing the

markup, CCMC’s management considers several factors, including CCG’s financial strength, operating

results and the competitiveness of CCG’s insurance products. CCG’s 2019 premium and surplus are
approximately $381,600 and $167,200, respectively. An annual incentive fee of up to 10% of CCG’s
calendar year pre-tax income, calculated after giving effect to such incentive fee, may also be paid to

CCMC. No incentive fee was earned by CCMC in 2019 and 2018. CCMC reimburses CCG for the annual

savings in state income taxes that are attributable to managing CCG’s operations, or charges CCG for any

adjustments to true-up prior years.

The management fee earned and state income tax adjustments for the years ended December 31 are as

follows:
019 018

Expenses incurred $ 123,644 $ 120,391
Markup taken 846 -
Incentive fee - -
State income tax adjustments - -

Net management fee $ 124,490 $ 120,391
Maximum markup allowed (25% of expenses incurred) $ 30,911 $ 30,098
Markup taken (846) -

Markup allowed but not taken $ 30,065 $ 30,098
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NOTE 3 - RELATED PARTY TRANSACTIONS (Continued)

Other Transactions: In accordance with the management agreements, generally all expenses incurred by
CCMC that relate to the management of CCG shall be paid by CCMC and reimbursed through the
management fee. Exceptions include the following, which shall be paid by CCG or if paid by CCMC,
reimbursed separately from the management fee: losses, allocated claims expense, governmental
charges, premium taxes, federal and all other taxes of CCG, reinsurance, CCG Directors’ expenses and
specific expenses authorized by the Advisory Board of CCIE. CCMC billed CCG $491 and $596 for
expenses incurred under this provision in 2019 and 2018, respectively. These transactions are shown as
a reduction of CCMC expense, rather than revenue.

At December 31, 2019 and 2018, CCMC had a receivable due from CCG of $2,601 and $2,614,
respectively, included in receivables on the balance sheets. Related party balances are settled monthly.

CCIE Investment in CCMC: In 2004, CCIE purchased 186,000 shares of CCMC common stock from
existing shareholders (158,722 Series A and 27,278 Series B) at a price of $99.09 per share. CCIE’s
interest in CCMC is 18.3% and 17.6% at December 31, 2019 and 2018, respectively. In accordance with
the acquisition agreement, CCIE has the right to put the shares back to CCMC at a purchase price equal
to the CCMC adjusted book value per share (Note 9) at the time the put right is exercised, multiplied by the
same book value multiple used in the original purchase, 1.85. If CCIE were to exercise its put right on the
186,000 shares, at its ownership level as of December 31, 2019 and 2018, the resulting adjusted book
value to the remaining shareholders will be reduced by approximately 19.0% and 18.1%, respectively. At
December 31, 2019 and 2018, the carrying value of the common stock with put rights was $14,188 and
$16,030, respectively, and is reported as a separate component of shareholders’ equity (deficit). There is
a corresponding reduction to retained earnings and, therefore, no net impact to total shareholders’ equity
(deficit). CCMC paid dividends to CCIE of $558 and $744 in 2019 and 2018.

NOTE 4 - INVESTMENT SECURITIES

Current authoritative accounting guidance applies to all assets and liabilities measured at fair value on a
recurring or nonrecurring basis, and establishes a fair value hierarchy that prioritizes inputs to valuation
techniques used to measure fair value.

The guidance clarifies the principle that fair value should be based on the assumptions market participants
would use when pricing an asset or liability. Fair value measurements assume the asset or liability is
exchanged in an orderly manner; the exchange is in the principal market for that asset or liability (or in the
most advantageous market when no principal market exists); and the market participants are independent,
knowledgeable, able and willing to transact an exchange. Considerable judgment may be required in
interpreting market data used to develop the estimates of fair value. The use of different market
assumptions and/or estimation methodologies may have a material effect on the estimated fair value.

CCMC has categorized its financial instruments into a fair value hierarchy of three levels, as follows:

Level 1 When available, CCMC uses unadjusted, quoted prices in active markets for identical
instruments at the measurement date. An active market is a market in which transactions for the
asset or liability occur with sufficient frequency and volume to provide pricing information on an
ongoing basis. Level 1 includes active exchange-traded equity and certain U.S. Treasury
securities.
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NOTE 4 - INVESTMENT SECURITIES (Continued)

Level 2 When quoted market prices in active markets are not available, CCMC uses quoted prices
for similar instruments in active markets, quoted prices for identical or similar instruments in
markets that are not active, and inputs other than quoted prices that are derived principally from or
corroborated by observable market data by correlation or other means. These quotes come from
independent pricing vendors and may be based on recently reported trading activity and other
relevant information including benchmark yields, market interest rate curves, referenced credit
spreads and estimated prepayment rates where applicable. Level 2 includes certain corporate,
municipal and asset backed bonds.

Level 3 Valuations are derived principally from inputs that are unobservable in the market. These
unobservable inputs reflect CCMC’s own subjective estimates of assumptions that market
participants would use in pricing the instrument.

Certain assets held by the Defined Benefit Pension Plan (Note 11) are measured at Net Asset Value.

The following table presents available-for-sale investments measured at fair value on a recurring basis
classified by the fair value hierarchy:

Level 1 Level 2 Level 3 Total
December 31, 2019

Bonds
U.S. government $ 1,253 $ - $ - $ 1,253
Municipal agencies - 1,725 - 1,725
Asset backed - 1,395 - 1,395
Industrial and miscellaneous - 4,897 - 4,897
Total $ 1,253 § 8,017 $ -9 9,270

Level 1 Level 2 Level 3 Total
December 31, 2018

Bonds
U.S. government $ 2,187 $ 755§ -3 2,942
Municipal agencies - 2,852 - 2,852
Asset backed - 2,466 - 2,466
Industrial and miscellaneous - 6,416 - 6,416
Total bonds 2,187 12,489 - 14,676

Stocks
Large cap 6,542 - - 6,542
Mid cap 2,003 - - 2,003
Small cap 867 - - 867
Total stocks 9,412 - - 9,412
Total $ 11,599 $ 12,489 $ - $ 24,088

CCMC currently has no material financial liabilities that would require classification.
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NOTE 4 - INVESTMENT SECURITIES (Continued)

The cost and fair values of investment securities are as follows:

Cost or Unrealized Unrealized Fair
Amortized Cost Gains Losses Value
December 31, 2019
Bonds
U.S. government $ 1,242 $ 24§ (13) $ 1,253
Municipal agencies 1,669 56 - 1,725
Asset backed 1,362 33 - 1,395
Industrial and miscellaneous 4,717 180 - 4,897
Total $ 8,990 $ 293 $ (13) $ 9,270
Cost or Unrealized Unrealized Fair
Amortized Cost Gains Losses Value
December 31, 2018
Bonds
U.S. government $ 2936 $ 11 $ 6) $ 2,941
Municipal agencies 2,821 57 (27) 2,851
Asset backed 2,506 4 (44) 2,466
Industrial and miscellaneous 6,406 24 (12) 6,418
Total bonds 14,669 96 (89) 14,676
Stocks
Large cap 5,092 1,993 (543) 6,542
Mid cap 1,600 590 (187) 2,003
Small cap 798 188 (119) 867
Total stocks 7,490 2,771 (849) 9,412
Total $ 22,159 $ 2,867 $ (938) $ 24,088

The amortized cost and fair value of bonds at contractual maturities at December 31, 2019 are as follows:

Amortized Fair
Cost Value
Less than one year $ 1,198 $ 1,209
One to five years 4,444 4,604
Five to ten years 2,060 2,139
Over ten years 1,288 1,318
Total bonds $ 8,990 $ 9,270
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NOTE 4 - INVESTMENT SECURITIES (Continued)

Expected maturities may differ from contractual maturities because borrowers may have the right to call or
prepay obligations.

Proceeds from sales of stocks during 2019 and 2018 were $11,010 and $4,845, respectively. Proceeds
from sales and maturities of bonds during 2019 and 2018 were $6,203 and $10,675, respectively. Gross
realized gains and losses pertaining to investment securities sold and realized losses recognized for
declines in the fair value of stocks which were determined to be OTTI were as follows:

Gains Losses OTTI Net
December 31, 2019
Bonds
U.S. government $ 5 % - $ - 3 5
Municipal agencies 8 (11) - (3)
Asset backed 3 (7) - (4)
Industrial and miscellaneous 7 (3) - 4
Total bonds 23 (21) - 2
Stocks
Large cap 2,909 (360) - 2,549
Mid cap 824 (159) - 665
Small cap 253 (98) - 155
Total stocks 3,986 (617) - 3,369
Total $ 4,009 $ (638) $ - $ 3,371
Gains Losses OTTI Net
December 31, 2018
Bonds
U.S. government $ 1 9 (14) $ - $ (13)
Municipal agencies 9 (30) - (21)
Asset backed - (89) - (89)
Industrial and miscellaneous 13 (49) - (36)
Total bonds 23 (182) - (159)
Stocks
Large cap 2,088 (27) (30) 2,031
Mid cap 468 (28) - 440
Small cap 209 (20) (17) 172
Total stocks 2,765 (75) (47) 2,643
Total $ 2,788 § (257) $ 47) $ 2,484
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NOTE 4 - INVESTMENT SECURITIES (Continued)

Unrealized losses and related market value of investment securities are as follows:

Less than 12 months 12 months or greater
Unrealized Fair Unrealized Fair
December 31, 2019 Losses Value Losses Value

Bonds

U.S. government $ (13) % 536 $ - 3 -

Less than 12 months 12 months or greater
Unrealized Fair Unrealized Fair
December 31, 2018 Losses Value Losses Value

Bonds

U.S. government $ - 9% 350 $ ®) $ 395

Municipal agencies - - (27) 968

Asset backed (2) 357 (42) 1,065

Industrial and miscellaneous (10) 2,417 (2) 497

Total bonds (12) 3,124 (77) 2,925
Stocks

Large cap (540) 2,426 - -

Mid cap (187) 749 - -

Small cap (122) 428 - -

Total stocks (849) 3,603 - -

Total $ (861) % 6,727 $ (77) $ 2,925

The number of securities in an unrealized loss position at December 31, 2019 and 2018 were 1 and 227,
respectively.

CCMC believes the unrealized losses, other than those that were determined to be OTTI, are temporary in
nature and has not recorded a realized investment loss in its statements of income (loss) related to these
securities. Given the size of its investment portfolio and anticipated future earnings, CCMC has the ability
and intent to hold these securities until the fair value recovers the unrealized loss. Additionally, CCMC did
not incur a material credit loss and does not have the intent to sell these bonds in an unrealized loss
position.

The components of investment income for the years ended December 31 are as follows:

2019 2018
Interest and dividends $ 475 $ 583
Net realized gains 3,371 2,484
Gain on sale of real estate - 10,037
Investment expense (56) (86)
Investment income $ 3,790 $ 13,018
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NOTE 5 - PROPERTY AND EQUIPMENT

A summary of property and equipment at December 31 is as follows:

2019 2018
Cost:
Capitalized software $ 69,050 $ 34,703
Work in progress 3,523 24,767
EDP equipment 12,450 10,633
Office equipment 4,978 4,797
Leasehold improvements 7,627 6,997
Automobiles 1,302 1,328
Equipment held under finance and capital leases 1,192 1,581
100,122 84,806
Less: Accumulated amortization on capitalized software (31,627) (28,681)
Less: Other accumulated depreciation and amortization (17,551) (16,045)
Property and equipment, net $ 50,944 $ 40,080
Depreciation and amortization expense on
property and equipment $ 5,086 $ 5,145

In 2017, CCMC commenced implementation of the underwriting, policy center, data hub and billing software
for CCG. Software development costs of $33,453 have been capitalized and put into production as of
December 31, 2019. $3,523 has been capitalized through 2019 and added to Work in Progress account
until implementation of the next phase is completed, which is expected in 2021.

In 2018, CCMC sold the property located at 1650 Telstar Drive, Colorado Springs, CO, 80920 and leased
it back from the buyer, Oak Real Estate Capital, for 12 years. The primary purpose of the transaction was
to raise approximately $20 million in cash for CCMC. CCMC recognized a pre-tax gain on sale of $9,932.
The amount of rent payments due over 12 years is approximately $20,561. CCIE is a guarantor on the
lease for CCMC. If CCMC is unable to honor its future lease payments, then CCIE would be liable to pay
these obligations.

In August 2019, CCMC entered into an installment payment agreement in connection with the acquisition
of certain equipment. The term of the agreement is for 60 months with monthly payments of $26 and bears
interest at a rate of 4.08%. As of December 31, 2019 the unpaid principal balance amounted to $1,290
with $244 included as a current liability within finance lease obligations and other.
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NOTE 6 - CREDIT ARRANGEMENT

On June 1, 2018, CCMC entered into a lease agreement for a new home office. The lease requires CCMC
to secure a letter of credit which may be used by the landlord to compensate for any loss due to CCMC'’s
failure to fulfill its monetary obligations under the lease. A bank has an irrevocable $249 letter of credit in
favor of BCSP Crossroads Property LLC.

A bank holds two standby letters of credit, totaling $109, which are held to secure future monetary
obligations under expired large deductible workers’ compensation insurance policies.

NOTE 7 - LEASE COMMITMENTS

CCMC has various lease agreements for office buildings, equipment and software. Certain leases have
renewal options and certain office buildings and equipment have purchase options. Leases with an initial
term of 12 months or less are not recorded on the balance sheets; CCMC recognizes lease expense on
these leases on a straight-line basis over the lease term.

CCMC commenced a lease on a new home office on June 1, 2018. The term of the lease is 7 years and
10 months, with one option to extend the lease for a period of 5 years. The rent is abated during the first
10 months of the lease term. CCMC received a lease incentive of $2,820 associated with this lease.

In 2018, CCMC sold the property located at 1650 Telstar Drive, Colorado Springs, CO, 80920 and leased
it back from the buyer, Oak Real Estate Capital, for 12 years, with 4 options to extend the lease for a period
of 5 years each.

In 2017, CCMC entered into a lease agreement with IBM Credit LLC for equipment. The term of the lease
is 5 years, with a purchase option of one dollar at the end of the lease term. With the adoption of ASC 842
this lease has been accounted for as a finance lease.

CCMC rents or subleases space in its offices to third parties. CCMC has one sublease in its Colorado
Springs office, with the expected payments of $2,828 over the next 5 years.

A summary of lease assets and liabilities at December 31 is as follows:

2019 2018
Assets
Operating lease assets $ 28242 $ 32,570
Finance lease assets 1,192 1,581
Total lease assets $ 29434 $ 34,151
Liabilities
Current
Operating $ 3613 $ 4,107
Finance 394 372
Non-current
Operating 28,567 32,199
Finance 705 1,099
Total lease liabilities $ 33279 $ 37,777
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NOTE 7 - LEASE COMMITMENTS (Continued)
CCMC'’s finance leases have been recorded within property and equipment, net on the balance sheets.

Lease costs for the years ended December 31 are as follows:

2019 2018
Operating lease cost $ 4431 $ 4,662
Finance lease cost
Amortization of leased assets 389 1,223
Interest on lease liabilities 71 117
Sublease income (740) (877)
Net lease cost $ 4151 §$ 5,125

A summary of maturities for operating and finance leases at December 31, 2019 is as follows:

Operating Finance

Leases Leases
2020 $ 4,480 $ 444
2021 4,655 444
2022 4,727 295
2023 4,715 -
2024 4,051 -
Thereafter 13,622 -
Total lease payments 36,250 1,183
Less: Amount representing interest (4,070) (84)
Present value of lease liabilities $ 32,180 $ 1,099

A summary of remaining lease terms and discount rates at December 31, 2019 and 2018 is as follows:

2019 2018
Weighted-average remaining lease term:
Operating leases 9 years 10 years
Finance leases 3 years 4 years
Weighted-average discount rate:
Operating leases 2.83% 2.84%
Finance leases 5.48% 5.48%
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NOTE 7 - LEASE COMMITMENTS (Continued)

Supplemental cash flow information related to leases for the years ended December 31 is as follows:

2019 2018
Gains on sale and leaseback transactions, net $ - (10,037)
Cash paid for amounts included in the measurement
of lease liabilities
Operating cash flows from operating leases (4,229) (3,000)
Operating cash flows from finance leases (71) (444)
Financing cash flows from finance leases (372) (1,869)
Leased assets obtained in exchange for new finance
lease liabilities 141 -
Leased assets obtained in exchange for new
operating lease liabilities 3,996 36,306

NOTE 8 - INCOME TAXES

A reconciliation of CCMC'’s effective income tax rate for each year is as follows:

2019 2018
Amount Percentage Amount Percentage
U.S. federal tax (statutory taxrate) $ 1,222 210 % $ 3,032 21.0 %
Tax-exempt income (19) (0.3) (32) (0.2)
All other items 108 1.9 270 1.2
Provision for income taxes
(effective tax rate) $ 1,311 226 % $ 3,270 22.0 %

The significant components of the provision for income taxes for the years ended December 31 are
summarized below:

2019 2018
Current benefit $ (99) $ (7)
Deferred provision, noncurrent 1,410 3,277
Provision for income taxes $ 1,311 $ 3,270

The provision for income taxes was increased by $4 of accrued interest and penalties related to
unrecognized tax benefits for the year ended December 31, 2019.

Income taxes recoverable recorded on the balance sheet as of December 31, 2019 is reported net of a $51
liability for interest and penalties related to unrecognized tax benefits. CCMC does not expect any material
changes in the liability for unrecognized tax benefits in 2019.
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NOTE 8 - INCOME TAXES (Continued)

The significant components of the net deferred tax assets (liabilities) recorded on the balance sheets at
December 31 are as follows:

2019 2018
Deferred tax assets:
Employee benefits $ 17,574 $ 15,785
Building leases 9,492 8,612
Rent expense 69 58
Net operating loss 4,331 2,621
Fed charitable contributions carryforward 109 85
AMT credit carryforward 54 108
Realized book losses on OTTI securities - 30
All other 63 55
Total deferred income tax assets 31,692 27,354
Deferred tax liabilities:
Unrealized appreciation on investments (60) (405)
Building leases (8,710) (7,850)
Depreciation (7,391) (1,447)
Prepaid expenses (85) (75)
Internally developed computer software (443) (4,723)
Total deferred income tax liabilities (16,689) (14,500)
Net deferred income tax assets $ 15,003 $ 12,854

Realization of these assets is primarily dependent upon generating sufficient future taxable income to utilize
these assets. CCMC will establish a valuation allowance if it is more likely than not that these items will
either expire before CCMC is able to realize their benefits, or that future deductibility is uncertain. There
was no valuation allowance required at December 31, 2019 and 2018.

CCMC adjusts its tax liabilities when our judgment changes as a result of the evaluation of new information
not previously available. Due to the complexity of some of these uncertainties, the ultimate resolution may
result in a payment that is materially different from our current estimate of the tax liabilities. These
differences will be reflected as increases or decreases to income tax expense in the period in which they
are determined. CCMC has no material uncertain tax positions at December 31, 2019 and 2018.

CCMC files income tax returns in the United States federal jurisdiction (Internal Revenue Service, or IRS)
and various state jurisdictions. In the normal course of business, CCMC is subject to examination by taxing
authorities from any of these jurisdictions. With few exceptions, CCMC is no longer subject to income tax
examinations for years before 2016. CCMC is not currently under a federal income tax audit by the IRS.
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NOTE 9 - SHAREHOLDERS’ EQUITY (DEFICIT)

CCMC has authorized 1,800,000 and 1,000,000 shares of Series A and Series B common stock,
respectively. Shares issued and outstanding, book value per share, and common stock issued and
outstanding at December 31 are as follows:

2019 2018
Shares issued and outstanding
Series A 788,397 788,977
Series B 229,779 269,276
Total shares issued and outstanding 1,018,176 1,058,253
Book value per share $ (18.90) §$ (5.02)
2019 2018
Common stock issued and outstanding
Series A $ 3816 $ 3,701
Series B 10,436 12,315
Total common stock $ 14,252 $ 16,016

Adjusted book value per share is calculated as follows: total shareholders’ equity (deficit) as determined
under GAAP, plus the shareholder equity charges resulting from pension accounting (Note 11), divided by
total outstanding shares of common stock. The calculation is as follows:

2019 2018
Total shareholders’ equity (deficit) $ (19,242) §$ (5,310)
AOCI balance related to pension plan 61,225 54,608
Adjusted shareholders’ equity $ 41,983 $ 49,298
Total shares issued and outstanding 1,018,176 1,058,253
Adjusted book value per share $ 41.23 $ 46.58

CCMC expects to recover employee retirement benefit plan funding shortfalls over time as pension expense
is recognized in accordance with GAAP and reimbursed by CCG through the management fee. (Note 3).

The rights, privileges and restrictions of Series A and B are identical except holders of Series A shares
have exclusive voting rights and power to vote upon election of Directors or upon any other matters. CCIE’s
put right is discussed in Note 3.
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NOTE 10 - STOCK-BASED COMPENSATION PLANS

CCMC has two stock-based compensation plans: the Long Term Executive Incentive Plan (“LTEIP”) and
the Executive Stock Plan (“ESP”). The key provisions of each plan are described below. Both written plan
documents are subject to review and approval by the California Department of Insurance, which requires,
among other things, that CCMC annually report on all transactions made under the plans. Under both
plans, if a plan participant's employment terminates because of death, disability, or retirement, CCMC has
the right to repurchase that participant’s shares at the most recently computed adjusted book value at the
expiration of ten years after the termination of employment. If a plan participant’s employment terminates
for any other reason, CCMC has the right to repurchase that participant’s shares for a period of 60 days
after termination of employment. With the exception of ESP shares subject to a five-year holding period,
plan participants have the right at any time to cause CCMC to repurchase all or any portion of their shares
at adjusted book value by providing written notice to CCMC. Generally, to be eligible to receive an award
under either plan, a participant must be a CCMC employee at the end of a plan performance period.
However, under both plans, participants or their successors receive a prorated award if the participant dies,
becomes disabled or retires during a performance period. The fair value of the restricted shares of common
stock issued under both plans is considered equal to adjusted book value, as described in Note 9.

Key Provisions of LTEIP: The LTEIP provides key executives, all of whom are members of CCMC’s
Operating Committee, with incentive awards consisting of common stock and/or cash compensation, based
on the attainment of specific annual profitability and other measures over a three-year performance period.
A new three-year performance period commences on January 1st of each year. In order for participants to
be eligible for an award, CCMC must meet its threshold performance measures. The LTEIP requires that
participants elect to receive at least 50% of their earned LTEIP award in shares of common stock, with the
remainder paid in cash. The number of shares of common stock to be issued to each plan participant is
based on the adjusted book value as of December 31 of the year prior to the date the stock is issued.

Awards are paid annually and are based on the preceding three-year performance period. Shares of stock
are issued immediately following the award, so there are no shares awarded but un-issued. Stock is issued
prior to March 15th each year. Compensation expense under the LTEIP is measured during the
performance period based on a best estimate of performance against the goals. Compensation expense
under the LTEIP was $1,148 and $1,460 in 2019 and 2018, respectively. CCMC assumes no forfeitures
during the payout period when determining compensation expense over the performance period. During
2019 and 2018 there were no forfeitures of earned awards. Under the LTEIP, 300,000 shares of Series B
common stock have been reserved for issuance. Total shares issued under the LTEIP were 14,487 and
18,772 in 2019 and 2018, respectively.

The accrued liability for the LTEIP is comprised of $1,376 in current employee compensation liability and
$1,216 in noncurrent employee compensation liability on the balance sheet at December 31, 2019. The
accrued liability for the LTEIP is comprised of $1,423 in current employee compensation liability and $1,446
in noncurrent employee compensation liability on the balance sheet at December 31, 2018.

Key Provisions of ESP: The ESP provides all officers on the executive payroll with common stock and/or
cash compensation based on the attainment of specific profitability and other measures over a one-year
performance period, with a new performance period commencing on January 1st of each year. In order for
participants to be eligible for an award, CCMC must meet its threshold performance measures. The ESP
requires that participants elect to receive at least 60% of their earned ESP awards in shares of common
stock, with the remainder paid in cash. The number of shares of common stock to be issued to each plan
participant is based on the adjusted book value as of December 31st of the year prior to the date the stock
is issued.
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NOTE 10 - STOCK-BASED COMPENSATION PLANS (Continued)

Awards are made annually, and are based on the preceding one-year performance period. Shares of stock
are issued immediately following the award, so there are no shares awarded but un-issued. Stock is issued
prior to March 15th each year. Participants are required to hold all shares of common stock issued under
the ESP for a minimum of five years from the date of issuance before exercising repurchase rights.

Compensation expense under the ESP was $360 and $549 in 2019 and 2018, respectively. Under the
ESP, 150,000 shares of Series B common stocks have been reserved for issuance. Total shares issued
under the ESP were 6,455 and 8,652 in 2019 and 2018, respectively. The accrued liability for the ESP was
$360 and $549 at December 31, 2019 and 2018, respectively. These balances are included in current
employee compensation liability on the balance sheets.

NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS

CCMC provides defined contribution plans as well as both funded and unfunded noncontributory defined
benefit pension plans. Substantially all of its employees participate in one or more of these plans. The
funded plans are subject to the provisions of the Employee Retirement Income Security Act of 1974
(“ERISA”). All plans are described below.

Savings Investment Plans (the “SIPs”): CCMC sponsors a plan for hourly employees and a plan for salaried
employees. The SIPs are qualified under section 401(k) of the Internal Revenue Code (the “Code”).
Participating employees may elect to contribute a percentage of their annual compensation to the applicable
SIP, limited to a maximum annual dollar amount as provided by the Code. These employees are eligible
to receive a matching contribution from CCMC. Those matching contributions were $1,625 and $1,572 for
the years ended December 31, 2019 and 2018, respectively.

Effective January 1, 2004, the SIPs were amended to add a new defined contribution feature. Employees
hired, or employees rehired following a break in service of 12 months or more, on or after January 1, 2004
receive an annual service-based CCMC contribution of 3% to 7% of annual compensation depending on
length of service. The expense for the defined contribution portion of the SIPs was $3,068 and $2,476 in
2019 and 2018, respectively. Effective January 1, 2020, the contribution percentage paid by CCMC was
reduced by 50% for all employees.

Matching contributions and service-based contributions are vested to the employee on the following
schedule:

Vested
Years of service Percentage
Less than two 0%
Two 25 %
Three 50 %
Four 75 %
Five 100 %
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

Defined Benefit Pension Plan (the “Pension Plan”): The Pension Plan is qualified under Section 401(a) of
the Code. The Pension Plan was amended in 2003 to exclude employees hired on or after January 1,
2004. Employees rehired on or after January 1, 2004, following a break in service of 12 months or more,
are also excluded. Generally, benefits are based on length of service and the average of the highest
earnings for five consecutive calendar years, or sixty months, whichever is greater. A participant is 100%
vested after completion of five years of service.

Effective December 31, 2015, the Board of Directors adopted an amendment instituting a “hard freeze” of
the Pension Plan so that no further benefits will accrue under the plan. All Pension Plan participants were
enrolled in the Service-Based Contribution feature of the Savings Investment Plans (the “SIP”) effective
January 1, 2016.

Given the Pension Plan’s freeze to future benefit accruals as of December 31, 2015, the amortization period
for actuarial gains and losses was updated from the average future working lifetime of participants to the
average life expectancy of participants effective January 1, 2016.

Pension Plan Benéefits:

2019 2018
Change in benefit obligation
Benefit obligation at beginning of year $ 213,756 $ 232,429
Service cost - -
Interest cost 8,000 7,187
Benefits paid (10,074) (9,577)
Actuarial loss (gain) 25,034 (16,283)
Benefit obligation at end of year 236,716 213,756
Change in plan assets
Fair value of plan assets at beginning of year 190,024 206,848
Actual return on plan assets 29,534 (7,247)
Employer contribution - -
Benefits paid (10,074) (9,577)
Fair value of plan assets at end of year 209,484 190,024
Funded status at end of year $ (27,232) $ (23,732)
Amounts recognized in the balance sheets consist of
Noncurrent liabilities $ (27,232) $ (23,732)
Net amount recognized $ (27,232) $ (23,732)

Amounts recognized in accumulated other
comprehensive loss (pretax) consist of:
Net loss

Accumulated other comprehensive loss

A

77,454 $ 69,078
77,454 $ 69,078

&
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

2019 2018
Information for pension plans with an accumulated benefit
obligation in excess of plan assets
Projected benefit obligation $ 236,716 $ 213,756
Accumulated benefit obligation $ 236,716 $ 213,756
Fair value of plan assets $ 209,484 $§ 190,024
Components of net periodic benefit cost (income) and other
amounts recognized in other comprehensive loss
Net periodic benefit cost
Service cost $ - 3 -
Interest cost 8,000 7,187
Expected return on assets (14,294) (14,267)
Amortization of net actuarial loss 1,418 1,994
Total pension income included in pension
income on the statements of income (loss) $ (4,876) $ (5,086)
Other changes in plan assets and benefit obligations
recognized in other comprehensive loss (pretax)
Net loss $ 9,794  $ 5,231
Amortization of net actuarial loss (1,418) (1,994)
Total recognized in other comprehensive loss 8,376 3,237
Total recognized in net periodic benefit cost (income)
and other comprehensive loss $ 3,500 $ (1,849)
Weighted-average assumptions used to determine
benefit obligation at December 31:
Discount rate 3.02 % 4.07 %
Rate of compensation increase N/A N/A
Cost of living N/A N/A
Weighted-average assumptions used to determine
net periodic benefit cost:
Discount rate - projected benefit obligation 4.07 % 3.44 %
Discount rate - interest cost 3.86 % 3.14 %
Rate of compensation increase N/A N/A
Expected return on plan assets 7.20 % 7.20 %
Cost of living N/A N/A
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

The estimated net actuarial loss that will be amortized from accumulated other comprehensive loss into net
periodic benefit cost (income) over the next fiscal year is $2,647.

CCMC selects its discount rate by using the expected cash flows of future benefit payments applied against
the full yield curve provided by the Citigroup Pension Liability Index.

As of January 1, 2016, CCMC changed the approach to measuring service and interest costs as part of the
Pension Plan. CCMC elected to measure expense by applying the specific spot rates along that yield curve
to the plans’ liability cash flows. The new approach provides a more precise measurement of service and
interest costs by aligning the timing of the plan’s liability cash flows to the corresponding spot rates on the
yield curve. This change does not affect the measurement of CCMC’s plan obligations nor the funded
status of the plan.

Pension Plan Assets: Fair value, asset allocations and target allocations at December 31 are as follows:

2019 2018 2019
Fair Fair Target
Value Allocation Value Allocation Allocation
Equity funds
Domestic large cap $ 18,722 9% $ 12,304 7% 10%
International 28,056 13% 29,080 15% 15%
Total equity funds 46,778 22% 41,384 22% 25%
Fixed income
US government agencies 20,973 10% 24,029 13% 11%
Fixed income funds
Domestic
Long duration bond fund 67,561 32% 63,704 34%
Intermediate duration bond fund 38,980 19% 29,278 15%
High-yield 5,521 3% 4,434 2%
International
Emerging markets debt 3,714 1% 2,852 2%
Total fixed income funds 115,776 56% 100,268 53% 54%
Real estate fund 24,775 12% 23,199 12% 10%
Cash and accrued income 1,182 0% 1,144 1% 0%

$ 209,484 100% $ 190,024 100% 100%

US government agencies are in Level 1 of the fair value hierarchy; See Note 4 for a description of Levels
in the fair value hierarchy.
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

Equity, fixed income funds, and real estate fund investments are measured at Net Asset Value (NAV) of
the units held by the Plan at year-end. The NAV, as provided by the trustee of the fund, is used as a
practical expedient to estimate fair value. The NAV is based on the fair value of the underlying investments
held by the fund less its liabilities. This practical expedient is not used when it is determined to be probable
that the fund will sell the investment for an amount different than the reported NAV. Were the Plan to initiate
a full redemption of the real estate fund, the issuer reserves the right to require sixty-five business days’
notification in order to ensure that securities liquidation will be carried out in an ordinary business manner.

Investment Policies, Strategies and Target Asset Allocations: The CCMC Board of Directors has delegated
authority for setting, monitoring, and adjusting the investment policy with respect to investment funds of the
Pension Plan to the Pension Plan Committee (“Committee”). The Committee selects and retains
investment managers who are responsible for managing the Pension Plan assets in accordance with the
objectives and guidelines set forth in the Pension Plan’s Investment Policy Statement (“IPS”). Investment
managers are expected to comply with all laws, regulations, and standards of ethical conduct.

Investment guidelines and the Pension Plan’s asset allocation targets are based upon long-term
perspectives, so that interim fluctuations in investment markets should be viewed with appropriate
perspective. Consistent with the desire for adequate asset diversification, the IPS is based upon the
expectation that the volatility (the standard deviation of returns) of the total Pension Plan assets will be
similar to that of the investment market.

The target asset allocation is designed to provide an optimal asset mix for the portfolio, which emphasizes
diversification and maximizes return for relative risk. The IPS also sets guidelines to minimize investment
risk by disallowing certain transactions or investments in certain securities. Transactions that would
jeopardize the tax-exempt status of the Pension Plan are not allowed. Performance objectives are set by
the IPS for each asset category listed above, and are reviewed at least annually by the Committee to
determine if the established objectives are appropriate.

The expected return on Pension Plan assets is an assumption primarily determined by the investment
strategy adopted to meet the objectives of the Pension Plan. This assumption is developed from investment
manager capital market projections which include future returns by asset category, expected volatility of
returns and correlation among asset classes. Consideration is also given to the expenses of active
management. Judgment is applied to the quantitative measures derived from the capital market projections
to arrive at the selected return on Pension Plan assets assumption. A change in the asset allocation could
significantly impact the expected rate of return on plan assets.

Cash Flows:

Contributions: No contributions were made in 2019 and 2018. CCMC does not expect to contribute to the
Pension Plan for 2020.
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

Expected Future Benefit Payments: The following benefit payments, which reflect expected future service,
are expected to be paid:

Pension

Benefits
2020 $ 10,820
2021 11,256
2022 11,548
2023 11,958
2024 12,286
Years 2025 - 2029 64,212
$ 122,080

Supplemental Executive Retirement Plan and Excess Plan (the “SERP and Excess Plans”): The SERP and
Excess Plans cover employees with earnings and/or benefits which exceed the limitations set out in the
Pension Plan and/or the Code. Benefits are based on formulas similar to those of the Pension Plan.

The Excess Plan was frozen effective December 31, 2015. Effective January 1, 2016, CCMC adopted a
new Service-Based Contribution Excess Benefit Plan (the “SBC Excess Plan”) to cover earnings and/or
benefits that exceed the limits imposed by the Code for the Service-Based Contribution feature of the SIP.
Benefits for the new SBC Excess Plan are based on the formula used for the SIP. CCMC accrued $220
and $208 for the contribution to the plan in 2019 and 2018, respectively.

Given the SERP & Excess Plans’ freeze to future benefits accruals as of December 31, 2015, the
amortization period for actuarial gains and losses has been updated from the average future working
lifetime of participants to the average life expectancy of participants effective January 1, 2016.
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

SERP and Excess Benefits:

2019 018
Change in benefit obligation
Benefit obligation at beginning of year $ 45,391 $ 48,650
Service cost - -
Interest cost 1,688 1,428
Benefits paid (3,437) (3,341)
Actuarial loss (gain) 7,527 (1,346)
Benefit obligation at end of year 51,169 45,391
Change in plan assets
Employer contributions 3,437 3,341
Benefits paid (3,437) (3,341)
Fair value of plan assets at end of year - -
Funded status at end of year $ (51,169) $  (45,391)
Amounts recognized in the balance sheets consist of:
Current liabilities $ (3,524) $ (3,318)
Noncurrent liabilities (47,645) (42,073)
Net amount recognized $ (51,169) $  (45,391)
Amounts recognized in accumulated other
comprehensive loss (pretax) consist of
Net actuarial loss $ 22,021 $ 15,123
Accumulated other comprehensive loss $ 22,021 $ 15,123
Information for pension plans with an accumulated
benefit obligation in excess of plan assets
Projected benefit obligation $ 51,169 $ 45,391
Accumulated benefit obligation $ 51,169 $ 45,391
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

2019 2018
Components of net periodic benefit cost (income) and other
amounts recognized in other comprehensive loss
Net periodic benefit cost
Service cost $ - $ -
Interest cost 1,688 1,428
Amortization of net actuarial loss 629 692
Total pension expense included in pension income
on the statements of income (loss) $ 2,317 $ 2,120
Other changes in plan assets and benefit obligations
recognized in other comprehensive loss (pretax)
Net loss (gain) $ 7,527 $ (1,346)
Amortization of net actuarial loss (629) (692)
Total recognized in other comprehensive loss 6,898 (2,038)
Total recognized in net periodic benefit cost and
other comprehensive loss $ 9,215 $ 82

The estimated net actuarial loss that will be amortized from accumulated other comprehensive loss into net
periodic benefit cost over the next fiscal year is $912.

Weighted-average assumptions used to determine

benefit obligation at December 31:

Discount rate

Rate of compensation increase

Cost of living

Weighted-average assumptions used to determine

net periodic benefit cost:

Discount rate - projected benefit obligation

Discount rate - interest cost
Rate of compensation increase

Cost of living

3.96 %
3.77 %
NA
N/A

3.30 %
2.98 %
N/A
N/A

CCMC selects its discount rate by using the expected cash flows of future benefit payments applied against
the full yield curve provided by the Citigroup Pension Liability Index. CCMC measures service and interest
costs as part of SERP and Excess Plans expense by applying the specific spot rates along the yield curve

to the plans’ liability cash flows.

Cash Flows:

Contributions: Since the plan is unfunded, no contributions are made. However, benefit payments are

treated as contributions.
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NOTE 11 - EMPLOYEE RETIREMENT BENEFIT PLANS (Continued)

Expected Future Benefit Payments: The following benefit payments, which reflect expected future service,
as appropriate, are expected to be paid:

SERP and Excess

Benefits

2020 $ 3,524
2021 3,494
2022 3,463
2023 3,427
2024 3,436
Years 2025 - 2029 15,911

$ 33,255

Accumulated Other Comprehensive Income (*AOCI"): The AOCI amounts related to employee retirement
benefit plans recognized in the balance sheets, on an after-tax basis, were $78,591 and $66,525 at
December 31, 2019 and 2018, respectively.

The following table summarizes the after-tax AOCI on employee retirement benefit plans:

SERP &
Pension Excess
Plan" Plans® Total
AOQOCI balances, at December 31, 2017 $ 52,051 §$ 13,526 $ 65,577
2018 activity
Pension accounting charges 2,557 - 2,557
SERP and Excess Plans - (1,609) (1,609)
Total 2018 activity 2,557 (1,609) 948
AOCI balances, at December 31, 2018 54,608 11,917 66,525
2019 activity
Pension accounting charges 6,617 - 6,617
SERP and Excess Plans - 5,449 5,449
Total 2019 activity 6,617 5,449 12,066
AOQOCI balances, at December 31, 2019 $ 61,225 $ 17,366 $ 78,591

(1) These after-tax GAAP pension plan accounting charges are utilized in the adjusted book value
calculation (Note 9).

(2) These SERP and Excess Plan adjustments are excluded from the adjusted book value calculation
(Note 9). They represent the cumulative difference between the accumulated benefit obligation
and accrued benefit liability in the balance sheets.
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NOTE 12 - CONCENTRATION OF CREDIT RISK

CCMC’s financial instruments exposed to concentration of credit risk consist of cash equivalents. CCMC
maintains its cash accounts primarily with banks. Cash balances are insured by the Federal Deposit
Insurance Company (“FDIC”) up to $250 per depositor. CCMC had cash on deposit with four banks at
December 31, 2019 and 2018 that exceeded the balance insured by the FDIC in the amount of $2,872 and
$6,033, respectively. CCMC has not experienced any losses related to these balances, and management
believes its credit risk to be minimal.

NOTE 13 - SUBSEQUENT EVENTS

CCMC has evaluated subsequent events through April 9, 2020, which is the date that the financial
statements were available to be issued.

In December 2019, a novel strain of coronavirus surfaced in Wuhan, China, and has spread around the
world, with resulting business and social disruption. The coronavirus was declared a Public Health
Emergency of International Concern by the World Health Organization on January 30, 2020. The
operations and business results of CCMC could be materially adversely affected. The extent to which the
coronavirus may impact business activity or investment results will depend on future developments, which
are highly uncertain and cannot be predicted, including new information which may emerge concerning the
severity of the coronavirus and the actions required to contain the coronavirus or treat its impact, among
others.

In March 2020, CCIE’s Advisory Board voted to approve the issuance of a $5,000 revolving line of credit to
CCMC to be used as necessary.
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TRANSFER AGENT/

SHAREHOLDER SERVICES

Transfer Agent/Shareholder Services:
EQ Shareowner Services

P.O. Box 64854

St. Paul, MN 55164-0854

Contact EQ Shareowner Services for CCMC
shareholder services, including address changes,
dividend issues, and share balance information:

Write:  EQ Shareowner Services
P.O. Box 64854
St. Paul, MN 55164-0854
Call: 1(800) 468-9716

Contact CCMC on other shareholder issues:

Call: Mike Ray
1(800) 288-7765 ext. 4410

We invite you to try our new shareholder website at
https://www.calcas.com/shareholder

We look forward to seeing you therel!
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