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PART 1
Item 1. Business
General

Mercury General Corporation ("Mercury General") and its subsidiaries (referred to herein collectively as the
"Company") are primarily engaged in writing personal automobile insurance through 14 insurance subsidiaries
(referred to herein collectively as the "Insurance Companies") in 13 states, principally California. The Company also
writes homeowners, commercial automobile, commercial property, mechanical breakdown, and umbrella insurance.

The direct premiums written for the years ended December 31, 2015, 2014, and 2013 by state and line of insurance
business were:

Year Ended December 31, 2015
(Dollars in thousands)
Private

Passenger Homeowners Commerglal Other Lines Total
. Automobile
Automobile
California $1,946,922 $333,397 $78,735 $96,791 $2,455,845 81.5 %
Florida (1) 153,206 9 27,281 738 181,234 6.0 %
Other states @ 245,645 68,843 47,495 13,834 375,817 12.5 %
Total $2,345,773 $402,249 $153,511 $111,363 $3,012,896 100.0 %
779 % 13.3 % 5.1 % 3.7 % 100.0 %
Year Ended December 31, 2014
(Dollars in thousands)
Private Commercial
Passenger Homeowners . Other Lines Total
. Automobile
Automobile
California $1,852,291 $302,493 $69,129 $84,374 $2,308,287 80.9 %
Florida (1) 131,281 7 26,234 4,676 162,198 5.7 %
Other states @ 239,501 71,936 40,565 30,682 382,684 13.4 %
Total $2,223,073 $374,436 $135,928 $119,732 $2,853,169 100.0 %
779 % 13.1 % 4.8 % 4.2 % 100.0 %
Year Ended December 31, 2013
(Dollars in thousands)
Private Commercial
Passenger Homeowners : Other Lines  Total
. Automobile
Automobile
California $1,760,352 $267,563 $53,488 $72,617 $2,154,020 78.7 %
Florida (1) 133,947 — 22,331 7,433 163,711 6.0 %
Other states @ 271,258 72,450 28,870 47,163 419,741 15.3 %
Total $2,165,557 $340,013 $104,689 $127,213 $2,737,472 100.0 %
79.1 % 12.4 % 3.8 % 4.7 % 100.0 %

(1) The Company is writing and expects to continue writing nominal premiums in the Florida homeowners market.
(2)No individual state accounts for more than 4% of total direct premiums written.
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The Company offers the following types of automobile coverage: collision, property damage, bodily injury ("BI"),
comprehensive, personal injury protection ("PIP"), underinsured and uninsured motorist, and other hazards.
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The Company offers the following types of homeowners coverage: dwelling, liability, personal property, fire, and
other hazards.

The following table presents the Company's published maximum limits of liability, net of reinsurance:

Insurance type Published maximum limits of liability

Private Passenger Automobile - bodily injury (BI) $250,000 per person; $500,000 per accident (1)
Private Passenger Automobile - property damage $250,000 per accident (D

Commercial Automobile (combined policy limits) $1,000,000 per accident

Homeowner property no maximum 2 )

Homeowner liability $1,000,000 ®

Umbrella liability $5,000,000 4

(1) The majority of the Company’s automobile policies have liability limits that are equal to or less than $100,000 per
person and $300,000 per accident for BI and $50,000 per accident for property damage.

(2) The Company obtains facultative reinsurance above a Company retention limit of up to $7 million.

(3) The majority of the Company’s homeowner policies have liability limits of $300,000 or less and a replacement
value of $500,000 or less.

(4) The majority of the Company’s umbrella policies have liability limits of $1,000,000.

The principal executive offices of Mercury General are located in Los Angeles, California. The home office of the
Insurance Companies and the information technology center are located in Brea, California. The Company also owns
office buildings in Rancho Cucamonga and Folsom, California, which are used to support California operations and
future expansion, and in Clearwater, Florida and in Oklahoma City, Oklahoma, which house Company employees and
several third party tenants. The Company has approximately 4,300 employees. The Company maintains branch offices
in a number of locations in California; Clearwater, Florida; Bridgewater, New Jersey; Oklahoma City, Oklahoma; and
Austin and San Antonio, Texas.

The Company consolidated its non-California office based claims and underwriting operations into hubs located in
Clearwater, Florida; Bridgewater, New Jersey; and Austin, Texas, which resulted in a net workforce reduction of
approximately 135 employees and a $10 million pre-tax expense in the first quarter of 2013.

Available Information

The Company’s website address is www.mercuryinsurance.com. The Company's website address is not intended to
function as a hyperlink and the information contained on the Company’s website is not, and should not be considered
part of, and is not incorporated by reference into, this Annual Report on Form 10-K. The Company makes available
on its website its Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K,
Proxy Statements, and amendments to such periodic reports and proxy statements (the "SEC Reports") filed with or
furnished to the Securities and Exchange Commission (the "SEC") pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, as amended, as soon as reasonably practicable after each SEC Report is filed with or furnished
to the SEC. In addition, copies of the SEC Reports are available, without charge, upon written request to the
Company’s Chief Financial Officer, Mercury General Corporation, 4484 Wilshire Boulevard, Los Angeles, California
90010. The Company's SEC Reports may be read and copied at the SEC's Public Reference Room at 100 F Street,
NE, Washington, DC 20549. Information on the operation of the Public Reference Room can be obtained by calling
the SEC at 1-800-SEC-0330. The SEC also maintains a website at www.sec.gov that contains the SEC Reports that
the Company has filed or furnished electronically with the SEC.
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Organization
Mercury General, an insurance holding company, is the parent of Mercury Casualty Company, a California
automobile insurer founded in 1961 by George Joseph, the Company’s Chairman of the Board of Directors.
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Mercury General conducts its business through the following subsidiaries:
Formed or A.M. Best

Acquired Rating Primary States

Insurance Companies

Mercury Casualty Company ("MCC")™M) 1961 A+ CA, AZ,NV,NY, VA
Mercury Insurance Company ("MIC")(D) 1972 A+ CA
California Automobile Insurance Company ("CAIC")(D 1975 A+ CA
California General Underwriters Insurance Compan
Ine. ("CGU™D pany. 19g5 Non-rated CA
Mercury Insurance Company of Illinois 1989 A+ IL, PA
Mercury Insurance Company of Georgia 1989 A+ GA
Mercury Indemnity Company of Georgia 1991 A+ GA
Mercury National Insurance Company 1991 A+ IL, MI
American Mercury Insurance Company 1996 A- OK, GA, TX, VA
American Mercury Lloyds Insurance Company
(" AML") 1996 A- TX
Mercury County Mutual Insurance Company 2000 A- TX
Mercury Insurance Company of Florida 2001 A+ FL, PA
Mercury Indemnity Company of America 2001 A+ FL, NJ
Workmen’s Auto Insurance Company ("WAIC"® 2015 Non-rated CA
Non-Insurance Companies Forms:d or Purpose
Acquired
Mercury Select Management Company, Inc. 1997 AML'’s attorney-in-fact
Mercury Insurance Services LLC 2000 Management services to subsidiaries
AIS Management LLC 2009 Parent company of AIS and PoliSeek
Auto Insurance Specialists LLC ("AIS") 2009 Insurance agent
PoliSeek AIS Insurance Solutions, Inc. ("PoliSeek") 2009 Insurance agent
Animas Funding LLC ("AFL") 2013 Special purpose investment vehicle
Fannette Funding LLC ("FFL") 2014 Special purpose investment vehicle

(1) The term "California Companies" refers to MCC, MIC, CAIC, and CGU.
(2)WAIC was acquired on January 2, 2015. For more detailed information, see Note 20. Acquisition, of the Notes to
Consolidated Financial Statements in "Item 8. Financial Statements and Supplementary Data."

Production and Servicing of Business

The Company sells its policies through approximately 9,700 independent agents, its 100% owned insurance agents,
AIS and Poliseek, and directly through internet sales portals. All of the independent agents collectively accounted for
more than 87% of the Company's direct premiums written in 2015, and no independent agent accounted for more than
1% of the Company’s direct premiums written during the last three years. Approximately 1,900 of the independent
agents are located in California and approximately 1,500 are located in Florida. The independent agents are
independent contractors selected and contracted by the Company and generally also represent competing insurance
companies. AIS and Poliseek represented the Company as independent agents prior to their acquisition in 2009, and
continue to act as independent agents selling policies for a number of other insurance companies. Policies sold directly
through the internet sales portals are assigned to and serviced by the Company's agents.

The Company believes that it compensates its agents above the industry average. Net commissions incurred in 2015
were approximately 16% of net premiums written.

The Company’s advertising budget is allocated among television, radio, newspaper, internet, and direct mailing media
with the intent to provide the best coverage available within targeted media markets. While the majority of these
advertising costs are borne by the Company, a portion of these costs are reimbursed by the Company’s independent
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agents based upon the number of account leads generated by the advertising. The Company believes that its
advertising program is important to generate leads, create brand awareness, and remain competitive in the current
insurance climate. In 2015, the Company launched a national
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advertising campaign resulting in net advertising expenditures of $44 million for the year. In 2016, the Company
expects to spend up to $42 million on advertising.

Underwriting

The Company sets its own automobile insurance premium rates, subject to rating regulations issued by the Department
of Insurance or similar governmental agency of each state in which it is licensed to operate ("DOI"). Each state has
different rate approval requirements. See "Regulation—Department of Insurance Oversight."

The Company offers standard, non-standard, and preferred private passenger automobile insurance in 13 states. The
Company also offers homeowners insurance in 12 states, commercial automobile insurance in 10 states, and
mechanical breakdown insurance in most states.

In California, "good drivers," as defined by the California Insurance Code, accounted for approximately 82% of all
California voluntary private passenger automobile policies-in-force at December 31, 2015, while higher risk
categories accounted for approximately 18%. The private passenger automobile renewal rate in California (the rate of
acceptance of offers to renew) averages approximately 95%.

Claims
The Company conducts the majority of claims processing without the assistance of outside adjusters. The claims staff
administers all claims and manages all legal and adjustment aspects of claims processing.

Losses and Loss Adjustment Expense Reserves ("Loss Reserves") and Reserve Development

The Company maintains loss reserves for both reported and unreported claims. Loss reserves for reported claims are
estimated based upon a case-by-case evaluation of the type of claim involved and the expected development of such
claims. Loss reserves for unreported claims are determined on the basis of historical information by line of insurance
business. Inflation is reflected in the reserving process through analysis of cost trends and review of historical reserve
settlement.

The Company’s ultimate liability may be greater or less than management estimates of reported loss reserves. The
Company does not discount to a present value that portion of loss reserves expected to be paid in future

periods. However, the Company is required to discount loss reserves for federal income tax purposes.

The following table provides a reconciliation of beginning and ending estimated reserve balances for the years
indicated:

RECONCILIATION OF NET RESERVES FOR LOSSES AND LOSS ADJUSTMENT EXPENSES

Year Ended December 31,

2015 2014 2013

(Amounts in thousands)
Gross reserves at January 1 $1,091,797 $1,038,984 $1,036,123
Less reinsurance recoverable (14,484 ) (13,927 ) (12,155 )
Net reserves at January 1 1,077,313 1,025,057 1,023,968
Acquisition of WAIC reserves 18,676 — —
Incurred losses and loss adjustment expenses related to:
Current year 2,132,837 1,989,315 1,959,730
Prior years 12,658 (3,193 ) 2,960
Total incurred losses and loss adjustment expenses 2,145,495 1,986,122 1,962,690
Loss and loss adjustment expense payments related to:
Current year 1,455,245 1,347,967 1,354,074
Prior years 654,097 585,899 607,527
Total payments 2,109,342 1,933,866 1,961,601

11
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Net reserves at December 31
Reinsurance recoverable
Gross reserves at December 31

1,132,142
14,546
$1,146,688

1,077,313
14,484
$1,091,797

1,025,057
13,927
$1,038,984

12
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The increase in the provision for insured events of prior years in 2015 of approximately $12.7 million primarily
resulted from the California homeowners and automobile lines of business outside of California, which was partially
offset by favorable development in the California automobile line of business.

The decrease in the provision for insured events of prior years in 2014 of approximately $3.2 million primarily
resulted from lower than expected loss severity on California personal automobile lines of insurance business partially
offset by adverse development in other states.

The increase in the provision for insured events of prior years in 2013 of approximately $3.0 million primarily
resulted from Florida claims that were re-opened from prior years due to a state supreme court ruling that was adverse
to the insurance industry.

The Company experienced estimated pre-tax catastrophe losses and loss adjustment expenses from severe weather
events of $19 million, $11 million, and $17 million in 2015, 2014, and 2013, respectively. The losses in 2015 were
primarily the result of severe storms outside of California, and rainstorm and wildfire losses in California. The losses
in 2014 were primarily related to winter freeze events on the East Coast and severe rainstorms in California. The
losses in 2013 were primarily due to tornadoes in Oklahoma and severe storms in the Midwest and the Southeast
regions during the second quarter.

The following table presents the development of loss reserves for the period 2005 through 2015. The top section of the
table shows the reserves at the balance sheet date, net of reinsurance recoverable, for each of the indicated years. This
amount represents the estimated net losses and loss adjustment expenses for claims arising from the current and all
prior years that are unpaid at the balance sheet date, including an estimate for loss reserves that had been incurred but
not reported ("IBNR") to the Company. The second section shows the cumulative amounts paid as of successive years
with respect to that reserve liability. The third section shows the re-estimated amount of the previously recorded
reserves based on experience as of the end of each succeeding year, including cumulative payments made since the
end of the respective year. Estimates change as more information develops about the frequency and severity of claims
for individual years. The bottom line shows favorable (unfavorable) development that exists when the original reserve
estimates are greater (less) than the re-estimated reserves at December 31, 2015.

In evaluating the cumulative development information in the table, it should be noted that each amount includes the
effects of all changes in development amounts for prior periods. This table does not present accident or policy year
development data. Conditions and trends that have affected development of the liability in the past may not
necessarily occur in the future. Accordingly, it may not be appropriate to extrapolate future favorable or unfavorable
development based on this table.

5
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December 31,
2005 2006 2007 2008 2009 2010 2011
(Amounts in thousands)
Gross Reserves
for Losses and
Loss Adjustment $1,022,603 $1,088,822 $1,103,915 $1,133,508 $1,053,334 $1,034,205 $985,279
Expenses-end of
year(D)
Reinsurance
recoverable
Net Reserves for
Losses and Loss
Adjustment $1,005,634 $1,082,393 $1,099,458 $1,127,779 $1,045,586 $1,027,400 $977,358
Expenses-end of
year(D)
Paid (cumulative) as of:
One year later $632,905 $674,345 $715,846  $617,622 $603,256 $614,059  $600,090
Two years later 891,928 975,086 1,009,141 913,518 889,806 896,363 873,679
Three years later 1,027,781 1,123,179 1,168,246 1,059,627 1,023,137 1,027,006 1,004,373
Four years later 1,077,834 1,187,990 1,229,939 1,118,230 1,075,174 1,080,265 1,064,280
Five years later 1,101,693 1,211,343 1,252,687 1,138,546 1,094,797 1,104,507
Six years later 1,111,109 1,219,719 1,262,286 1,146,899 1,106,840
Seven years later 1,114,241 1,224,026 1,265,882 1,151,551
Eight years later 1,115,824 1,225,644 1,268,784
Nine years later 1,116,622 1,227,546
Ten years later 1,117,085
Net reserves re-estimated as
of:
One year later 1,026,923 1,101,917 1,188,100 1,069,744 1,032,528 1,045,894 1,019,690
Two years later 1,047,067 1,173,753 1,219,369 1,102,934 1,076,480 1,073,052 1,056,453
Three years later 1,091,131 1,202,441 1,246,365 1,136,278 1,085,591 1,094,494 1,083,686
Four years later 1,104,988 1,217,328 1,263,294 1,141,714 1,095,907 1,113,672 1,095,715
Five years later 1,112,779 1,225,051 1,263,560 1,147,149 1,109,707 1,119,235
Six years later 1,115,637 1,225,131 1,265,186 1,153,005 1,113,980
Seven years later 1,115,916 1,225,519 1,268,716 1,156,227
Eight years later 1,116,494 1,227,541 1,271,719
Nine years later 1,117,404 1,229,470
Ten years later 1,117,880
Net cumulative
development
favorable
(unfavorable)
Gross
re-estimated $1,150,358 $1,249928 $1,288,761 $1,166,712 $1,128,455 $1,132,431 $1,106,641
liability-latest
Re-estimated
reinsurance (32,478 ) (20,458 ) (17,042 ) (10,485 ) (14,475 ) (13,196 ) (10,926
recoverable-latest
Net re-estimated
liability-latest

(16,969 ) (6,429 ) (4,457 ) (5,729 ) (7,748 ) (6,805 ) (7,921

$(112,246 ) $(147,077 ) $(172,261 ) $(28,448 ) $(68,394 ) $(91,835 ) $(118,357

2012

$1,036,123

) (12,155 )

$1,023,968

$607,527
862,244
1,002,371

1,026,928
1,057,693
1,081,434

) $(57,466 )

$1,094,459

) (13,025 )

$1,117,880 $1,229,470 $1,271,719 $1,156,227 $1,113,980 $1,119,235 $1,095,715 $1,081,434

14
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Gross cumulative

?ggﬂ;’ggem $(127,755 ) $(161,106 ) $(184,846 ) $(33,204 ) $(75,121 ) $(98,226 ) $(121,362 ) $(58,336 )
(unfavorable)
(I)Under statutory accounting principles ("SAP"), reserves are stated net of reinsurance recoverable whereas under

U.S. generally accepted accounting principles ("GAAP"), reserves are stated gross of reinsurance recoverable.

The Company experienced unfavorable development of approximately $13 million on the 2014 and prior accident
years’ loss reserves due primarily from the California homeowners and automobile lines of business outside of
California, which was partially offset by favorable development in the California personal automobile line of business.
See "Critical Accounting Policies and Estimates-Reserves" in "Item 7. Management’s Discussion and Analysis of
Financial Condition and Results of Operations."

For the years 2005 through 2013, the cumulative reserves developed worse than what was originally expected. The
primary causes relate to increasing bodily injury severity trends beyond expectations, higher than expected losses on
personal automobile lines of insurance business in the Northeastern states where the Company relied on industry data
for reserving purposes because it had limited historical data, an unfavorable court decision that was adverse to the
insurance industry for Florida PIP losses, and unfavorable development on the Florida homeowners line of insurance
business due to a surge in claims related to sinkholes.

15
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Statutory Accounting Principles

The Company’s results are reported in accordance with GAAP, which differ in some respects from amounts reported
under SAP prescribed by insurance regulatory authorities. Some of the significant differences under GAAP are
described below:

Policy acquisition costs such as commissions, premium taxes, and other costs that vary with and are primarily related
¢o the successful acquisition of new and renewal insurance contracts, are capitalized and amortized on a pro rata basis
over the period in which the related premiums are earned, whereas under SAP, these costs are expensed as incurred.
Certain assets are included in the consolidated balance sheets, whereas under SAP, such assets are designated as
Jnonadmitted assets," and charged directly against statutory surplus. These assets consist primarily of premium
receivables that are outstanding for more than 90 days, deferred tax assets that do not meet statutory requirements for
recognition, furniture, equipment, leasehold improvements, capitalized software, and prepaid expenses.

Amounts related to ceded reinsurance are shown gross as prepaid reinsurance premiums and reinsurance recoverables,
whereas under SAP, these amounts are netted against unearned premium reserves and losses and loss adjustment
expenses reserves.

.Fixed-maturity securities are reported at fair value, whereas under SAP, these securities are reported at amortized
cost, or the lower of amortized cost, or fair value, depending on the specific type of security.

Equity securities are marked to market through the consolidated statements of operations, whereas under SAP, these
securities are marked to market through unrealized gains and losses in surplus.

Goodwill is reported as the excess of cost of an acquired entity over the fair value of the underlying assets and
assessed periodically for impairment. Intangible assets are amortized over their useful lives. Under SAP, goodwill is
reported as the excess of cost of an acquired entity over the statutory book value and amortized over 10 years. Its
carrying value is limited to 10% of adjusted surplus. Under SAP, intangible assets are not recognized.

The differing treatment of income and expense items results in a corresponding difference in federal income tax
expense. Changes in deferred income taxes are reflected as an item of income tax benefit or expense, whereas under
SAP, changes in deferred income taxes are recorded directly to statutory surplus as regards policyholders. Admittance
testing under SAP may result in a charge to unassigned surplus for non-admitted portions of deferred tax

assets. Under GAAP, a valuation allowance may be recorded against the deferred tax assets and reflected as an
expense.

Certain assessments paid to regulatory agencies that are recoverable from policyholders in future periods are
expensed, whereas under SAP, these assessments are recorded as receivables.

Operating Ratios (SAP basis)

Loss and Expense Ratios

Loss and expense ratios are used to interpret the underwriting experience of property and casualty insurance
companies. Under SAP, losses and loss adjustment expenses are stated as a percentage of premiums earned because
losses occur over the life of a policy, while underwriting expenses are stated as a percentage of premiums written
rather than premiums earned because most underwriting expenses are incurred when policies are written and are not
spread over the policy period. The statutory underwriting profit margin is the extent to which the combined loss and
expense ratios are less than 100%.

7
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The following table presents, on a statutory basis, the Insurance Companies’ loss, expense and combined ratios, and the
private passenger automobile industry combined ratio. Although the Insurance Companies’ ratios include lines of
insurance business other than private passenger automobile that accounted for 22.1% of direct premiums written in
2015, the Company believes its ratios can be compared to the industry ratios.

Year Ended December 31,

2015 2014 2013 2012 2011
Loss Ratio 72.6 % 71.0 % 727 % 76.1 % 712 %
Expense Ratio 26.7 % 27.7 % 272 % 26.7 % 27.4 %
Combined Ratio 99.3 % 98.8 %@ 99.9 % 102.8 % 98.6 %
Industry combined ratio (all N/A 101.9 %  103.4 % 101.3 % 101.6 %

writers)()
Industry combined ratio (excluding
. ) N/A
direct writers)(!)
(I)Source: A.M. Best, Aggregates & Averages (2011 through 2014), for all property and casualty insurance
companies (private passenger automobile line only, after policyholder dividends).
(2) Combined ratio for 2014 does not sum due to rounding.

99.8 %  100.7 % 102.6 % 101.1 %

Premiums to Surplus Ratio

The following table presents the Insurance Companies’ statutory ratios of net premiums written to policyholders’
surplus. Guidelines established by the National Association of Insurance Commissioners (the "NAIC") indicate that
this ratio should be no greater than 3 to 1.

Year Ended December 31,

2015 2014 2013 2012 2011

(Amounts in thousands, except ratios)
Net premiums written $2,999,392  $2,840,922  $2,728,999  $2,651,731  $2,575,383
Policyholders’ surplus $1,451,950 $1,438,281 $1,528,682  $1,440,973 $1,497,609
Ratio 2.1to1 20to 1 1.8to1 1.8t01 1.7t0 1

Investments

The Company’s investments are directed by the Chief Investment Officer under the supervision of the Board of
Directors. The Company’s investment strategy emphasizes safety of principal and consistent income generation, within
a total return framework. The investment strategy has historically focused on maximizing after-tax yield with a
primary emphasis on maintaining a well diversified, investment grade, fixed income portfolio to support the
underlying liabilities and achieve a return on capital and profitable growth. The Company believes that investment
yield is maximized by selecting assets that perform favorably on a long-term basis and by disposing of certain assets
to enhance after-tax yield and minimize the potential effect of downgrades and defaults. The Company believes that
this strategy maintains the optimal investment performance necessary to sustain investment income over time. The
Company’s portfolio management approach utilizes a market risk and asset allocation strategy as the primary basis for
the allocation of interest sensitive, liquid and credit assets as well as for monitoring credit exposure and diversification
requirements. Within the ranges set by the asset allocation strategy, tactical investment decisions are made in
consideration of prevailing market conditions.

Tax considerations, including the impact of the alternative minimum tax ("AMT"), are important in portfolio
management. Changes in loss experience, growth rates, and profitability produce significant changes in the Company’s
exposure to AMT liability, requiring appropriate shifts in the investment asset mix between taxable bonds, tax-exempt
bonds, and equities in order to maximize after-tax yield. The Company closely monitors the timing and recognition of
capital gains and losses and the generation of ordinary income to maximize the realization of any deferred tax assets
arising from capital losses or AMT credit carryforwards, respectively. The Company had no capital loss carryforward
at December 31, 2015.
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Investment Portfolio
The following table presents the composition of the Company’s total investment portfolio:
December 31,

2015 2014 2013
CostD Fair Value  Cost() Fair Value  Cost(® Fair Value
(Amounts in thousands)

Taxable bonds $426,905 $414,396 $350,343 $350,705 $329,521 $331,506
ggﬁfempt state and municipal ) 370 370 9465607 2153151 2267.695 2193521 2229147
Total fixed maturities 2,804,275 2,880,003 2,503,494 2,618,400 2,523,042 2,560,653
Equity securities 313,528 315,362 387,851 412,880 223,933 281,883
Short-term investments 185,353 185,277 373,180 372,542 315,886 315,776
Total investments $3,303,156 $3,380,642 $3,264,525 $3,403,822 $3,062,861 $3,158,312

(1)Fixed maturities and short-term bonds at amortized cost; and equities and other short-term investments at cost.

The Company applies the fair value option to all fixed maturity and equity securities and short-term investments at the
time the eligible item is first recognized. For more detailed discussion on the Company's investment portfolio,
including credit ratings, see "Liquidity and Capital Resources—Invested Assets" in "Item 7. Management’s Discussion
and Analysis of Financial Condition and Results of Operations" and Note 3. Investments, of the Notes to Consolidated
Financial Statements in "Item 8. Financial Statements and Supplementary Data."

Investment Results
The following table presents the investment results of the Company for the most recent five years:
Year Ended December 31,
2015 2014 2013 2012 2011
(Dollars in thousands)
Average invested assets at cost() 3 $3,293,948 $3,204,592 $3,028,198 $3,011,143 $3,004,588
Net investment income®

Before income taxes $126,299 $125,723 $124,538 $131,896 $140,947
After income taxes $110,382 $111,456 $109,506 $115,359 $124,708
Average annual yield on

investments®

Before income taxes 3.8 % 3.9 % 4.1 % 4.4 % 4.7 %
After income taxes 34 % 3.5 % 3.6 % 3.8 % 4.2 %

Net realized investment gains $(54,474 ) $52,770 $(7,424 ) $43,147 $37,958
(losses) after income taxes

Fixed maturities and short-term bonds at amortized cost; and equities and other short-term investments at cost.
(1) Average invested assets at cost are based on the monthly amortized cost of the invested assets for each respective
period.
For 2015, net investment income before income taxes increased slightly due to higher average invested asset
balances. Net investment income and average annual yields on investments after income taxes decreased slightly
primarily due to the maturity and replacement of higher yielding investments purchased when market interest rates
were higher, with lower yielding investments purchased during low interest rate environments, and a higher
effective tax rate on investment income due to a greater proportion of taxable investments in 2015 compared to
2014.
3) At December 31, 2015, fixed maturity securities with call features totaled $2.9 billion and $2.8 billion at fair

value and amortized cost, respectively.

2)
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Competitive Conditions

The Company operates in the highly competitive property and casualty insurance industry subject to competition on
pricing, claims handling, consumer recognition, coverage offered and product features, customer service, and
geographic coverage. Some

9
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of the Company’s competitors are larger and well-capitalized national companies that have broad distribution networks
of employed or captive agents.

Reputation for customer service and price are the principal means by which the Company competes with other
insurers. In addition, the marketing efforts of independent agents can provide a competitive advantage. Based on the
most recent regularly published statistical compilations of premiums written in 2015, the Company was the fourth
largest writer of private passenger automobile insurance in California and the fifteenth largest in the United States.

The property and casualty insurance industry is highly cyclical, with alternating hard and soft market conditions. The
Company has historically seen premium growth during hard market conditions. The Company believes that the market
is hardening with carriers generally raising rates, although this also depends on individual state profitability and the
carriers’ growth appetite.

Reinsurance

The Company is party to a Catastrophe Reinsurance Treaty ("Treaty") that is effective through June 30, 2016. The
Treaty provides for $100 million coverage on a per occurrence basis after covered catastrophe losses exceed a $100
million Company retention limit, excludes coverage in Florida, and limits certain coverages to 37% of catastrophe
losses resulting from earthquakes and fire following earthquakes. The annual premium is $4.1 million.

The Company has reinsurance for PIP claims in Michigan through the Michigan Catastrophic Claims Association, a
private non-profit unincorporated association created by the Michigan Legislature. The reinsurance covers losses in
excess of $545,000 per person and has no maximum limit. Michigan law provides for unlimited lifetime coverage for
medical costs caused by automobile accidents.

For California homeowners policies, the Company has reduced its catastrophe exposure from earthquakes by placing
earthquake risks directly with the California Earthquake Authority ("CEA"). However, the Company continues to
have catastrophe exposure to fires following an earthquake. For more detailed discussion, see "Regulation—Insurance
Assessments" below.

The Company carries a commercial umbrella reinsurance treaty and seeks facultative arrangements for large property
risks. In addition, the Company has other reinsurance in force that is not material to the consolidated financial
statements. If any reinsurers are unable to perform their obligations under a reinsurance treaty, the Company will be
required, as primary insurer, to discharge all obligations to its policyholders in their entirety.

Regulation
The Insurance Companies are subject to significant regulation and supervision by insurance departments of the
jurisdictions in which they are domiciled or licensed to operate business.

Department of Insurance Oversight

The powers of the DOI in each state primarily include the prior approval of insurance rates and rating factors and the
establishment of capital and surplus requirements, solvency standards, restrictions on dividend payments and
transactions with affiliates. DOI regulations and supervision are designed principally to benefit policyholders rather
than shareholders.

California Proposition 103 requires that property and casualty insurance rates be approved by the California DOI prior
to their use and that no rate be approved which is excessive, inadequate, unfairly discriminatory, or otherwise in
violation of the provisions of the initiative. The proposition specifies four statutory factors required to be applied in
"decreasing order of importance" in determining rates for private passenger automobile insurance: (1) the insured’s
driving safety record, (2) the number of miles the insured drives annually, (3) the number of years of driving
experience of the insured and (4) whatever optional factors are determined by the California DOI to have a substantial
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relationship to risk of loss and are adopted by regulation. The statute further provides that insurers are required to give
at least a 20% discount to "good drivers," as defined, from rates that would otherwise be charged to such drivers and
that no insurer may refuse to insure a "good driver." The Company’s rate plan operates under these rating factor
regulations.

Insurance rates in California, Georgia, New York, New Jersey, Pennsylvania, and Nevada require prior approval from
the state DOI, while insurance rates in [llinois, Texas, Virginia, Arizona, and Michigan must only be filed with the
respective DOI before they are implemented. Oklahoma and Florida have a modified version of prior approval

laws. In all states, the insurance code provides that rates must not be excessive, inadequate, or unfairly discriminatory.

10
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The DOI in each state in which the Company operates is responsible for conducting periodic financial and market
conduct examinations of the Insurance Companies in their states. Market conduct examinations typically review
compliance with insurance statutes and regulations with respect to rating, underwriting, claims handling, billing, and
other practices. For more detailed information on the Company’s current financial and market conduct examinations,
see "Liquidity and Capital Resources—Regulatory Capital Requirements" in "Item 7. Management’s Discussion and
Analysis of Financial Condition and Results of Operations."

For a discussion of current regulatory matters in California, see "Regulatory and Legal Matters" in "Item 7.
Management’s Discussion and Analysis of Financial Condition and Results of Operations" and Note 17. Commitments
and Contingencies, of the Notes to Consolidated Financial Statements in "Item 8. Financial Statements and
Supplementary Data."

The operations of the Company are dependent on the laws of the states in which it does business and changes in those
laws can materially affect the revenue and expenses of the Company. The Company retains its own legislative
advocates in California. The Company made direct financial contributions of approximately $21,000 and $167,000 to
officeholders and candidates in 2015 and 2014, respectively. The Company believes in supporting the political process
and intends to continue to make such contributions in amounts which it determines to be appropriate.

The Insurance Companies must comply with minimum capital requirements under applicable state laws and
regulations. The risk-based capital ("RBC") formula is used by insurance regulators to monitor capital and surplus
levels. It was designed to capture the widely varying elements of risks undertaken by writers of different lines of
insurance business having differing risk characteristics, as well as writers of similar lines where differences in risk
may be related to corporate structure, investment policies, reinsurance arrangements, and a number of other factors.
The Company periodically monitors the RBC level of each of the Insurance Companies. As of December 31, 2015,
2014, and 2013, each of the Insurance Companies exceeded the minimum required RBC levels. For more detailed
information, see "Liquidity and Capital Resources—Regulatory Capital Requirements" in "Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations."

Own Risk and Solvency Assessment

Beginning in 2015, insurance companies were required to file an Own Risk and Solvency Assessment ("ORSA") with
the insurance regulators in their domiciliary states. The ORSA is required to cover, among many items, a company’s
risk management policies, the material risks to which the company is exposed, how the company measures, monitors,
manages and mitigates material risks, and how much economic and regulatory capital is needed to continue to operate
in a strong and healthy manner. The ORSA is intended to be used by state insurance regulators to evaluate the risk
exposure and quality of the risk management processes within insurance companies to assist in conducting
risk-focused financial examinations and for determining the overall financial condition of insurance companies. The
Company filed its ORSA Summary Report with the California DOI in November 2015. Compliance with the ORSA
requirements did not have a material impact on the Company's consolidated financial statements.

Insurance Assessments

The California Insurance Guarantee Association ("CIGA") was created to pay claims on behalf of insolvent property
and casualty insurers. Each year, these claims are estimated by CIGA and the Company is assessed for its pro-rata
share based on prior year California premiums written in the particular line. These assessments are currently limited to
2.0% of premiums written in the preceding year and are recouped through a mandated surcharge to policyholders in
the year after the assessment. There were no CIGA assessments in 2015.

The CEA is a quasi-governmental organization that was established to provide a market for earthquake coverage to
California homeowners. The Company places all new and renewal earthquake coverage offered with its homeowner
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policy directly with the CEA. The Company receives a small fee for placing business with the CEA, which is recorded
as other revenue in the consolidated statements of operations. Upon the occurrence of a major seismic event, the CEA
has the ability to assess participating companies for losses. These assessments are made after CEA capital has been
expended and are based upon each company’s participation percentage multiplied by the amount of the total
assessment. Based upon the most recent information provided by the CEA, the Company’s maximum total exposure to
CEA assessments at April 1, 2015, the most recent date at which information was available, was $64.3 million. There
was no assessment made in 2015.

The Insurance Companies in other states are also subject to the provisions of similar insurance guaranty associations.
There were no material assessments or payments during 2015 in other states.
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Holding Company Act

The California Companies are subject to California DOI regulation pursuant to the provisions of the California
Insurance Holding Company System Regulatory Act (the "Holding Company Act"). The California DOI may examine
the affairs of each of the California Companies at any time. The Holding Company Act requires disclosure of any
material transactions among affiliates within a Holding Company System. Some transactions and dividends defined to
be of an "extraordinary" type may not be made if the California DOI disapproves the transaction within 30 days after
notice. Such transactions include, but are not limited to, extraordinary dividends; management agreements, service
contracts, and cost-sharing arrangements; all guarantees that are not quantifiable; derivative transactions or series of
derivative transactions; certain reinsurance transactions or modifications thereof in which the reinsurance premium or
a change in the insurer’s liabilities equals or exceeds 5% of the policyholders’ surplus as of the preceding December 31;
sales, purchases, exchanges, loans, and extensions of credit; and investments, in the net aggregate, involving more
than the lesser of 3% of the respective California Companies’ admitted assets or 25% of statutory surplus as regards
policyholders as of the preceding December 31. An extraordinary dividend is a dividend which, together with other
dividends or distributions made within the preceding 12 months, exceeds the greater of 10% of the insurance
company’s statutory policyholders’ surplus as of the preceding December 31 or the insurance company’s statutory net
income for the preceding calendar year.

California-domiciled insurance companies are also required to notify the California DOI of any dividend after
declaration, but prior to payment. There are similar limitations imposed by other states on the Insurance Companies’
ability to pay dividends. As of December 31, 2015, the Insurance Companies are permitted to pay in 2016, without
obtaining DOI approval for extraordinary dividends, $163.7 million in dividends to Mercury General, of which $136.4
million may be paid by the California Companies.

The Holding Company Act also provides that the acquisition or change of "control" of a California domiciled
insurance company or of any person who controls such an insurance company cannot be consummated without the
prior approval of the California DOI. In general, a presumption of "control" arises from the ownership of voting
securities and securities that are convertible into voting securities, which in the aggregate constitute 10% or more of
the voting securities of a California insurance company or of a person that controls a California insurance company,
such as Mercury General. A person seeking to acquire "control," directly or indirectly, of the Company must generally
file with the California DOI an application for change of control containing certain information required by statute and
published regulations and provide a copy of the application to the Company. The Holding Company Act also
effectively restricts the Company from consummating certain reorganizations or mergers without prior regulatory
approval.

Each of the Insurance Companies is subject to holding company regulations in the state in which it is domiciled.
These provisions are substantially similar to those of the Holding Company Act.

Assigned Risks

Automobile liability insurers in California are required to sell BI liability, property damage liability, medical expense,
and uninsured motorist coverage to a proportionate number (based on the insurer’s share of the California automobile
casualty insurance market) of those drivers applying for placement as "assigned risks." Drivers seek placement as
assigned risks because their driving records or other relevant characteristics, as defined by Proposition 103, make
them difficult to insure in the voluntary market. In 2015, assigned risks represented less than 0.1% of total automobile
direct premiums written and less than 0.1% of total automobile direct premium earned. The Company attributes the
low level of assignments to the competitive voluntary market. Many of the other states in which the Company
conducts business offer programs similar to that of California. These programs are not a significant contributor to the
business written in those states.
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Executive Officers of the Company
The following table presents certain information concerning the executive officers of the Company as of February 2,
2016:

Name Age Position

George Joseph 94  Chairman of the Board

Gabriel Tirador 51  President and Chief Executive Officer

Allan Lubitz 57  Senior Vice President and Chief Information Officer
Theodore R. Stalick 52 Senior Vice President and Chief Financial Officer
Christopher Graves 50  Vice President and Chief Investment Officer
Robert Houlihan 59  Vice President and Chief Product Officer
Kenneth G. Kitzmiller 69  Vice President and Chief Underwriting Officer
Brandt N. Minnich 49  Vice President—Marketing

Randall R. Petro 52 Vice President—Chief Claims Officer

Heidi C. Sullivan 47  Vice President—Human Capital

Charles Toney 54 Vice President and Chief Actuary

Judy A. Walters 69  Vice President—Corporate Affairs and Secretary

Mr. Joseph, Chairman of the Board of Directors, has served in this capacity since 1961. He held the position of Chief
Executive Officer of the Company for 45 years from 1961 through 2006. Mr. Joseph has more than 50 years’
experience in the property and casualty insurance business.

Mr. Tirador, President and Chief Executive Officer, served as the Company’s assistant controller from 1994 to 1996. In
1997 and 1998, he served as the Vice President and Controller of the Automobile Club of Southern California. He
rejoined the Company in 1998 as Vice President and Chief Financial Officer. He was appointed President and Chief
Operating Officer in October 2001 and Chief Executive Officer in 2007. Mr. Tirador has over 20 years experience in
the property and casualty insurance industry and is an inactive Certified Public Accountant.

Mr. Lubitz, Senior Vice President and Chief Information Officer, joined the Company in 2008. Prior to joining the
Company, he served as Senior Vice President and Chief Information Officer of H&R Block/Option One Mortgage
from 2003 to 2007. He held executive roles including Chief Information Officer of Ditech Mortgage and President of
ANR Consulting Group from 2000 to 2003. Prior to 2000, he held several positions at TRW, Experian, and First
American Corporation, most recently as a Senior Vice President and Chief Information Officer.

Mr. Stalick, Senior Vice President and Chief Financial Officer, joined the Company as Corporate Controller in

1997. He was appointed Chief Accounting Officer in October 2000 and Vice President and Chief Financial Officer in
2001. In July 2013, he was named Senior Vice President and Chief Financial Officer. Mr. Stalick is an inactive
Certified Public Accountant.

Mr. Graves, Vice President and Chief Investment Officer, has been employed by the Company in the investment
department since 1986. Mr. Graves was appointed Chief Investment Officer in 1998, and named Vice President in
2001.

Mr. Houlihan, Vice President and Chief Product Officer, joined the Company in his current position in 2007. Prior to
joining the Company, he served as National Product Manager at Bristol West Insurance Group from 2005 to 2007 and
Product Manager at Progressive Insurance Company from 1999 to 2005.

Mr. Kitzmiller, Vice President and Chief Underwriting Officer, has been employed by the Company in the

underwriting department since 1972. Mr. Kitzmiller was appointed Vice President in 1991, and named Chief
Underwriting Officer in 2010.
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Mr. Minnich, Vice President—Marketing, joined the Company as an underwriter in 1989. In 2007, he joined Superior
Access Insurance Services as Director of Agency Operations. In 2008 he rejoined the Company as an Assistant
Product Manager, and in 2009, he was named Senior Director of Marketing, a role he held until appointed to his
current position later in 2009. Mr. Minnich has over 25 years experience in the property and casualty insurance
industry and is a Chartered Property and Casualty Underwriter.

Mr. Petro, Vice President and Chief Claims Officer, has been employed by the Company in the Claims Department
since 1987. Mr. Petro was appointed Vice President in March 2014, and named Chief Claims Officer in March 2015.
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Ms. Sullivan, Vice President—Human Capital, joined the Company in 2012. Prior to joining the Company, she served as
Senior Vice President, Human Capital for Arcadian Health Plan from 2008 to 2012. Prior to 2008, she held various
leadership positions at Kaiser Permanente, Progressive Insurance, and Score Educational Centers.

Mr. Toney, Vice President and Chief Actuary, joined the Company in 1984 as a programmer/analyst. In 1994, he
earned his Fellowship in the Casualty Actuarial Society and was appointed to his current position. In 2011, he became
a board member of the Personal Insurance Federation of California. Mr. Toney is Mr. Joseph’s nephew.

Ms. Walters, Vice President—Corporate Affairs and Secretary, has been employed by the Company since 1967, and has
served as its Secretary since 1982. Ms. Walters was named Vice President—Corporate Affairs in 1998.

Item 1A. Risk Factors

The Company’s business involves various risks and uncertainties in addition to the normal risks of business, some of
which are discussed in this section. It should be noted that the Company’s business and that of other insurers may be
adversely affected by a downturn in general economic conditions and other forces beyond the Company’s control. In
addition, other risks and uncertainties not presently known or that the Company currently believes to be immaterial
may also adversely affect the Company’s business. Any such risks or uncertainties, or any of the following risks or
uncertainties, that develop into actual events could result in a material and adverse effect on the Company’s business,
financial condition, results of operations, or liquidity.

The information discussed below should be considered carefully with the other information contained in this Annual
Report on Form 10-K and the other documents and materials filed by the Company with the SEC, as well as news
releases and other information publicly disseminated by the Company from time to time. The following risk factors
are in no particular order.

Risks Related to the Company’s Business

The Company remains highly dependent upon California to produce revenues and operating profits.

For the year ended December 31, 2015, the Company generated 81.0% of its direct automobile insurance premiums
written in California. The Company’s financial results are subject to prevailing regulatory, legal, economic,
demographic, competitive, and other conditions in the states in which the Company operates and changes in any of
these conditions could negatively impact the Company’s results of operations.

Mercury General is a holding company that relies on regulated subsidiaries for cash operating profits to satisfy its
obligations.

As a holding company, Mercury General maintains no operations that generate revenue sufficient to pay operating
expenses, shareholders’ dividends, or principal or interest on its indebtedness. Consequently, Mercury General relies
on the ability of the Insurance Companies, particularly the California Companies, to pay dividends for Mercury
General to meet its obligations. The ability of the Insurance Companies to pay dividends is regulated by state
insurance laws, which limit the amount of, and in certain circumstances may prohibit the payment of, cash dividends.
Generally, these insurance regulations permit the payment of dividends only out of earned surplus in any year which,
together with other dividends or distributions made within the preceding 12 months, do not exceed the greater of 10%
of statutory surplus as of the end of the preceding year or the net income for the preceding year, with larger dividends
payable only after receipt of prior regulatory approval. The inability of the Insurance Companies to pay dividends in
an amount sufficient to enable the Company to meet its cash requirements at the holding company level could have a
material adverse effect on the Company’s results of operations, financial condition, and its ability to pay dividends to
its shareholders.

The Insurance Companies are subject to minimum capital and surplus requirements, and any failure to meet these
requirements could subject the Insurance Companies to regulatory action.
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The Insurance Companies are subject to risk-based capital standards and other minimum capital and surplus
requirements imposed under applicable laws of their state of domicile. The risk-based capital standards, based upon
the Risk-Based Capital Model Act adopted by the NAIC, require the Insurance Companies to report their results of
RBC calculations to state departments of insurance and the NAIC. If any of the Insurance Companies fails to meet
these standards and requirements, the DOI regulating such subsidiary may require specified actions by the subsidiary.

The Company’s success depends on its ability to accurately underwrite risks and to charge adequate premiums to
policyholders.
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The Company’s financial condition, results of operations, and liquidity depend on its ability to underwrite and set
premiums accurately for the risks it assumes. Premium rate adequacy is necessary to generate sufficient premium to
offset losses, loss adjustment expenses, and underwriting expenses and to earn a profit. In order to price its products
accurately, the Company must collect and properly analyze a substantial volume of data; develop, test, and apply
appropriate rating formulae; closely monitor and timely recognize changes in trends; and project both severity and
frequency of losses with reasonable accuracy. The Company’s ability to undertake these efforts successfully, and as a
result, price accurately, is subject to a number of risks and uncertainties, including but not limited to:

availability of sufficient reliable data;

tncorrect or incomplete analysis of available data;

uncertainties inherent in estimates and assumptions, generally;

selection and application of appropriate rating formulae or other pricing methodologies;

successful innovation of new pricing strategies;

recognition of changes in trends and in the projected severity and frequency of losses;

the Company’s ability to forecast renewals of existing policies accurately;

unanticipated court decisions, legislation or regulatory action;

ongoing changes in the Company’s claim settlement practices;

changes in operating expenses;

changing driving patterns;

extra-contractual liability arising from bad faith claims;

weather catastrophes, including those which may be related to climate change;

unexpected medical inflation; and

uananticipated inflation in automobile repair costs, automobile parts prices, and used car prices.

Such risks may result in the Company’s pricing being based on outdated, inadequate or inaccurate data, or
inappropriate analyses, assumptions or methodologies, and may cause the Company to estimate incorrectly future
changes in the frequency or severity of claims. As a result, the Company could underprice risks, which would
negatively affect the Company’s margins, or it could overprice risks, which could reduce the Company’s volume and
competitiveness. In either event, the Company’s financial condition, results of operations, and liquidity could be
materially and adversely affected.

The Company’s insurance rates are subject to approval by the departments of insurance in most of the states in which
the Company operates, and to political influences.

In six of the states in which it operates, including California, the Company must obtain the DOI’s prior approval of
insurance rates charged to its customers, including any increases in those rates. If the Company is unable to receive
approval of the rate changes it requests, or if such approval is delayed, the Company’s ability to operate its business in
a profitable manner may be limited and its financial condition, results of operations, and liquidity may be adversely
affected. Additionally, in California, the law allows for consumer groups to intervene in rate filings, which frequently
causes delays in the timeliness of rate approvals and implementation of rate changes and can impact the rate that is
ultimately approved.

From time to time, the automobile insurance industry comes under pressure from state regulators, legislators, and
special interest groups to reduce, freeze, or set rates at levels that do not correspond with underlying costs, in the
opinion of the Company’s management. The homeowners insurance business faces similar pressure, particularly as
regulators in catastrophe-prone states seek an acceptable methodology to price for catastrophe exposure. In addition,
various insurance underwriting and pricing criteria regularly come under attack by regulators, legislators, and special
interest groups. The result could be legislation, regulations, or new interpretations of existing regulations that
adversely affect the Company’s business, financial condition, and results of operations.

The effects of emerging claim and coverage issues on the Company’s business are uncertain and may have an adverse
effect on the Company’s business.
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As industry practices and legal, judicial, social, and other environmental conditions change, unexpected and
unintended issues related to claims and coverage may emerge. These issues may adversely affect the Company’s
business by either extending
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coverage beyond its underwriting intent or by increasing the number or size of claims. In some instances, these
changes may not become apparent until sometime after the Company has issued insurance policies that are affected by
the changes. As a result, the full extent of liability under the Company’s insurance policies may not be known for many
years after a policy is issued.

Loss of, or significant restriction on, the use of credit scoring in the pricing and underwriting of personal lines
products could reduce the Company’s future profitability.

The Company uses credit scoring as a factor in pricing and underwriting decisions where allowed by state law. Some
consumer groups and regulators have questioned whether the use of credit scoring unfairly discriminates against some
groups of people and are seeking to prohibit or restrict the use of credit scoring in underwriting and pricing. Laws or
regulations that significantly curtail or regulate the use of credit scoring, if enacted in a large number of states in
which the Company operates, could negatively impact the Company’s future results of operations.

If the Company cannot maintain its A.M. Best ratings, it may not be able to maintain premium volume in its insurance
operations sufficient to attain the Company’s financial performance goals.

The Company’s ability to retain its existing business or to attract new business in its Insurance Companies is affected
by its rating by A.M. Best Company. A.M. Best Company currently rates all of the Insurance Companies with
sufficient operating history to be rated as either A+ (Superior) or A- (Excellent). If the Company is unable to maintain
its A.M. Best ratings, the Company may not be able to grow its premium volume sufficiently to attain its financial
performance goals, and the result may adversely affect the Company’s business, financial condition, and results of
operations. Two of the smaller Insurance Companies, CGU and WAIC, are not rated by A.M. Best Company.

The Company may require additional capital in the future, which may not be available or may only be available on
unfavorable terms.

The Company’s future capital requirements, including to fund future growth opportunities, depend on many factors,
including its ability to underwrite new business successfully, its ability to establish premium rates and reserves at
levels sufficient to cover losses, the success of its expansion plans, the performance of its investment portfolio and the
Company’s ability to obtain financing. The Company may seek to obtain financing through equity or debt issuances, or
sales of all or a portion of its investment portfolio or other assets. The Company’s ability to obtain financing also
depends on economic conditions affecting financial markets and financial strength and claims-paying ability ratings,
which are assigned based upon an evaluation of the Company’s ability to meet its financial obligations. The Company’s
current financial strength rating with Fitch is A+. If the Company were to seek financing through the capital markets

in the future, it may need to apply for Standard and Poor’s and Moody’s ratings and there can be no assurance that the
Company would obtain favorable ratings from either agency. Any equity or debt financing, if available at all, may not
be available on terms that are favorable to the Company. In the case of equity financing, the Company’s shareholders
could experience dilution. In addition, such securities may have rights, preferences, and privileges that are senior to
those of the Company’s current shareholders. If the Company cannot obtain adequate capital on favorable terms or at
all, its business, financial condition, and results of operations could be adversely affected.

Changes in market interest rates, defaults on securities and tax considerations may have an adverse effect on the
Company’s investment portfolio, which may adversely affect the Company’s financial results.

The Company’s financial results are affected, in part, by the performance of its investment portfolio. The Company’s
investment portfolio contains interest rate sensitive-investments, such as municipal and corporate bonds. Increases in
market interest rates may have an adverse impact on the value of the investment portfolio by decreasing the value of
fixed income securities. Declining market interest rates could have an adverse impact on the Company’s investment
income as it invests positive cash flows from operations and as it reinvests proceeds from maturing and called
investments in new investments that could yield lower rates than the Company’s investments have historically
generated. Defaults in the Company’s investment portfolio may produce operating losses and negatively impact the
Company’s results of operations.
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Interest rates are highly sensitive to many factors, including governmental monetary policies, domestic and
international economic and political conditions, and other factors beyond the Company’s control. Market interest rates
have been at historic lows for the last several years. Many observers, including the Company, believe that market
interest rates will rise as the economy improves. Although the Company takes measures to manage the risks of
investing in a changing interest rate environment, it may not be able to mitigate interest rate sensitivity effectively.
The Company’s mitigation efforts include maintaining a high quality portfolio and managing the duration of the
portfolio to reduce the effect of interest rate changes. Despite its mitigation efforts, a significant change in interest
rates could have a material adverse effect on the Company’s financial condition and results of operations. In addition,
changes in loss experience, growth rates and profitability of the Company's investment portfolio significantly impact
the Company’s exposure to AMT liability. The Company seeks to manage its AMT liability and maximize after-tax
yield through the appropriate investment asset mix between taxable bonds, tax-exempt bonds, and equities. Although
the
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Company monitors the timing and recognition of capital gains and losses and the generation of ordinary income in an
effort to maximize the realization of deferred tax assets arising from capital losses or AMT credit carryforwards, no
guaranty can be provided that such monitoring or the Company's tax strategies will be effective.

If interest rates rise, the Company’s debt service costs will increase.

Interest expense on the Company’s notes payable is directly tied to short-term LIBOR rates, which tend to move in
conjunction with the short-term bank borrowing rates (the "Fed Funds Rate") established by the Federal Reserve
Bank. In December 2015, the Federal Reserve Bank increased the Fed Funds Rate by 0.25% for the first time since
2006 and many economists expect additional rate increases in 2016. The interest expense on the Company's notes
payable will increase if short-term LIBOR rates experience increases. Higher interest expense could have an adverse
impact on the Company's financial condition, results of operations and liquidity.

The Company’s valuation of financial instruments may include methodologies, estimates, and assumptions that are
subject to differing interpretations and could result in changes to valuations that may materially adversely affect the
Company’s financial condition or results of operations.

The Company employs a fair value hierarchy that prioritizes the inputs to valuation techniques used to measure fair
value. The fair value of a financial instrument is the amount that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement date using the exit price.
Accordingly, when market observable data are not readily available, the Company’s own assumptions are set to reflect
those that market participants would be presumed to use in pricing the asset or liability at the measurement date.
Assets and liabilities recorded on the consolidated balance sheets at fair value are categorized based on the level of
judgment associated with the input used to measure their fair value and the level of market price observability.

During periods of market disruption, including periods of significantly changing interest rates, rapidly widening credit
spreads, inactivity or illiquidity, it may be difficult to value certain of the Company’s securities if trading becomes less
frequent and/or market data become less observable. There may be certain asset classes in historically active markets
with significant observable data that become illiquid due to changes in the financial environment. In such cases, the
valuations associated with such securities may rely more on management judgment and include inputs and
assumptions that are less observable or require greater estimation as well as valuation methods, which are more
sophisticated or require greater estimation. The valuations generated by such methods may be different from the value
at which the investments ultimately may be sold. Further, rapidly changing and unprecedented credit and equity
market conditions could materially impact the valuation of securities as reported within the Company’s consolidated
financial statements, and the period-to-period changes in value could vary significantly. Decreases in value may have
a material adverse effect on the Company’s financial condition or results of operations.

Changes in the financial strength ratings of financial guaranty insurers issuing policies on bonds held in the Company’s
investment portfolio may have an adverse effect on the Company’s investment results.

In an effort to enhance the bond rating applicable to certain bond issues, some bond issuers purchase municipal bond
insurance policies from private insurers. The insurance generally guarantees the payment of principal and interest on a
bond issue if the issuer defaults. By purchasing the insurance, the financial strength ratings applicable to the bonds are
based on the credit worthiness of the insurer as well as the underlying credit of the bond issuer. These financial
guaranty insurers are subject to DOI oversight. As the financial strength ratings of these insurers are reduced, the
ratings of the insured bond issues correspondingly decrease. Although the Company has determined that the financial
strength rating of the underlying bond issues in its investment portfolio are within the Company’s investment policy
without the enhancement provided by the insurance policies, any further downgrades in the financial strength ratings
of these insurance companies or any defaults on the insurance policies written by these insurance companies may
reduce the fair value of the underlying bond issues and the Company’s investment portfolio or may reduce the
investment results generated by the Company’s investment portfolio, which could have a material adverse effect on the
Company’s financial condition, results of operations, and liquidity.
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Deterioration of the municipal bond market in general or of specific municipal bonds held by the Company may result
in a material adverse effect on the Company’s financial condition, results of operations, and liquidity.

At December 31, 2015, 72.9% of the Company’s total investment portfolio at fair value and 85.6% of its total fixed
maturity investments at fair value were invested in tax-exempt municipal bonds. With such a large percentage of the
Company’s investment portfolio invested in municipal bonds, the performance of the Company’s investment portfolio,
including the cash flows generated by the investment portfolio is significantly dependent on the performance of
municipal bonds. If the value of municipal bond markets in general or any of the Company’s municipal bond holdings
deteriorate, the performance of the Company’s investment portfolio, financial condition, results of operations, and
liquidity may be materially and adversely affected.
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If the Company’s loss reserves are inadequate, its business and financial position could be harmed.

The process of establishing property and liability loss reserves is inherently uncertain due to a number of factors,
including underwriting quality, the frequency and amount of covered losses, variations in claims settlement practices,
the costs and uncertainty of litigation, and expanding theories of liability. While the Company believes that its
actuarial techniques and databases are sufficient to estimate loss reserves, the Company’s approach may prove to be
inadequate. If any of these contingencies, many of which are beyond the Company’s control, results in loss reserves
that are not sufficient to cover its actual losses, the Company’s financial condition, results of operations, and liquidity
may be materially and adversely affected.

There is uncertainty involved in the availability of reinsurance and the collectability of reinsurance recoverable.

The Company reinsures a portion of its potential losses on the policies it issues to mitigate the volatility of the losses
on its financial condition and results of operations. The availability and cost of reinsurance is subject to market
conditions, which are outside of the Company’s control. From time to time, market conditions have limited, and in
some cases, prevented insurers from obtaining the types and amounts of reinsurance that they consider adequate for
their business needs. As a result, the Company may not be able to successfully purchase reinsurance and transfer a
portion of the Company’s risk through reinsurance arrangements. In addition, as is customary, the Company initially
pays all claims and seeks to recover the reinsured losses from its reinsurers. Although the Company reports as assets
the amount of claims paid which the Company expects to recover from reinsurers, no assurance can be given that the
Company will be able to collect from its reinsurers. If the amounts actually recoverable under the Company’s
reinsurance treaties are ultimately determined to be less than the amount it has reported as recoverable, the Company
may incur a loss during the period in which that determination is made.

The failure of any of the loss limitation methods employed by the Company could have a material adverse effect on its
financial condition or results of operations.

Various provisions of the Company’s policies, such as limitations or exclusions from coverage which are intended to
limit the Company’s risks, may not be enforceable in the manner the Company intends. In addition, the Company’s
policies contain conditions requiring the prompt reporting of claims and the Company’s right to decline coverage in the
event of a violation of that condition. While the Company’s insurance product exclusions and limitations reduce the
Company’s loss exposure and help eliminate known exposures to certain risks, it is possible that a court or regulatory
authority could nullify or void an exclusion or legislation could be enacted modifying or barring the use of such
endorsements and limitations in a way that would adversely affect the Company’s loss experience, which could have a
material adverse effect on its financial condition or results of operations.

The Company’s business is vulnerable to significant catastrophic property loss, which could have an adverse effect on
its financial condition and results of operations.

The Company faces a significant risk of loss in the ordinary course of its business for property damage resulting from
natural disasters, man-made catastrophes and other catastrophic events, particularly hurricanes, earthquakes, hail
storms, explosions, tropical storms, fires, sinkholes, war, acts of terrorism, severe weather and other natural and
man-made disasters. Such events typically increase the frequency and severity of automobile and other property
claims. Because catastrophic loss events are by their nature unpredictable, historical results of operations may not be
indicative of future results of operations, and the occurrence of claims from catastrophic events may result in
substantial volatility in the Company’s financial condition and results of operations from period to period. Although
the Company attempts to manage its exposure to such events, the occurrence of one or more major catastrophes in any
given period could have a material and adverse impact on the Company’s financial condition and results of operations
and could result in substantial outflows of cash as losses are paid.

The Company depends on independent agents who may discontinue sales of its policies at any time.

The Company sells its insurance policies primarily through approximately 9,700 independent agents. The Company
must compete with other insurance carriers for these agents’ business. Some competitors offer a larger variety of
products, lower prices for insurance coverage, higher commissions, or more attractive non-cash incentives. To
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maintain its relationship with these independent agents, the Company must pay competitive commissions, be able to
respond to their needs quickly and adequately, and create a consistently high level of customer satisfaction. If these
independent agents find it preferable to do business with the Company’s competitors, it would be difficult to renew the
Company’s existing business or attract new business. State regulations may also limit the manner in which the
Company’s producers are compensated or incentivized. Such developments could negatively impact the Company’s
relationship with these parties and ultimately reduce revenues.

The Company’s expansion plans may adversely affect its future profitability.

The Company intends to continue to expand its operations in several of the states in which the Company has
operations and into states in which it has not yet begun operations. The intended expansion will necessitate increased
expenditures. The Company expects to fund these expenditures out of cash flows from operations. The expansion may
not occur, or if it does occur,
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may not be successful in providing increased revenues or profitability. If the Company’s cash flows from operations is
insufficient to cover the increased costs of the expansion, or if the expansion does not provide the benefits anticipated,
the Company’s financial condition, results of operations, and ability to grow its business may be harmed.

Any inability of the Company to realize its deferred tax assets, if and when they arise, may have a material adverse
effect on the Company’s financial condition and results of operations.

The Company recognizes deferred tax assets and liabilities for the future tax consequences related to differences
between the financial statement carrying amounts of existing assets and liabilities and their respective tax bases, and
for tax credits. The Company evaluates its deferred tax assets for recoverability based on available evidence, including
assumptions about future profitability and capital gain generation. Although management believes that it is more
likely than not that the deferred tax assets will be realized, some or all of the Company’s deferred tax assets could
expire unused if the Company is unable to generate taxable income of an appropriate character and in a sufficient
amount to utilize these tax benefits in the future. Any determination that the Company would not be able to realize all
or a portion of its deferred tax assets in the future would result in a charge to earnings in the period in which the
determination is made. This charge could have a material adverse effect on the Company’s results of operations and
financial condition. In addition, the assumptions used to make this determination are subject to change from
period-to-period based on changes in tax laws or variances between the Company’s projected operating performance
and actual results. As a result, significant management judgment is required in assessing the possible need for a
deferred tax asset valuation allowance. For these reasons and because changes in these assumptions and estimates can
materially affect the Company’s results of operations and financial condition, management has included the assessment
of a deferred tax asset valuation allowance as a critical accounting estimate.

The carrying value of the Company’s goodwill and other intangible assets could be subject to an impairment
write-down.

At December 31, 2015, the Company’s consolidated balance sheets reflected approximately $43 million of goodwill
and $32 million of other intangible assets. The Company evaluates whether events or circumstances have occurred
that suggest that the fair values of its intangible assets are below their respective carrying values. The determination
that the fair value of the Company’s intangible assets is less than its carrying value may result in an impairment
write-down. An impairment write-down would be reflected as expense and could have a material adverse effect on the
Company’s results of operations during the period in which it recognizes the expense. In the future, the Company may
incur impairment charges related to goodwill and other intangible assets already recorded or arising out of future
acquisitions.

The Company relies on its information technology systems to manage many aspects of its business, and any failure of
these systems to function properly or any interruption in their operation could result in a material adverse effect on the
Company’s business, financial condition, and results of operations.

The Company depends on the accuracy, reliability, and proper functioning of its information technology systems. The
Company relies on these information technology systems to effectively manage many aspects of its business,
including underwriting, policy acquisition, claims processing and handling, accounting, reserving and actuarial
processes and policies, and to maintain its policyholder data. The Company is developing and deploying new
information technology systems that are designed to manage many of these functions across all of the states in which
it operates and all of the lines of insurance it offers. See "Overview—A. General—Technology" in "Item 7. Management’s
Discussion and Analysis of Financial Condition and Results of Operations." The failure of hardware or software that
supports the Company’s information technology systems, the loss of data contained in the systems, or any delay or
failure in the full deployment of the Company’s new information technology systems could disrupt its business and
could result in decreased premiums, increased overhead costs, and inaccurate reporting, all of which could have a
material adverse effect on the Company’s business, financial condition, and results of operations.

In addition, despite system redundancy, the implementation of security measures, and the existence of a disaster
recovery plan for the Company’s information technology systems, these systems are vulnerable to damage or
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interruption from:

earthquake, fire, flood and other natural disasters;

terrorist attacks and attacks by computer viruses or hackers;

power loss;

anauthorized access; and

computer systems, internet, telecommunications or data network failure.

It is possible that a system failure, accident, or security breach could result in a material disruption to the Company’s
business. In addition, substantial costs may be incurred to remedy the damages caused by these disruptions. Following
implementation of information technology systems, the Company may from time to time install new or upgraded
business
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management systems. To the extent that a critical system fails or is not properly implemented and the failure cannot
be corrected in a timely manner, the Company may experience disruptions to the business that could have a material
adverse effect on the Company’s results of operations.

Cyber security risks and the failure to maintain the confidentiality, integrity, and availability of internal or
policyholder systems and data could result in damages to the Company’s reputation and/or subject it to expenses, fines
or lawsuits.

The Company collects and retains large volumes of internal and policyholder data, including personally identifiable
information, for business purposes including underwriting, claims and billing purposes, and relies upon the various
information technology systems that enter, process, summarize and report such data. The Company also maintains
personally identifiable information about its employees. The confidentiality and protection of the Company’s
policyholder, employee and Company data are critical to the Company’s business. The Company’s policyholders and
employees have a high expectation that it will adequately protect their personal information. The regulatory
environment, as well as the requirements imposed by the payment card industry and insurance regulators, governing
information, security and privacy laws is increasingly demanding and continues to evolve. Maintaining compliance
with applicable information security and privacy regulations may increase the Company’s operating costs and
adversely impact its ability to market products and services to its policyholders. Furthermore, a penetrated or
compromised information technology system or the intentional, unauthorized, inadvertent or negligent release or
disclosure of data could result in theft, loss, fraudulent or unlawful use of policyholder, employee or Company data
which could harm the Company’s reputation or result in remedial and other expenses, fines or lawsuits.

Changes in accounting standards issued by the Financial Accounting Standards Board (" the FASB") or other
standard-setting bodies may adversely affect the Company’s consolidated financial statements.

The Company’s consolidated financial statements are subject to the application of GAAP, which is periodically revised
and/or expanded. Accordingly, the Company is required to adopt new or revised accounting standards from time to
time issued by recognized authoritative bodies, including the FASB. It is possible that future changes the Company is
required to adopt could change the current accounting treatment that the Company applies to its consolidated financial
statements and that such changes could have a material adverse effect on the Company’s financial condition and results
of operations.

The Company’s disclosure controls and procedures may not prevent or detect acts of fraud.

The Company’s disclosure controls and procedures are designed to reasonably assure that information required to be
disclosed in reports filed or submitted under the Securities Exchange Act of 1934, as amended, is accumulated and
communicated to management and is recorded, processed, summarized and reported within the time periods specified
in the SEC’s rules and forms. The Company’s management, including its Chief Executive Officer and Chief Financial
Officer, believe that any disclosure controls and procedures or internal controls and procedures, no matter how well
conceived and operated, can provide only reasonable, not absolute, assurance that the objectives of the control system
are met. Because of the inherent limitations in all control systems, the Company cannot provide absolute assurance
that all control issues and instances of fraud, if any, within the Company have been prevented or detected. These
inherent limitations include the realities that judgments in decision-making can be faulty, and that breakdowns can
occur because of a simple error or mistake. Additionally, controls can be circumvented by the individual acts of some
persons, by collusion of two or more people, or by an unauthorized override of the controls. The design of any system
of controls also is based in part upon certain assumptions about the likelihood of future events, and the Company
cannot assure that any design will succeed in achieving its stated goals under all potential future conditions.
Accordingly, because of the inherent limitations in a cost effective control system, misstatements due to error or fraud
may occur and not be detected.

Failure to maintain an effective system of internal control over financial reporting may have an adverse effect on the
Company’s stock price.
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The Company is required to include in its Annual Report on Form 10-K a report by its management regarding the
effectiveness of the Company’s internal control over financial reporting, which includes, among other things, an
assessment of the effectiveness of the Company’s internal control over financial reporting as of the end of its fiscal
year, including a statement as to whether or not the Company’s internal control over financial reporting is effective.
This assessment must include disclosure of any material weaknesses in the Company’s internal control over financial
reporting identified by management. Areas of the Company’s internal control over financial reporting may require
improvement from time to time. If management is unable to assert that the Company’s internal control over financial
reporting is effective now or in any future period, or if the Company’s independent auditors are unable to express an
opinion on the effectiveness of those internal controls, investors may lose confidence in the accuracy and
completeness of the Company’s financial reports, which could have an adverse effect on the Company’s stock price.
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The ability of the Company to attract, develop and retain talented employees, managers and executives, and to
maintain appropriate staffing levels, is critical to the Company’s success.

The Company is constantly hiring and training new employees and seeking to retain current employees. An inability
to attract, retain and motivate the necessary employees for the operation and expansion of the Company’s business
could hinder its ability to conduct its business activities successfully, develop new products and attract customers.

The Company’s success also depends upon the continued contributions of its executive officers, both individually and
as a group. The Company’s future performance will be substantially dependent on its ability to retain and motivate its
management team. The loss of the services of any of the Company’s executive officers could prevent the Company
from successfully implementing its business strategy, which could have a material adverse effect on the Company’s
business, financial condition, and results of operations.

Challenging economic conditions may negatively affect the Company’s business and operating results.

Challenging economic conditions could adversely affect the Company in the form of consumer behavior and pressure
on its investment portfolio. Consumer behavior could include policy cancellations, modifications, or non-renewals,
which may reduce cash flows from operations and investments, may harm the Company’s financial position, and may
reduce the Insurance Companies’ statutory surplus. Challenging economic conditions also may impair the ability of the
Company’s customers to pay premiums as they become due, and as a result, the Company’s bad debt reserves and
write-offs could increase. It is also possible that claims fraud may increase. The Company’s investment portfolios
could be adversely affected as a result of financial and business conditions affecting the issuers of the securities in the
Company’s investment portfolio. In addition, declines in the Company’s profitability could result in a charge to
earnings for the impairment of goodwill, which would not affect the Company’s cash flows but could decrease its
earnings, and could adversely affect its stock price.

The Company may be adversely affected if economic conditions result in either inflation or deflation. In an
inflationary environment, established reserves may become inadequate and increase the Company’s loss ratio, and
market interest rates may rise and reduce the value of the Company’s fixed maturity portfolio, while increasing interest
expense on its LIBOR based debt. The DOIs may not approve premium rate increases in time for the Company to
adequately mitigate inflated loss costs. In a deflationary environment, some fixed maturity issuers may have difficulty
meeting their debt service obligations and thereby reduce the value of the Company’s fixed maturity portfolio; equity
investments may decrease in value; and policyholders may experience difficulties paying their premiums to the
Company, which could adversely affect premium revenue.

Risks Related to the Company’s Industry

The private passenger automobile insurance industry is highly competitive, and the Company may not be able to
compete effectively against larger or better-capitalized companies.

The Company competes with many property and casualty insurance companies selling private passenger automobile
insurance in the states in which the Company operates. Many of these competitors are better capitalized than the
Company, have higher A.M. Best ratings, and have a larger market share in the states in which the Company operates.
The superior capitalization of the competitors may enable them to offer lower rates, to withstand larger losses, and to
more effectively take advantage of new marketing opportunities. The Company’s competition may also become
increasingly better capitalized in the future as the traditional barriers between insurance companies and banks and
other financial institutions erode and as the property and casualty industry continues to consolidate. The Company’s
ability to compete against these larger, better-capitalized competitors depends on its ability to deliver superior service
and its strong relationships with independent agents.

The Company may undertake strategic marketing and operating initiatives to improve its competitive position and
drive growth. If the Company is unable to successfully implement new strategic initiatives or if the Company’s
marketing campaigns do not attract new customers, the Company’s competitive position may be harmed, which could
adversely affect the Company’s business and results of operations. Additionally, in the event of a failure of any
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competitor, the Company and other insurance companies would likely be required by state law to absorb the losses of
the failed insurer and would be faced with an unexpected surge in new business from the failed insurer’s former
policyholders.

The Company may be adversely affected by changes in the private passenger automobile insurance industry.

77.9% of the Company’s direct written premiums for the year ended December 31, 2015 were generated from private
passenger automobile insurance policies. Adverse developments in the market for personal automobile insurance or
the personal automobile insurance industry in general, whether related to changes in competition, pricing or
regulations, could cause the Company’s results of operations to suffer. The property-casualty insurance industry is also
exposed to the risks of severe weather conditions, such as rainstorms, snowstorms, hail and ice storms, hurricanes,
tornadoes, wild fires, sinkholes, earthquakes and, to
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a lesser degree, explosions, terrorist attacks, and riots. The automobile insurance business is also affected by cost
trends that impact profitability. Factors which negatively affect cost trends include inflation in automobile repair costs,
automobile parts costs, new and used car valuations, medical costs, and changes in non-economic costs due to changes
in the legal and regulatory environments. In addition, the advent of driverless cars and usage-based insurance could
materially alter the way that automobile insurance is marketed, priced, and underwritten.

The Company cannot predict the impact that changing climate conditions, including legal, regulatory and social
responses thereto, may have on its business.

Various scientists, environmentalists, international organizations, regulators and other commentators believe that
global climate change has added, and will continue to add, to the unpredictability, frequency and severity of natural
disasters (including, but not limited to, hurricanes, tornadoes, freezes, droughts, other storms and fires) in certain parts
of the world. In response, a number of legal and regulatory measures and social initiatives have been introduced in an
effort to reduce greenhouse gas and other carbon emissions that may be chief contributors to global climate change.
The Company cannot predict the impact that changing climate conditions, if any, will have on its business or its
customers. It is also possible that the legal, regulatory and social responses to climate change could have a negative
effect on the Company’s results of operations or financial condition.

Changes in federal or state tax laws could adversely affect the Company’s business, financial condition, results of
operations, and liquidity.

The Company’s financial condition, results of operations, and liquidity are dependent in part on tax policy
implemented at the federal and/or state level. For example, a significant portion of the Company’s investment portfolio
consists of municipal securities that receive beneficial tax treatment under applicable federal tax law. The Company’s
results are also subject to federal and state tax rules applicable to dividends received from its subsidiaries and its

equity holdings. Additionally, changes in tax laws could have an adverse effect on deferred tax assets and liabilities
included in the Company’s consolidated balance sheets and results of operations. The Company cannot predict whether
any tax legislation will be enacted or whether any such changes to existing federal or state tax law would have a
material adverse effect on the Company's financial condition and results of operations.

The insurance industry is subject to extensive regulation, which may affect the Company’s ability to execute its
business plan and grow its business.

The Company is subject to extensive regulation and supervision by government agencies in each of the states in which
its Insurance Companies are domiciled, sell insurance products, issue policies, or manage claims. Some states impose
restrictions or require prior regulatory approval of specific corporate actions, which may adversely affect the
Company’s ability to operate, innovate, obtain necessary rate adjustments in a timely manner or grow its business
profitably. These regulations provide safeguards for policyholders and are not intended to protect the interests of
shareholders. The Company’s ability to comply with these laws and regulations, and to obtain necessary regulatory
action in a timely manner is, and will continue to be, critical to its success. Some of these regulations include:

Required Licensing. The Company operates under licenses issued by the DOI in the states in which the Company sells
insurance. If a regulatory authority denies or delays granting a new license, the Company’s ability to enter that market
quickly or offer new insurance products in that market may be substantially impaired. In addition, if the DOI in any
state in which the Company currently operates suspends, non-renews, or revokes an existing license, the Company
would not be able to offer affected products in that state.

Transactions Between Insurance Companies and Their Affiliates. Transactions between the Insurance Companies and
their affiliates (including the Company) generally must be disclosed to state regulators, and prior approval of the
applicable regulator is required before any material or extraordinary transaction may be consummated. State
regulators may refuse to approve or delay approval of some transactions, which may adversely affect the Company’s
ability to innovate or operate efficiently.
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Regulation of Insurance Rates and Approval of Policy Forms. The insurance laws of most states in which the
Company conducts business require insurance companies to file insurance rate schedules and i