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Cooperative of American Physicians, Inc. (CAP) and Subsidiaries
and Mutual Protection Trust (MPT)

Report to Membership by
the CAP and MPT Audit Committee

The consolidated financial statements of CAP, the financial statements of MPT, and related financial
information included in this annual report, have been prepared by CAP and MPT, whose management is
responsible for its integrity. These financial statements, which necessarily reflect estimates and
judgments have been prepared in conformity with U.S. generally accepted accounting principles.

The financial statements as of and for the years ended December 31, 2007 and 2006 have been audited
by Ernst & Young LLP, independent auditors, as set forth in their reports appearing on pages 19 and 33.

CAP and MPT maintain a system of internal controls to provide reasonable assurance that assets are
safeguarded and transactions are properly executed and recorded.

The Audit Committee, which consists solely of members who are not employees of the Company, meets
periodically with management and the independent auditors to review the scope of their activities and to
discuss internal controls and financial reporting matters. The independent auditors have full and free
access to the Audit Committee and meet with the Committee both with and without the presence of
Company management.

Norman Levin, MD
Chair, CAP and MPT Audit Committee
February 29, 2008



REPORT OF INDEPENDENT AUDITORS

Elf FRNST & YOUNG B Ernst & Young 11p & Phone: (213)977-3200

725 South Figueroa Street WWWw.ey.com
Los Angeles, California 90017-5418

Board of Directors
Cooperative of American Physicians, Inc.

We have audited the accompanying consolidated balance sheets of Cooperative of American Physicians,
Inc. and subsidiaries (the “Company”) as of December 31, 2007 and 2006, and the related consolidated
statements of income and comprehensive income, members’ equity, and cash flows for the years then
ended. These financial statements are the responsibility of the Company’s management. Our responsibility
is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an
audit of the Company’s internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
consolidated financial position of Cooperative of American Physicians, Inc. and subsidiaries at December

31, 2007 and 2006, and the consolidated results of their operations and their cash flows for the years
then ended in conformity with U.S. generally accepted accounting principles.

St ¥ LLP

February 29, 2008

A Member Practice of Ernst & Young Global
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CONSOLIDATED BALANCE SHEETS

Cooperative of American Physicians, Inc. and Subsidiaries

December 31

2007 2006
ASSETS
Cash and cash equivalents $ 2,176,000 $ 1,991,000
Investments at fair value (Note 3) 17,287,000 11,911,000
Other investments (Note 2) 375,000 223,000
Deferred income taxes, net (Note 5) 157,000 124,000
Receivable from affiliated entities (Note 6) 347,000 —
Other assets 239,000 217,000
$20,581,000 $14,466,000
LIABILITIES AND MEMBERS’ EQUITY
Liabilities:
Loss and loss adjustment expenses (Note 4) $ 3,152,000 $ 2,576,000
Payable to affiliated entities:
Reinsurance payable to MPT 225,000 2,067,000
CAP-MPT State Political Action Committee 4,000 21,000
CAP-MPT Federal Political Action Committee 5,000 25,000
Dues received in advance 800,000 776,000
Unearned premiums 1,233,000 33,000
Income taxes payable 173,000 661,000
Accounts payable and other liabilities 1,071,000 400,000
6,663,000 6,559,000
Commitments and Contingencies — —
Total Members’ Equity
Members' equity 13,841,000 7,976,000
Accumulated other comprehensive income (loss) 77,000 (69,000)
13,918,000 7,907,000
$20,581,000 $14,466,000

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENTS
OF INCOME AND COMPREHENSIVE INCOME

Cooperative of American Physicians, Inc. and Subsidiaries

Years Ended December 31

2007 2006
Revenues
Annual membership dues $ 2,458,000 $ 2,339,000
Claims and risk management services revenues (Note 6) 7,566,000 7,556,000
Premiums earned 9,200,000 6,400,000
Investment Income 926,000 611,000
Ancillary services revenues 385,000 603,000
Total Revenues 20,535,000 17,509,000
Expenses
Salaries and related expenses 5,541,000 5,315,000
Other operating costs (Notes 6 and 8) 5,119,000 5,148,000
Loss and loss adjustment expenses (Note 4) 974,000 1,121,000
Total Expenses 11,634,000 11,584,000
Income Before Income Taxes 8,901,000 5,925,000
Income Taxes (Note 5) 3,036,000 2,201,000
Net Income 5,865,000 3,724,000
Other Comprehensive Income, Net of Tax
Net unrealized gains on securities available for sale, net 146,000 63,000
Comprehensive Income $ 6,011,000 $ 3,787,000

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



22

CONSOLIDATED STATEMENTS
OF CHANGES IN MEMBERS" EQUITY

Cooperative of American Physicians, Inc. and Subsidiaries

Accumulated

Other Total
Members’ Comprehensive Members’
Equity Income (Loss) Equity

Balance as of January 1, 2006 $ 4,252,000 $ (132,000) $ 4,120,000
Net Income 3,724,000 — 3,724,000
Changes in unrealized gains (net of

deferred income taxes of $33,000) — 63,000 63,000
Balance as of December 31, 2006 7,976,000 (69,000) 7,907,000
Net Income 5,865,000 — 5,865,000
Changes in unrealized gains (net of

deferred income taxes of $ 75,000) — 146,000 146,000
Balance as of December 31, 2007 $ 13,841,000 $ 77,000 $ 13,918,000

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



CONSOLIDATED STATEMENTS OF CASH FLOWS

Cooperative of American Physicians, Inc. and Subsidiaries

Years Ended December 31

2007 2006
Cash Flows From Operating Activities:
Net Income $ 5,865,000 $ 3,724,000
Adjustments to reconcile net income to net
cash provided by operating activities:
Net amortization of securities’ premium or (discount) (65,000) 11,000
Net realized investment losses 1,000 21,000
Deferred income taxes (108,000) 178,000
Income from other investments 48,000 7,000
Changes in operating assets and liabilities:
Other assets (22,000) 280,000
Receivable from affiliated entities (347,000) —
Payable to affiliated entities (37,000) 8,000
Dues received in advance 24,000 (132,000)
Income taxes (488,000) 1,491,000
Accounts payable and other liabilities 671,000 (7,000)
Unearned premiums 1,200,000 (300,000)
Reinsurance payable to MPT (1,842,000) (643,000)
Loss and loss adjustment expenses 576,000 (4,324,000)
Net Cash Provided by Operating Activities 5,476,000 314,000
Cash Flows From Investing Activities:
Investments available-for-sale:
Purchases (10,999,000) (3,548,000)
Sales and maturities 5,908,000 2,437,000
Other investments (200,000) —
Net Cash Used in Investing Activities (5,291,000) (1,111,000)
Net Change in Cash and Cash Equivalents 185,000 (797,000)
Cash and Cash Equivalents at Beginning of Year 1,991,000 2,788,000
Cash and Cash Equivalents at End of Year $ 2,176,000 $ 1,991,000

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

NOTE 1- ORGANIZATION:

The Cooperative of American Physicians, Inc. (CAP) was incorporated in 1975 for the purpose of providing various
services relating to the general and professional welfare of its membership, which is comprised exclusively of physicians
and surgeons licensed to practice in California.

CAP formed Mutual Protection Trust (MPT) in 1977 in accordance with California legislation enacted in 1976 permit-
ting the formation of such trusts to provide professional liability protection for physicians who become members of such
trusts. MPT is a separate legal entity governed by a Board of Trustees. Member physicians of MPT are required to be
members of CAP.

In 2002, CAP formed the Cooperative of American Physicians Insurance Company, Inc. (CAPIC), a wholly owned
subsidiary domiciled in Hawaii under that state’s captive insurance statutes. The primary purpose of CAPIC is to offer
supplemental reinsurance coverage to its affiliate MPT not otherwise available at appropriate economic terms. The
initial capital contributed to CAPIC was $1,001,000. CAP made additional capital contributions in the amount of
$300,000 in 2006. The operations of CAPIC are consolidated with the operations of CAP.

In 2006, CAP formed the Cooperative of American Physicians Insurance Services, Inc. (CAPIS), a wholly owned
subsidiary domiciled in Delaware and licensed as a broker-dealer by the National Association of Securities Dealers.
CAPIS provides CAP and its affiliate, MPT, with an alternative distribution channel for both the products offered by CAP
and the professional liability protection services of MPT. Operations commenced in 2007 and are consolidated with the
operations of CAP.

CAP is licensed as an insurance agency doing business as CAP Affiliated Physicians Insurance Services (CAP Affiliated),
which provides access to business and personal coverages for CAP members. In 2007, CAP formed the CAP Physicians
Insurance Agency, Inc. (CAP PIA), a wholly owned subsidiary of CAP domiciled in California. As of December 31, 2007
no capital contributions were made to this new subsidiary. CAP intends to transfer the business and personal coverage
agency operations of CAP Affiliated to this new corporation. The operations of the new company commenced in 2008.

CAP entered into a business arrangement with Norcal Mutual Insurance Company, Inc. (Norcal), effective January 1,
1999, creating Medical Risk Management Insurance Services, Inc. (MRMI). CAP and Norcal are equal shareholders in
MRMI, which provides business related insurance products and services to physicians and related parties through its
agency operations. The investment in MRMI is reflected in the accompanying financial statements under the equity
method.

In 2003, CAP entered into a patent licensing and consulting agreement, which authorizes the use of CAP’s claims-paid
insurance policy form and know-how to a third party. Under this agreement, CAP receives royalty payments based on a
percentage of premiums earned with certain guaranteed minimum annual fees for years through 2006.

In 2007, in a private placement, CAP purchased 100 membership units of Workflow.com LLC (Workflow), an Ohio
limited liability company. Workflow develops and markets an electronic medical records system for use by physicians,
on a nationwide basis. Under the purchase agreement, CAP paid $200,000 in cash and agreed to provide certain services
to Workflow over a thirty month period beginning June 1, 2007. Such services, to be provided at no cost to Workflow,
include certain office space within CAP’s facilities for use by Workflow staff, and up to 350 hours per year of access to
certain CAP employees to advise Workflow in further development of their software. In return for the provision of these
services to Workflow, CAP was granted a total purchase value of $500,000 in membership units, which represents 2.0%
of ownership interest in Workflow. CAP chose to make this investment because of Workflow’s strong market support
and focus on implementing patient safety and other risk management elements to its software products. The investment
in Workflow is reflected in the accompanying financial statements under the cost method.

CAP provides claims and risk management services to MPT (Note 6) and other customers.

CAP sponsors the CAP-MPT State Political Action Committee and the CAP-MPT Federal Political Action Committee,
which solicit and accept donations from members of CAP and make contributions in support of candidates for public
office. They are subject to laws and regulations of the State of California and the Federal Government.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Financial Statement Presentation

The consolidated financial statements of CAP and its wholly owned subsidiaries, CAPIC, CAPIS and CAP PIA
(collectively, “the Company”), have been prepared on the accrual basis of accounting in accordance with U.S. generally
accepted accounting principles. This basis of accounting necessarily requires the use of management estimates that affect
the reported amounts of assets and liabilities at the date of the financial statements and the reported amount of revenues
and expenses.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Actual results may differ from those estimates. Intercompany transactions and balances have been eliminated in
consolidation.

The expenses of CAP are incurred on behalf of its membership, MPT, and the Political Action Committees. Ancillary
services revenues include commissions for its insurance agency operations, royalties under certain license agreements,
and business advisory services. Annual dues are $250 per member.

Cash and Cash Equivalents

Cash and cash equivalents include cash in operating checking accounts and debt instruments with a maturity of three
months or less, and overnight repurchase agreements collateralized by U.S. Government securities.

Investments

Investments are classified as available-for-sale and are carried at fair value. This classification enables the Company to
respond at its discretion to market opportunities by selling investments prior to maturity and reinvesting the proceeds to
maximize the overall yield from the investment portfolio. Unrealized gains and losses as of each year-end are accounted
for, net of tax, as a component of accumulated other comprehensive income in members' equity. Realized gains or losses
from sales transactions occurring during the year are recognized in the Statement of Income and Comprehensive Income
using the specific identification method. Investment income is recorded as earned.

Concentration of Credit Risk

Financial instruments which potentially subject the Company to concentrations of credit risk consist principally of
temporary cash investments and fixed maturity securities. The Company places its temporary cash investments with high
credit quality financial institutions. Concentrations of credit risk with respect to fixed maturity securities are limited due
to the large number of such investments and their distribution across many different sectors. In addition, the Company’s
investments in federal agency securities are guaranteed as to principal and are considered to have minimal credit risk.

Revenues

Annual membership dues are recognized on January first of each year and earned ratably over the year.
Premiums are recognized on a pro rata basis over the policy term.

Commissions are recognized and earned based on the effective date of the underlying insurance contracts.

Royalties are recognized at the greater of earned amounts or contractual minimums.

Loss and Loss Adjustment Expenses

The liability for loss and loss adjustment expenses is determined from reported losses and an amount, based on an
actuarial evaluation which considers past experience, for development on such losses. Such liabilities are necessarily
based on estimates and, while management believes that the amount is within a reasonable range of adequacy, the
ultimate liability may be in excess of, or less than, the amount provided. Changes in estimates of the liabilities resulting
from their periodic review and differences between estimates and ultimate payments are reflected in current operations.

Capital Requirements

CAPIC is required by the State of Hawaii to maintain capital and surplus in an amount deemed appropriate by the
Insurance Commissioner. At December 31, 2007 and 2006, CAPIC was required to maintain minimum required capital
of $800,000 and was in compliance with this requirement. CAPIC is also required to maintain 60% of its minimum
required capital, $480,000, in certain restrictive investments under Hawaii statutes and was in compliance with this
requirement at December 31, 2007 and 2006.

CAPIS is subject to the SEC Uniform Net Capital Rule (Rule 15¢3-1). CAPIS computes its net capital requirements
under the basic method provided for in Rule 15¢3-1. Advances to affiliates, dividend payments, and other equity
withdrawals are subject to certain notification and other provisions of the SEC Uniform Net Capital Rule or other
regulatory bodies. At December 31, 2007 and 2006, CAPIS had net capital of $67,431 and $29,678, respectively, which
was $62,431 and $24,678, respectively, in excess of the required net capital of $5,000.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Income Taxes

CAP and its wholly owned subsidiaries file a consolidated federal income tax return. CAP allocates income taxes to these
subsidiaries based on the separate return method. Income taxes are provided for current taxes payable or refundable and
the temporary differences arising from future tax consequences of events that have been recognized in the Company’s
financial statements or income tax returns. The effects of income taxes are measured based on enacted tax laws and rates.
Deferred tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Valuation allowances
are recognized if, based on the weight of available evidence, it is more likely than not that some portion of the deferred
tax assets will not be realized.

Other Investments

The investment in MRMI is accounted for under the equity method. The investment in MRMI, totaling $175,000 and
$223,000 as of December 31, 2007 and 2006, respectively, is included in other investments on the balance sheet. Equity
in earnings of MRMI is included in ancillary services revenues. No dividends were paid in 2007 or 2006.

The investment in Workflow is accounted for under the cost method. Upon review of the recoverability of the total
purchase price of $500,000, CAP has decided to expense the remaining service obligation required under the purchase
agreement, amounting to $300,000, as services are provided. $60,000 of such expenses was incurred in 2007. Included
in other investments as of December 31, 2007 is $200,000 representing the remaining cash portion of the membership
units purchased.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income. Other comprehensive income refers to
revenues, expenses, gains and losses that are not included in net income, but rather are recorded directly in members’
equity. For the years ended December 31, 2007 and 2006, comprehensive income consists of net income and unrealized
gains, net of tax, on securities classified as available-for-sale. The reclassification adjustment for losses included in other
comprehensive income for realized losses on securities available for sale were $12,000, (net of the tax benefit of $6,000),
and $19,000, (net of the tax benefit of $10,000) for the years ended December 31, 2007 and 2006, respectively.

New Accounting Standards

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48, Accounting
for Uncertainty in Income Taxes (FIN 48). Among other things, FIN 48 creates a model to address uncertainty in tax
positions and clarifies the accounting for income taxes by prescribing a minimum recognition threshold which all income
tax positions must achieve to meet before being recognized in the financial statements. In addition, FIN 48 requires
expanded annual disclosures, including a tabular rollforward of the beginning and ending aggregate unrecognized tax
benefits as well as specific detail related to tax uncertainties for which it is reasonably possible the amount of unrecog-
nized tax benefit will significantly increase or decrease within 12 months. FIN 48’s original effective date was deferred
and is currently effective for the Company on January 1, 2008. Any differences between the amounts recognized in the
statement of financial position prior to the adoption of FIN 48 and the amounts reported after adoption are generally
accounted for as a cumulative-effect adjustment recorded to the beginning balance of retained earnings. The Company
is evaluating FIN 48 to determine the appropriate model for analyzing tax positions considered uncertain. However, the
Company is currently unaware of any uncertain income tax position that would have a material impact on its financial
position or results of operations.

In September 2006, the FASB issued FAS No. 157, Fair Value Measurements (FAS No. 157), which provides a common
definition of fair value and establishes a framework to make the measurement of fair value more consistent and
comparable. FAS No. 157 also requires expanded disclosures about (1) the extent to which companies measure assets
and liabilities at fair value, (2) the methods and assumptions used to measure fair value, and (3) the effect of fair value
measures on earnings. The Company will adopt FAS No. 157 on January 1, 2008, and the adoption will not have a
material impact on its consolidated financial position or results of operations.

In February 2007, the FASB issued FAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities —
Including an Amendment of FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity Securities
(FAS No. 159). FAS No. 159 permits an entity to choose to measure many financial instruments and certain items at fair
value. The objective of this standard is to improve financial reporting by providing entities with the opportunity to
mitigate volatility in reporting earnings caused by measuring related assets and liabilities differently without having to
apply complex hedge accounting provisions. FAS No. 159 permits all entities to choose to measure eligible items at fair
value at specified election dates. Entities will report unrealized gains and losses on items for which the fair value option
has been elected in earnings at each subsequent reporting date. The fair value option: (1) may be applied instrument by
instrument, with a few exceptions, such as investments accounted for by the equity method; (2) is irrevocable (unless a



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Cooperative of American Physicians, Inc. and Subsidiaries

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

new election date occurs); and (3) is applied only to entire instruments and not to portions of instruments. FAS No. 159 is
effective as of the beginning of an entity’s first fiscal year that begins after November 15, 2007, which for the Company would
be the fiscal year beginning January 1, 2008. Early adoption is permitted as of the beginning of the previous fiscal year
provided that the entity makes that choice in the first 120 days of that fiscal year and also elects to apply FASB Statement
No. 157, Fair Value Measurements. The Company did not make such an election and the adoption of FAS 159 will not have a
material impact on its consolidated financial position or results of operations.

Reclassifications

Certain reclassifications have been made to the prior year financial statements to conform to current year presentation.

NOTE 3 — INVESTMENTS:

Investments, exclusive of cash and cash equivalents, are comprised of the following:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2007
U.S. Treasury securities $ 99,000 $ 2,000 $ — $ 101,000
U.S. Government agency
bonds and securities 2,474,000 15,000 (6,000) 2,483,000
Corporate bonds 2,600,000 1,000 (17,000) 2,584,000
Mortgage-backed and asset-backed securities 10,894,000 103,000 (2,000) 10,995,000
16,067,000 121,000 (25,000) 16,163,000
Fixed income mutual funds 1,104,000 20,000 — 1,124,000
$17,171,000 $ 141,000 $ (25,000) $17,287,000
December 31, 2006
U.S. Treasury securities $ 98,000 $ — $  (2,000) $ 96,000
U.S. Government agency
bonds and securities 3,160,000 — (52,000) 3,108,000
Corporate bonds 3,306,000 — (62,000) 3,244,000
Mortgage-backed and asset-backed securities 4,382,000 24,000 (19,000) 4,387,000
10,946,000 24,000 (135,000) 10,835,000
Fixed income mutual funds 1,070,000 6,000 — 1,076,000
$12,016,000 $ 30,000 $ (135,000) $11,911,000

The net amortized cost and fair value of fixed maturity securities available-for-sale as of December 31, 2007, by contractual
repayment date of principal, are shown below. Expected maturities may differ from contractual maturities because borrowers
may have the right to call or prepay obligations with or without call or prepayment penalties.

Amortized Fair
Cost Value
Due in one year or less $ 2,202,000 $ 2,196,000
Due after one year through five years 2,971,000 2,972,000
5,173,000 5,168,000
Mortgage-backed and asset-backed securities 10,894,000 10,995,000
$16,067,000 $16,163,000

In 2007 and 2006, the proceeds from sales and maturities of investments totaled $2,847,000 and $1,887,000 respectively,
with gross realized gains in both 2007 and 2006 of $0, and gross realized losses of $1,000 and $21,000, respectively, which
are included in net investment income.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Cooperative of American Physicians, Inc. and Subsidiaries

NOTE 3 — INVESTMENTS (CONTINUED):

The Company reviews at least quarterly its investment portfolio for securities that may have an other-than-temporary
impairment. In its impairment analysis, the Company takes into consideration numerous criteria, including the duration
and extent of any decline in fair value, industry factors, downgrades by rating agencies, liquidity and fundamental
factors of the issuers, as well as its ability and intent to retain its investment in the issuer to allow for any anticipated
recovery in market value or maturity. If the decline is determined to be other than temporary, the carrying value of the
security is written down to fair value with the unrealized loss recognized in the Consolidated Statements of Income.

The Company’s unrealized losses and the fair value of securities with unrealized losses that are not deemed to be other
than temporarily impaired at December 31, 2007 and 2006 are as follows:

Less than 12 months 12 months or Longer
Unrealized # of Unrealized # of
Fair Value Loss Securities Fair Value Loss Securities
December 31, 2007:
U.S. Treasury securities $  — $ — — $ — s — —
U.S. Government agency
obligations — — — 1,021,000 (6,000) 2
Corporate bonds 1,394,000 (10,000) 8 641,000 (7,000) 4
Mortgage-backed and
asset-backed securities — — — 932,000 (2,000) 9
$1,394,000 $(10,000) 8 $2,594,000 $ (15,000) 15
December 31, 2006:
U.S. Treasury securities $  — $ — — $ 96,000 $ (2,000) 1
U.S. Government agency
obligations 790,000 (5,000) 4 2,318,000 (47,000) 9
Corporate bonds — — — 3,244,000 (62,000) 33
Mortgage-backed and
asset-backed securities 608,000 (2,000) 3 1,795,000 (17,000) 12
$1,398,000 $ (7,000) 7 $ 7,453,000  $(128,000) 55

NOTE 4 - LIABILITY FOR LOSS AND LOSS ADJUSTMENT EXPENSES:

The activity in the reserves for loss and loss adjustment expenses for the year ended December 31, 2007 and 2006 is
summarized as follows:

2007 2006

Reserve — beginning of year $2,576,000 $6,900,000
Incurred related to:

Current year 2,241,000 1,777,000

Prior years (1,267,000) (656,000)
Total incurred 974,000 1,121,000
Paid related to:

Current year (171,000) —

Prior years (227,000) (5,445,000)
Total paid (398,000) (5,445,000)
Reserve — end of year $3,152,000 $2,576,000

For the year ended December 31, 2007, the provision for loss and loss adjustment expenses on prior years decreased by
$1,267,000, comprised primarily of favorable development of $962,000 and $245,000 on the 2006 and 2005 claims-
made years, respectively. For the year ended December 31, 2006, the provision for loss and loss adjustment expenses on
prior years decreased by $656,000, comprised of favorable development of $226,000 and $430,000 on the 2005 and



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Cooperative of American Physicians, Inc. and Subsidiaries

NOTE 4 - LIABILITY FOR LOSS AND LOSS ADJUSTMENT EXPENSES (CONTINUED):

2004 claims-made years, respectively. The favorable development recognized in both calendar years was due primarily
to a lower than anticipated severity of incurred claims.

NOTE 5 — INCOME TAXES:

Income taxes are provided on the basis of items included in the determination of income for financial reporting
purposes regardless of the period when such items are reported for tax purposes. Deferred tax assets and liabilities are
recorded to reflect the tax consequences in future years of temporary differences between the tax bases of assets and
liabilities and the corresponding bases used for financial statements. The components of the provision for income taxes
are as follows for the years ended December 31, 2007 and 2006:

Years Ended December 31

2007 2006
Current $3,144,000 $2,023,000
Deferred (108,000) 178,000
$3,036,000 $2,201,000

A reconciliation of income tax expense computed at the federal statutory tax rate to total income tax expense is summarized
as follows:

December 31

2007 2006
Federal income tax expense at 35% $3,115,000 $2,074,000
Increase in taxes resulting from:
State income tax (net of federal benefit) 14,000 36,000
Return-to-provision adjustments (18,000) 91,000
Other adjustments (75,000) —
Total federal income tax expense $3,036,000 $2,201,000

The significant components of deferred income tax assets and liabilities are as follows:
December 31

2007 2006

Deferred tax assets:

Discounting loss and loss adjustment expenses ~ $ 153,000 $ 125,000

Unearned premium 84,000 2,000

Capital loss carryover 60,000 60,000

Unrealized loss on investments — 35,000

Deferred tax assets 297,000 222,000
Deferred tax liabilities:

Unrealized gain on investments (40,000) —

Accumulated discount on investments (100,000) (98,000)

Deferred tax liabilities (140,000) (98,000)
Net deferred tax asset $ 157,000 $ 124,000

The Company has not established a valuation allowance against the net deferred tax asset as it has been determined that
it is more likely than not that the asset will be realized.

Income taxes paid in 2007 and 2006, net of refunds, were $3,631,364 and $1,098,000, respectively.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

NOTE 6 — RELATED PARTY TRANSACTIONS:

Under an agreement effective July 1, 1999, affiliated entities CAP and MPT operate under an administrative agreement
whereby CAP provides claims and risk management services to MPT. CAP receives a monthly fee from MPT for these
services equal to costs incurred by CAP. Total revenues of $7,419,000 and $7,452,000 in 2007 and 2006, respectively,
recognized from MPT for claims and risk management services are included in claims and risk management services
revenues. Expenses related to this agreement are included in salaries and related expenses totaling $4,785,000 and
$4,673,000 in 2007 and 2006, respectively, and in other operating costs totaling $2,634,000 and $2,779,000 in 2007
and 2006, respectively.

CAP and MPT incur certain administrative expenses on behalf of each other. Payments of $414,000 and $151,000 were
paid to MPT by CAP in 2007 and 2006, respectively, for CAP’s net share of administrative expenses.

In 2007 and 2006, CAPIC entered into reinsurance contracts with MPT. These contracts principally provide aggregate
stop-loss reinsurance coverage on a claims-made basis for MPT for claims reported in 2007 and 2006. The coverage
provides for a limit of $11,000,000 and $8,000,000 in excess of an aggregate attachment of $95,403,000 and
$100,327,000 for 2007 and 2006, respectively. These agreements can be terminated and commuted at the end of any
calendar quarter prospectively by mutual agreement of CAPIC and MPT. Premiums of $8,200,000 and $6,000,000 were
paid by MPT in 2007 and in 2006, respectively.

Effective January 1, 2007, CAPIC entered into an additional reinsurance contract with MPT to provide coverage on a
claims-made basis for multiple claims arising out of one common event. Limits of $2,500,000 are available to MPT on
a claims-made basis over a $2,000,000 retention. The term of this contract is for three years. Total premiums paid for
this contract were $1,800,000, of which $1,200,000 remains as unearned premium as of December 31, 2007.

CAPIC also provides insurance to CAP and MPT for errors and omissions, fiduciary, and employed lawyer coverage
with limits up to $1,000,000 on a claims-made basis. The coverage is designed to complement CAP and MPT’s primary
insurance policies. A total premium of $400,000 was paid by MPT for this coverage in 2007 and 2006.

CAP pays certain expenses directly on behalf of MRMI and receives reimbursement the subsequent month. Included in
other assets are receivables of $47,000 and $52,000 at December 31, 2007 and 2006, respectively, for such expenses.

NOTE 7 — EMPLOYEE BENEFITS:

CAP sponsors a 401(k) savings plan for its employees. Employees’ contributions are matched by CAP at a level that is
determined by the Board of Directors. The contribution expense for the 401(k) savings plan was not material in either
2007 or 2006. Eligible employees vest in CAP’s contribution over a four-year vesting schedule. CAP also sponsors a
supplemental employee retirement program (SERP) for certain employees. Participants vest, on average, over a ten year
period. Substantially all of this expense is reimbursed by MPT under the claims and risk management services adminis-
tration agreement with CAP described above. The net expense related to this program was $54,000 and $10,000 in 2007
and 2006, respectively. SERP liabilities for CAP participants have been assumed by MPT pursuant to the claims and risk
management services agreement.

CAP maintains a non-qualified deferred compensation program (NDCP) for eligible employees and Board members. This
program replaced a deferred compensation program that was discontinued in 2004 and rolled over into the NDCP.
Under the plan, participants can defer compensation or Board fees based on an annual election. Amounts deferred will
be credited with notional investment earnings on a tax deferred basis until such amounts are distributed to participants.
Amounts deferred are remitted to MPT who administers the NDCP on behalf of CAP.

Beginning in 2007, CAP and MPT established a post-retirement medical benefit plan for certain employees. Beginning at
the age of 62, participants can use amounts held in a separate post-retirement account held on their behalf (by a third party
trust) to fund eligible medical expenses. Amounts paid to the trust by CAP and MPT are not refundable and become the
property of the trustee on behalf of participants. The trust invests funds received by CAP and MPT in universal life
insurance policies covering participants, which includes a death benefit funded by CAP and MPT until the participant
reaches the vesting age of 62. While the plan establishes targeted post-retirement benefit levels for participants, there
is no obligation for CAP and MPT to fully fund these levels and the employees are only eligible to receive the benefits
accumulated in their account. Included in compensation expense in 2007 is $116,000 in funds contributed to the trust.



NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Cooperative of American Physicians, Inc. and Subsidiaries

NOTE 8 — OTHER OPERATING COSTS:
Other operating costs are comprised of the following:

December 31

2007 2006

Claims and risk management expenses:
Office rent and operating expenses $1,721,000 $1,832,000
Information Services 329,000 294,000
Claims Review Committees and legal fees 387,000 377,000
Travel, business, and automobile expenses 294,000 295,000

2,731,000 2,798,000
General and administrative expenses:
Director and committee member fees 623,000 526,000
Office rent and operating expenses 1,061,000 930,000
Legal and consulting services 347,000 499,000
Public affairs activity 203,000 196,000
Actuarial, accounting, and investment 154,000 199,000

2,388,000 2,350,000

Total Other Operating Costs $5,119,000 $5,148,000
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REPORT OF INDEPENDENT AUDITORS

Elf FRNST & YOUNG B Ernst & Young 11p & Phone: (213)977-3200

725 South Figueroa Street WWWw.ey.com
Los Angeles, California 90017-5418

Board of Trustees
Mutual Protection Trust

We have audited the accompanying balance sheets of Mutual Protection Trust (the “Company”) as of
December 31, 2007 and 2006, and the related statements of income and comprehensive income,
changes in members’ equity, and cash flows for the years then ended. These financial statements are
the responsibility of the Company’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. We were not engaged to perform an
audit of the Company’s internal control over financial reporting. Our audits included consideration of
internal control over financial reporting as a basis for designing audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s
internal control over financial reporting. Accordingly, we express no such opinion. An audit also includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements,
assessing the accounting principles used and significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of Mutual Protection Trust at December 31, 2007 and 2006, and the results of its
operations and its cash flows for the years then ended in conformity with U.S. generally accepted
accounting principles.

Our audits were conducted for the purpose of forming an opinion on the financial statements taken as a
whole. Financial statements for the years ended December 31, 2004 and 2003 (none of which are
presented herein) were audited by other auditors. The supplemental financial information is presented for
purposes of additional analysis and is not a required part of the financial statements. Such information,
except for that pertaining to prior periods identified above, on which other auditors have expressed an
unqualified opinion, has been subjected to the auditing procedures applied in our audits of the financial
statements and, in our opinion, is fairly stated in all material respects in relation to the financial
statements taken as a whole.

St ¥ LLP

February 29, 2008

A Member Practice of Ernst & Young Global
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BALANCE SHEETS

Mutual Protection Trust

December 31

2007 2006
ASSETS
Trust Fund Corpus, restricted:
Investments available-for-sale, at fair value (Note 3) $113,889,000 $ 109,086,000
Cash, cash equivalents, and short term investments 5,704,000 3,124,000
Accrued interest receivable 1,007,000 995,000
Deferred income tax (liability) asset on net unrealized
(gains) losses on investments available-for-sale (223,000) 343,000
120,377,000 113,548,000
Trust Fund Operating Accounts:
Investments held-to-maturity, at amortized cost,
designated for non-assessable former members’
liability (Notes 3 and 4) 35,760,000 33,008,000
Cash and cash equivalents 40,442,000 48,238,000
Dues, assessments and other coverages receivable 76,790,000 79,030,000
Office furniture and equipment, net 1,569,000 1,390,000
Deferred income taxes, net (Note 9) 18,838,000 18,646,000
Prepaid income taxes (Note 9) 85,000 —
Prepaid expenses and other assets (Notes 6, 7 and 8) 19,184,000 16,211,000
192,668,000 196,523,000
$313,045,000 $ 310,071,000
LIABILITIES
Trust Fund Operating Accounts:
Non-assessable former members’ liability (Note 4) $ 35,760,000 $ 33,008,000
Unpaid claims and expenses (Note 5) 8,966,000 10,291,000
Deferred dues, assessments and other coverages 115,180,000 122,485,000
Income taxes payable (Note 9) — 593,000
Other liabilities (Note 8) 16,032,000 14,150,000
175,938,000 180,527,000
Commitments and Contingencies (Notes 6 and 11) — —
MEMBERS’ EQUITY
Trust Fund Corpus, including accumulated other comprehensive
income (loss) of $414,000 and $(636,000) for 2007 and 2006 120,377,000 113,548,000
Trust Fund Operations 16,730,000 15,996,000
137,107,000 129,544,000

$ 313,045,000

$ 310,071,000

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



STATEMENTS OF INCOME
AND COMPREHENSIVE INCOME

Mutual Protection Trust

Years Ended December 31

2007 2006
Revenues
Dues and assessments $ 97,834,000 $ 91,750,000
Investment income 9,064,000 8,291,000
Other coverage fees 13,686,000 14,014,000
Total Revenues 120,584,000 114,055,000
Expenses
Claims costs:
Indemnity expense 44,125,000 40,992,000
Defense and investigative services 27,276,000 26,905,000
Salaries and related expenses (Note 8) 3,437,000 3,595,000
Other operating costs (Notes 7 and 10) 15,980,000 13,825,000
90,818,000 85,317,000
General and administrative:
Salaries and related expenses (Note 8) 12,427,000 9,786,000
Other operating costs (Note 10) 11,319,000 10,538,000
23,746,000 20,324,000
Total Expenses 114,564,000 105,641,000
Income Before Income Taxes 6,020,000 8,414,000
Income Taxes (Note 9) 5,286,000 5,083,000
Net Income 734,000 3,331,000
Other Comprehensive Income, Net of Tax
Net unrealized gains on securities available-for-sale, net 1,050,000 67,000
Comprehensive Income $ 1,784,000 $ 3,398,000

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

IN MEMBERS"

EQUITY

Mutual Protection Trust

Trust Fund Corpus

Accumulated Members’ Retired
Other Deferred Members and Total
Trust Fund Active Comprehensive Contract Voluntary Members’
Operations Members Income (Loss) Receivable Terminations Equity
Balance as of January 1, 2006 $12,665,000 $117,574,000 $ (703,000) $(17,295,000) $ 6,798,000 $119,039,000
Corpus Activity:
Additions 8,258,000 (8,258,000) —
Payments on deferred
contracts receivable 10,598,000 10,598,000
Repayments (2,791,000) (2,791,000)
Contributions relinquished (700,000) (700,000)
Transfers of Corpus (3,760,000) 3,760,000
Changes in unrealized gains
(net of deferred income taxes
of $19,000), net 67,000 67,000
Net Income 3,331,000 3,331,000
Balance as of December 31, 2006 15,996,000 121,372,000 (636,000) (14,955,000) 7,767,000 129,544,000
Corpus Activity:
Additions 9,681,000 (9,681,000) —
Payments on deferred
contracts receivable 9,113,000 9,113,000
Repayments (2,453,000) (2,453,000)
Contributions relinquished (881,000) (881,000)
Transfers of Corpus (3,532,000) 3,532,000 —_
Changes in unrealized gains
(net of deferred income taxes
of $341,000), net 1,050,000 1,050,000
Net Income 734,000 734,000
Balance as of December 31, 2007 $16,730,000 $126,640,000 $ 414,000 $(15,523,000) $ 8,846,000 $137,107,000

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



STATEMENTS OF CASH FLOWS

Mutual Protection Trust

Years Ended December 31

2007 2006
Cash Flows From Operating Activities:
Net Income $ 734,000 $ 3,331,000
Adjustments to Reconcile Net Income to Net
Cash (Used In) Provided by Operating Activities:
Depreciation 432,000 381,000
Net amortization of securities’ premium or discount 384,000 597,000
Deferred income taxes, net (192,000) (4,424,000)
Changes in operating assets and liabilities:
Accrued interest receivable (12,000) (144,000)
Dues, assessments and other coverages receivable 2,240,000 6,920,000
Prepaid expenses and other assets (3,179,000) (7,202,000)
Non-assessable former members’ liability 2,752,000 3,749,000
Unpaid claims and expenses (1,325,000) 3,657,000
Deferred assessments and dues (7,305,000) 1,638,000
Income taxes payable (678,000) (1,733,000)
Other liabilities 1,882,000 2,189,000
(5,001,000) 5,628,000
Net Cash (Used In) Provided by Operating Activities (4,267,000) 8,959,000

Cash Flows From Investing Activities:
Investments available-for-sale:
Purchases

(24,827,000)

(22,519,000)

Sales and maturities 21,150,000 12,592,000
Investments held-to-maturity:
Purchases (10,892,000) (13,571,000)
Maturities 8,246,000 9,880,000
Purchases of office furniture and equipment (611,000) (547,000)
Net Cash Used In Investing Activities (6,934,000) (14,165,000)
Cash Flows From Financing Activities:
Change in Funds Held 206,000 4,183,000
Additions to Trust Fund Corpus 9,113,000 10,598,000
Repayments of Trust Fund Corpus (3,334,000) (3,491,000)
Net Cash Provided by Financing Activities 5,985,000 11,290,000
Net Change in Cash, Cash Equivalents and Short Term Investments (5,216,000) 6,084,000
Cash, Cash Equivalents and Short Term Investments at Beginning of Year:
Trust Fund Corpus 3,124,000 5,433,000
Trust Fund Operations 48,238,000 39,845,000
51,362,000 45,278,000
Cash, Cash Equivalents and Short Term Investments at End of Year:
Trust Fund Corpus 5,704,000 3,124,000
Trust Fund Operations 40,442,000 48,238,000
$ 46,146,000 $ 51,362,000

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

NOTE 1- ORGANIZATION:

The Mutual Protection Trust (MPT) was organized in 1977 for the purpose of providing its member physicians with
medical professional liability protection and related claims administration, including defense and investigative services.
Only physicians licensed to practice medicine in the State of California are eligible for membership. MPT is an
interindemnity arrangement structured so that its members share the cost of medical professional liability protection.
California legislation enacted in 1976 permitted the formation of a trust fund, with specific provisions including the
requirement to accumulate a minimum trust fund corpus of $10 million. The Cooperative of American Physicians, Inc.
(CAP) sponsored the organization of MPT and the initial accumulated contributions from the members were transferred
to the Trust Fund Corpus. MPT is governed by a Board of Trustees.

Each member is required to pay an Initial Trust Contribution based upon the member's risk classification. These
contributions are accumulated into the Trust Fund Corpus. MPT members are allowed to pay Initial Trust Contributions
in installments. The amount of Trust Fund Contributions unpaid is reported as a deferred contract receivable from
members and is reflected as a reduction in Members' Equity.

In accordance with the Mutual Protection Trust Agreement (the MPT Agreement), the Trust Fund Corpus may be
utilized by the Board of Trustees only for (1) investment in qualified securities, (2) return of contributions to qualified
members in connection with death, retirement or termination, (3) payment of claims in an amount not exceeding 10%
of the Trust Fund Corpus, with such amounts being promptly repaid to the fund corpus by levying assessments against
MPT members, (4) collateral for bonds or deposits in court necessary for the appeal of judgments in an amount not
exceeding 15% of the Trust Fund Corpus, (5) distribution to MPT members in the event of the dissolution of MPT, and
(6) other lawful purposes approved in accordance with the MPT Agreement. The use of the Trust Fund Corpus for any
other purpose is strictly prohibited.

Initial Trust Contributions are repaid on the tenth anniversary of the membership effective date to members who have
retired or who have voluntarily terminated membership in accordance with California Insurance Code Section 1280.7
and the MPT Agreement. Members who have voluntarily terminated membership through December 31, 2007 will, with
Board of Trustees approval, receive the return of their Initial Trust Contributions aggregating $8,846,000, in accordance
with the provisions of the MPT Agreement through the year 2017. The Initial Trust Contributions of members who have
been involuntarily terminated pursuant to the provisions of the MPT Agreement, providing for no return of the Initial
Trust Contribution, are recognized as income in the year of termination since these members have relinquished the right
to the return of their Initial Trust Contributions.

Assessments are determined by the Board of Trustees in accordance with California Insurance Code Section 1280.7
and the MPT Agreement and are primarily used to fund estimated operating needs through the succeeding fiscal
year. Assessments become an obligation of active members on the date of levy by the Board of Trustees. Results from
operations may vary from year to year since actual amounts may differ from the estimates used to levy assessments.

Revenues comprised primarily of assessments, other coverage and payment fees, and investment income are used to pay
legally binding final judgments and settlements against MPT members, claims defense and investigative expenses and
administrative expenses, and are used to fund MPT's actuarially estimated future liability for claims against non-assessable
former members in accordance with the MPT Agreement and resolution of the Board of Trustees (See Note 4).

Under an agreement effective July 1, 1999, affiliated entities MPT and CAP operate under an administrative agreement
whereby CAP provides claim and risk management services to MPT. CAP receives a monthly fee from MPT for these
services equal to costs incurred by CAP (See Note 10).

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:

Basis of Financial Statement Presentation

The financial statements have been prepared on the accrual basis of accounting in accordance with U.S. generally accepted
accounting principles. This basis of accounting necessarily requires the use of management estimates that affect the
reported amounts of assets and liabilities, and disclosure of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues and expenses during the reporting period. Actual results may differ
from those estimates.



NOTES TO FINANCIAL STATEMENTS

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Revenues

Member assessments are levied by the Board of Trustees and recognized over the period in which membership services are
rendered. Member assessments levied in advance of the fiscal year to which they apply are deferred and recognized as
revenues in the subsequent year. In November 2007 and 2006, MPT levied $89,437,000 and $92,244,000 in member
assessments, respectively. Included in the November 2007 assessment was a $23,750,000 reduction in assessments in
recognition of lower operating requirements in fiscal year 2007, and $113,187,000 in assessments relating to the 2008
fiscal year operating requirements. The November 2006 assessment included a $28,250,000 reduction in assessments
relating to operating requirements of fiscal year 2006 and $120,494,000 in assessments related to the 2007 fiscal year.

In addition to the assessment levied in November 2007 and 2006, the Board of Trustees also established annual dues of
$95 per active member that is contributed, based on an election made by the member, to either the CAP-MPT State Political
Action Committee (State PAC), or to another education and outreach fund established to support medical liability tort
reform within California. Amounts contributed to the State PAC are not owned by MPT and are therefore not recognized
as revenues and any contributions to this fund are not recognized as expenses. They are included in other liabilities as a
payable to the State PAC.

Other coverage fees are recognized when billed and earned as revenue over the period in which services are rendered. The
billing for other coverage fees typically occurs in the first quarter of the calendar year.

Comprehensive Income

Comprehensive income consists of net income and other comprehensive income. Other comprehensive income refers to
gains and losses that are not included in net income, but rather are recorded directly in members’ equity. For the years
ended December 31, 2007 and 2006, comprehensive income consists of net income and unrealized gains on securities
classified as available-for-sale. The reclassification adjustments for gains included in other comprehensive income for
realized gains and losses on securities available-for-sale were $0 for the year ended December 31, 2007, and $17,000 of
unrealized gains (net of the tax expense of $6,000) for the year ended December 31, 2006.

Investments

Investments are limited to those qualifying under California law as defined in Section 16430 of the Government Code.
For purposes of reporting cash flows, cash, cash equivalents and short term investments include cash in operating check-
ing accounts, investments with a maturity of three months or less, and overnight repurchase agreements collateralized by
U.S. Government securities. Four securities with a fair value of $4,202,000 are included within cash, cash equivalents and
short term investments at December 31, 2007, because they mature in less than three months from year-end 2007. There
were no securities at December 31, 2006 that matured in less than three months from year-end 2006.

Investments in the Trust Fund Corpus are classified as available-for-sale prior to maturity and are carried at fair value.
This classification enables MPT to respond at its discretion to market opportunities by selling investments prior to
maturity and reinvesting the proceeds to maximize the overall yield from the investment portfolio. Unrealized gains and
losses as of each year-end are accounted for as a component of Members' Equity.

Investments in the Trust Fund Operating Accounts designated for non-assessable former members' liability are classified as
held-to-maturity and are carried at amortized cost. Investments are determined based upon MPT's intention to match matu-
rities to the corresponding liability amount estimated to be paid in future years. MPT has the intent and ability to hold these
investments to maturity and therefore, the par value of the investment is fully recovered at the maturity date resulting in no
realized gain or loss during the holding period. The Board of Trustees has adopted a policy of not acquiring investments for
the purpose of actively trading and accordingly, MPT has not classified any of its investments as trading securities.

Investment income is recorded as earned. Premiums and discounts on investment securities are primarily amortized
using the interest method over the estimated lives of the investments. Realized gains or losses from sales transactions
occurring during the year are recognized in the Statement of Income using the specific identification method.
Adjustments for other-than-temporary market declines are recorded when determination of loss is probable and is
reflected with a write-down of amortized cost to estimated fair value.

Concentration of Credit Risk

Financial instruments which potentially subject MPT to concentrations of credit risk consist principally of temporary
cash investments and fixed maturity securities. MPT places its temporary cash investments with high credit quality
financial institutions. Concentrations of credit risk with respect to fixed maturity securities are limited due to the large
number of such investments and their distribution across many different industries and geographic regions. In addition,
MPT’s investments in federal agency securities and substantially all of the California-based municipal securities are
guaranteed as to principal and are considered to have minimal credit risk.
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NOTES TO FINANCIAL STATEMENTS

NOTE 2 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

Fair Value of Financial Instruments

The carrying values of cash and cash equivalents, dues, assessments and other coverages receivable, and other liabilities
approximate their fair values due to the short-term nature of these accounts. For fixed maturity investment securities,
fair values are determined from quoted market prices.

Unpaid Claims and Expenses and Non-Assessable Former Members' Liability

MPT reflects its liability consistent with California Insurance Code Section 1280.7 and the MPT Agreement. Such
liability at each year-end, as detailed in Notes 4 and 5, represents the unpaid amount of MPT's:

1. Accrued liability for claims defense and investigative expenses for all open claims under MPT management;

2. Total liability for legally binding final settlements and judgments against members who are current in the
payment of all amounts due under the MPT Agreement and members who have met the requirements for
retirement, termination with tail coverage, transfer of membership or who are deceased; and

3. Actuarially estimated future liability for claims reported and claims incurred but not reported against MPT
members who are no longer assessable because of retirement, transfer of membership, voluntary or involuntary
termination with tail coverage or death (collectively referred to as non-assessable former members' liability).
Also included in this liability is an estimate for claims administration and other adjusting expenses that will be
incurred in administering the claims for such non-assessable former members.

Income Taxes

MPT files its federal income tax returns as a mutual insurance company and files its California income tax returns under
the provision of the California Bank and Corporation Tax Law as a business trust. Income taxes are provided on the basis
of items included in the determination of income for financial reporting purposes regardless of the period when such
items are reported for tax purposes. Deferred tax assets and liabilities are recorded to reflect the tax consequences in
future years of temporary differences between the tax bases of assets and liabilities and the corresponding bases used for
the financial statements. A valuation allowance is recorded to reduce deferred tax assets to an amount that represents
management’s best estimate of the amount that more likely than not will be realized. The income tax effect on unreal-
ized investment gains and losses on the Trust Fund — Corpus investments is accounted for as deferred income taxes and
is included as a separate component of the Trust Fund — Corpus (See Note 9).

New Accounting Standards

In July 2006, the Financial Accounting Standards Board (FASB) issued FASB Interpretation No. 48, Accounting for
Uncertainty in Income Taxes (FIN 48). Among other things, FIN 48 creates a model to address uncertainty in tax positions
and clarifies the accounting for income taxes by prescribing a minimum recognition threshold which all income tax
positions must achieve to meet before being recognized in the financial statements. In addition, FIN 48 requires expanded
annual disclosures, including a tabular rollforward of the beginning and ending aggregate unrecognized tax benefits as well
as specific detail related to tax uncertainties for which it is reasonably possible the amount of unrecognized tax benefit will
significantly increase or decrease within 12 months. FIN 48’s original effective date was deferred and is currently effective
for MPT on January 1, 2008. Any differences between the amounts recognized in the statement of financial position
prior to the adoption of FIN 48 and the amounts reported after adoption are generally accounted for as a cumulative-effect
adjustment recorded to the beginning balance of retained earnings. MPT is evaluating FIN 48 to determine the appropriate
model for analyzing tax positions considered uncertain. However, MPT is currently unaware of any uncertain income tax
position that would have a material impact on its financial position or results of operations.

In September 2006, the FASB issued FAS No. 157, Fair Value Measurements (FAS No. 157), which provides a common
definition of fair value and establishes a framework to make the measurement of fair value more consistent and comparable.
FAS No. 157 also requires expanded disclosures about (1) the extent to which companies measure assets and liabilities
at fair value, (2) the methods and assumptions used to measure fair value, and (3) the effect of fair value measures on earn-
ings. MPT will adopt FAS No. 157 on January 1, 2008, and the adoption will not have a material impact on its financial
position or results of operations.



NOTES TO FINANCIAL STATEMENTS

Mutual Protection Trust

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED):

In February 2007, the FASB issued FAS No. 159, The Fair Value Option for Financial Assets and Financial Liabilities —
Including an Amendment of FASB Statement No. 115, Accounting for Certain Investments in Debt and Equity Securities (FAS
No. 159). FAS No. 159 permits an entity to choose to measure many financial instruments and certain items at fair value. The
objective of this standard is to improve financial reporting by providing entities with the opportunity to mitigate volatility in
reporting earnings caused by measuring related assets and liabilities differently without having to apply complex hedge
accounting provisions. FAS No. 159 permits all entities to choose to measure eligible items at fair value at specified election
dates. Entities will report unrealized gains and losses on items for which the fair value option has been elected in earnings at
each subsequent reporting date. The fair value option: (1) may be applied instrument by instrument, with a few exceptions,
such as investments accounted for by the equity method; (2) is irrevocable (unless a new election date occurs); and (3) is
applied only to entire instruments and not to portions of instruments. FAS No. 159 is effective as of the beginning of an entity’s
first fiscal year that begins after November 15, 2007, which for MPT would be the fiscal year beginning January 1, 2008. Early
adoption is permitted as of the beginning of the previous fiscal year provided that the entity makes that choice in the first 120
days of that fiscal year and also elects to apply FASB Statement No. 157, Fair Value Measurements. MPT did not make such
an election and the adoption of FAS 159 will not have a material impact on its financial position or results of operations.

Reclassifications

Certain reclassifications have been made to the prior year financial statements to conform to current year presentation.

NOTE 3 — INVESTMENTS:

Investments, exclusive of cash and cash equivalents, are comprised of the following:

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2007
Trust Fund — Corpus, restricted:
U.S. Government agency bonds
and securities $ 59,413,000 $ 585,000 $ (340,000) $ 59,658,000
Corporate bonds 22,706,000 212,000 (271,000) 22,647,000
States and political subdivisions 31,134,000 504,000 (54,000) 31,584,000
$113,253,000 $1,301,000 $ (665,000) $113,889,000

Trust Fund — Operations:

U.S. Government agency bonds
and securities

$ 35,760,000

$ 359,000

$  (69,000)

$ 36,050,000
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NOTES TO FINANCIAL STATEMENTS

NOTE 3 — INVESTMENTS (CONTINUED):

Mutual Protection Trust

Gross Gross
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
December 31, 2006
Trust Fund — Corpus, restricted:
U.S. Government agency bonds
and securities $ 53,691,000 $ 126,000 $ (934,000) $ 52,883,000
Corporate bonds 30,759,000 236,000 (546,000) 30,449,000
States and political subdivisions 25,615,000 186,000 (47,000) 25,754,000
$110,065,000 $ 548,000 $(1,527,000) $109,086,000
Trust Fund — Operations:
U.S. Government agency bonds
and securities $ 33,008,000 $ 111,000 $ (280,000) $ 32,839,000

The net amortized cost and fair value of fixed maturity securities available-for-sale and held-to-maturity as of December 31,
2007, by contractual repayment date of principal, are shown below. Expected maturities may differ from contractual
maturities because borrowers may have the right to call or prepay obligations with or without call or prepayment penalties.

Amortized Fair
Cost Value
Trust Fund — Corpus, restricted
Due in one year or less $ 6,966,000 $ 6,938,000
Due after one year through five years 25,304,000 25,380,000
Due after five years through ten years 35,141,000 35,310,000
Due after ten years 45,842,000 46,261,000

$113,253,000

$113,889,000

Trust Fund — Operations

Due in one year or less $ 11,045,000 $ 11,066,000
Due after one year through five years 6,424,000 6,460,000
Due after five years through ten years 737,000 753,000
Due after ten years 17,554,000 17,771,000

$ 35,760,000 $ 36,050,000

In 2007, proceeds from sales of investments were $1,947,000, resulting in gross realized gains of $3,000 which is included
in investment income. In 2006, proceeds from sales of investments were $961,000, resulting in gross realized losses of

$14,000 which is included in investment income.

MPT reviews at least quarterly its investment portfolio for securities that may have an other-than-temporary impairment.
In its impairment analysis, MPT takes into consideration numerous criteria, including the duration and extent of any
decline in fair value, industry factors, downgrades by rating agencies, liquidity and fundamental factors of the issuers, as
well as its ability and intent to retain its investment in the issuer to allow for any anticipated recovery in market value
or maturity. If the decline is determined to be other-than-temporary, the carrying value of the security is written down to
fair value with the unrealized loss recognized in the Statement of Income.
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NOTE 3 — INVESTMENTS (CONTINUED):

MPT’s unrealized losses and the fair value of securities with unrealized losses that are not deemed to be other-than-
temporarily impaired at December 31, 2007 and 2006 for both the Trust Fund Corpus and Trust Fund Operations
investments are as follows:

Less than 12 months 12 months or Longer
Unrealized # of Unrealized # of
Fair Value Loss Securities Fair Value Loss Securities

December 31, 2007
U.S. Government agency

bonds and securities $ 7,630,000 $ (16,000) 4 $24,730,000 $ (393,000) 38
Corporate bonds 2,380,000 (9,000) 2 11,122,000 (262,000) 9
State and political

sub-divisions 3,665,000 (54,000) 3 — — —

$13,675,000 $ (79,000) 9 $35,852,000 $ (655,000) 47
Less than 12 months 12 months or Longer
Unrealized # of Unrealized # of
Fair Value Loss Securities Fair Value Loss Securities

December 31, 2006
U.S. Government agency

bonds and securities $13,247,000 $ (50,000) 15 $47,278,000  $(1,164,000) 53
Corporate bonds 1,310,000 (73,000) 1 20,954,000 (473,000) 18
State and political

sub-divisions 5,539,000 (12,000) 5 4,286,000 (35,000) 3

$20,096,000  $(135,000) 21 $72,518,000  $(1,672,000) 74

As of December 31, 2007 and 2006, none of the bonds whose fair values were less than amortized cost were considered
to be other-than-temporarily impaired given the severity and duration of the impairment and the credit quality of the
issuers and MPT’s intent and ability to hold the securities until recovery.

NOTE 4 — NON-ASSESSABLE FORMER MEMBERS’ LIABILITY AND DESIGNATED FUNDS:

By resolution of the MPT Board of Trustees, cash, investments and funds held in MPT's Trust Fund Operations accounts
have been retained sufficient to fund the total estimated future liability for claims against non-assessable former
members of $35,760,000 at December 31, 2007. Such funds may be used for other purposes only upon approval of the
Trustees, and it is the Board's intention to replenish any such funds through the regular assessment process.

MPT has assumed claims liability by providing tail coverage to certain former members who are no longer liable for
assessments (non-assessable former members) including those who are retired, transferred, terminated or deceased.
Members voluntarily terminating have no tail coverage from MPT unless they remain liable for assessments or pay a tail
coverage fee.

Under California Insurance Code Section 1280.7, members involuntarily terminated by MPT's Peer Review process are
entitled to receive tail coverage without liability for future assessments upon release of the right to a return of their Initial
Trust Contributions.

The liability for claims of non-assessable former members reflects an estimate of future payments for claims reported as
of each year-end, an estimate of the related defense and investigative expenses, an estimate for claims administration
and other adjusting expenses, and a provision for claims incurred but not reported. Since this liability is based upon
estimates, and while management believes that amounts recorded are adequate, the ultimate liability may differ from the
amounts provided in the financial statements. The methodologies for making such estimates and for establishing the
resulting liabilities are continually reviewed by management and the independent actuaries of MPT. Adjustments to the
estimates are included in the Statement of Income in the period they are determined. The actuarially estimated liability
for claims of non-assessable former members is as follows:

43



44

NOTES TO FINANCIAL STATEMENTS

Mutual Protection Trust

NOTE 4 — NON-ASSESSABLE FORMER MEMBERS’ LIABILITY AND DESIGNATED FUNDS (CONTINUED):

December 31

2007 2006

Claims reported:
Members retired $ 4,021,000 $ 3,052,000
Members voluntarily terminated, transferred and deceased 9,422,000 8,725,000
Members involuntarily terminated 6,668,000 4,891,000
Claims incurred but not reported 12,398,000 13,339,000
Claims administration and other adjusting expenses 3,251,000 3,001,000
$35,760,000 $33,008,000

The following summarizes the years in which the actuarially estimated liability for claims reported and claims incurred
but not reported for non-assessable former members are estimated to be paid:

Years ending

December 31 Amount
2008 $12,503,000
2009 8,582,000
2010 5,354,000
2011 3,332,000
2012 2,199,000

2013-2022 3,790,000
$ 35,760,000

NOTE 5 — UNPAID CLAIMS AND EXPENSES:

Unpaid claims and expenses for assessable members are comprised of the following:

December 31

2007 2006
Accrued indemnity $ 6,792,000 $ 8,187,000
Accrued defense and investigative services 2,174,000 2,104,000

$ 8,966,000 $10,291,000

NOTE 6 — CONTINGENCIES:

As discussed in Notes 2 and 4, MPT is liable for unpaid claims and expenses only as required by California Insurance
Code Section 1280.7 and the MPT Agreement. Any future liability beyond the amount reflected in the financial
statements for unpaid claims and expenses of the MPT members will become the liability of MPT only to the extent that
final settlements or judgments exist against MPT members who are current in all payments due to MPT.

MPT's independent actuaries have estimated that the aggregate liability of the assessable members for all actual claims
and expenses, which are not the current liability of MPT, to be $116,036,000 (net of reinsurance of $7,313,000 as
discussed below) and $120,393,000 (net of reinsurance of $4,734,000 as discussed below) as of December 31, 2007
and 2006, respectively. This liability reflects MPT's estimate of future payments for all claims reported as of each
year-end and the related defense and investigative expenses. Additional occurrences may become reported claims in
subsequent periods. Actuarial studies have estimated that this liability for unpaid claims and expenses will require
funding through future assessments, which are affected by the amount of investment earnings, over a period of up to ten
years. In the highly unlikely event this contingent liability becomes due in its entirety within the next twelve months,
management believes there will be sufficient available liquidity within its cash, short-term receivables, reinsurance
recoveries, and available lines of credit to fully fund this contingent liability prior to making any unanticipated assessment
of the membership.
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NOTE 6 — CONTINGENCIES (CONTINUED):

MPT has entered into reinsurance contracts with major worldwide reinsurance companies which provide coverage on a
claims-made basis for case losses in excess of trust limits for which MPT is obligated. Coverage also has been purchased
that applies to multiple cases and aggregate stop loss. MPT is contingently liable with respect to ceded reinsurance, if any,
should any reinsurer be unable to meet its obligations under those agreements. Effective January 1, 2007, MPT also entered
into a contract with a major reinsurance company that is designed to protect MPT from a sudden and unexpected level of
loss, defense and investigative payments within a calendar year that could lead to an unanticipated assessment. Up to
$20,000,000 of reinsurance protection is available in the event that calendar year loss, defense and investigative payments
exceed an actuarially determined attachment point. Premiums are variable based on loss experience. The initial adjustable
premium of $5,000,000 is held by MPT on a contingent basis, and is released to the reinsurer should the calendar year
attachment point be exceeded. The attachment point is set at a level where the likelihood of the reinsurance being triggered
is remote. Due to the limited transfer of risk evident in the contract, in accordance with SOP 98-7, Deposit Accounting:
Accounting for Reinsurance Contracts That Do Not Transfer Risk, the deposit method of accounting is used and the
contingent adjustable premium of $5,000,000 is included in prepaid expenses and other assets as of December 31, 2007.
There is also a non-adjustable margin premium of $385,000 that is expensed in the policy-year incurred.

NOTE 7 — RELATED PARTY TRANSACTIONS:

In 2007 and 2006, MPT entered into reinsurance contracts with CAPIC, a wholly owned subsidiary of CAP. These contracts
principally provide aggregate stop-loss reinsurance coverage on a claims-made basis for MPT for claims reported in 2007
and 2006. The coverage provides for a limit of $11,000,000 and $8,000,000 in excess of an aggregate attachment of
$95,403,000 and $100,327,000 for 2007 and 2006, respectively. These agreements can be terminated and commuted
at the end of any calendar quarter prospectively by mutual agreement of CAPIC and MPT. Premiums paid under these agree-
ments were $8,200,000 and $6,000,000 in 2007 and 2006, respectively. Effective January 1, 2007, MPT entered into an
additional reinsurance contract with CAPIC to provide coverage on a claims-made basis for multiple claims arising out of
one common event. Limits of $2,500,000 are available to MPT on a claims-made basis over a $2,000,000 retention. The
term of this contract is for three years. Total premiums paid for this contract of $1,800,000 were recognized as a
prepaid asset and are being amortized to expense over the three-year period. As of December 31, 2007, $1,200,000 remains
as a prepaid asset. In 2007 and 2006, total affiliate reinsurance premium expense under all reinsurance contracts with
CAPIC was $8,644,000 and $5,984,000, respectively, and is included in claims: other operating costs (See Note 10).

MPT and CAP purchase insurance from CAPIC for errors and omissions, fiduciary, and employed lawyer coverage with
limits up to $1,000,000 on a claims-made basis. The coverage is designed to complement CAP and MPT’s primary insur-
ance policies. A total premium of $400,000 was paid for this coverage in 2007 and 2006, of which $379,000 and $385,000
was respectively apportioned to MPT.

NOTE 8 — EMPLOYEE BENEFITS:

MPT sponsors a 401(k) savings plan for its employees. Employees’ contributions are matched by MPT at a level that is
determined by the Board of Trustees. The contribution expense for the 401(k) savings plan was $910,000 and $855,000
for the years ended December 31, 2007 and 2006, respectively. Eligible employees vest in MPT’s contribution over a four-
year vesting schedule. MPT also sponsors a supplemental employee retirement program (SERP) for certain employees.
Participants vest, on average, over a ten year period. MPT funds the obligation principally through life insurance policies
on the participants. Assets at fair value supporting SERP obligations, which are included in other assets, totaled $3,922,000
and $3,385,000 at December 31, 2007 and 2006, respectively. SERP liabilities, which are included in other liabilities,
totaled $3,898,000 and $3,605,000 at December 31, 2007 and 2006, respectively. The net expense related to this program
was $387,000 and $60,000 in 2007 and 2006, respectively. The increase in expense in 2007 was due primarily to the
addition of participants in the SERP and to fluctuations in the fair value of the assets supporting the SERP obligations.

MPT maintains a non-qualified deferred compensation program (NDCP) for eligible employees and Board members.
This program replaced a deferred compensation program that was discontinued in 2004 and rolled over into the NDCP.
Under the plan, participants can defer compensation or Board fees based on an annual election. Amounts deferred will be
credited with notional investment earnings on a tax deferred basis until such amounts are distributed to participants. The
obligations of the NDCP will be financed principally through life insurance policies on eligible participants. Assets at fair
value supporting the obligations of the NDCP and the former plan, which are included in other assets, totaled $8,312,000
and $7,053,000 at December 31, 2007 and 2006, respectively. Liabilities of the NDCP and the former plan, which are
included in other liabilities, totaled $6,041,000 and $4,998,000 at December 31, 2007 and 2006, respectively.
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NOTE 8 — EMPLOYEE BENEFITS (CONTINUED):

Beginning in 2007, MPT and CAP established a post-retirement medical benefit plan for certain employees. Beginning
at the age of 62, participants can use amounts held in a separate post-retirement account held on their behalf (by a third
party trust) to fund eligible medical expenses. Amounts paid to the trust by MPT and CAP are not refundable and
become the property of the trustee on behalf of participants. The trust invests funds received by MPT and CAP in
universal life insurance policies covering participants, which includes a death benefit funded by MPT and CAP until the
participant reaches the vesting age of 62. While the plan establishes targeted post-retirement benefit levels for partici-
pants, there is no obligation for MPT and CAP to fully fund these levels and the employees are only eligible to receive
the benefits accumulated in their account. Included in compensation expense in 2007 is $454,000 in funds contributed
to the trust.

NOTE 9 — INCOME TAXES:

The components of the provision for income taxes are as follows:

Years Ended December 31

2007 2006
Current $5,478,000 $9,507,000
Deferred (192,000) (4,424,000)
Total $5,286,000 $5,083,000

A reconciliation of income tax expense computed at the federal statutory tax rate to total income tax expense is summa-
rized as follows:

Years Ended December 31

2007 2006
Federal income tax expense at 35% $2,107,000 $2,945,000
Increase (decrease) in taxes resulting from:
Retroactive reinsurance transactions 72,000 1,400,000
State income tax (net of federal benefit) 602,000 1,052,000
Tax-exempt investment income (404,000) (301,000)
Return-to-provision adjustments (276,000) 554,000
Valuation allowance 2,741,000 (476,000)
Employee benefit plans 394,000 (145,000)
Other 50,000 54,000
Total federal income tax expense $5,286,000 $5,083,000
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NOTE 9 — INCOME TAXES (CONTINUED):

The significant components of deferred income tax assets and liabilities are as follows:

December 31

2007 2006
Trust Fund — Corpus, restricted:
Deferred tax (liability) asset attributable to unrealized
investment gains (losses) $ (223,000) $ 343,000
Trust Fund — Operations:
Deferred tax assets attributable to:
Initial trust contributions $ 37,240,000 $ 34,777,000
Discounting of non-assessable former members' liability 1,631,000 1,619,000
Employee benefit obligations 4,890,000 4,211,000
Other 208,000 429,000
Deferred tax assets before valuation allowance 43,969,000 41,036,000
Valuation allowance (25,131,000) (22,390,000)
Net deferred tax assets $ 18,838,000 $ 18,646,000

The primary temporary differences are: a) Initial Trust Contributions, which are taxable to MPT, and deductible to mem-
bers, in the year they are paid to MPT; b) liabilities under MPT’s SERP and NDCP employee benefit plans that are
deductible to MPT when paid to the employee (See Note 8); and ¢) the tax effects of discounting claim liabilities. MPT’s
taxable income will be reduced in future periods when the Initial Trust Contributions are refunded to its members.

Income taxes paid in 2007 and 2006 were $6,156,000 and $11,240,000, respectively.
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NOTE 10 — OTHER OPERATING COSTS:

Claims other operating costs, and general and administrative other operating costs are comprised of the following:

December 31

2007 2006
Claims other operating costs:
Reinsurance, affiliated $ 8,644,000 $ 5,984,000
Reinsurance, non-affiliated 5,482,000 5,866,000
Office rent and operating expenses 1,016,000 1,064,000
Information services 226,000 265,000
Claims Review Committees and legal fees 373,000 369,000
Travel, business, and automobile expenses 169,000 188,000
Subtotal 15,910,000 13,736,000
Change in reserve for claims administration and other
adjusting expenses associated with non-assessable former
members (Note 4) 70,000 89,000
$15,980,000 $13,825,000
General and administrative other operating costs:
Office rent and operating expenses $ 2,900,000 $ 2,921,000
Membership insurance coverages 1,489,000 1,395,000
Printing, stationery, supplies, and other 1,271,000 1,148,000
Trustees and committee member fees 1,546,000 1,328,000
Outside member acquisition fees 803,000 817,000
Legal and consulting services 846,000 1,075,000
Information services 1,258,000 858,000
Actuarial, accounting, and investment 315,000 186,000
Travel, business, and automobile expense 459,000 429,000
Depreciation and amortization 432,000 381,000
$11,319,000 $10,538,000

Under an operating agreement with CAP, a fee of $7,384,000 and $7,452,000 was paid to CAP for claims and risk
management services in 2007 and 2006, respectively, based on actual expenses incurred. Operating costs and expenses of
$2,634,000 and $2,779,000 paid to CAP in 2007 and 2006, respectively, have been included in the above tables.

NOTE 11 - COMMITMENTS:

MPT occupies its home office and regional office facilities under operating leases which provide for adjustments to the lease
payments based upon contractual commitments and inflationary factors. The rent expense for these leases was $2,441,000
and $2,417,000 for the years ended December 31, 2007 and 2006, respectively. The future minimum rental commitments
under these leases are as follows:

Years ending

December 31 Amount
2008 $ 2,418,000
2009 2,542,000
2010 2,213,000
2011 2,297,000
2012 2,414,000

Thereafter 2,615,000

$14,499,000
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NOTE 11 - COMMITMENTS (CONTINUED):

MPT maintains a line of credit in the amount of $20,000,000, which bears interest at the bank prime rate or a borrowing
rate based upon the London Interbank Offered Rates (LIBOR) plus a margin for any portion outstanding. The line of
credit includes a subfeature for letters of credit which may be used to collateralize appeal bonds obtained by MPT. There
were no amounts outstanding under the letter of credit subfeature at December 31, 2007 or 2006.

MPT obtains surety bonds for use as collateral for judgments on appeal. MPT indemnifies the surety company for any
recoveries made against the appeal bond. Fees are paid based upon the amount and duration of the appeal bond. There
was $204,000 outstanding on appeal bonds at December 31, 2007 and 2006.

NOTE 12 - SUBSEQUENT EVENT (UNAUDITED):

On January 24, 2008, MPT was granted permission by the Internal Revenue Service (IRS) to change, for tax purposes,
its method of accounting for losses incurred (subject to certain administrative requirements). The impact of this change
is to allow MPT, for tax purposes, to now deduct, in its calculation of unpaid loss reserves, the discounted estimated
aggregate liability of the assessable members for all actual claims and expenses, including incurred but not reported losses.
This permission was granted pursuant to an Application for Change in Accounting Method (Form 3115) filed with the
IRS in 2006 and will be retroactively effective to the 2006 tax year. MPT is currently gathering the necessary data and
information needed to comply with the IRS consent agreement and analyzing the full impact this change in method will
have on its financial position and results of operations. It is expected however, that the result of this change will be to
lower MPT’s effective tax rate prospectively.
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INFORMATION

As of and For the Years Ended

2007 2006 2005 2004 2003
RESULTS OF OPERATIONS
(in millions)
Total Revenues $120.6 $114.0 $ 108.7 $ 109.9 $ 94.1
Expenses
Indemnity Expense $ 44.1 $ 41.0 $ 40.2 $ 495 $ 39.8
Defense and Investigative 27.3 26.9 26.0 32.2 25.5
Other 43.2 37.7 35.9 26.8 27.8
Total Expenses $114.6 $105.6 $102.1 $ 108.5 $ 93.1
Net Income (Loss) $ 07 $ 33 $ 28 $ 04 $ (0.7)
FINANCIAL POSITION
Cash and Invested Assets $195.8 $193.5 $174.3 $ 141.7 $127.4
Total Assets $313.0 $310.1 $ 290.1 $ 252.8 $220.8
Members’ Equity $137.1 $129.5 $119.0 $107.9 $ 99.0
MEMBERSHIP AND CLAIMS (Unaudited)
Active Members at Year End 9,663 9,195 8,864 8,273 7,670
Services for Reported Claims
Cases Opened 1,223 1,255 1,250 1,367 1,627
Cases Closed 1,315 1,358 1,407 1,451 1,537
Cases Under Management 1,351 1,443 1,546 1,703 1,787
Per Active Member (In thousands)
Total Revenue $ 125 $ 124 $ 123 $ 133 $ 123
Indemnity Expense 4.6 4.5 4.5 6.0 5.2
Defense and Investigative 2.8 2.9 2.9 3.9 3.3
Other Expenses 4.5 4.1 4.1 3.2 3.6
Total Expenses $ 11.9 $ 115 $ 115 $ 13.1 $ 121
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