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PART I. FINANCIAL INFORMATION

Item 1. Financial Statements

ASSETS

Current Assets

Cash

Restricted cash

Accounts receivable, net of allowance for doubtful accounts

Prepaid expenses, deposits and other
Prepaid workers' compensation

Other receivables

Current portion of deferred tax asset
Current portion of workers' compensation deposits

Total Current Assets

Property and equipment - net

Deferred tax asset, less current portion
Workers' compensation risk pool deposit, less current portion

Goodwill
Intangible assets - net

Total Assets

LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities
Accounts payable

Checks issued and payable
Account purchase agreement facility
Other current liabilities

Accrued wages and benefits

Current portion of workers' compensation premiums and claims liability

Total Current Liabilities

September 23, December 25,

2016

(unaudited)

$490,270
70,819
12,429,688
364,503
481,944
89,041
878,085
406,219
15,210,569
590,088
1,768,851
2,006,814
3,684,622
585,552

$23,846,496

$226,866
339,418

71,615
320,239
942,816

993,622

2015

$7,629,424

8,917,933

292,352
756,005

878,085
398,319

18,872,118

408,657

2,083,851
2,256,814

2,500,000

$26,121,439

$304,009
487,087

479,616
323,222

1,452,558

1,201,703
4,248,196
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2,894,576
Long-Term Liabilities
Workers' compensation claims liability, less current portion 1,912,705 2,231,735
Total Liabilities 4,807,281 6,479,931
Commitments and contingencies - -
Stockholders' Equity
Preferred stock - $0.001 par value, 5,000,000 shares authorized; none issued - -
Common stock - 100,000,000 shares, $0.001 par value, authorized;
61,060,042 and 64,305,288 shares issued and outstanding, respectively 61,060 64,305
Additional paid-in capital 56,575,183 57,752,301
Accumulated deficit (37,597,028) (38,175,098)
Total Stockholders' Equity 19,039,215 19,641,508
Total Liabilities and Stockholders' Equity $23,846,496 $26,121,439
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Command Center, Inc.

Consolidated Condensed Statements of Income

(unaudited)

Revenue

Cost of staffing services

Gross profit

Selling, general and administrative expenses
Depreciation and amortization

Income from operations

Interest expense and other financing expense
Net income before income taxes

Provision for income taxes

Net income

Earnings per share:
Basic
Diluted

Weighted average shares outstanding:
Basic
Diluted

Thirteen Weeks Ended

Thirty-Nine Weeks Ended

September 23, September 25, September 23, September 25,

2016

$26,433,646 $24,856,000

19,596,705

6,836,941
5,605,680

110,155
1,121,106

616
1,120,489

282,259
$838,231

$0.01
$0.01

62,009,514
62,767,858

2015

18,364,794

6,491,206
5,059,098
42,611

1,389,497
36,083

1,353,414
533,071
$820,343

$0.01
$0.01

64,995,420
66,342,868

2016

$67,171,852

50,194,378
16,977,474
15,745,533
211,200
1,020,741

77,671
943,070

365,000
$578,070

$0.01
$0.01

63,048,377
63,806,354

2015

$66,639,061

48,590,540
18,048,521
15,408,104
128,904

2,511,513
149,018
2,362,495
930,549
$1,431,946

$0.02
$0.02

65,546,464
66,871,177
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Command Center, Inc.
Consolidated Condensed Statements of Cash Flows
(unaudited)

Cash flows from operating activities

Net income

Adjustments to reconcile net income to net cash used by operations:

Depreciation and amortization

Change in allowance for doubtful accounts
Stock based compensation

Reserve on note receivable

Deferred tax asset

Changes in assets and liabilities:

Accounts receivable - trade

Restricted cash

Prepaid workers' compensation

Other receivables

Prepaid expenses, deposits and other

Loss on disposition of property and equipment
Workers' compensation risk pool deposits
Accounts payable

Checks issued and payable

Other current liabilities

Accrued wages and benefits

Workers' compensation premiums and claims liability
Net cash (used in) provided by operating activities
Cash flows from investing activities

Cash paid for acquition

Purchase of property and equipment

Purchase of note receivable

Proceeds from the sale of property and equipment
Net cash used in investing activities

Cash flows from financing activities

Changes to account purchase agreement facility
Purchase of treasury stock

Proceeds from the conversion of stock options
Repayment of notes payable aquired

Net cash used by financing activities

Net increase (decrease) in cash

Cash, beginning of period

Cash, end of period

Non-cash investing and financing activities

Thirty-Nine Weeks Ended

$578,070

211,200
161,551
196,182

315,000

(3,026,980)
(70,819)
274,061
(89,041)
(72,151)

242,100
(77,141)
(147,669)
(216,378)
(509,742)
(527,111)
(2,758,868)

(1,980,000)
(123,986)

(2,103,986)

(408,001)
(1,376,549)

(491,750)
(2,276,300)
(7,139,154)
7,629,424

$490,270

September 23, September 25,

2016 2015

$1,431,946

128,904
23,720

493,351
175,000
817,590

(1,132,817)

(515,185)
(51,916)
(271,844)
(2,271)
212,392
(131,270)
148,278
(17,811)
(22,931)
35,723
1,320,858

(39,648)
(175,000)
2,500
(212,148)

(2,530,709)
(1,411,168)
12,240

(3,929,638)
(2,820,928)
8,600,249
$5,779,322
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Common stock issued for services

Cashless exercise of stock options

Warrant liability reclassified to stockholders' equity
Supplemental disclosure of cash flow information
Interest paid

Income taxes paid

52,688
58,611

73,000
42,500

54,693
103,878

12
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Command Center, Inc.
Notes to Consolidated Condensed Financial Statements

NOTE 1 - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying unaudited consolidated condensed financial statements have been prepared by Command Center,

Inc. (“Command,” “us,” “we,” or “our”) in accordance with U.S. generally accepted accounting principles (“GAAP”) for interi
financial reporting and rules and regulations of the Securities and Exchange Commission. Accordingly, certain

information and footnote disclosures normally included in financial statements prepared in accordance with GAAP

have been condensed or omitted. In the opinion of our management, all adjustments, consisting of only normal

recurring accruals, necessary for a fair presentation of the financial position, results of operations, and cash flows for

the fiscal periods presented have been included.

These financial statements should be read in conjunction with the audited financial statements and related notes
included in our Annual Report filed on Form 10-K for the year ended December 25, 2015. The results of operations
for the thirteen and thirty-nine weeks ended September 23, 2016 are not necessarily indicative of the results expected
for the full fiscal year, or for any other fiscal period.

Consolidation: The consolidated condensed financial statements include the accounts of Command and all of our
wholly-owned subsidiaries. All significant intercompany balances and transactions have been eliminated in
consolidation.

Reclassifications: Certain financial statement amounts for the prior period have been reclassified to conform to the
current period presentation. These reclassifications had no effect on the net income or accumulated deficit as
previously reported.

Cash and Cash Equivalents: Cash and cash equivalents consist of demand deposits, including interest-bearing
accounts with original maturities of three months or less, held in banking institutions and a trust account. These
accounts are guaranteed by the Federal Deposit Insurance Corporation (“FDIC”) up to $250,000 per institution. As of
September 23, 2016 and December 25, 2015, we held deposits in excess of FDIC insured limits of approximately
$174,000 and $7.2 million, respectively.

Concentrations: At December 25, 2015, 11.5% of accounts payable were due to a single vendor. At September 23,
2016, 16.1% of accounts payable were due to a single vendor.

Use of Estimates: The preparation of consolidated financial statements in conformity with GAAP requires us to make
estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets
and liabilities at the date of the consolidated financial statements and the reported amounts of revenue and expenses
during the reporting period. Actual results could differ from those estimates.

Recent Accounting Pronouncements: In August 2014, the FASB issued ASU 2014-15 requiring management to
evaluate whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the
entity’s ability to continue as a going concern, which is currently performed by the external auditors. Management will
be required to perform this assessment for both interim and annual reporting periods and must make certain
disclosures if it concludes that substantial doubt exists. This ASU is effective for annual periods, and interim periods
within those annual periods, beginning on or after December 15, 2016. The adoption of this guidance is not expected
to have a material effect on our financial statements.

14



Edgar Filing: Command Center, Inc. - Form 10-Q

In May 2014, the FASB issued new revenue recognition guidance under ASU 2014-09 that will supersede the existing
revenue recognition guidance under U.S. GAAP. The new standard focuses on creating a single source of revenue
guidance for revenue arising from contracts with customers for all industries. The objective of the new standard is for
companies to recognize revenue when it transfers the promised goods or services to its customers at an amount that
represents what the company expects to be entitled to in exchange for those goods or services. In July 2015, the FASB
deferred the effective date by one year (ASU 2015-14). This ASU will now be effective for annual periods, and
interim periods within those annual periods, beginning on or after December 15, 2017. Early adoption is permitted,
but not before the original effective date of December 15, 2016. Since the issuance of the original standard, the FASB
has issued several other subsequent updates including the following: 1) clarification of the implementation guidance
on principal versus agent considerations (ASU 2016-08); 2) further guidance on identifying performance obligations
in a contract as well as clarifications on the licensing implementation guidance (ASU 2016-10); 3) rescission of
several SEC Staff Announcements that are codified in Topic 605 (ASU 2016-11); and 4) additional guidance and
practical expedients in response to identified implementation issues (ASU 2016-12). The new standard will be
effective for us beginning January 1, 2018 and we expect to implement the standard with the modified retrospective
approach, which recognizes the cumulative effect of application recognized on that date. We are evaluating the impact
of adoption on our consolidated results of operations, consolidated financial position and cash flows.

In February 2016, the FASB issued ASU 2016-02 amending the existing accounting standards for lease accounting
and requiring lessees to recognize lease assets and lease liabilities for all leases with lease terms of more than 12
months, including those classified as operating leases. Both the asset and liability will initially be measured at the
present value of the future minimum lease payments, with the asset being subject to adjustments such as initial direct
costs. Consistent with current U.S. Generally Accepted Accounting Principles (“GAAP”), the presentation of expenses
and cash flows will depend primarily on the classification of the lease as either a finance or an operating lease. The
new standard also requires additional quantitative and qualitative disclosures regarding the amount, timing and
uncertainty of cash flows arising from leases in order to provide additional information about the nature of an
organization’s leasing activities. This ASU is effective for annual periods, and interim periods within those annual
periods, beginning after December 15, 2018 and requires modified retrospective application. Early adoption is
permitted. We are currently evaluating the impact of the new guidance on our consolidated financial statements and
related disclosures.

15
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In March 2016, the Financial Accounting Standards Board (“FASB”) issued Accounting Standards Update (“ASU”)
2016-09 amending several aspects of share-based payment accounting. This guidance requires all excess tax benefits
and tax deficiencies to be recorded in the income statement when the awards vest or are settled, with prospective
application required. The guidance also changes the classification of such tax benefits or tax deficiencies on the
statement of cash flows from a financing activity to an operating activity, with retrospective or prospective application
allowed. Additionally, the guidance requires the classification of employee taxes paid when an employer withholds
shares for tax-withholding purposes as a financing activity on the statement of cash flows, with retrospective
application required. This ASU is effective for annual periods, and interim periods within those annual periods,
beginning after December 15, 2016. Early adoption is permitted. We are currently evaluating the impact of the new
guidance on our consolidated financial statements and related disclosures.

In March 2016, the FASB issued ASU 2016-08, Revenue from Contracts with Customers (Topic 606): Principal
versus Agent Considerations (Reporting Revenue Gross versus Net) (“ASU 2016-08”). ASU 2016-08 does not change
the core principle of Topic 606 but clarifies the implementation guidance on principal versus agent considerations.
ASU 2016-08 is effective for the annual and interim periods beginning after December 15, 2017. We are currently
assessing the potential impact of ASU 2016-08 on our consolidated financial statements and results of operations.

In June 2016, the FASB issued ASU 2016-13, Financial Instruments - Credit Losses (“ASU 2016-13”). ASU 2016-13
changes the impairment model for most financial assets and certain other instruments, including trade and other
receivables, held-to-maturity debt securities and loans, and requires entities to use a new forward-looking expected
loss model that will result in the earlier recognition of allowance for losses. This update is effective for fiscal years
beginning after December 15, 2019, including interim periods within those fiscal years. Early adoption is permitted
for a fiscal year beginning after December 15, 2018, including interim periods within that fiscal year. Entities will
apply the standard's provisions as a cumulative-effect adjustment to retained earnings as of the beginning of the first
reporting period in which the guidance is adopted. We are currently assessing the potential impact of ASU 2016-13 on
our consolidated financial statements and results of operations.

In August 2016, the FASB issued ASU 2016-15, Statement of Cash Flows (Topic 230): Classification of Certain Cash
Receipts and Cash Payments ("ASU 2016-15"). ASU 2016-15 reduces diversity in practice in how certain transactions
are classified in the statement of cash flows. The amendments in ASU 2016-15 provide guidance on specific cash flow
issues including debt prepayment or debt extinguishment costs, settlement of zero-coupon debt instruments or other
debt instruments with coupon interest rates that are insignificant in relation to the effective interest rate of the
borrowing, contingent consideration payments made after a business combination, proceeds from the settlement of
insurance claims, proceeds from the settlement of corporate-owned life insurance policies, and distributions received
from equity method investees. ASU 2016-15 is effective for annual and interim periods beginning after December 15,
2017. We are currently assessing the potential impact of ASU 2016-15 on our consolidated financial statements and
results of operations.

Other accounting standards that have been issued by the Financial Accounting Standards Board or other
standards-setting bodies are not expected to have a material impact on our financial position, results of operations and
cash flows. For period ended September 23, 2016, the adoption of other accounting standards had no material impact
on our financial positions, results of operations, or cash flows.

NOTE 2 - EARNINGS PER SHARE

Basic earnings per share is calculated by dividing net income or loss available to common stockholders by the
weighted average number of common shares outstanding, and does not include the impact of any potentially dilutive
common stock equivalents. Diluted earnings per share reflect the potential dilution of securities that could share in our
earnings through the conversion of common shares issuable via outstanding stock options and stock warrants, except
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where their inclusion would be anti-dilutive. Total outstanding common stock equivalents at September 23, 2016 and
September 25, 2015 were 3,303,000 and 3,728,500 respectively.
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Diluted common shares outstanding were calculated using the treasury stock method and are as follows:

Thirteen Weeks Ended Thirty-Nine Weeks Ended

September 23, September 25, September 23,§§p tember
2016 2015 2016 s

Wel'ghted average number of common shares used in basic 62.009.514 64995420 63.048377  65.546.464
net income per common share

Dilutive effects of stock options 758,344 1,347,448 757,977 1,324,713
Wel'ghted average number of common shares used in diluted 62.767.858 66342.868 63.806.354 66.871.177
net income per common share

NOTE 3 - ACCOUNT PURCHASE AGREEMENT

In May 2016, we signed a new Account Purchase Agreement with our lender, Wells Fargo Bank, N.A. The agreement
allows us to sell eligible accounts receivable for 90% of the invoiced amount on a full recourse basis up to the facility
maximum, $14 million. When the receivable is collected, the remaining 10% is paid to us, less applicable fees and
interest. At September 23, 2016 and December 25, 2015, the Account Purchase Agreement Facility had a balance of
$71,615 and $479,616, respectively. At September 23, 2016 the gross value of accounts receivable sold under this
agreement (collateral) was approximately $8.3 million. The term of the agreement is through April 7, 2018. The
agreement bears interest at the Daily One Month London Interbank Offered Rate (LIBOR) plus 2.5% per annum. At
September 23, 2016, the effective interest rate was 3.01%. Interest is payable on the actual amount advanced.
Additional charges include an annual facility fee equal to 0.50% of the facility threshold in place and lockbox fees. As
collateral for repayment of any and all obligations, we granted Wells Fargo Bank, N.A. a security interest in all of our
property including, but not limited to, accounts receivable, intangible assets, contract rights, investment property,
deposit accounts, and other such assets.

At September 23, 2016, we had an outstanding letter of credit in the amount of $5.7 million issued under this
agreement which we use as a collateral deposit with our workers’ compensation insurance provider. The letter of credit
reduces the amount of funds available under this agreement.

The agreement requires that the sum of our unrestricted cash plus net accounts receivable must at all times be greater
than the sum of the amount outstanding under the agreement plus accrued payroll and accrued payroll taxes. At
September 23, 2016, we were in compliance with this covenant.

NOTE 4 - ACQUISITION

On June 3, 2016 we purchased substantially all the assets of Hanwood Arkansas, LLC, an Arkansas limited liability
company, and Hanwood Oklahoma, LLC, an Oklahoma limited liability company. Together these companies
operated as Hancock Staffing from offices located in Little Rock, Arkansas and Oklahoma City, Oklahoma. We
acquired all of the assets used in connection with the operation of the two staffing offices. In addition, we assumed
liabilities for future payments due under the leases for the two offices, amounts owed on motor vehicles acquired, and
the amount due on their receivables factoring line. This transaction was accounted for under the purchase method in
accordance with FASB Accounting Standards Codification Topic ASC 805, Business Combinations.
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The aggregate consideration paid for Hancock was $2,685,145, paid as follows: (i) cash of $1,980,000; (ii) an
unsecured one-year holdback obligation of $220,000; and (iii) assumed liabilities of $485,145.

In connection with the acquisition of Hancock, we identified and recognized an intangible asset of $659,564
representing customer relationships and employment agreements/non-compete agreements. The customer
relationships are being amortized on a straight line basis over their estimated life of four (4) years and the
non-compete agreement is amortized over its two-year term. During the thirteen and thirty-nine weeks ended
September 23, 2016 we recognized amortization expense of $62,685 and $74,012, respectively. We will recognize
amortization expense of $55,509 in the remainder of fiscal year ending 2016, $222,034 in the fiscal year ending 2017,
$155,367 in the fiscal year ending 2018, $107,746 in the fiscal years 2019 and $44,896 in the fiscal year 2020. At
September 23, 2016 the Intangible asset balance, net of accumulated amortization, is $585,552.
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The following table summarizes the estimated fair values of the assets acquired and liabilities assumed at the date of
acquisition, which have now been recorded in the financial statements as of September 23, 2016:

ASSETS:

Current assets $646,325

Fixed assets 194,633
Intangible assets 659,564
Goodwill 1,184,623
Total $2,685,145
LIABILITIES:

Current liabilities $705,145
Net purchase price $1,980,000

NOTE 5 - WORKERS' COMPENSATION INSURANCE AND RESERVES

On April 1, 2014, we changed our workers’ compensation carrier to ACE American Insurance Company (“ACE”) in all
states in which we operate other than Washington and North Dakota. ACE has acquired Chubb Corp. and is now
known as Chubb. The Chubb insurance policy is a large deductible policy where we have primary responsibility for

all claims made. Chubb provides insurance for covered losses and expenses in excess of $500,000 per incident. Under
this high deductible program, we are largely self-insured. Per our contractual agreements with Chubb, we must

provide a collateral deposit of $5.7 million, which is accomplished through a letter of credit under our Account
Purchase Agreement with Wells Fargo. For workers’ compensation claims originating in Washington and North
Dakota, we pay workers’ compensation insurance premiums and obtain full coverage under mandatory government
administered programs. Our liability associated with claims in these jurisdictions is limited to the payment of
premiums.

As part of our large deductible workers’ compensation programs, our carriers require that we collateralize a portion of
our future workers’ compensation obligations in order to secure future payments made on our behalf. This collateral is
typically in the form of cash and cash equivalents. At September 23, 2016 and December 25, 2015, we had net cash
collateral deposits of approximately $2.4 million. With the addition of the $5.7 million letter of credit, our cash and
non-cash collateral totaled approximately $8.1 million at September 23, 2016. The workers’ compensation risk pool
deposits total $2,413,033 as of September 23, 2016, consisting of a current portion of $406,219 and a long-term
portion of $2,006,814. The long-term portion of the risk pool deposits is net of an allowance of $0.5 million, which is
determined to be impaired. This allowance is to reserve for the possibility that we would not recover all of our risk
pool deposits that we placed with our former workers’ compensation insurance carrier, Freestone Insurance (formerly
Dallas National Insurance Company.) Freestone Insurance was placed in receivership by the State of Delaware in
2014. We continue to believe that we have a priority claim for the return of our collateral. However, the amount that
will ultimately be returned to us is still uncertain. See Note 7 — Commitments and Contingencies, for additional
information on cash collateral provided to Freestone Insurance Company.

Workers' compensation expense for temporary workers is recorded as a component of our cost of staffing services and
totaled approximately $2.8 million and $2.1 million for the thirty-nine week periods ended September 23, 2016 and
September 25, 2015, respectively. During the first three quarters of 2015 we recognized an approximate $700,000
cumulative benefit from the actuarial adjustment to our prior year’s workers compensation liability.

NOTE 6 - STOCK BASED COMPENSATION
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Our 2008 Stock Incentive Plan expired in January 2016. Outstanding awards continue to remain in effect according to
the terms of the plan and the award documents. The Stock Incentive Plan permitted the grant of up to 6.4 million
stock options in order to motivate, attract and retain the services of employees, officers and directors, and to provide
an incentive for outstanding performance. Pursuant to awards under this plan, there were 2,195,500 and 1,671,616
options vested at September 23, 2016 and December 25, 2015, respectively.
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The following table summarizes our stock options outstanding at December 25, 2015 and changes during the period
ended September 23, 2016:

Number of Shares Under Weighted Average Exercise Price  Weighted average

Options per Share Grant Date Fair Value
g)(;llt;tandmg, December 25, 3.633.500 $0.44 $0.29
Granted 205,000 0.44 0.29
Forfeited (235,500) 0.41 0.33
Expired (300,000) 0.72 0.72
Exercised - - -
g)(;lltztandmg, September 23, 3,303,000 0.42 0.25

The following table summarizes our non-vested stock options outstanding at December 25, 2015, and changes during
the period ended September 23, 2016:

Number of Weighted Average Exercise Price  Weighted Average Grant Date
Options per Share Fair Value

12\16)1115—V6sted, December 25, 1,961,884 $0.39 $0.31

Granted 205,000 0.44 0.29

Vested (759,384) 0.39 0.28

Expired (300,000) 0.72 0.33

Non-vested, September 23, 1.107.500 $0.31 $0.31

2016

The following table summarizes information about our stock options outstanding, and reflects the intrinsic value
recalculated based on the closing price of our common stock at September 23, 2016:

Number of Shares Weighted Average Weighted Average Remaining  Aggregate Intrinsic
Under Options Exercise Price per Share  Contractual Life (years) Value
Outstanding 3,303,000 $0.42 4.64 $955,408
Exercisable 2,195,500 $0.39 4.81 $279,508

We recognized share-based compensation expense relating to the vesting of issued stock options of approximately
$40,000 and $163,000 for the thirteen week, and $196,600 and $420,000 for the thirty-nine week periods ended
September 23, 2016 and September 25, 2015, respectively. At September 23, 2016, there was unrecognized
share-based compensation expense totaling approximately $133,000 relating to non-vested options and restricted share
grants that will be recognized over the next 2.5 years.
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During 2015, we granted 647,000 shares of restricted common stock to employees. The shares were to vest on
October 31, 2016, if the grantee was still an employee. During 2016, the grant was terminated and no restricted
common stock will be earned by employees or issued.

Stock Repurchase: In April 2015, the Board of Directors authorized a $5.0 million three year repurchase of our
common stock. During the third quarter of 2016 we purchased 1,238,919 shares of common stock at an aggregate
price of approximately $499,000 resulting in an average price of $0.40 per share under the plan. These shares were
then retired. We have approximately $2.2 million remaining under the plan. The table below summarizes our
common stock purchases during the third quarter of 2016.

10
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Average Total number of shares Approximate dollar value of
Total Shares . .
Price Per purchased as part of publicly shares that may yet be purchased
Purchased
Share announced plan under the plan
July (June 25, 2016 to
July 22, 2016) 301,500 $0.41 4,794,516 $2,588,905
August (July 23, 2016
to August 19, 2016) 177,407 $0.41 4,971,923 $2,516,529
September (August 20,
2016 to September 23, 760,012 $0.40 5,731,935 $2,213,622
2016)
Total 1,238,919

NOTE 7 - COMMITMENTS AND CONTINGENCIES

Legal Proceedings: From time to time we are involved in various legal proceedings. We believe that the outcome of
these proceedings, even if determined adversely, will not have a material adverse effect on our business, financial
condition or results of operations. There have been no material changes in our legal proceedings since December 25,
2015.

Freestone Insurance Company Liquidation:

For the two-year period prior to April 1, 2014, our workers’ compensation insurance coverage was provided by Dallas
National Insurance under a high deductible policy in which we are responsible for the first $350,000 per

incident. During this time period, Dallas National changed its corporate name to Freestone Insurance Company.
Under the terms of the policy we were required to provide cash collateral of $900,000 per year for a total of $1.8
million, as a non-depleting fund to secure our payment of anticipated claims up to the policy deductible. We are
ultimately responsible for paying costs of claims that occur during the term of the policy, up to the deductible
amount. In January 2014, Freestone Insurance provided written confirmation to us that it continued to hold $1.8
million of Command funds as collateral and stated that an additional $200,000 was held at another insurance
provider. In April 2014, the State of Delaware placed Freestone Insurance in receivership due to concerns about its
financial condition. On August 15, 2014, the receivership was converted to a liquidation proceeding. The receiver
distributed pending individual claims for workers’ compensation benefits to the respective state guaranty funds for
administration. In many cases, the state guaranty funds have made payments directly to the claimants. In other
situations we have continued to pay claims that are below the deductible level and we are not aware of any pending
claims from this time period that exceed or are likely to exceed our deductible.

From about July 1, 2008 until April 1, 2011, in most states our workers’ compensation coverage was provided under an
agreement with AMS Staff Leasing II, through a master policy with Dallas National. During this time period, we
deposited approximately $500,000 with an affiliate of Dallas National for collateral related to the coverage through
AMS Staff Leasing II. Claims that remain open from this time period have also been distributed by the receiver to the
state guaranty funds. In one instance, the State of Minnesota has denied liability for payment of a workers’
compensation claim that arose in 2010 and is in excess of our deductible. In the first quarter of this year, we settled the
individual workers’ compensation case and have legally challenged the State’s denial of liability.

During the second quarter of 2015, the receiver requested court authorization to disburse funds to the state guaranty

funds. We and other depositors of collateral with Freestone objected and asked the court to block the disbursements
until a full accounting of the assets and liabilities of Freestone is provided. Distribution of funds by the receiver to the
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state guaranty funds remains on hold. As a result of these developments, during the second quarters of each 2015 and
2016 we recorded reserves of $250,000 on the deposit balance, for a total reserve of $500,000. We review these
deposits at each balance sheet date and as of September 23, 2016, we did not need to make an adjustment to our
deposit balance.

On July 5, 2016, the receiver filed the First Accounting with the Delaware Court of Chancery. The First Accounting
does not clarify the issues with respect to the collateral claims, priorities and return of collateral. In the accounting, the
Receiver reports total assets of $87.7 million as of December 31, 2015.

In late 2015, we filed timely proofs of claim with the receiver. One proof of claim is filed as a priority claim seeking
return of the full amount of our collateral deposits. The other proof of claim is a general claim covering non-collateral
items. We believe that our claim to the return of our collateral is a priority claim in the liquidation proceeding and that
our collateral should be returned to us. However, if it is ultimately determined that our claim is not a priority claim or
if there are insufficient assets in the liquidation to satisfy the priority claims, we may not receive any or all of our
collateral.

NOTE 8 — SUBSEQUENT EVENTS

On September 29, 2016, the Board of Directors approved the 2016 Stock Incentive Plan (the “2016 Plan”) and directed
that the 2016 Plan be submitted to a vote of the shareholders at the annual meeting, which has been scheduled for
November 17, 2016. The stated purpose of the 2016 Plan is to attract, retain and motivate employees, officers,
directors, consultants and advisors of the Company and to align their interests of our shareholders. Upon approval by
the shareholders, the 2016 Plan will make up to 6,000,000 shares available for awards over the 10 year term of the
2016 Plan.

11
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Item 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations

Forward Looking Statements: This Quarterly Report on Form 10-Q contains “forward-looking statements” within the
meaning of the Private Securities Litigation Reform Act of 1995. Forward-looking statements include statements

regarding industry trends, our future financial position and performance, business strategy, revenues and expenses in

future periods, projected levels of growth and other matters that do not relate strictly to historical facts. These

statements are often identified by words such as “may,” “will,” “seeks,” “anticipates,” “believes,” “estimates,” “expects,” “proj
“forecasts,” “plans,” “intends,” “continue,” “could,” “should” or similar expressions or variations. These statements are based «
the beliefs and expectations of our management based on information currently available. Such forward-looking

statements are not guarantees of future performance and are subject to risks and uncertainties that could cause actual

results to differ materially from those contemplated by forward-looking statements. Important factors currently known

to our management that could cause or contribute to such differences include, but are not limited to, those referenced

in our Annual Report on Form 10-K for the year ended December 25, 2015 under Item 1A “Risk Factors.” We

undertake no obligation to update any forward-looking statements as a result of new information, future events or

otherwise.
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Overview

Command Center, Inc. (“Command,” “us,” “we,” or “our”) is a staffing company operating primarily in the manual labor
segment of the staffing industry. Our customers range in size from small businesses to large corporations. All of our
temporary workers are employed by us. Most of our work assignments are short term, and many are filled on little

notice from our customers. In addition to short and longer term temporary work assignments, we recruit and place
workers in temp-to-hire positions.

At September 23, 2016, we owned and operated 61 on-demand labor stores in 21 states.

Results of Operations

The following table reflects operating results for the thirteen week and thirty-nine week periods ended September 23,
2016 compared to the thirteen week and thirty-nine week periods ended September 25, 2015 (in thousands, except per

share amounts and percentages) and serves as the basis for the narrative that follows. Percentages indicate line items
as a percentage of total revenue.

Thirteen Weeks Ended Thirty-Nine Weeks Ended

September 23, September 25, September 23, September 25,

2016 2015 2016 2015
Total Operating Revenue $26,434 $24.856 $67,172 $66,639
Cost of Staffing Services 19,597 74.1% 18365 739% 50,194 74.7% 48,590 72.9%
Gross profit 6,837 25.9% 6,491 26.1% 16,977 253% 18,049 27.1%
S:S;‘r’f; Sgeneral and administrative 5606  212% 5,059  20.3% 15746 23.4% 15408 23.1%
Depreciation and amortization 110 04% 43 02% 211 04% 129 0.2%
Income from operations 1,121 42% 1,389 56% 1,021 1.5% 2,512 3.8%
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Interest expense and other financing

1 0.0% 36 01% 78 0.1% 149 0.2%
expense
Net income before income taxes 1,120 42% 1,353 54% 943 1.4% 2,363 3.5%
Provision for income taxes 282 1.0% 533 2.1% 365 0.5% 931 1.4%
Net income $838 32% $820 33% $578 09% $1,432 2.1%
Non-GAAP Data
EBITDA $1,182 45% $1,595 6.4% $1,428 2.1% $3,061 4.6%

Earnings before interest, taxes, depreciation and amortization, and non-cash compensation (EBITDA) is a non-GAAP
measure that represents net income attributable to Command before interest expense, income tax benefit (expense),
depreciation and amortization, and non-cash compensation. Adjusted earnings before interest, taxes, depreciation and
amortization, and non-cash compensation (Adjusted EBITDA) is a non-GAAP measure that represents net income
attributable to Command before interest expense, income tax benefit (expense), depreciation and amortization,
non-cash compensation and certain non-recurring charges. We utilize EBITDA and Adjusted EBITDA as financial
measures as management believes investors find them to be useful tools to perform more meaningful comparisons of
past, present and future operating results and as a means to evaluate our results of operations. We believe these
metrics are useful complements to net income and other financial performance measures. EBITDA and Adjusted
EBITDA are not intended to represent net income as defined by U.S. generally accepted accounting principles
(“GAAP”), and such information should not be considered as an alternative to net income or any other measure of
performance prescribed by GAAP.

12
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We use EBITDA and Adjusted EBITDA to measure our financial performance because we believe interest, taxes,
depreciation and amortization, non-cash compensation and certain non-recurring charges bear little or no relationship
to our operating performance. By excluding interest expense, EBITDA and Adjusted EBITDA measure our financial
performance irrespective of our capital structure or how we finance our operations. By excluding taxes on income, we
believe EBITDA and Adjusted EBITDA provide a basis for measuring the financial performance of our operations
excluding factors that our branches cannot control. By excluding depreciation and amortization expense, EBITDA and
Adjusted EBITDA measure the financial performance of our operations without regard to their historical cost. By
excluding stock based compensation, EBITDA and Adjusted EBITDA provide a basis for measuring the financial
performance of our operations. In addition, by excluding certain nonrecurring charges Adjusted EBITDA provides a
basis for measuring financial performance without unusual nonrecurring charges. For all of these reasons, we believe
that EBITDA and Adjusted EBITDA provide us and investors with information that is relevant and useful in
evaluating our business. However, because EBITDA and Adjusted EBITDA exclude depreciation and amortization,
they do not measure the capital we require to maintain or preserve our fixed assets. In addition, EBITDA and Adjusted
EBITDA do not reflect interest expense, and do not take into account the total amount of interest we pay on
outstanding debt, nor do they show trends in interest costs due to changes in our financing or changes in interest rates.
EBITDA and Adjusted EBITDA, as defined by us, may not be comparable to EBITDA and Adjusted EBITDA as
reported by other companies that do not define EBITDA and Adjusted EBITDA exactly as we define those terms.
Because we use EBITDA and Adjusted EBITDA to evaluate our financial performance, we reconcile them to net
income, which is the most comparable financial measure calculated and presented in accordance with GAAP.

The following is a reconciliation of EBITDA to net income for the periods presented:

Thirteen Weeks Ended Thirty-Nine Weeks Ended

September 23, 2016September 25, 2015September 23, 2016September 25, 2015

EBITDA $1,182 $1,595 $1,428 $3,061
Interest expense and other financing ) (36) (78) (149)
expense

Depreciation and amortization (110) 43) 211) (129)
Provision for income taxes (282) (533) (365) (931)
Non-cash compensation 50 (163) (196) (420)
Net income (loss) $838 $820 $578 $1,432

The following is a reconciliation of adjusted EBITDA to net income for the periods presented:

Thirteen Weeks Ended Thirty-Nine Weeks Ended

September 23, 2016September 25, 2015September 23, 2016September 25, 2015

Adjusted EBITDA $1,134 $1,770 $1,630 $3,486
Adjustments

Non-cash compensation 50 (163) (196) (420)
Non-cash taxes (234) (533) (317) (931)
Depreciation and amortization (110) 43) (211) (129)
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Interest expense and other financing

ex (1
pense

Reserve for workers compensation

deposit

Reserve for note receivable

Net Adjustments: (296)

Net income (loss) (GAAP measure) $838

13

(36)

(175)
(950)
$820

(78)

(250)

(1,052)
$578

(149)

(250)

(175)
(2,054)
$1,432
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Thirteen Weeks Ended September 23, 2016

Summary of Operations: Revenue for the thirteen weeks ended September 23, 2016 was $26.4 million, an increase of
approximately $1.6 million or 6.4%, when compared to the third quarter of 2015. In June 2016, we acquired the assets
of Hanwood Oklahoma, LLC, operating a branch in Oklahoma City, Oklahoma and Hanwood Arkansas, LLC,

operating a branch in Little Rock, Arkansas (collectively referred to as “Hancock”.) For the quarter ended September 23,
2016, revenue from the Hancock branches was approximately $2.0 million or 7.7% of our revenue in the third quarter.
Revenue from our branches in North Dakota fell by approximately $1.4 million or 31.5% from the third quarter of

2015. This decrease in North Dakota revenue is due to the decline in demand for temporary staffing services in the
Bakken region of North Dakota. Revenue from our remaining branches (excluding Hancock and North Dakota) was
approximately $21.0 million, an increase of $1.0 million or 4.3% from the third quarter of 2015.

We continue to focus on improving same store sales and margins as a way to increase revenue and profitability, as
well as to open additional branches when economically feasible to do so.

Our branches serve a wide variety of clients and industries across 21 states. Our individual branch revenue can
fluctuate significantly on both a quarter over quarter and year over year basis depending on the local economic
conditions and need for temporary labor services in the local economy. We strive to increase the diversity of clients
and industries we service at both the branch and the company level. We believe this will reduce the potential negative
impact of an economic downturn in any one industry or region.

Cost of Staffing Services: Cost of staffing services was 74.1% and 73.9% of revenue for the thirteen weeks ended
September 23, 2016 and September 25, 2015, respectively. This increase is a nominal quarter over quarter variation.

Selling, General and Administrative Expenses (“SG&A”): SG&A expenses were 21.2% and 20.3% of revenue for the
thirteen weeks ended September 23, 2016 and September 25, 2015, respectively. On an absolute basis our SG&A
expense was approximately $547,000 or 10.8% higher in the third quarter of 2016 than in 2015.

This increase quarter over quarter was due to $249,000 of payroll tax expense, $229,000 workers’ compensation
expense accrual based on a percentage of payroll, and $302,000 bad debt expense for aged invoices related to specific
customers, offset by $140,000 decrease in salaries due to a reduction in sales training staff, $144,000 reduction in
stock based compensation due to the termination of the December 2015 employee stock grant, and $84,000 reduction
in legal services.

Thirty-nine Weeks Ended September 23, 2016

Summary of Operations: Revenue for the thirty-nine weeks ended September 23, 2016 was $67.2 million, a slight
increase of approximately $533,000 or 0.8%, when compared to the thirty-nine weeks ended September 25, 2015. In
June 2016, we acquired the assets of Hanwood Oklahoma, LLC, operating a branch in Oklahoma City, Oklahoma and
Hanwood Arkansas, LL.C, operating a branch in Little Rock, Arkansas (collectively referred to as “Hancock”.) From the
date of acquisition through September 23, 2016, revenue from the Hancock branches was approximately $2.5 million

or 3.8% of our revenue for the first thirty-nine weeks of the year. Revenue from our branches in North Dakota fell by
approximately $4.5 million or 38.3% from the first thirty-nine weeks of 2015. This decrease in North Dakota revenue

is due to the decline in demand for temporary staffing services in the Bakken region of North Dakota. Revenue from
our remaining branches (excluding Hancock and North Dakota) was $57.3 million, an increase of $2.5 million or

4.7% from the first thirty-nine weeks of 2015.

Cost of Staffing Services: Cost of staffing services was 74.7% and 72.9% of revenue for the thirty-nine weeks ended
September 23, 2016 and September 25, 2015, respectively. Part of the increase was due to the effect of an
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approximate $700,000 cumulative benefit from the actuarial adjustment to our prior year’s workers’ compensation
liability that was recognized during the first thirty-nine weeks of 2015. There can be fluctuations in the quarterly
workers’ compensation expense as a result of changes to the mix of work performed during the quarter, changes in our
claims history and changes in actuarial assumptions. After adjusting for this one-time benefit, cost of staffing services
for the thirty-nine weeks ended September 25, 2015 would have been 74.0% instead of 72.9%. Using the adjusted
74.0% cost of staffing services as a comparison, the 0.7% increase in 2016 was due to the reduction in higher margin
revenue from the North Dakota region as well as overall higher cost of staffing services in the remaining branches
compared to this same thirty-nine week period last year.

14

39



Edgar Filing: Command Center, Inc. - Form 10-Q

40



Edgar Filing: Command Center, Inc. - Form 10-Q

Selling, General and Administrative Expenses (“SG&A”): SG&A expenses were 23.4% and 23.1% of revenue for the
thirty-nine weeks ended September 23, 2016 and September 25, 2015, respectively. On an absolute basis our SG&A
expense was approximately $337,000 or 2.2% higher in the first thirty-nine weeks of 2016 than in the same period in
2015. This increase year over year was due to $148,000 of payroll tax expense, $98,000 payroll tax penalties,

$276,000 workers’ compensation expense, $265,000 contract labor and consulting expense for special projects and as a
substitute for hiring full-time resources, and $114,000 credit card fees from increased credit card payments by
customers, offset by $162,000 decrease in salaries due to a reduction in sales training staff, $224,000 reduction in
stock based compensation, and $267,000 reduction in legal services.

Liquidity and Capital Resources

Cash used by operating activities totaled approximately $2.8 million during the thirty-nine weeks ended September
23,2016, as compared to cash provided by operating activities of $1.3 million for the same thirty-nine week period in
2015. The significant changes in cash used by or provided by operating activities include the net income for the
thirty-nine weeks ended September 23, 2016 of approximately $578,000 compared to net income of $1,432,000 for
the prior year. Accounts receivable increased approximately $3.0 million during the thirty-nine week period ended
September 23, 2016 compared to a $1.1 million increase in 2015.

Cash used in investing activities totaled approximately $2.1 million for the thirty-nine weeks ended September 23,
2016 compared to $212,000 in 2015. In June, 2016, we acquired the assets of Hanwood Oklahoma, LL.C and
Hanwood Arkansas, LL.C, operating branches in Oklahoma City, Oklahoma and Little Rock, Arkansas, respectively
(collectively referred to as “Hancock”.) We paid $1.98 million in cash for the assets. The purchase resulted in a $1.2
million increase in goodwill and an approximately $586,000 increase in intangible assets.

Cash used by financing activities totaled approximately $2.3 million and $3.9 million during the first thirty-nine
weeks of 2016 and 2015. In April 2015 the Board of Directors authorized a $5.0 million three-year program for
repurchase of our common stock. During the first thirty-nine weeks of 2016 and 2015 we purchased 3,402,383 and
1,889,310 shares, respectively, of common stock at an aggregate price of approximately $1,382,000 and $1,146,000,
respectively, resulting in an average price of $0.41and $0.61, respectively per share. These shares were then retired.
We have approximately $2.2 million remaining under the plan.

The Company believes its cash flow from operations plus the availability from its account purchase agreement facility
provide adequate liquidity to operate over the next twelve months.

Accounts Receivable: At September 23, 2016 we had total current assets of approximately $15.2 million. Included in
current assets are trade accounts receivable of approximately $12.4 million (net of allowance for bad debts of
approximately $795,000). Weighted average aging on our trade accounts receivable at September 23, 2016 was 44
days compared to 37 days at September 25, 2015. Bad debt expense was approximately $409,000 for the thirty-nine
weeks ended September 23, 2016 compared to approximately $322,000 during the same time period ended September
25, 2015.

Financing: In May 2016, we signed a new Account Purchase Agreement with our lender, Wells Fargo Bank, N.A. The
agreement allows us to sell eligible accounts receivable for 90% of the invoiced amount on a full recourse basis up to
the facility maximum, $14 million. When the receivable is collected, the remaining 10% is paid to us, less applicable
fees and interest. At September 23, 2016 there were approximately $8.3 million in outstanding accounts receivable
sold under this agreement. The term of the agreement is through April 2018. The agreement bears interest at the Daily
One Month London Interbank Offered Rate (LIBOR) plus 2.5% per annum. At September 23, 2016, the effective
interest rate was 3.01%. Interest is payable on the actual amount advanced. Additional charges include an annual
facility fee equal to 0.50% of the facility threshold in place and lockbox fees. As collateral for repayment of any and
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all obligations, we granted Wells Fargo Bank, N.A. a security interest in all of our property including, but not limited
to, accounts receivable, intangible assets, contract rights, investment property, deposit accounts, and other such assets.
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We also have an outstanding letter of credit under this agreement in the amount of $5.7 million which reduces the
amount of funds otherwise made available to us under this agreement.

Workers’ Compensation: Our workers’ compensation carrier is Chubb Corp. (“Chubb”) in all states in which we operate
other than Washington and North Dakota. (See Note 5: Workers’ Compensation Insurance Reserve for disclosure

about Chubb as our carrier after it was acquired by ACE American Insurance company.) The Chubb insurance policy

is a large deductible policy where we have primary responsibility for all claims made. Chubb provides insurance for
covered losses and expenses in excess of $500,000 per incident. Under this high deductible policy, we are largely
self-insured. Per our contractual agreements with Chubb, we must provide a collateral deposit of $5.7 million, which

is accomplished through a letter of credit under our account purchase agreement.

Item 3. Quantitative and Qualitative Disclosures about Market Risk

There is no established market for trading our common stock. The market for our common stock is limited, and as

such, shareholders may have difficulty reselling their shares when desired or at attractive market prices. The common
stock is not regularly quoted in the automated quotation system of a registered securities system or association. Our
common stock, par value $0.001 per share, is quoted on the OTC Markets Group QB (OTCQB) under the symbol
“CCNI”. The OTCQB is a network of security dealers who buy and sell stock. The dealers are connected by a computer
network which provides information on current “bids” and “asks” as well as volume information. The OTCQB is not
considered a “national exchange”. The “over-the-counter” quotations do not reflect inter-dealer prices, retail mark-ups,
commissions or actual transactions. Our common stock has continued to trade in low volumes and at low prices. Some
investors view low-priced stocks as unduly speculative and therefore not appropriate candidates for investment. Many
institutional investors have internal policies prohibiting the purchase or maintenance of positions in low-priced stocks.

Item 4. Controls and Procedures

Under the supervision and with the participation of our management, including our principal executive officer and
principal financial officer, we have evaluated the effectiveness of our disclosure controls and procedures (as defined in
Rules 13a-15(e) and 15d-15(e) of the Securities Exchange Act of 1934) as of the end of the period covered by this
report and, based on this evaluation, our principal executive officer and principal financial officer have concluded that
these disclosure controls and procedures are effective. There were no changes in our internal control over financial
reporting (as defined in Rules 13a-15(f) and 15d-15(f) of the Securities Exchange Act of 1934) that occurred during
the period covered by this report that have materially affected, or are reasonably likely to materially affect, our
internal control over financial reporting.
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PART II. OTHER INFORMATION

Item 1. Legal Proceedings

From time to time we are involved in various legal proceedings. We believe that the outcome of these proceedings,
even if determined adversely, will not have a material adverse effect on our business, financial condition or results of
operations.

Item 1A. Risk Factors

There have been no material changes from the Risk Factors we previously disclosed in our Annual Report on Form
10-K for the year ended December 25, 2015 filed with the Securities and Exchange Commission on March 24, 2016.

Item 2. Unregistered Sales of Equity Securities and Use of Proceeds
None

Item 3. Default on Senior Securities

None.

Item 4. Mine Safety Disclosure

None.

Item 5. Other Information

None.

Item 6. Exhibits

Exhibit Description

No. p

311 Certification of Frederick Sandford, Chief Executive Officer of Command Center, Inc. pursuant to Rule
— 13a-14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

312 Certification of Colette Pieper, Chief Financial Officer of Command Center, Inc. pursuant to Rule
— 13a-14(a) as adopted pursuant to Section 302 of the Sarbanes-Oxley Act of 2002.

301 Certification of Frederick Sandford, Chief Executive Officer of Command Center, Inc. pursuant to 18
— U.S.C. Section 1350, as adopted in Section 906 of the Sarbanes-Oxley Act of 2002.

302 Certification of Colette Pieper, Chief Financial Officer of Command Center, Inc. pursuant to 18 U.S.C.
— Section 1350, as adopted in Section 906 of the Sarbanes-Oxley Act of 2002.

(110)1 NS XBRL Instance Document

(110)1 SCH XBRL Taxonomy Extension Schema Document

(110)1 CAL XBRL Taxonomy Extension Calculation Linkbase Document

(110)1 DEF XBRL Taxonomy Extension Definition Linkbase Document
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101.LAB
(1)
101.PRE
(1)

XBRL Taxonomy Extension Label Linkbase Document

XBRL Taxonomy Extension Presentation Linkbase Document

(1) The XBRL related information in Exhibit 101 to this Quarterly Report on Form 10-Q shall not be deemed “filed” for
purposes of section 18 of the Securities Exchange Act of 1934, as amended, or otherwise subject to liability of that
section and shall not be incorporated by reference into any filing or other document pursuant to the Securities Act of
1933, as amended, except as shall be expressly set forth by specific reference in such filing or document.
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Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized

Command Center, Inc.

/s/ Frederick Sandford

Signature

/s/ Colette Pieper

Signature
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President and CEO
Title

Principal Accounting Officer

Title

Frederick Sandford

Printed Name

Colette Pieper

Printed Name

November
14, 2016
Date

November
14, 2016
Date

49



