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INDEPENDENT AUDITORS' REPORT

To the Board of Directors , : ' )
Trinity Universal Tnsurance Company and Certain Subsidiaries and Affiliates
Dallas, Texas '

We have audited the accompanying combined statutory-basis statements of admitted assets, liabilities,
and capital and surplus of Trinity Universal Insurance Company and Certain Subsidiaries and Affiliates
(the "Company”) as of December 31, 2009 and 2008, and the related combined statutory-basis statements
of operations, changes in capital and surplus, and cash flows for the years then ended. These combined
statutory-basis financial statements are the responsibility of the Company's management. Our
responsibility is to express an opinion on these combined statutory-basis financial statements based on
our audits. ' " :

" We conducted our audits in accordance with generelly accepted auditing standards as established by the

Auditing Standards Board (United States) and in accordance with the auditing standards of the Pyblic

Company Accounting Oversight Board (United States). Those standards require that we plan and perform )

the audit to obtain reasonable assurance about whether the combined statutory-basis financial statements

are free of material misstatement. The Company is not required to have, nor were we engaged to perform,

an audit of its internal control over financial reporting. Our audits included congideration of internal
control, pver financial reporting as a basis for designing audit procedures that are appropriate in. the
circumstances, but niot for the purpose of expressing an opinion on the effectiveness of the Company's

* internal contro] 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 combined statutory-
basis financial statements, assessing the accounting prificiples used and significant estimates made by’

management, as well ag evaluating the overall combined statutory-basis financial staterment presentation.
We believe that our audits provide a reasonable bagis for our opinion. :

As described more fully in Note 1 to the comibined statutory-basis financial statements, the Company
prepared these combined statutory-basis financial statements using accounting practices preseribed or
permitted by the respective goveming insurance departments of the Company's insurance entities,
including the Texas, Wisconsin, Louisiana, Indiana, Missourl, Oregon, Connecticut, Washington, Hllinois,
California, New York and Alabama insurance departments, which are a comprehensive basis of
accounting other than aceounting principles generally accepted in the United States of America.

In our opinion, such combined statutory-basis financial statements present fairly, in all material respects,
the admitted assets, liabilities, and capital and surplus of Trinity Universal Insurance Company and
Certain Subsidiaries and Affiliates as of December 31, 2009 and 2008, and the results of their operations
and their cash flows For the years then ended, on the basis of accounting described in Note 1 to the
combined statutory-basis financial statetents.

Member of -
Deloitte Toughe Teh




As discussed in Note 1, the accompanying 2008 combined statutory-basis financial statements and
combining schedules have been prepared to conform to the 2009 combined statutory-basis financial
statements with respect to the entities that are included on a combined basis. Also as discussed in Note 1,
the C’omp'my changed its aceounting for the recognition and presentation of smtutory deferred income
taxes in 2009.

Our audit was conducted for the purpose of forming an opinion on the basic combined statutory-basis
financial statements for 2009 and 2008 taken as a whole. The combining schedules—information
regarding the statutory-basis statements of admitted assets, liabilities and capital and surplus at December
31,2009 and 2008 and information regarding the statumxy~bas1s statements of operations, changes’in

“capital and surplus, and cash flows for each of the two years in the period ended December 31, 2009 and

the supplemente] combined summary investment schedule, the suppleméntal combined investment risks

* interrogatories, and the supplemental combined reinsurance interrogatories as of and for the year ended

December 31, 2009 are presented for purposes of additional analysis and are not a required part of the
basic combined statutory-basis financial statements for 2009 and 2008, These schedules are the
responsibility of the Company's management. Such schedules have been subjected to the auditing -
procedures applied in our audit of the basic combined statutory-basis financial statements for 2009 and
2008 and, in our opinion, are fairly stated in all material respects when considered in relation to the basic

) combmed statutory-basis financisel statements for 2009 and 2008 taken.as & whole,

This report 15 intended solely for the information and use of the board of directors and the management of
Trinity Universal Ingurance Company and Certain Subsidiaries and Affiliates and for filing with state
insorance departments to whose jurisdiction the Company is subject and is not intended to be and should
not be used by anyone other than these specified parties.

May 26, 2010
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(TRINITY UNIVERSAL IN?URANCE COMPANY AND CERTALN SUBSIDIARI‘ES AND AFT‘TLIATES
. COMBINED STATUTORY-BASIS STATEMENTS OF
ADMITTED ASSETS, LIABILITIES AND CAPITAL AND SURPLUS AT

DECEMBER 31, 2009 AND 2008
(Dollars'in Tl lousands, Except Par Value)

__2008

Total Linbilities and Capital and Surplus

The Notes to the Combined Statutory-Basis Financial Statements arc an

statements.

&

2009 .
ADMITTED ASSETS
Coshand Invested Assets: '
Bonds and Notes

(Fair Value: 2009 - $1,703,366; 2008 - $1,332, 670) - $ 1,619,766 $ 1,305,674
Preferrod Stocks at Statement Value

(Amortized Cost: 2009 - $36,559; 2008 - 368, 098) ’ 36,263 59,674
Common Stocks at Fair Value

(Cost: 2009 - $102,433; 2008 - §125,703) ' 195,528 215,735
Investraents in Unconsolidated Subsidiaries ] - 17,945 21,753
Real Estate Held for the Production of Income at Cost . 8,595 8,782
Morigage Loans on Real Estate ) 45018 45,026
Cash and Short-term Investments 126,622 426,408
Other Invested Assets 223,258 215,344

Total Cash and Invested Assets , 2,332,993 2,208,396
Agents' Balances and Uncollected Premiusns, th 408,994 429,083
Recoverablo from Reinsurers 6,839 2170
Accrued Investment Income 24,101 19,231
Receivables from Parent and Affiliates 2,140 1,610
‘Net Deferred Tox Assets ) 88,839 67061
Other Admitied Assets 15,635 © 22088 !
‘Tatal Admitted Assets S 2879343 ¥ 2,859,230
Linbilities: . }
Reserve for Losses N . . 5 015415 § 955,173
Reserve for Loss Adjustment Expenses s 226,152 228,794
Uncarmed and Advance Preminms . 710,909 7273
Reinsurance Payable on Paid Losses and .

Loss Adjustiment Expenses : . - 108 , 1,907
(leded Reinsurance Premiwvs Payable : . 2,746 428
Reinsnrance Funds Held : ' 1,252 . 516
Payable to Parent and Affiliates 7,682 6057
Acered Income Taxes . ) 21,731 3,617,
Accrued Bxpenses and Other Linbilities - : 99,087 96,932

‘Total Liabilities . ’ 1.985.083 - 2014531
Capital and Susplus:
Common Stock, $50 Par Value, 65,000 Shares

Authorized, Tssued and Outsianding 4,750 4,750
Additionat Paid-in Capital : 460,099 460,099
Treasury Stock at Cost, 50 Shares at Par Value . Ci3) 3)
Surplus Debenture ) 3373 3222
Special Surplus Funds for Deferred Income Taxes (Note 9) 18,981 -
Unassigned Surplus ’ 407260 376,640

Total Capital and Surplus 894,460 844,708

S 2879543

8 2,859239

integral part of these .ﬁi;ancia’l.




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
COMBINED STATUTORY-BASIS STATEMENTS OF OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2068 -

(Dollars in Thousands)
2009 2008
Underwriting Income (Loss): .
Eamed Premjuns, Net § 1935479 $ 1,904,362 .
Underwriting Expenses: » . . :
Losses Incurred ' 1,181,886 1,211,269
Loss Adjustment Expenses Incurred 208,745 . 228,279
Other Underwriting Expenses . 574,549 583,742
Total Underwriting Expenses. . . 1,965,180 - 2,023,240 -
Net Underwariting Loss ' (29,701) (118.878)
Net Investment Income (Loss):
Investment Income (Net of Investment
Expense: 2009 - $642; 2008 - §1,923) 86,776 88,607
Net Realized Capital Losses (Net of Income Tax ‘
Expense: 2009 - $8,398; 2008 - $33,348) . ~(8,175) (121,649
Net Investment Income (Loss) 78,601 (33,042)
Other Income (Loss): .
Loss from Agent and Premium Balance Write-offs ©(19,463) (20,981)
Net Finance and Service Charges ' 55,324 ' 51,366
Minority Interest . 1,223 -
Gain on Sale of Qperating Division - 32,776
Other Income : 2,262 2,535
Total Other income ) 39,348 65,696
‘Income (Loss) before Dividends to Policyholders , o
. and Federal Income Taxes . . 88248 - (86,224)
Dividends to Policyholders - : - 397
Income {Loss) before Federal Income Taxes - 85,248 (86,621}
Federal Income Tax Expense (Benefit) 15,235 {27412)
Net Income {Loss) $ 73,013 §  (59.209)

The Notes to the Combined Statutory-Basis Financial Statervents are an integral part of these financial
statements. ’




 TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
COMBINED STATUTORY-BASIS STATEMENTS
OF CHANGES IN CAPITAL AND SURPLUS
FOR THE YEARS ENDED DECEMBER 31, 2009 AND 2008

(Dollars in Thousands)
‘ 2009 2008

Balance, Beginning of Year ‘ $ 844,708 $ 1,162,478
Net Income (Loss) - * L3013 . (59,209)
Change in Unrealized Capital Gains and Losses , (8,626) . (284,014)
Change in Unrealized Foreign Exchange Capital Gains 40 : 254
Change in Net Deferred Income Tax 23,188 . 55,650
Change in Nonadmitted Assets - (62,219) (14,987
Change in Provision for Reinsurance ' (1,173) - 3,037
Change in Surplus Debenture ) T 151 153

. Surplus Paid In ' _ 10,400 65,000
Dividends to Shareholder : . L. (82,000)
Cumuilative Effect of Changes in Accountmg Principles 143 -
Change in Accounting for Deferred Income Taxes (Notes 1 and 9} _ 18,981 : C-
Change in Minority Intérest - 826 ‘ -
Correction of Prior Year Deferred Taxes . (4.972) . -
Correction of Prior Year Defemred Gains - S (15)
Correction of Prior Year Quota Share Balances. , T - . {659
Balance, End of Year ‘ . ) . © 8§ 894,460 $ 844,708

The Noteg to the Combined Statutory-Basis Financial Statements are an integral part of these financial

statements.
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
COMBINED STATUTROY-BASIS STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2008 AND 2008

(Doilars mThomands)

Cash Provided (Used) by Operations:

Revenues:
Premiums Collected, Net of Reinsurnce
nvestment Income, Net
Miscellaneons Income

Cash Provided by Revenues

Benefits and Expenses:
Benefits and Loss Related Payments
Commissions and Expense Payments
Dividends Paid to Policyholders
Federal Income Tax Paid

Cash Used for Benefits and Expenses

Net Cash Used by Operations

Cash Provided (Used) by Investments:
Cash Provided from Investments Sold, Matured or Repaid:
Bonds and Notes
Stocks
Other Invested Assets
Total Cash Provided from Investments Sold, Matured or Repaid
Cash Used to Acquire Investments: ’
Bonds and Notes
* Stocks
Other Invested Assets
Total Cash Used to Acquire Investments
Net Cash (Used) Provided by Invesiments

Cash Provided (Used) by Financing and Other Sources:
Other Cash Provided (Used):
Dividends to Shareholder
Capital and Surplus Paid In
Other Caosh Provided (Used)

_Net Cash Provided (Used) by Financing and Other Sources

Increase (Decrease) in Cash and Shori-term Investments

Cash and Shori-term Investments at Beginning of Year

Cash and Short-term Investments - DRC ins subs at Beg, of Year.
Cash and Short-ferm Inveshments at End of Year -

2009 2008

'§ 1,924,891  § 1,881,620

85,240 92,689 -
38,206 34,694
2,048,337 2,009,003
(1291,531)  (1,264,563)
(809,440) (836,063)
- (397)
(5,275) (23,320)
(2,106,246) (2,124,343)
(37,5009) - {115,540)
132,757 189,701
98,837 507,477
37,846 22,122
269,440 719,300
(306,943) (83,838)
(210,911) (104,209)
(15,851) (93,810)
(333,705) . (281,857)
{264,265) 437,443
- (32,000)
© 10,526 65,108
(14,742) - 837
4,216) - 33,965
(326,390) .- 356,068
426,408 70,340
26,604

$ 126,622 3 426,408

Supplemental Disclosures of Cash Flow Information for Non-Cash Transactions:

Dividends Paid to Unitrin in the Form of Unaffiliated Commion Stock

Note Received as a Portion of Proceeds from Sale
of Operating Division

The Notes to the Combined Statutory-Basis Financial Statements are an integral part of these financial

statements.

§ - 3 51,000

- 25,117
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
' ‘NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS ‘
DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

" Note 1 - Summary of Significant Accounting Policies

Nature of Business . ’ . ) :
The Combined Statutory-Basis Financial Statements of Trinity Universal Insurance Company and Certain
Subsidiaries and Affiliates (the “Company™), include the accounts of Trinity Universal Insurance Company

(“TUIC™), & wholly-owned subsidiary of Unitrin, Inc. (“Unitrin™), all of TUIC's insurance subsidiaries
(Alpha Property and Casualty Insurance Company (‘APCICT), Charter Indemnity Company (“CIC"),

Financial Indemnity Company (“FIC™), Kemper Indepéndence Insurance Company (“KIIC”), Merastar
Tnsurance Company (“MERA™), National Merit surance Company (“NMIC”), Response ndemmity
Company (“RIDNY™), Response Indemmity Company of California (“RIDCA™, Response Insurance
Company (“RIC"), Response Worldwide Direct Auto Insurance Company ("RWDAIC”), Response
Worldwide Thsurance Company (“RWIC™), Union National Fire Insurance Company (“UNFIC”), United
Casualty Insurance Company of America (“UCICA”), Unitrin Advantage Insurance Company (“UAIC”),
Unitrin Auto and Home Insurance Company (“UAHICY), Unitrin Direct Insurance Company (“UDIC"),
Unitrin Direct Property and Casualty Company (“UDPCC™), Unitrin Preferred Insurance Company
(“UPIC™), Unitrin Safeguard Ingtrance Company (“USIC™), Valley Insurance Company (*VIC™), Valley
Property and Casualty Tnsurance Corapany (“VPCIC”) and Warner Insurance Company (“WIC™) and
eertain. of TUIC’s affiliates (Capitol County Mutual Fire Insurance Company (“CCMFIC™), Mutual Savings
Fire Insurance Company (“MSFIC™), Old Relisble Casualty Company (“ORCC”) and Unitrin County
Mutual Insurance Company (UCMIC™)). All significant intercompany transactions and balances have been

eliminated. The Company is a multi-line property and casnalty insurance provider to individuals. Tt markets' '

its products primarily in suburban and rural communities through independent agents.

Change in Reporting Entity

TUIC's investments in certain subsidiaries, namely FIC, KIIC, UCICA, UAIC, UAHIC, UDIC, UDPCC,
UPIC and VIC, were previously reported in the 2008 Combined Statutory-Basis Financial Statements uging

. the statutory equity method. Tn2009, these subsidiares and TUIC became parties to quota share reinsurance

agreements whereby, each such subsidiary cedes 100% of its business to TUIC. As of January 1, 2009,

" MSFIC and TUIC are parties to a quota share reinsurance agreement whereby MSFIC cedes 100% of its

buginess to TUIC. Pursuent to the laws and regulations of these subsidisries” and MSFIC's states of
domicile and by virtue of the 100% quota share reinsurance agreements, these subsi dizries and MSFIC are

now eligible to file combined statutory-basis financial statements with TUIC and certain of its other

subsidiaries and affiliates, Accordingly, the Combined Statutory-Basis Financial Staternents for 2008
include these subsidigires and MSFIC on a'combined basis. A reconciliation of previously reported Capital
and Surplus for 2008 to Capital and ‘Surplus for 2008 in the accompanying Combined Statutory-Basis
Financial Statements for 2008 is as follows: :

Capital &

. ) ‘ Surplus
2008 ~ As Previously Reported _ . $ 839,856
Adjustments.to Include MSFIC .~ - : 4,852
2008 - As Reported in Accompanying Combined B

Stautory-Basis Financial Statements $ 844,708
. . [ ——

No adjustment to Capital and Surp.ius was necessary for FIC, KIUC, UCICA, UAIC, UAHIC, UDIC,

UDPCC, UPIC and VIC because their surplus was included in reported Capital and Surplus for 2008 under -

the statutory equity method.




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
' NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 200% and 2008
(Dollars in Thous;mdb)

Note 1 -~ Summary of Significant Accounting Policies (continued)

A reconciliation of previously reported Net Income (Loss) for 2008 to Net Income (Losg) for 2008 in the
accompanying Combined Statutory-Basis Financial Statements for 2008 is as follows!

' . Net Income (Loss)
2008 - As Previously Reported . - .- $ (57,769)
Adjustments to include Net Tncome (Losg) from: : \ ‘

FIC . , 1%
KHEC ' : - 2,819
UCICA . 718
UAIC ' . 214
UAHIC : - (1,533)
UDIC ' ' (1,581)
UDPCC’ o , o S (1,825)
" UPIC : . 1,610 .
VIC , 1,810
MSFIC - 55
Adjustments to exclude Dividend Income from:

- FIC _ ' (3,150)
UCICA. . : (761)
UPIC ~_ (1,600)

2008 - As Reported in Accompanying Combined '
Statutory-Basis Financial Statements ' ' $ (59,209)

On February 13, 2009, TUIC completed its scquisition of 100% of Direct Response Corporation ("DRC™),
including its wholly-owned insurance subsidiaries, NMIC, RIDNY, RIDCA, RIiC, RWDAIC, RWIC & WIC -
(the “DRC Ins Subs™). Effective July 1, 2009, TUIC and each of the DRC Ins Subs, except RIDNY, entered
into 100% quota share reinsurance agreements whereby each such DRC Ins Subs cedes 100% of their
‘business to TUIC. Effective December 31, 2009, TUIC and RIDNY entered into 100% quota share
reinsurante agreement whereby RIDNY cedes 100% of its business to TUIC.. Pursuant to laws and
regulations of each. of the DRC Ins Subs’ statés of domicile and by virtue of the 100% quota shave
reinsurance agreement, the DRC Ins Subs are eligible to file combined smtutoxy»baus financial statements
with TUIC, Accordingly, the accounts of the DRC Ins Subs are included in these Combined Statutory-Basis
Financial Statements beginning in 2009, Minority Interest reported in the 2009 Combined Statutory-Basis
Financial Statements represents net income and changes in capital and surplug of the DRC Tns Subs which
oecurred in 2009 prior to TUIC’s acquisition of DRC.




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
‘DECEMBER 31, 2009 and 2008
(Dollars in Thuusan ds)

Note 1 - Sammary of Significant Accounting Policies (continued)

Basis of Pregentation

The companies included in this report are required to prepare their statutory~bas1s financial statements in
conformity with accounting practices prescribed or permitted by their respective states of domicle which

include the Texas Department of Insurance (“TDI"), the Alabama Insurance Department, the Culifornig ‘

Department of Tasurance, the Connecticut Insurance Department, the Ilinois Department of Insurance, the
Indisna Department of Insurance, the Lousiana Department of Insurance, the Missouri Department of
Insurance, the New York Insurance Department, the Oregon Department of Insurance, the Waslungton
Department of Insurance and the Wiseonsin Office of the Commissioner of Ingurance, (the “Departments™).
The Dopamuents require insurance companies domiciled in their states fo prepare statutory-basis fi nancial
staternents in accordance with the Statements of Statutory Accounting Principles (“SSAP”) included in'the
National Association of Insurance Commissioners (“NAIC™) Accounting Practices and Procedures Manual
subject to any deviations prescribed or perriitted by the states. There were no deviations presoribed or
permitted that affected the statutory-basis financial statements of the companies included in this ruport other
fhan fhose discussed below relating to the companies domiciled in Texas.

The Texas domiciled companies have adopted Texas Ensurance Code chapter 861, section 254(c)(%) which
allows the admissibility of office equipment, furniture, machines and labor saving devices, along with ‘the
value of other items listed in chapter 861, section 255, to the extent that the total actual cash fair values of
those assets do not exceed the greater pf’ $2,000 or 5% of the other admitted assets of the regpective

. company. Per SSAPNo. 19, the aforementioned assets would be classified as nonadmitted,

A redonciliation of combined statutory«basm uxpxral and surplus between SSAP and pmcﬁcw prcqc,nbed by
the states at December 31, 2009 and 2008 is shown below:

: 2009 2008
Combined Statutory-Basis Capital and Surplus ~ State Basis § 894,460 ~ § 844,708
Differences Due to.Limitations on the Admissability of B
“Equipment and Furniture, Net : ' (510 (656)
Combined Smmtorv-Bams Capital and Surplus SSAP Basis "8 8093949 5 844,052

SSAP comprises a comprchcnqwc basis of accounting other than accounting prineiples generally accepted in.
the United. States of America (“GAAP™). The more significant differences relevant to the Company are as

follows:

‘o Certain costs of acquiring insurance business, principally agents compensation. and prenyum texes,
ate expensed as incurred under SSAP, whereas under GAAP these costs are dt,ﬁ,n:cd and amortized
to income s premiums are eaimed; :




TRINITY UNTVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARTES AND AFFILIATES

NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008 '
(Dollars in Thousands)

Note 1 - Summary of Significant Accounting Policies (continued)

b.

g

Tnvestments in bonds and notes are stated at values in accordance with SSAP, generally at amortized
cost, rather than fair value, whereas at fair value under GAAP. Investments in unaffiliated preferred
and common stocks are generally reported at fair value under both SSAP and GAAP, with changes
in fair velues of such investments reported directly in equity. Investments in affiliated common
stocks are stated at the value of the Company’s equity in the statutory net assets of the subsidiary
plus unamortized statutory g,oodvmll subject to. certain lmitations, whereas under GAAP such
investments are stated af the equity in the GAAP net assets of the subsidiary plus GAAP goodwill,
Goodwill under SSAP is amortized and charged. directly ‘to unassigned surplus, whereas under
GAAP goodwill is not amortized, but rather tested periodically for recoverability. Under SSAP,

reslized investmient gaing or losses are'xeported net of related ncome tuxes, whereas under GAAP

such gaing or losses are reported gross of income taxes. For impaired investments in bonds and -
notes, other than loan-backed securities, for which the declines in fair'values are deemed to be other-
than-tempomry, the investments are written down to fair values in the statutory-basis statements of
income under SSAP, whereas under GAAP the investments are written down to the present value of
expected fiture cash flows in the statement of income with the differences between the impaired

- amwpunt ahd the amount of the write-down reported in other comprehensive income;

For investments carried under the statutory équity method, undistributed garnings and losses are
ineluded in unrealized gaing and losses, whereas under GAAP, suich ¢amings and losses are mc]uded
in the statement of operations;

Tncome taxes paid or provided for amounts currently due or recoversble are recorded in income
under both SSAP and GAAP, Under SSAP, deferred income taxes resulting from temporary
differences between the statutory-bagis financial statement canrying amounts of existing assets and
liabilities and their respective tax bases are reported as direct adjustiments o unassigned surplus, and

_subject to admisability limitations, whereas under GAAP the tax effects of such temporary

differences aré reported in incorne;

Under- SSAP, insurers aceount for the portion of the risks which have been remsnred with other
companies &s though they were not risks for which the ceding insurer is Hable. Accordingly, reserves
for losses and loss adjustment expenses and unearned premiums are reported net of reinsurance in
smwtory~bas1b financial staterments, whereas under GAAP these reserves are not reported net of
reingurance and reinsurance recovemb] es are reported as assets;

Finagcial statements prepared in accordance with SSAP do not include a statement of comprehengive
income, wheress financial statements prepared in accordance with GAAP include a statement of

" cotmprehensive income;

Nonadmitted assets are defined in SSAP as agsets having economic value other than those which can
be wsed to fulfll policyholder obligations, or. those assets which are unavailable due to
encumbzences or other third party interests. Under SSAP, nonadmitted assets are not reported as
assets in the statutory-basis statement of admitted assets, Liabilities and capital and surphls, but rather
are charged against unassigned surplus, whereas under GAAP such assets are reported in & statement
of financial position; and

Under SSAP, the assets and liabilities and results of discontinued operations ave reported with the
assets and labilities and results of continuing operations in the financial stetements until the disposal
date, whereas under GAAP they are reported separate and apart from continving operations in the
financial statements.

16
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TRINITY UNTVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008

* (Dollars in Thousands)

* Note 1 - Summary of Sighificnnt Aceounting Policies (continued)

se of Betimates and Assumptions )
The preparation of the combined statutory-basis financial statements requires the use of estimates and
assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the combined statutory-basis financiel statements and the reported amounts of

- revenues and expenses during the reporting period. Actual results could differ materially from those

estimates and assumptions. The Company has evaluated subsequent events through Mey 26, 2010, the date
the combined statutory-basis financial statements are available to be issued.

Adog' ton of Accoﬁn.ﬁn,g Pronouncements Co .
On December 31, 2009, the Company adopted SSAP No, 10R, Income Taxes — Revised, 4 Temporary

Replacement of SSAP No. 10 (“SSAP No: 10R™), as a component of prescribed and. permiitted practices by
the Departments. The Company reported an increase in capital and surplus of 518,981 due to the adoption of
SSAP No. 10R. '

On December 31, 2009, the Company aﬂopted SSAP No. 43R, Loan-Backed Securifies and Structured

Securities — Revised (“SSAP No. 43R™), as & component of prescribed and permitted practices by the,

Departments. The Company reported an increase in capital and surplus of 5143 due to the adoption of SSAP
No. 43R. ‘ : : - '

S

Significant Accounting Policies

The significant SSAP used in the preparation of these combined stattory-basis financial statements are

summarized below:

a. Investments are stated -at values in accordance with SSAP, Investments in bonds and notes are
carried at amortized cost. Preferred stocks subject to 100% mandatory sinking fund are carried at
cost. Preferred stocks not subject to 100% mandatory sinking fund and common stocks are carried at
fatr value, Tnvestments in mortgsge loans ave carried at the unpeid principel balence. Shortterm

investments are carried at amortized cost, which approximates fair value. Investments in limited ©

Hability companies and/er parterships are carried under the equity method, As further described in.
Note 14, fair values are estimated using a hierarchal framework which prioritizes and ranks market
price observability. Realized gains and losses on investments are computed -on the specific

identification method. The Company has no derivative financial instruments. The Company regularly .

reviews its investment portfolio for factors that may indicate that a decline in fair value of an
impaired investment is other-than-temporary. Some factors comsidered in evaluating whether &
decline in fair value 15 other-than-temporary include: 1) the Company's ability and intent to retain
the investment for a period of time sufficient to allow for & recovery in value; 2) the duration and
extent to which the fair value has been less than cost; and 3) the financizl condition and prospects of
the issver. A loss arising from other-than-temporary decline in fair value is computed on the specific
identification method and is reported in the Combined Statutory-Basis Statement of Operations in the
period in which the decline is determined to be other-than-temporary;

11
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES

NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2608
(Dollars in Thousands)

Note 1 - Sammary of Significant Accounting Policies (continued)

b.

Tvestment income consists primarily of interest and dividends. Interest is recognized on an acerual
basis using the effective vield method and dividends are recorded on the ¢x-dividend date. Accrual
of income is suspended for bonds and notes that are in default or when the receipt of interest
payments is in doubt; : .

TWIC’s investments in its unconsolidated subsidiaries, DRC, Merastar Industries, Ltd., (“MIL"), and
Valley Group, Inc. (“Valley™) are Iimited to the value reported in the audited financial statements,

subject to adjustments required by and in accordance with -SSAP No.-97 Ivestments in Subsidiary,

Controlled, and Aﬁ?l:‘ated Engsities, A Replacement of SSAP No. 88, paragraphs 17 through 20.
Changes in the carrying value of the Company s investroents in these subgidiaries are recorded
directly to Unassigned Surplus and are included in Net Unrealized Capital Gams,

TUIC owns more than 10% of the outstanding common stock of Intermec Ine. (“Intermec™).

Accordingly, TUIC has nonadmitted $8,423 and $8,845 of its investment in the common stock of
Tatermec at December 31, 2009 and 2008, respectively, in gocordance with SSAP No. 97 Investments
in Subsidiary, Controlled, and Affiliated Entities, 4 Replacement of SSAP No. 88. Agent Balances
Over 90 Days ave designated as “Nonadmitred Assets™ and charged to Unassigned Surplus, The
nonadmitted amount of Agent Balances Over 80 Days was $702 and §2,200 at December 31, 2008
and 2008, respectively. The nonadmitted amount of other assets, principally gross deferred tax
assets, electromc data equipment and software and prepaid expenses, was 77,658 and §77919 at
December 31, 2009 and 2008, respecnvely,

Reserves for losses and loss adjustmenit expenses (“LAE”) on property and Tability coverage

represent the estimated indemnity cost and loss expense necessary to cover the ultimate net cost of |

investigating and settling a1l losses incurred and unpaid, net of expected reinsurance recoveries and

* galvage and subrogation. Such estimates are based on individusl case estimates for reported claims

and estimafes for incurred but not reported losses based on past experience. These estimates ave
adjusted in the apgregate for ultimate loss expectatwns based on historical experience patterns and

current economic trends thh any change in probable ultimate ligbilities being reported in currem

results;

Premiun revenue is recognized ratab]y over the contract periods to w}uch the preimum revenue-

relates;

Costs agsociated with the acquisttion of new business aré expensed when incurred;

Federal-income taxes paid or provided for amounts currently due or recoverable are recorded in

income. Deferred income taxes resulting from temporary differences between financial staternent
carrying amounts of existing assets and Habilities and their respective tax bases are reported as direct
adjustments to Unagsigned Surplus, subject to limitations; and :

Affiliates charged the Company for services at rateg that approximate cost.

12
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TRINTTY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

Note Z —Discontinued Operations

On June 3, 2008, TUIC. completed the sale of its UBI operations to AmTrust for total consideration of
$101,850. Total consideration consisted of cash, other receivables of $11,083 and a note receivable from
AmTrust valued at $25,117. The note receivable is payable in four equal annval installments of $7,500 and
is non-interest bearing. Included in the sale were TUIC’s former subsidiaries Milwaukee Casualty Insurance
Company (“MCIC”), Security National Insurance Company (“SNIC”) and Trinity Universal Insurance
Company of Kansas, Inc. (“TUIK™). AmTrust acquired the renewal rights to the UBT book of buginess,
certain legal entities, selected other assets, and the workforee that TUIC emploved. to underwrite and process
its UBI products. TUIC retzined pre-closing loss and LAE reserves. Prior to the sale, TUIC directly wrote
policies comprising the UBI business and assumed liability for the UBI business from several of its -

_ subsidiaries and affiliates, including the companies diselosed above that were acquired by AmTrust, under

various quota share reinsurance agreements (see Note 8). Accordingly, as a result of the sale, the operating
results of the Company’s UBI operations have been classified as discontinued operations through the date of
sale. Tn accordance with SSAP, results of the discontinued operations have been reported consistently with
the Compaiy's reporting of continuing operations, and are included in the Company’s Combined Statutory-
Basis Statements of Operations, without distinction from continuing operations. C

The amounts related to disconfinued operations and the effect on the Cormpany s Combined Statumry—Basis
Statements of Operations for the years ended Decerber 31, 2009 and 2008 are as follows: -

» 2009 2008 .
Underwriting Income: ' :

Earned Premiums, Net B - (121) % 70,997

Underwriting Expenses: . : . o
Losses Incurred. "(12,987) 10,831 -
Loss Adjustment Expenses Incurred 10,29 - - 22,624 .
Other Underwriting (Benefif) Rxpense . (74D 21,999

Toial Underwriting (Benefity Expense . - . (3,429) 55,454

Net Underwriting Income ’ 3,308 15,543
Net Invesiment Income: . } ]

‘Net Realized Capital Gains ' _ - 29,478

Net Invesiment Income ) - - 29478
Other Income (Loss): ‘

Gain (Loss) from Agent and Premium

Balance Write-offs ‘ 229 ©(307)

Net Finance and Service Charges . - 53

Gain on Sale of Operating Division. - 152 32,778

. Total Other Income ’ L 381 32,524
Income before Dividends to Policyholders and '

Federal Income Taxes 3 3,689 771,545
Dividends to Policyholders - 397 ,
Income before Federal Income Taxes . ) 3,689 . 77,148
Pederal Income Tax Expense 008 © 3,042
Net Income : % - 2781 § 74,106




; : TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31,2069 and 2008
(Dollars in Thousands)

Note 3 ~ Investments

The amortized cost and fair value of the Company’s investments in Boitds and Notes and Unaffiliated
Preferred and Cominon Stock at Deceinber 31, 2009 were:

Amortized Gross Unrealized Fair
) Cost (ains Losses Value
. Bonds and Notes: : ) :
U.8. Government and
g _ Govemment Agencies and ‘ o .
; Aunthorities $ 11680 § 6,85 § (502) § 1237253
States, Mimicipalities ‘ ' '
' and Political Subdivisions .. 1,385624 .. 74,035 (1,805) 1,457,854
P " Corporate Securities 85,073 4,484 (164) . 89,393
" Mortgage-backed Securities . 32,179 1,126 (439 32,866
Total Bonds and Notes - 1,619,766 86,510 (2,910 __ 1,703.366
Unaffiliated Preferred Stock 36,559 1,554 . {824 - 37,289
Unaffiliated Common Stock 102,433 93,716 C {621 . 195,528
~ Total $ 1,758758 § 181,780 § (4.355) * B 1,936,183
. ———— =_-— e —}

The amortized.cost and fair va]ue of the Company’s investments in Bonds and Notes and Unafﬁhated
Prcferred and Comumon Stock at December 31, 2008 were:

Amortized Gross Unrealized - Fair
Cost Gains - Logses Value

Bonds and Notes: .

U.S. Government and

Govemnment Agenciesand

Authorities , 3 56,833 § 13,144 % - 8§ 69977

States, Municipalities . '

and Political Subdivisions - 1,183,927 33,941 {17.965) 1,199,903

Corporate Securities . 42,681 125 (1,728) - 41,078

Mortgage-backed Securities . ' 22,233 C 430 {951) 21,712
Total Bonds and Notes 1,305,674 47,640 {20,644) 1,332,670
Unaffiliated Preferred Stock 68,098 - 1,974 (9,981) 60,001
Unaffiliated Common Stock 125,703 90,218 (186} 215,735
Total ’ $ 1499475, § 139832 3§ (30,811) § 1.608496

. N L] _
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TRINITY UNTVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

Note 3 - Investments (continued)

The amortized cost and fair value of the Company’s investments in Bonds and Notes at December 31, 2009 “
by contractual maturity were:

Amortized , Eair
. Cost Value
Due in One Year or Less $ 14,993 $ 15896
Due After One Yeurto 5 Years - 150,021 158,786
Due After 5 Years to 10 Years 307,823 . 325818
Due After 10 Years 1,107,825 - 1,162,988
Hybrid Securities . 6,925 7,012
Mortgage-backed Securities . 32,179 32,866
Total Investments in Bonds and Notes $ 1,619,766 $ 1,703,366

The expected maturities may differ from the contractual maturities becanse debtors may have the right to call
or prepay obligations with or without call or prepayment penalties,

The amortized cost of bonds and notes on deposit with various insurance regulatory égencies, 4 req u:i'red‘ by
law, was $79,425 and $56,346 at December 31, 2609 and 2008, respectiv&ly.

"The Company’s proceeds and realized gains and losses on sales of Bonds and Notes for the yaarq ended
December 31, 2009 and 2008 are summanzed as follows:

2000 2008

Gross Proceeds g -8 50,578 $ '133,501
" Gross Realized Capital Gains 8 1939  § 1,539

6§ 1,001

o

Gross Realized-Capital Losses

The Company’s proceeds and realized gains and loqqt.s on sales of Unaffiliated Preferred Stocks for the years .
ended December 31, 2009 and 2008 are summarized as follows:

2009 _2008
Gross "Prbcec-ds ' S 19,922 S 2,542
Gross Realized Capital Gains 3 49 s -
* (Gross Realized Capifal Losses 3 - $ 4,272




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

Note 3 - Investments (continued)

The Cotnpany’s proceeds and. reglized gains and losses on sales of Unaffiliated-Common Stocks for the years
ended Decentber 31, 2009 and 2008 are summarized as follows:

2009 2008
Gross Proceeds $ 54,21 5 § 453260
Gross Realized Capital Gains 3 7.897 $ . 42,802
Gross Realized Capital Losses $ 3,151 3 54,404

The Company reported a realized capital gain of $31,150 on the sale of its affiliated common stock

: investments in MCIC, SNIC and TUIK in 2008.

The Company transferred unaffilisted common stock to Unitrin in payment of ordinary dividends and as & -

result reported realized capital gains of $15,653 in 2008. The Compfmy paid no dividends to its pavent in
2009. .

. Realized capita] losses resulting from othcr—thm«temporary declines in fair value of impaired investments in

2009 and 2008 were:

2009 2008
Bonds and Notes $ 3,538 - § 4,604
Unaffiliated Preferred Stocks . 4,187 41,521
Unaffiliated Common Stocks i 42,011
Other Invested Assets 1,165 31,592

~ Total - . E 8,891 $ 119,728

The Company owned mortgage-backed securities with o fair value of $32,866 at December 31, 2009, of
which 78.0% were concentrated in Governruent National Mortgage Association, Federal National Morigage
Association and Federal Home Loan Mortgage Corporation, Included in the amount for Bonds and Notes in
the table above, the Company recognized other-than-temporary impairment losses of §1,887 related to
declines in the fair valve of mortgage-backed securities for the year ended December 31, 2009,
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
S DECEMBER 31, 2009 and 2608
(Dollars in Thousands)

Note 3 - Fnvestments {continaed)

An aging of gross unrealized -capita] losses on the Company’s investments in Bonds and Notes and
Unaffiliated Preferred and Common Stocks at December 31, 2009 is presented below: '

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fuair Unrealized Fair Unrealized
Value Loss Value - Loss Value Loss

Bonds and Notes:
U.S. Government and
Government Agencies and . . '
Authorities $ 20318 § (502 3% - 38 - $ 20318 % (502)
States, Municipalities and ' ' '

Political Subdivisions 80,293 (815) 12,316 (990) . 92,609 - (1.805) -
Corporate Securities 30351 (154) 169 {10) 30,520 (164)
Mortgage-backed Securities 4297 (120) 1,287 (319) 5,584 {439)

Total Bonds and Notes 135259 (1.591}) 13,772 (1.319) 149,031 2.910)
Unaffilisted Preferred Stock 15,749 746y 1,903 (78) 17,652 ° o {824y
Unaffiiated Common Stock . 2,546 621y - - . 12,546 621y
Total $ 153,554 § (2,958 § 15675 & (1.397) § 169.229 § (4.355)

’ ARSI P PA——— R

An aging of gross unrealized capital losses on the Company’s investments in Bonds and Notes and
Unaffiliated Preferred and Common Stocks at December 31, 2008 is presented below:

Less than 12 Months 12 Months or Longer Total
Fair Unrealized Fair ~ Unrealized Faip Unrealized
, Vatue Loss Value Loss Value Loss
~ Boads and Notes:
States, Municipalities and .

Political Subdivisions '$271,406 § (7.850) $104048 § (10,115) $375448 $ (17,965)
Corporate Securities - 7,077 (1,530) 733 (198) . 7,810 (1,728
Mortgage-backed Securities 4485 (550) 1,677 {401) 6.162 . {O51)y

Tota] Bonds and Notes 282.962 {9,930) 106458 {10,714) 389,420 (20.644)
UnafYilisted Preferred Stock 25,583 © {8,429 8,871 (1,552) 34,454 . (9.981) -
Umnaffilisted Common Stock 3269 (186) _ - - 3.269 (186)
Total ' $311.814 § (18.545) $115320 8 (12,266) §427.143 § (30811)

‘Unrealized losses. on. Bonds and Notes at December 31, 2009 and 2008 are primarily concentrated in

investments in highly rated bonds and notes, which the Company expects to fully recover.




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 200% and 2608
{Dollars in Thousands)

Note 3 - Investments (continued)

Cash and Short-term Investments inclnded investments in repurchase agreements of 858,600 and $220,000 at
December 31, 2009 and 2008, respectively. The Company invests, from time to time, in repurchase
agreements with The Northern Trust and Wells Farg,o for which the Company receives collateral. The
Company does not sell or re-pledge the collateral it receives. The Company generally maintains collateral at
least equal to 100% of the principal value of the repurchase agreement, Such collateral is generally in the
form of U.S, Government and agency bonds. The Company has not pledged any of its assets as collateral,
The carrying value of the repurchase agreements and the fmr value of the collateral received at December 31,
2009 and 2008 are as follows:

2009 2008
Carrying Value Fair Value Carrying Value Fair Value
of Agreement of Collateral of Agreement of Collateral
Northem Trust - 8 58,600 § 59730 § - 110,000 § 112,139

Wells Fargo $ . - & - 8 110,000 § 112,312

Noté 4 — Electronic Data Processing Equipment, Furnitare and Fixtures

The Company held electronic data processing (“EDP”) eqmpment in the amount of $34,225, net of
aceumirlated depreciation of $47,926 at December 31, 2009. At December 31, 2009, $32,012 of these agsets
were nonadmitted, The Company held EDP equipment in the amount of $13,653, net of accumulated
depreciation of 541,948 at December 31, 2008, At December 31, 2008, $11823 of these assets were
nonadmitted. The Company recorded 57 459 and $6,907 of depreciation expense re]ated to EDP eqmpment

in.2009 and 2008, respectively.

© Asset balances, net of accurnulated depreciation, and depreciation methods by major classes of EDP

equipment at December 31, 2009 and 2008 are 45 follows:

Asset Class . 2009 2008 Diepreciation Method

Computer Hardware 3 YR $ 1490 § 1,360 Staightline

Computer Hardware 3 YR 391 1474 200% DDB

Computer Hardware 5 YR : 332 667 Straight line

Computer Hardware 5 YR - - 338 MACRSH

System Software 31,865 8,371 Straightline

System Software 147 1,443 200% DDB

Total EDP Equipment . 8§ 34225 % 13,653
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TRINITY UNTVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
- -+ DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

Note.d, —~TElectronic Data leoeessing Equipm'ent, Furniture and Rixtares {confinued)
The Company recorded depreciation expense of §3,168 and 81,619 related to furniture and equipment for the

years ended December 31, 2009 and 2008, respectively. Depreciation methods for major classes of furniture
and equipment at December 31, 2009 are as follows:

 Agset Class Depreciation Method - -
- Fumitwe & Fixtures . Straight line ~ 10 year
Farniture & Fixtures .. MACRSH-7year
Machinery & Equipment . Steaight Iine - 5 year
Small Equipment . MACRSH.- 5 year
~ Leasehold Improvements Straight line - 10 year

Note 5 - Loss and LAE Reserves

Loss and LAE reservé activity for the years ended December 31, 2009 and 2008 was:

- ,, : : 2009 2008
Liability at the Beginning of Year, Net of Reinsurance "8 1,183,967 $1,238,753
‘Acguired in DRC Purchase ‘ 93,202 . 0
Incurred related to: : :

Current Year ‘ 1,463,041 1,518,888 .

Prior Years . S (T2410) (79,390)
Total Incurred B .' 1,390,631 1439498
Paid related to: :

Current Year ’ 934,476 - 975,290

Prior Years . ) 591,757 518,994 -
Totsl Paid o . 1,526,233 - 1.494,284
Liability at the End of Year, Net of Reinsurance § 1,141,567 § 1,183,967

The Company reduced its loss and LAE reserves by $72,410 and 579,390 in 2009 and 2008 respectively, to
record favorable development of losses and LAE from priof accident years. The reserve reductions in 2009
were primarily due to the emergence of more favorable loss trends than expected dve to the improvements in
the Company’s claims handling procedures and favorable development on catastrophes.  The reserve

" reductions ih 2008 were primarily due to the emergence of more favorable Joss trends than expected, and

pertially due to improvements in claims handling processes. Loss and LAE reserves are estimated based on
historical experience patterns and cument economic trends, -Actual loss experience and loss trends are Ikely
to differ from these historical experience patterns and economic conditions. Loss experience and loss trends
emerge over several years from the dates of loss inception. The Company monitors such emerging loss
trends. Upon concluding, based on the data available, that an emerging loss trend will continue, the
Company adjusts its loss and LAE insurance reserves to recogmize such trend. These changes in loss trend
are reflected.in the results of the period of change. -

i9.




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
.- NOTES TQ THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

. Note 5 - Loss and LAE Reserves {continued)

) Rein.surahce Recoverables for Loss and LAB Reserves were $78,419 and §77,752 at December 31, 2009 and

2008, respectively. Anticipated salvage and subrogation was $54,033 and $46,695 at December 31, 2009 and
2008, respectively, .

Reserves for asbestos cleims and environmental claims are estimated by establishing full case basis reserves

for known losses and for incurred but not reported losses based on previois experience. The Company’s

exposure to ashestos and environmental related losses arises from the stles of general liability insurance,

" Asbestos-related and environmental reserve activity for the years ended Déeember 31, 2009 and 2008 is as

© follows: .
: Asbestos Loss Datg - Environmental Loss Data
2009 - 2008 . 2009 2008
Direct Basis: ' :
Reserves at Beginning of Year $ 4939 § 43834 $ 3210 § 2,954
- Incurred Losses and Loss v ' : '
- Adjustment Expenses 1440 157 ' 63 295
Claim Payments for Losses o '
and Loss Adjustnent Expenses -~ {68) (52) (229 {39)
‘Reserves at End of Year ‘ $ 6311 . § 4939 - $ 3044 § 3210
———————— I —————— —————————
Assumed Basis:
Reserves at Beginning of Year .8 179§ 7503 $ L7660 $ 1849
Iheurred Losses and Loss - _
Adjustment Expenses {510) 705 (63) 190
* Claim Payments for Losses ' ,
and Loss Adjustment Expenses (378) {439 - 63) (279)
Reserves at End of Year $ 6881 § 7176 $ 1634 % 1760
" Net of Ceded Reinsurance Basis: A :
Reserves at Beginning of Year - $ 12,664 § 12322 $ 4927 § 4,760
Incurred Losses and Loss . ~
Adjustment Expenses 920 82 43 485
Claim Payments for Losses ‘ .
and Loss Adjustment Expenses {435) @8 292) (318)
Reserves at End of Year C$ 13149 8 12,664 $ 4678 § 4927

20




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

Note 6 - Managerial Confract

UCMIC is operated by NCM. Management Corporation (“NCMMC”), & wholly-owned subsidiary of Charter
Group, Inc, which in tumn is a wholly-owned subsidiary of Valley. NCMMC assumes responsibility for
managing and conducting the business of UCMIC. As consideration for these services, NCMMC receives a
management fee based upon the net income of UCMIC, after all operating expenses have been paid and all
liabilities and changes in surplus have been provided for, in such amount as deterinined by UCMIC's board
of directors. There was no management fee expense for the years ended December 31, 2008 and 2008. ‘

Note 7 - Capital and Surplus

Various state insurance laws restrict the amount that insurance companies may transfer in the form of
dividends, loans, or advances without prior approval of regulatory authorities. TUIC paid no dividends to its
shareholder in 2008. TUIC paid $83,000 in dividends to its shareholder in 2008 of which $32,000 was in
* cash and $51,000 was in shares of Northrop Grumman Corporation common stock. In 2010, TUIC would be
able to pay 587,479 to its sharcholder without prior written approval of regulatory authorities. '

UCMIC is required to maintain & minimum statutory surplus of $2,000. The minimum surplus of UCMIC is
required to be kept principally in cash or invested in obligations of the United States Government. NCMMC
-owns = surplus debenture issued by UCMIC, The debenture bears interest at prime plus 1%, not to exceed
10% per annum and matures July 1, 2010. Interest is payable semi-annually, subject to approval by the TDL
Interest expense was $142 and $227 for the years ended December 31, 2009 and 2008, respectively.
Pursuant to an agreement with the TDI, NCMMC has agreed to increase the surplus debenture and UCMIC’s
statutory surplus annually, up to §3,500, by an amount equal to UCMIC's prior year net investment income

carned. In 2009 and 2008, the surplus debenmture was increased by $151 and $153, respectively, in

accordance with the terms of the agreement. Principal may be paid out of surplus funds exceeding 53,500,
subject to approval of the TDL The principal balance of the surplus debenture was §3,373 and §3,222 at
December 31, 2009 and 2008, respectively. : .

Note § - Reinsarance

Unaffiliated Reinsurance - - : .

The Company utilizes refnsurance amangements to lmit its meximum loss, provide greater diversification of
risk, and minimize exposure on larger risks. The ceding of insurance does not xelieve the’ Company of its
Jegal liability to its policyholders. However, in accordance with SSAP, reserves for losses, LAE and

. unearned premium are reported. net of reinsurance. Amounts recoverable from reinsurers are estimated in a

manner consistent with the reserves for losses, LAE and uneamed premium.

Reinsurance premivms assumed from and ceded to unaffiliated companies were $1,824 and 845,894,

respectively, in 2009 and $2,128 and $70,163, respectively, jn. 2008, Reinsurance recoverable on paid and
unpaid losses and LAE were $84,538. and 898,837 at December 31, 2009 and 2008, respectively, )
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Note 8 - Reinsurance {continued)

Affiliated Reingumnce

In addition to the 100% quota share agreements between TUIC and each of its combined subsidiaries and
affiliates (See Note 1) and prior to the sale of the Company’s UBI operations to AmTrust (see Notes 1 and
2), TUIC was party to quots share reinsurance agreements. with MCIC, SNIC, TLIC and TUIK, whereby
TUIC agsumed 100% of certain existing, new and renewel business, net of unaffiliated reinsurance. Written
premiums assumed under these agreements for the year ended December 31, 2008 were as follows:

MCIC  $ - 7T
SNIC @,115)
TLIC - (132)

" TUK _ (612)

Total ) (4,782)

The amounts presented above représent amounts written by these companies prior to thé sale of the

Company’s UBI operations to AmTrust. The quots shave reinsurance agreements were terminated with
respect to the UBI business on a cut-off basis effective June 1, 2008. In connection with the termination,
TUIC transferred unearned premium resérves of 862,829 to these companies. Also in connection with the
sale, TUIC entered into & quota share reinsurence agreement with Technology Tnsurance Company
(“Techology™), a subsidiary of AmTrust, whereby TUIC ceded and Technology assumed 100% of TUIC"s
liability with respect to UBI policies issued by TUIC or assumed from TUIC's subsidiavies and affiliates
under various quota reinsurance agreements for losses incurred on or after June 1, 2008. TUIC transferred
unearned premivm reserves of $19,342 to Technology in connection with the quota réinsurance agreetent.
Under the various agreements, TUIC remains lisble for losses incurred prior to June 1, 2008,

The effects of reinsurance on written premiums for the yeérs ended December 31, 2009 and 2008 are as

- follows:

Vear Ended Direct - Assumed Ceded Net

- Decerdber 31, 2009 : : :
Affiliated $ 1,922,893 - - $ 1,922,893
Unaffiliated ' - 1,824 45,894 (44,070)
Total ‘ $ 1,922,893 1,824 45804 § 1,878,823
December 31, 2008 4 '
Affiliated $ 1,934,969 {4,782) . $ 1,930,187
Unaffiliated x 2,129 70,163 (68,034)
Total $ 1,934,060 (2.653) 70.163  $ 1862153
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
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Note § - Reinsurance (continued) -

The effects of ceded reinsurance on loss and LAE reserves and unearned premium reserves at December 31,
2009 and 2008 are as follows:

, 2009 2008
" Reserve for Loss and Loss Adjustment Expenses s 78419 3 77,752

Unearned Preminms 5 222 § 5170

Note ¢ - Federal Income Taxes

The compuncnts of the net deferred tax assefs (habllmcs) for the ycarx ended Dccembcr 31, 2009 and 2008

were: ‘
2009 2008

' Ordinary Capital Total Total Chenge
Total Gross Deferred Tax Assets § 192520 § 20288 5 212817 5 162,097 § 56,720
Statutory Valuation Allowancs (45,656) - 45056) . - (45,056)
+ Adjusted Gross Deferred Tax Assets 147473 20,288 167,761 ' 162,097 5,664
. Total Gross Deferred Tax Liabilities (13,057) - (34,663) (47,720) (39,135) (8,583)
.Net Deferred Tax Assets (Liabilities) 134416 - (14375 120,041 122,962 2,921)
Total Deferred Tax -Nonadmitted. : (31,180} ‘ (22) (31,202) . f55,901') 24.699
Net Admﬁted.DeﬁmaiszAssets S .103.,236 S ( 1.4.3972 .S 88,838 & _ 67,061 § 2.1_.778 :

L

The Company has elected to admit deferred tax assets pursuant to paragraph 10.¢. of SSAP No. 10R for the
current reporting period. Such and election was not available for 2008. The Company edmitted an

additional $18,981 of ordmary deferred tax sssets at Decemiber 31, 2008 due to this eleet on




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
DECEMBER 31, 2009 and 2008 ’

" (Dollars in Thousands)

Note 9 ~ Federal Income Taxes {confinued)

The amount of adjusted gross deferred tax assets admitted under each component of SSAP No. 10R are as

follows:
2008 2008 - ‘
‘ Ordinary Capital Total Fotal C‘han&

Admitted Under Paragraph 10.a. § 7,717 & - § 7,717 5 68,867 § 2,850
Adrmitted Under Paragraph 10.b. 1,724 23 147 518 1,229 .
Admitted Under Paragraph 10.c. 23,871 20,243 (44,114 36,811 7,363
Total Admitted From the Application . :

of Pazagraphs 10.a. - 10.c. 97,312 20,266 117,578 106,196 11,382
Admitted Under Paragraph 10.¢.1. 10,077 - 10,077 - 16,077
Admitted Undér Paragraph 10.¢.4i. 3,904 - 8,904 - 8,004
Admitted Under Paragraph 10.2.iii, - - ‘ - - -
Total Admitted From the Application. ‘

of Paragraph 10.¢. o 18,981 - 18,981 - 18,981

Total Admitted Gross Deferred

 Tax Agsets : $ 116,203

8 20,266 §136,55%

$ 106,196
oy

$ 30,363
e

Each of the individual oomﬁanies included in these Combined Statutory-Basis Financial Statements vsed its
own risk-based capital level and authorized control level risk-based capital for purposes of paragraph 10.d. of

SSAP No. 10R. The combined authorized control level rigk-

which. $185,104 pertains to TUIC.

based eapital was $185,856 i the aggregate, of

The amount of admitted deferred tax assets, admitted assets, statutory surplus and total adjusted capital in the
risk-based capital calculation and the increased amount of deferred tax assets, adimitted assets and surplvg as
the result of the application of paragraph 10.e. ave as follows:

Increase

SSAPNo. 106 ' SSAPNo. 10R
Admitted Deferred Tax Assets b 69,858 B 83.839 § 18,981
Admitted Assets 5 2,860,562, § 2879543 § 18,981
Statutory Surplus 5 875,47 8§ 894,460 5 18,981
Total Adjusted Capital $ 881,809, 5 900,790 8 18,981

The Cotmnpany does not have any deferred tax liabilities that are not recog:ﬁ zed.
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DECEMBER 31, 2009 and 2008
{(Dollars in Thousan ds)

Note 9 - Federal Income Taxes {continued)

The provision for incurred taxes on earnings for the years ended December 31, 2009 and 2008 are as follows:

2009 2008
Federal Income Tax Expense S 15235 § (27,412)
Federal lncome Tax on Net Capital Gains . 8,398 33,348 -

. Federal Tncome Taxes Incurred § 23,633 § 5,936

The Company incurred no foreign income taxes in 2009 and 2008.

The tax effects of temporary differences that give rise to deforred tax assets and deferred tax llabl lities at
December 31, 2009 and 2008 are as fo]lows ' ‘

2009 2008
Deferred Tax Assets:
DISCDUHT.[I‘JQ: of Unpaid Losses and Loss Admstment Expcnqes $ 30824 & 30,158
Unearned and Advance Premivms - . 49,450 49,849
Capitalized Commissions 9,057 9,881
Other Invested Assets . ' . 17,096 - 14,621
Net Operating Loss . - ' o 73,127 35,556
Nonadmitted Assets . 19,453 14,316
Other ' ' 13,810 7,716
Total Gross Deferred Tax Assets . 212,817 162,097 .
Statutory Valuation Adjustment IR (45,056) -
Adjusted Gross Deferred Tax Assets : 167,761 162,097
Total Deferred Tax Assets Nonadmitred ) . (31,202) (55,901)
. Admitted Deferred Tax Assets . : : 136,559 106,196
Deferred Tax Linbilities: .
Preferred and Common. Stocks, cxcludmg Unreahzud Capm.l Gams' - 7,238
 Fixed Assets . : 9,339 1,351
Unrealized Capital Gains . . - 36,409 25,466
Other ‘ o 1,972 . 5,080
- Total Gross Dufemed Tax Llabﬂzhes . 47,720 39,135

Net Deferred Tax Assets C ’ $ 88,839 § 67,061

8]
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TRINTTY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS -
- DECEMBER 31, 2009 and 2008
(Dollars in Thousands) -

Note 9 - Federat Fncome Tazes (continued)

The change in net deferred income taxes for the year ended December 31, 2009 is comprised of the
following: ‘

: 2009 2008 Change
Adjusted Gross Deferred Tax Assets $ 167,761 . 3 162,097 § 5,664
Total Gross Deferred Tax Liabilities ' 47,720 39,135 8,585
Net Deferred Tax Asset - ' $ 126,041 § 122962 @2 -

Tax Effect of Unrealized Capitel Gains and Lossés 10,943
Change in Accounting Principles (SSAP No. 43R) ' 77
Change in Statutory Valuation. Allowance ‘ 45,056
DRC ins subs' Tax Effect of Unrealized Gains at Beginning of Year ' ' 475
DRC ins subs' Net Deferred ncome Tax at Beginning of Year : (30,585)
Correction of Prior Year Deferred Taxes . ' 143
Change in Net Deferred Incotne Tax $ 23,188

The proviston for federal income taxes incurred is different from that which wonld be obtained by applying
the statutory federal income tax rate to income before income taxes, including gains from realized capital
_ gains and losses before income taxes of $223 in 2009, and losses from realized capital gains and losses
before income taxes of $88,301 in 2008. The significant items causing this difference for the years ended
December 31, 2009 and 2008 are as follows: :

2009 2008
Tax Provision at Statutory Rate ‘ § 33826 § (18,645)
Tax Exempt Income Deduction ' (17.924) (16,300)
Dividends Received Deduction ~ Unaffiliated (1,143) {4,082)
Section 197 Intangible . (16,624) (2,702)
Minority lnterest -~ | 429 -
- Gain on Sale of Operating Division (52) (9,023)
Other ‘ ‘ 1,070 © 870
Total Statutory Income Taxes $ 5582 § (49,389
Federal Income Taxes Incurred 3 23,633 8§ - 5936
Change in Net Deferred Tocome Tax (23,188) (55,650)
Less: Deferred Tax Effect on Nonadmitted ‘ '
Assets included above 5,137 (170} .
Totul Statutory Income Taxes 5 5,582 §  (49.884)
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Note 9 - Federal Tncome Taxes (confinued)

Cortain affiliates included in the Combined Statutory-Basis Financial Statements have net operating loss
carryforwards which are available to offset, on a separate-company basis, future taxable income, subject to
certain fimitations. Tt more likely than not that a portion of these net operating loss canryforwards will be not
be realized on a separate company basis, Accordingly, deffered tax assets have been reduced for the
estimated portion that is not expected to be realized. A breakdown of these net operating logs carryforwards
and the estimated amount that will not be realized at December 31, 2009 are as follows: :

- Net Operating Portion Not

. Loss Expected to be
Affiliate Carryforward Expiration Realized
CIC ' $ 24,078 . 2019-2029 $ 20,338
MERA - : 10,309 2024-2029 - 5,477
NMIC : 8,248 .. 2025-2029 648
RIDNY o 2,305 2020-2029 1,905
RIC . . 28,684 20192029 25,904
RWDAIC’ : - ' 17,421 2023-2029 3,421
RWIC . 36,066 2023-2029 . 11,266 -
UAIC : ‘ _ . 233 20252028 -

. UAHIC ) 10,872 2023-2029 2,493
UDIC ) ) S ' 2,493 2026-2029 ' .
UDPCC 2,562 2026-2029 -
UsIC ' ' oo 21 2012 .
vic ‘ ‘ 42,426 2019-2029 39,621

- VPCIC : : : . 16,371 2019-2029 15,405
wic _ . 4,682 20212020 _ 2,110
MSFiC. . 2,013 . 2017-2028 -
UCMIC : o 145 -+ 2010-2629 145
Total Net Operating Loss Carryforwards S 208,085 S 128733

The amount of income taxes incurred that are available for recoupment in the event of future net losses m'e
§30,972 and $67,643 for 2009 and 2008, respectively.
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Note ¢ -~ Federal Income Taxes (confinued)

The Company is subject to Federal income taxation as a property and casualty insurance company. All .

companies included in the Combined Statutory-Basis Financial Statements, with the exception of CCMFIC,
MSFIC, ORCC and UCMIC, are included in a consolidated federal income tax return with the following

comparies:

301 Oxford Valley Insurance Agency, Inc. One East Wacker Corporation
CL&C Holding Incorporated " Primesco, Inc.
Charter General Agency, Inc. - Reserve National Insurance Company
Charter Group, Inc. Response General Agency of Texas
Connecticut Casualty Insurance Agency, Inc., ‘Rural American Consumer '
Direct Response Corporation Security One Insurance Agency
DRC Services Company . Southern States Finance Corporation
Family Security Funerals Company Summerset Marketing Company -
Fireside Bank " The Reliable Life Insurance Company
Firegide Secwrities Corporation Usnion National Life Insurance Company
Kemper Awuto and Home Group, Inc. United Insurance Company of America
Merastar Industries, Ltd. .~ Unitrin Data Systems, Inc.  ~
Mautual Benefit Assessment Company Usitrin Direct General Agency, Inc.
‘National Association of Medicare Unitrin Internal Audit Services, Inc.
Members, Inc. ' Unitrin Services Company ‘
National Asgociation of Self-Employed Unitrin, Ine.
Business Owners Valley Group, Inc. -
'NCM Management Corporation '

CCMFIC is included in & consolidated federal income ax return with ORCC.

The method of tax allocation among the companies is subject to written agreements. In accordance with the-

agreements, each company pays federal income tax on's separate company basis.

MSFIC and UCMIC file their federal income tax returns on & separate company basis.
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Note 10 - Refirement Plans.
The Company participates in & qualified defined contribution 401 (k) plan sponsored by Unitrin., Unitrin also

sponsors a defined contribution pension plan for certain employees of the Company hired on or after January
1, 2006. The Company’s share of net expenses for these plans was §319 and $851 for the years ended

" December 31, 2009 and 2008, respectively.

Unitrin sponsors & defined benefit pension plan for certain employees of the Company hired prior to January

1, 2006. Benefits are generally based on the employees’ years of credited service and compensation during -

employment. Unitrin’s annual contributions are made at an amount necessary to meet the funding
requirements of the Employee Retiremerit Income Security Actof 1974, as amended, The Company incurred
pension expense of $337 and §1,489 in 2009 and 2008, respectively.

Nofe 11 - Related Party Transactions

On February 13, 2009, TUIC completed its acquisition of '100;%, of DRC, including its wholly-owned *

insurance subsidiaries, in a cash transaction for & totel purchase price of $201,554 (See Note 1).

The Company and Unitrin Services Company (“USC”), & wholly-owned subsi diary of Unitrin, are parties to
a general services agreement whereby USC provides certain management sexvices, group medical fnsurance
and other insurance to the Company. Additionally, the Company and USC are parties to 2 data processing
agreement whereby USC provides certain data processing services to the Company. The Company incurred
expenses of $32,153 and 541,786 under the agreements in 2009 and 2008, respectively,

MSFIC, ORCC, UCICA, UNFIC are each parties to seperate insurance administration agreements with
United Tnsurance Company of Americe (“UICA™), a wholly-owned subsidiary of Unitrin, whereby UICA

provides certain policy and administrative services including but not limited to, accounting, underwriting,

new policy issues, claims processing and policyholder services. Additionally, CCMFIC is party to an
administrative services agreement with The Reliable Life Insurance Company (“TRLIC™), a wholly-owned
subsidiary of UICA, whereby TRLIC provides certain administrative, fovestment management, accounting,
underwriting, new policy issues, claims processing and policyholder services to CCMFIC. The Company
incurred expenses of $33,183 and $37,472 under these agreements in 2009 and 2008, respectively. These

amounts include costs allocated by UICA under its management services and date processing agreements -

with USC.
Services between the Company and its affiliates are charged at mtes that approximate cost.

.Duririg 2008, the Company transferred certain securities to its parent Unitrin, valued based on quoted market
prices. Details of these transfers are listed below: . '

Market Pre-dax

Affiliate ‘ - PricconDate  Gain Recorded -
Dae Fom  To Transfer type Securities transferred of Transfer on Sale
06/25/08 TUIC  Uniin  Dividendto Shereholder  Publicly raded equities  § 25000 $ . 9422
© 10/06/08  TUIC Unitein.  Dividend to Shaveholder  Publicly traded equities 26,000 6,231
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NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
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Note 12 — Commitments and Contingencies

TUIC has purchased interests in limited liability companies and limited Jigbility partmerships to which TUIC,
at December 31, 2009, is obligated to make additional capital contributions as follows:

Original Tuture Total

Investment Tavestment - Commitment
Black Diamond Capital Partners I, L.P. $§ 3348 § 1,652  § 5,000
AAC Capital NEBO II Feeder, L.P. . - 879 1,257 2,136
BNY Mezzanine Partners, LP, ’ 16,603 : 3,397 - 20,00G
CIVC Partners Fund TIA, LP. ‘ 3,57 . 748 4,255
CIVC Partners Fund TV, L.P. 225 2,675 ' 2,900
CIVC Partners Sidecar Fund, L.P. : 266 89 355
Clearlake Capital Partners I, LP. | - 1,000 1,000
Goldman Sachs Mezzanine Partners 2006, L. P‘ 6,514 3,486 10,000
Goldman Sachs Mezzinine Partners V, L.P 7.247 - - 17,753 - " 25,000
Goldman Sachs Vintage Fund IV, L.P. 56,180 - 28,820 85,000
Goldmean Sachs Vintage Fund V, L.P, 4,400 15,600 26,000
Highbridge Principal Strategies - Mezzanine .

Partners, L.P. : 3,392 21,608 25,000
Midwest Mezzanine .Fund v, L.P 7,016 2,984 10,000
NEBO T Feeder, L.P. o 2,745 245 2,990
NYLIM Mezzanine Partoers If, L.P. : 18,578 6,422 25,000

_Physicians Endoscopy Holdings, LLC 550 450 1,000
Silver Oaks Services Partoers, LP, 1,13¢ 870 2,000
Ziegler Meditech Equity Parthiers, L.P. . 11,1 00 - 3,900 . 15,006

“The Comp&ny and its submdmnes and affiliates are favolved in various ]egsl proceedings that have arigen in -

the ordinary course of their businesses. The Company and its subsidiaries and affilistes believe that
resolution of its pending legal proceedings will not have a material adverse ‘effect on the Company’s
financial position, but may have & material adverse effect on the finaneial results for a given reporting peried.
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Note 13 — Leases

TUIC Imseq office facilities and equipent undcr various noncancellable vperating leasc agreements that
have various expiration dates. These leases do not contain any contingent rental commitments or dividend
restrictions. Rental expense for 2009 and 2008 was $12,387 and 59,294, respectively.

_ The minimum aggregate rental commitments at December 31, 2009, are as follows:

Year . . ' Amournt

2010 , S 5,374
2011 T _ ) 5,259
2012 , 5,713
2013 5,562
2014 o 5,552
2015 and thereafier ' 18,054

Total Future Rental Commitments 3 45 514
S ———

“The Compmy has not entered mto any sale and leaseback arrangements.  Total minimum rentals to be

recelved in thc future under noncanceldble subleases as of December 31, 2009 are 513,001,

Note 14 - Fair Value Measurements -

?

Tncluded in. various investment related line items in the Combined Statutory Basis Statements of Admitted

Asgets, Liabilities and Capital and Surplus are certain financial instruments measured and reported at fair

value. Other financial instruments are periodically measured at fair value, such as when impaired, or, for

+ certain bonds and preferred stock when carried at the lower of cost or market.

The fair value of an asset is the amowmt at which that asset could be bought or sold in & current trangaction

between willing parties, that is, other than in a forced or liguidation sale. The fair value of a Liability is the
amount at which that liability could be ineurred or settled in a cument fransaction between willing parties,

that is, other than in a forced or hquldanon sale. The Company’s estimates of fair values are influenced by
market price observability. Market price observability is affected by a number of factors, including the type
of asset or liability and the characteristics specific to-the agset or lisbility bunf,, measured. Assets and
liabilities with. readily.available, active, quoted mearket prices or for which fair value can be measured from
actively quoted prices generally are deemed o have a higher degree of market price observability and &
lesser degres of judgment ysed in measuring fair valnc
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Note 14 - Fair Value Measurements {continued)
The Company classifies the inputs used to measure fair value into one of three levels as follows:

Level 1 - Values are unadjusted quoted prices for identical assets and liabilities in active markets
accessible at the measurement date,

Level 2 — Tnputs include quoted prices for similar assets or liabilifies in active markets, quoted prices
from those willing to trade in markets that aré not aetive, or other inputs that are observable or can be
corroborated by market data for the term of the instrument. Such'inputs include market interest rates
and volatilities, spreads and yield curves, ' '

Level 3 - Certain inputs are unobservable (supported by little or no market activity) and significant to
the fair value measurement. Unobservable inputs represent the Company’s best estimate of what
hypothetical market participants would use to determine a transaction price for the agset or liability at
‘the reporting date. ;

Observable inputs are based on market data obtained frora independent sources, while unobservable inputs
are based on the Company’s market assumptions. . Unobservable inputs require sigmificant management
judgment or estimation. In some cases, the inputs used to measure an asset or liability may fall into different
levels. n those instances, the Company classifies the fair value measurement using the lowest level of input |
that is significant to the fair value measurement. Such determination requirés significant menagement
judgment. :

The valuation of assets measured and reported at fair value at December 31, 2009 is summarized below:

Total
oo ' Fair '

Level | Level 2 Lovel 3 Valuo
Bands and Notes -8 - 5 2,138 0§ 1,953 § 4409
Unaffiliated Proferred Stock ‘ - 23,660 1,784 25 444
Unaffiliated Common Stock 183,279 4,799 7,459 195,528
Other Invested Assets - - 169,392 169,392
Total - ' . $ 183279 § 30,588 S 180,588 8 394453

The valuation of assets measured and reported at fair value at Decerber 31, 2008 is summarized below:

Total

Fair

Level 1 Level 2 Level 3 Value
Bonds and Notes $ - 8 198 5 29,397 § 25,505
Unaffiliated Proferred Stock - 51,799 3,475 55,274
{inaffiliated Common Stock 206,645 . 504 8,586 215,735
Other Invosted Assets - - 168,329 168,329
Total $ 206,645 $ 52411 § 209,787 § 468,843
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
: DECEMBER 31, 2009 and 2008
{Dollars in Thousands)

Note 14 - Fair Value Measurements (continued)

The Company had no ligbilities measured and reported at fair value at December 31, 2009. Depending on the
NAIC ratings clagsification, certain investments are required to be carried at lower of amortized cost or fair
value and, accordingly, are measured on a non-recurring basis at fair value, but reported at amortized cost
when the fair value exceeds the amortized cost. The table above excludes such investments reported at,
amortized cost in the Combined Statutory Basis Statement of ‘Admitted Assets , Liabilities and Capital and

* Soplus.

Level
Assets classified as Level 1 include actively-traded exchange-listed common stocks. Unadjusted quoted
prices for these securities are provided to the Company by independent pricing services.

Leyel 2
The Company uses a leading, nationally recognized provider of market data and analytics to price the vast

majority of the Company’s Level 2 measurements. The provider utilizes evaluated pricing models that vary
by asset class and incorporate available trade, bid and other market information. Because many fixed

maturity securities do not trade on a daily basis, the provider’s evaluated pricing applications apply available:

information through processes such as benchmark curves, benchmarking of like securities, sector groupings,

and matrix pricing to prepare evaluations. In addition, the provider uses model processes to develop -

prepayient and interest rate ‘scenarios. The pricing provider’s models and processes also teke into account
market convention. For each asset class, teams of its evaluators gather information from market sources and
integrate relevant credit iformation, perceived market movements and sector news into the evaluated pricing

" applications and models. The Company generally validates the measurements obtained fromits primary

pricing provider by comparing them with measurements obtained from one additional pricing provider that

provides either prices from recent market transactions or quotes in inactive markets or evaluations based on

its own proprietary models.-
Level 3

For securities classified as Level 3, the Company either nges valuations provided by third party fund

" managers or the Company’s own internal valuations. These valuations typically ‘employ valvation

techniques including earning multiples based on comparable public securities, industry specific non-earnings
based multiples, and discounted cash flow models. Valuations of Other Invested Assets classified as Lovel 3

by the Company generally consist of investments in limited liability investment companies. Valuations of -

Bonds and Notes and Unaffiliated Preferred and Common Stocks classified as Level'3 by the Company
generally consist of investments ih various private placement securities of non-rated entities. In infrequent
cases, if the private placement security has only been outstanding for a short amount of tinie, the Contpany,
after considering the initial assumptions tsed in sequiring an investment, will rely.on the original purchase
price as representative of the fair value. ‘
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NOTES TO.THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS
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‘Note 14 ~ Fair Value Measurements (continued)

Additional information pertaining to the changes in the fair valve of the Company’s investments classified as
Level 3 for the year ended December 31, 2009 is presented below:

Unaffilisted Unaffilinted Other Toral
Bonds Preferred Common Invested - Fair
and Notes ' Stock Stock Assets Value
Balance 8t December 31, 2008 $ 29,397 § 3475 0§ 8586 § 168,329 $ 209,787
Total Gains or Losses Included in: ) -
NetIncome (Loss) 154 {736) (1) (222) {805)
Unrealized G ains (Losses) in Surplus 199 873 (1,126} 9,990 9,936
Purchases (Dispositions), Net 7,399) L - (8,705) (16,104)
“Transfers In (Out) of Level 3 : (20,398) {1,828) - {22,226)
Balance at December 31, 2009 $ 1,953 8§ 1,784 B 7459 8 169,392 § 180,588

Additional information pertaining to the chang,eb in the fair valye of the Company’s investments classified as
Leve[ 3 for the year ended December 31, 2008 is presented below:

Unaffilisted Unaffilisted Other Total

Bonds Preferred  Commnion Invested  Fair
and Notes Stock Stock A sgets Value

Balance at December 31, 2007 . S 2,924 5 5796 0§ 11,696 § 139,864 $ 160,280
Total Gains or Losses Ineluded in: : A

Net Income (Loss) 57 (1,284) (2,508) (31,592} (35,327)

Unrealized Gains (Losses) in 'surplus o{an 397 {602) (13,490} (13,922)

Purchases (Dispositions), Net 26,643 (1,434) - 83,628 108,837

Transfers In (Qut) of Level 3 - - - (10,081) (10,081)
Balance at Becember 31, 2008 $ 20387 & 3475 8§ 8,586 5 168,329 8 209,787 .
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© Note 15 — Reconciliation to Annual Statement

The following is areconciliation of the Changes in Capital and Surplus per the Annual Statement to the
Combined Statutory-Basis Statenent of Changes in Capital and Surplus at December 31, 2009:

Per Adjustments - Per
Annual Increase Combining  Financial
Staternents  (Decrease) Entries Statements
Capital and Surplus Balance, December 31,2008 § 1,202,333 §  (2,688) § (354,937) § 844,708
Net Income (Loss) 81,977 - (8,964 73,013
Change in Unrealized Capital Gains and Losses (12,583) (30) a 3,987 (8,626)
Change in Unrealized Foreign Exohdngc , o -
Capital Geins ; , 40 - : - 40
Change in Net Deferred Income Tax 23,066 122 ¢ - 23,188
" Change in Nénadmitted Assets , (17,163) (45,056) d - (62,219)
Change in Provision for Reinsurance ~ ~ .~ (1,173) - ‘ . (1,173)
Change in Surplus Debenture 151 —_— - 151
Surplus Paid Tn : o 101,000 - (90,600) . 10400
Dividends to Shareholder (7,120) - 7.420 To-
Cumulative Bffect of Changes in . ' ‘
Accounting Principles \ (44,913) . 45,056 4 : - 143
Change in Accounting for Deferred R . S .
Income Taxes (Notes 1 and 9) ) 18,981 : - ] - . 18,981 ,
Change in Minority Interest : - - . 826 T 826 . "
* Correction of Prior Year Deferred Taxes (7,568) 2,596 be - (4,972)
‘Capim]. and Surplus Balance, December 31,2009 §1,337,028 § ~ . § (442,568) § 894460 _ f

a— Reversal of deferred gain on iransfer of bonds from MCIC. -
b - Reversal of 2008 audit adjustments for UDIC and UDPCC.
o— UCMIC correction of prior year deferred taxes on wrong line,
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© TRINITY UNTVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES

NOTES TO THE COMBINED STATUTORY-BASIS FINANCIAL STATEMENTS

DECEMBER 31, 2009 and 2008
(Dollars in Thousands)

Note 15 — Reconciliation to Annual Statement {confinued)

" The following is a reconciliation of the Changes in Capital and Surplus per the Annual Statement to the
- Combined Statutory-Basis Statement of Changes in Capital and Surplus at December 31, 2008:

Per Adjustraents Per
Annual nerease Combining ~ Financial
~ Staterments - (Decrease) Hntries Statements
Capital and Surplus Balance, Decenber 31, 2007 $ 1414577 § (665) - $(251434) § 1,162,478
Net Tncome (Loss) . (50,546) (2,097) ac (6,3566) . (59,209)
Change in Unrealized Capital Gains and Losses (286,076) - 2,062 (284,014)
Change in Unrealized Foreign Exchange
Capital Gains 254 - - ‘ 254
Change in Net Deferred Income Tax 53,636 2,014 ac _— 55,650
Change in Nonadmitted Assets (13,062) (1,925) a,c - (14,987)
" Change in Provision for Reinsurance 3,057 - . - 3,657
- Cheinge in Surplus Debenture ' 153 - - - 153
Surplus Paid In 65,000 - - 65,000
Dividends tb Shareholder (108,930) - 25,930 -(83,000)
Correction of Prior Year Deferred Gains (15) b - (1%
Correction of Prior Year Quots Share Balances T (659) - - -+ (659)

2— Reversal of 2007 audit adjustments for UDPCC and FIC.
b—Reversal of deferred gain on transfer of bonds from MCIC.
¢ — Correction of tax amounts related to UDIC and UDPCC,
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Capital and Surplus Balance, December 31,2008  § 1,077404 8§  (2,688)
e —— " § —

$(230,008) $ 844,708
e ——
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARTES AND AFFILIATES.
CONSOLIDATING AND/OR COMBINING ENTRIES AT DECEMBER 31, 2009 AND 2008

Entry (A) eliminates TUIC's investment in its wholly-owned consolidated subsidiaries, CCMFIC’s
investment in its wholly-owned consolidated subgidiery, ORCC, RIC'g investment in its wholly-owned
consolidated subsidiaries ' NMIC, RIDNY and RWIC and WIC's investment in its wholly-owned
consolidated subsidiary RWDAIC, Entry (B) eliminates intercompany accovnts between TUIC and its
affiliates, Entry (C) eliminates intercompany reinsurance balances between TUIC and its affiliates. Entry (D)
eliminates dividends declared but not paid by APCIC, FIC, UPIC & USIC to their parent, TUIC. Entry (E)

" nets current tax recoverable with acerued and deferred income taxes. Entry (F) eliminates dividends received

by TUIC from its consolidated subsidiaries. Entry (G) eliminates gains deferred on securities tranferred
between consolidatéd entities. Entry (Ff) represents income and other changes to capital zmd surplus of the
DRC s Subs which oecurred prior to TUIC’s acquisition of DRC. Entry (f) elishinates the value of the
suzplus note issued by UCMIC carried as part of TUIC’s investment in Valley.
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TRTNTTY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
SCHEDULE 1 —SUPPLEMENTATL COMBINED SUMMARY INVESTMENT SCHEDULE

‘AT DECEMBER 31, 2009
(Dollars in Thousands) )
Admnitted Assets Per
Gross Investment Holdings Anmal Statemnent
Amout  Percentage Amount Percentage
Bonds: . ) ‘ -

.8, Treasury Securities § 100858 423 % § 100,858 432 %

U.S. Government sponsored agencies 16,308 0.68 16,308 0.70

Non - U.S. Govenuvent Securities 536 002 ' ©O536 0.02
* Securities issued by states, territories and .

possessions and political subdivisions in the U.8.: '

U.S. states and territories general obligations 1.124 478 47.20 1,124,478 48.20)
Political Subdivisions of U.S, States, territories . .
general obligations' 190,732 8.01 o 190732 818
Revenue and assessment obligations 0415 | 2.96. 70,413 3.02 -
Mortgage-backed securities: ‘
Pass-throngh securities: ‘ . - .
Issued or guaranteed by GNMA - 6,887 0.29 6,887 0.30
Issued or gnaranteed by FNMA or FHLMC 17435 073 ' 17,435 0.75
Other Pass through Securities 2420 .10 2420 010
Other mortgage-backed securities: . ' :
~ Other mortgage-bucked securities
callateralized by MBS issued or guaranteed .
by ENMA, FELMC or GNMA. ‘ 5,161 022 5,161 0.22
Other Debt Securities {excluding short term): ' S .

Unaffiliated domestic securities 79,090 332 79,050 3,39

Unaffiliated foreign securities 5446 0.23 T 5,446 . 0.3
Equity Interests: :

Preferred Stacks:

Unaffiliated 36263 0 L2 . 36263 - 1.55

Common Stocks: . : -

Affiliated 119,004 . 500 . 77,945 3.34
Unaffilisted 203951 8.56 195,528 - 8.38
Reul Estate Tnvestments: '

Property held for production of income 8,595 0.36 - 8,595 037
Mortgage Loans ' 45,018 1.89 45,018 1.93
Cash axir} Short Term Investments 126,622 5.31 - 126,622 543
Other Invested Assets 223258 .. 937 223,258 9.57

Tota) Invested Assets

$ 2,382,567 100.00- % § 2332995 - 10000 %




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES .
SCHEDULE 2 - SUPPLEMENTAL COMBINED INVESTMENT RISKS INTERROGATORIES
SCHEDULE AT DECEMBER 31, 2009
(Dollars in Thonsands)

Answer the following interrogatories by reporting the applicable U. 8. dollar amounts and percentages of the
reporting entity’s total admitted assets held in that category of investments:

1. The Company’s totul admitted assets as reported on Page 3 of these financial statements, $2,879,543

2. Ten largest exposures to a gingle issuer/borrower/investment.
L 2 '3 ' 4
Investment - o Petcentage of Tolal
Issver Category/Description of Amount Admilted Asnsets |
. Exposure ) - .
2.01 Intermec ComStk-ind &Misc. §$ 154,356 8.36%
2.02 Pennsylvania State, G.O. Bonds — States $ 67,516 . . 2.34%
2.03 Direct Response Corp. ComStk-Affiliated  § 62,5606 = - 2.17%
2.04 Hawaii State, G.0. Bonds — States b 59,331 2.06%
2.05 Alaska State, G.O. Bonds — States s 57,749 ’ 2.00%
2.06 Washington State, G.O. Bonds — States 8 - 57,645 2.00%
2.07 Ohio State, G.O. Bonds — States 3 56,496 : 1.96%
2.08 Massachusetts State, G. 0. Bonds — States $ 56,163 1.95%
2.0% Wisconsin State, G.O. Bonds — States $ . 54,348 1.89%
2.10 Connecticut State, G.0. " Bonds - States $ 53,951 ' 1.87%
3. Amounts and percentages of the reporting entlty s total admitted assets held in bonds and pmfmred
stocks by NAIC rating,
Bonds 1 2 Preferred Stocks 3 4
3.6l NAIC-1 § 1,640,334 56.97% 3.07 P/RP-] $ - %
3.62 NAIC2 § 606,168 2.09% 3.08 . P/RP2 5 13541 047%
3.03 NAIC-3 § 2,283 0.08% 3.0% P/RP-3 $ 19,107 0.66%
3.64 NAIC4 § 54 0.00% 3.10 P/RP-4 LI - %
3.05 NAKCS § 2,145 - 0.07% 3.1 P/RP-5 $ 3615  0.13%
306 NAIC6 § 157  0.00% 3.12 P/RP-6 b " %
4. Assets held in foréign investments:
4.01 Arcassets held in foreign investments less than 2.5% of the reporting entity’s
- total adinitted agsets? Yes [X] Nol ]
4,02 Total admitted assets held in foreign investments. Brrrennsivsiniiinn %
4.03 Toreign-currency-denominated investments. O %
4.04 Insurance lisbilities denominated in that same foreign currency $ ....................... %

¥ response, 10 4.01 above is yes, respon.ses are not required for interrogatories 5 — 10.

56




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
SCHEDULE 2 —SUPPLEMENTAL COMBINED INVESTMENT RISKS INTERROGATORIES
SCHEDULE AT DECEMBER 31,2009 .
(Doliars in Thousands)

5. Aggregate foreign investment exposure categorized by NATC sovereign rating:

501 Countries rated NAIC-1 St
5.02 Countries rated NAIC-2 R P,
5.03 Countries rated NAIC-3 or beJ.ow S
6. Two largest foreign investment exposures o in a smglc country, c&tcgorlzed by the country’s NAIC |
sovereign rating: .
' ‘ L 2
Countries mted NAIC~1:
601 Country: ~ Srererrireame eeeeesarevareansenas %
6.02 Country: Sreerer sesveivarorver , avesvavesvivevsavaseer %
Countries mted NAIC —2: : '
6.03 Country: Srrnitirnrrinan - U %
6.04 Country: $ eerrsvrranseen ' [P <
: mm_emmu : :
below: ) .
6.05 Country: ' , S ‘ \ ereesesesnistacsssans %
6:06 Country: Y : eeeeesresrans sneanen %
‘ Ll AR

7. Aggregate unhedged foreign _
CUTTENCY eXposSure . Srmrnirenicnsrs  essemaeserar -

8. ‘ Aggregate unhéciged foreign currency exposure categorized by NAIC sovereign rating:

2
8.01 Countries rafed NAIC —1  Sesvivrveeee evtecrsererenaneesans %
8.02 Countries.rated NAIC —2  © 7 S T etrresecraninens %
803 Countries rated ‘\1A§C - 3 0P B e %
below
9. Two largest unhedged foralszn currency exposures to & single couniry, categonzed by the country’
: NAIC sovereign rating: .
: 1 2
- . Countries rated NAIC —1: : : .
9.061 Country: Brrrmirsssaressene  eeseesassesirens % .
9.02 Country: i Buvrsssmsrsines s deervises % .
Countries rated NAIC —2: o ’ Co ‘
- 903 Country: 8 ereerivasans - " e rereranisens Yo
904 Country: 8 eeeerrerrasarassems o ceveeraearersseisan %%
Countrieg rated NAIC 3 or
. below: - , .
9.05 Country: FJ— e e %

9.06 Country: : Srrrserecsrecnes © ereeserserererecesas %

57




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFF‘{LIATES

10.

10.01
10.02
10.03
10.64
10.05

10.06 .

10.67
10.08
10.09

10.10 -

11,

1101

11.02
11.03
11.04
11.05

12,

1201

SCHEDULE 2 —~ SUPPLEMENTAL COMBINED INVESTMENT RISKS INTERROGATORIES
SCHEDULE AT DECEMBER 31, 2008 :
(Dollars in Thovsands)

Ten largest non-sovereign (Le. non-governmental) foreign issues:

L 2
Tssuer NAIC Rating

......

fto
>

-----

...........................

............

................

---------------------

................

Amounts and percentages of the reporting entity”s tota] admitted assets held in Canadian investments
and unhedged Canadian currency exposure, including:

Are assets held in Canadien investments less than 2.5% of the repomng entity’s
total admitted assets? _— - Yes[X] Nof[ 1

¥ response to 11.01 is yes, deteil s not quﬁred for the remainder of Interrogatory 11.

. o L 2
Total admitted agsets held in Canadian Investments DS . %
Canadian-currency~denominated investments B et vetmererassarrpanssisssnas %
Canadian-denominated insurance liabilities 3 %
Unhedged Canadian currency exposure S - %

Report spgregate amounts and percentages of the reporting entity’s total admitted assets he]d in
investments with contractual sales restrictions.

Are agsets held in investments with contractual sales restrictions less than :
2.5% of the reporting entity’s total admitted assets? © Yes[X] Ne[ ]

If response to 12.01 is yes, responses are not required for the remainder of Interrogatory 12.

12.02

.12.03
12.04
12.05

L ;
Aggregate statement value of investments with

(V]
L

contractual saleg restrictions § e ermeranaeresmasnaranns erveevaearsesresssarsnions Vb

Largest 3 investments with contractnal seles
restrictions:

...........................................

......
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13.01

13.02
13.03
13.04
13.05
13.06
13.07
13.08

1309

13.10
13.11

14,

14.01

SCHEDULE 2 —~ SUPPLEMENTAL COMBINED INVESTMENT RISKS INTERROGATORIBS

SCHEDULE AT DECEMBER 31,2009
(Dollars in Thousands).

Amounts and percentages of admitted assets held in the largest 10 equity interests:

Are assets held in equity interest Iesq than 2. 3% of the reporting cnnry §
total admitted assots? Yes[ ] No[X]

Tfresponse to 13.01 above is yes, responses are not required for the remainder of Interrogatory 13,
1 ' : 2 3

Name o_f Issuer )
. 154,356 5.36%

Intermec Ine. 5

Direct Response Corpontmn 3 - 62,560 2.17%
Northrop Grumunan $ 18,214 0.63%
Merastar Industries, Ltd. -8 15,385 0.53%
Bauk of America $ 12,568 0.44%
Fifth Street Finance Corporahon 8 7,912 0.27%
Virginia Electric & Power Company 5 3,956 0.14%
Eaglepicher Holdings Inc. 8 3,731 0:13%
Verisk Analytics $ 2,883 .0.10%
Metlife Inc, 3 2,881 0.10%

* Amounts and percentages of the repomng entlty’q total ad:mttad assets held in. nontzfﬁhated prlvately

phu.ed equities:

Are agsets held in nomfﬁlmted pn\rately placed equities Jess than.”

2.5% of the reporting entity’s toml admitted aggets? . Yes [X] No[ ]

If response to 1.4.{}1 above'is yes, responses are not required for the remainder of Interrogatory 14.

. 1 2 3
14.02 Aggregate statément value of investments held in : i
nonaffi lmt&d, privately placed eqmt]es : B e eusensesresernes | eieusscnareermegracessacns Y
s held i : Ty oo '
$ w% !
8 ertrrerssrniiinniens resnsesressaissnissirinessie % |
B s nevnasresssssissessinan e %
el [
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SCHEDULE 2 ~SUPPLEMENTAL COMBINED INVESTMENT RISKS INTERROGATORIES
SCEHEDULE AT DECEMBER 31,2008
‘(Dollars in Thousands).

15. Amounts and percentages of the reporting entity’s total admitted assets held in general partnership
interests:

1501 Are assets held in general partnership interests less than 2,5% of the reporting
entity’s total admitted assets? - _ : Yes[X] No[ 1

If response to 15,01 is yes, responges are not required for the remainder of Interrogatory 15:

: i Z 3
15.02 Aggregate statement velue of investments held in general ' )
partnership interests ' 3 - - %
. %
. O, Yo
$ .. ' : % .
16.  Amounts and percentages of the réporting entity’s total admitted assets held in mortgage loang:,
16.61 Are mortgage loans reported in Schedule B less than 2.5% of the

repozting entity’s total admitted assets? _ Yes[X] No{ 1

If response to 16.01 aboveis yes, responses are not required for the remainder of Interrogatory 16 and

Interrogatory 17.

L 2 - 3
: Type (Residential, Commereial, Agricultural

16.02 - k3 Y%
16.03 “$ %
16.04 $ %
1665 § %
16.06 .. : 3 -
16.07 . i ssrsnesers suterinsrisssrsnansRe snAT SeseTSR s PR smaTe drnh bobet od . § %
16.08 : 5. %
1609 . S.. %
T8I0 e aseeransesssisssssrnss aserssrssnsessamsnsass sassasasarrassssanassarsos ssenes B s W———
18,11 ceeeirevsnmseemssimrsmsisssssssssssansssnsssnnassnsssens sesns srasassensesenses sross snesses $ %

Amount and percentage of the reporting entity’s total admitted assets held in the foﬁowmg categones of

morigage loans:

. Loans

16.12 Construction loans 5 w“ %
16.13 Mortgage loans over 90 days past due 8 e st seseressassrsssnseene Yo
16.14 Mortgage loans in the process of foreclosure $ . %%
16.15 Mortgage loans foreclosed 5. W%
16.16 * Restructured mortgage loans $..

- vensan %
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
SCHEDULE 2 ~SUPPLEMENTAL COMBINED INVESTMENT RISKS INTERROGATORIES
SCHEDULE AT DECEMBER 31, 2009
(Dolh:rs in Thousands)

17, Agpregate mortgage loans havmg, the following lean-to-value ratios as dctenmned from the most
current appraisal as of the annval statement date: :

Loan-to-Value Regidential , Commercial Agricultural .
: 2 3. 4 [}

, 17.01 above 95% Y S errivirrens 7 S T A %
17.02 % to95% S /S S % S s %
17.03  81%to 90% 7S S % ceeeeen b

17.04 71%to 80% S S %o Sees e %
17.05 below 70% e S e % OV S

18. Amounts and percentages of the reporting entity’s total admitted assets held in each of the five largest
investments in one parce] or group of contiguous parcels of in real estate:

18.01  Are assets held in real estate reported in Jess than 2.5% of the reporting
' entity’s total admitted assets? Yes [X] No [ ]

I regponse to 18.01 abwe Iy yes, responses are not requi ired for thc rem&mder of Interrogatory 18.
Largest five investments in any one parcel or group of con‘aguouq

parce]s of real estate,
" Description

‘ 1 : 2 3
X SO NENURUR. % -
1803 ... R ' S B S %
1804 ove Lo R eereresies S %,
1805 i B S 7

1806 ... s s s

19. Report '1ggreg1tt, amounts and percenmgeq of the reporting entity’s total admitted assets held in
mezzanine real estate loans: . .

19.61  Are agsets held in fnvestments beld in mezzaning real estate loans less than 2.5% of the reporting
-entity’s total admitted assets? . Yes[X] No[ ]

If response t0 19.01 above is yes, responses are;n.bt required for the remainder of Interrogatory 19.

' 1 2 3
19.02 Ag;ru,ato statement value of investments held in )
mezzanine real estate loans: - S C eeecvsniearnnees %
Largest three investments held in mezzanine real estate Toans: :
19.03 oo reosearn sy sesnans rereraraensens , e S rmrciereene eaeaersreveresneeses Y%
19.04 ... e reniressiebsmsre sebesrasesssrese - . S. et sesevnaes rereaanes %
.. reneeerrinaresraras Y%

1905 i rercsiessnie s st erarssrervrsrsssinaTe AR SR b saret shvare
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES P
SCHEDULE 2 —~SUPPLEMENTAL COMBINED INVESTMENT RISKS INTERROGATORIES
SCHEDULE AT DECEMBER 31, 2009
(Do]la.rs in Thousands)

20, Amounts and percentages of the reporting entity’s total admitted assets subject to the following types

of agreements: :

o ‘ AtYearend At End of Bach Quarter
Dollars in thousands ‘ ot 2¢on 3O

: 1l 2 3 4 3
20.01 Securities Jending agreements (do not '
. in¢lude “assets held as collateral for
such fransactions) 3 % § 8. .

26.62 Repurchase sgreements - 8 538,600 2.04% § 8206 5 70,260 § 38,00G
20.03 Reverse repurchase agreements - v arvmsesne % S$... $ 8
20.04 Dollar repurchése agreements IO o0 §ona 3. 8.
20,03 Dollar reverse repurchase agreements 8 . Y% 8 ) g

21.  Amounts and percentages of the reporting entity’s total admitted assety mdlcated below for warranty
not attached to other financial instruments, optlon s, caps, and floors:

Qwned ) - Written
1 . 2 3 4
2101 Hedging . Srovrvenroses eeresemesennes % B rrereeriner SR
21.02 Income generation Beerenerees cvseresensermaseres 70 B oo %
21.03 Other U, revssssssnssses % TR T rvassaeseeines %

22, Amounts and percenmgcs indicated below of the reporting entity’s total admitted assets of potentwl
exposures for collars, swaps, and forwards:

At Year-end - " AtBnd of .Eachgzuanér
*or 20w 34 ot
: i 2 2 4 3
2201 Hedging $ % s $ $
. 22.02 eome generation 8 % S.. s $
22.63 Replications 8 Y% 8 8.. §
. 22.04 Other 8 % 8 3 8

. 23, Amounts and percentages indicated belowof the reporting entity’s total admitted assets of potential
exposures for fitures contracts: ' ,

At Yearend - Ak of'!:ach gume , |
1 2 ﬁ |

2301 Hedging S % § : 5 $

23.02 Income generation Surrermenense vemsevenenes % 3 $ 5o

23.03 Replications Seremnearne RO, S 8 -

23.04 Other ‘ Brrtrrrieens arvnrnene W B § $
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TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
SCHEDULE 3~ SUPPLEMENTAL COMBINED REINSURANCE INTERROGATORIES SCHEDULE

AT DECEMBER 31, 2009
(Dollars in Thousands)

9.1 - Has the reporting entity ceded any risk under any reinsurance contract (or under mulfiple
contracts with the same reinsurer orits affiliates) for which during the period covered by the statement:
(@) it recorded a positive or negative underwriting result greater than 3% of prior year-end surplus as
regards policyholders or it reported calendar year written premium ceded or year-end loss and loss
expense reserves ceded greater than 3% of prior year-end surplus as regards policyholders; (i) it
accounted for that contract as reinsurance and not as & deposit; and (i) the contract(s) contain one or
more of the following features that would have similar resplts:

a) A contraot term ldnf,er than two years and the contract is noncancellable by the reporting entity

-during the contract term,
b) A limited or conditional cancellation provision under which Lam.ollauon m;,xzcrs an obligation by

the reporting entity, or an affiliate of the reporting entity, to enter into 2 new reinsurance contract
with the reinsurer, or an affiliate of the reinsurer;
¢) Aggregate stop loss reinsurance coverage;
d) Anunconditional or unilateral right by either party to commute the reindurance contract except for
such provisions which are only triggered by a decline in the credit status of the other party;
¢) A provision permitting reporting of losses, or payment of losses, less frequently than on a
quarterly basis (umless there is no activity during the period); or
f) Payment schedule, accumulating retentions from multiple years or any features inherently
designed to delay liming of the reimbursement to the ceding enfity,

YES[ 1 NO[X]

9.2 - Has the reporting entity during the period covered by the statement ceded any risk under any
reinsurance ‘contract (or under multiple contracts with the same reinsurer or its affiliates), excluding
cessions to approved pooling arrangements or to captive msurance companies that eré directly or
indirectly controlling, controlled by, or under common control with (i) one or more unaffiliated
policyholders of the reporting emlity, or (i) an association of which one or more ynaffiliated

‘policyholders of the reporting entity is & member where:

a) The written premium ceded to the reinsurer by the reporting entity or its affiliates represents fifty -

percent (50%) or more of the entire direct and assumed premmm written by the reinsurer based on
its most recently available financial statement; or

b) Twenty-five percent (25%) or more of the written premium ceded to the reinsurer has been
retroceded back to the reporting entity or its affiliates.

YES[ ] NO[X]




TRINITY UNIVERSAL INSURANCE COMPANY AND CERTAIN SUBSIDIARIES AND AFFILIATES
SCHEDULE 3 ~ SUPPLEMENTAL COMBINED REINSURANCE ENTERROGATORLES SCHEDULE
AT DECEMBER 31, 2009
{Dollars in Thousands)

9.3 - I response to both 9.1 and 9.2 is No, responses are not requiréd for the remainder of 9.3 (A-C)
below. :

A) The aggregate financial statement 1mpact gross of all such ceded reingurance ¢ontracts are s

follows:

Restated

Reinsurance Without
_As Reported Effect Relinsurance
Admitted Agsets S - 8 -~ 5 -
Liabilities S - 8 -~ 8 L
Surplus as Regards Policyholders S I - 5 -
Net Income 5 - 8§ - -8 C .

B) A summary of the contract terms of such reinsurance contmets is(are) as follows:

" C) A brief discussion of management’s principle objechves in entering into such reinsurance contract(s)
including the economic purpose to be achieved, ig as fo]low5‘

94 - Except for transactions meeting the requirements of pamgraph 30 of SSAP No. 62, Property and
Casualfy Reinsurance, has the reporting entity ceded any risk under any reinsurance contract {(or under
multiple contract with the same reinsurer or its affiliates) during the period covered by the financial

statement, and either:
" #) Accounted for that contract a5 reinsurance (either prospective or retroactive) under SSAP and as

a deposit under GAAP; or
b) Acccunted for that contract &g reinsuranee under GAAP and as & deposit under SSAP?

YES[ ] NO[X]

Ifresponse 1s yes, please provide an explanat.ion why the contract(s) is treated differently for GAAP and
SSAP below. .



	10-0235 Financial Stmts
	OICPROLY08@oic wa gov_20101213_120138.pdf

