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Los Angeles, California
September 25, 2009

Honorable Alfred W. Gross Honorable Morris Chavez
Chairman of the NAIC Financial Secretary, Zone IVV-Western

Condition Subcommittee Superintendent of Insurance
Commissioner of Insurance New Mexico Division of Insurance
Virginia Bureau of Insurance Santa Fe, New Mexico

Richmond, Virginia

Honorable Steve Poizner

Insurance Commissioner
California Department of Insurance
Sacramento, California

Dear Chairman, Secretary and Commissioner:

Pursuant to your instructions, an examination was made of the

CRUSADER INSURANCE COMPANY

(hereinafter also referred to as the Company) at the statutory home office and primary location of its
books and records, 23251 Mulholland Drive, Woodland Hills, California 91364.

SCOPE OF EXAMINATION

The previous examination of the Company was made as of December 31, 2004. This examination
covers the period from January 1, 2005 through December 31, 2008. The examination was made
pursuant to the National Association of Insurance Commissioners' plan of examination. The
examination included a review of the Company’s practices and procedures, an examination of
management records, tests and analyses of detailed transactions within the examination period, and
an evaluation of the assets and a determination of liabilities as of December 31, 2008, as deemed

necessary under the circumstances.



In addition to those items specifically commented upon in this report, other phases of the Company’s
operations were reviewed including the following areas that require no further comment: company
history; corporate records; fidelity bonds and other insurance; officers’, employees’ and agents’
welfare and pension plans; growth of company; business in force by states; loss experience; accounts

and records; and sales and advertising.

SUBSEQUENT EVENTS

During 2009 the Company paid the following dividends to its parent, Unico American Corporation:

Date Amount

August 7, 2009 $2.5 million
August 31, 2009 $1.5 million
Total $4.0 million

A Report of Dividend for the above dividend payments was submitted to the California Department

of Insurance pursuant to California Insurance Code Section 1215.4(f).

MANAGEMENT AND CONTROL

The Company is a wholly-owned subsidiary of Unico American Corporation (Unico). Unico is a
publicly owned insurance holding company that underwrites property and casualty insurance
through the Company and provides various insurance related services through its other subsidiaries.
The following organizational chart reflects the Company's position within the holding company

system:



[ Unico American Corporation }

Crusader Insurance Company 1 [ Unifax Insurance Systems, Inc.
(California) (California)

& J & J
4 N ) 4 N N
American Insurance Brokers, Inc. Bedford Insurance Services, Inc.
(California) (California)

(. J (. J
[ American Acceptance Corporation ) [ National Coverage Corporation

(California) (California)

S J S J
National Insurance Brokers, Inc. ) [ General Coverage Corporation
(California) (California)

& J & J
The Insurance Club, Inc. 1 [ U.S. Risk Managers, Inc.

L (California) ) L (California) )

(*) All ownership is 100%

Management of the Company is vested in a three-member board of directors elected annually. A

listing of the members of the board and principal officers serving on December 31, 2008 follows:

Directors

Name and Residence Principal Business Affiliation

Lester A. Aaron Treasurer and Chief Financial Officer
Calabasas, California Unico American Corporation

Cary L. Cheldin Chairman of the Board and President

Ojai, California Unico American Corporation

Erwin Cheldin Retired Chairman of the Board and President
Pacific Palisades, California Unico American Corporation



Principal Officers

Name Title

Cary L. Cheldin President

Terry L. Kinigstein Vice President, Secretary and General Counsel
Lester A. Aaron Treasurer

J. John Dinapoli Vice President

Management Agreements

General Agency Agreement: The Company has a General Agency Agreement with its affiliate,
Unifax Insurance Systems, Inc. (Unifax). Unifax provides production, underwriting, accounting,
data processing, administration, and other management services. The Company pays Unifax a
commission of 27.5% of direct premiums written. Payments made to Unifax for the years 2005,
2006, 2007 and 2008 were $19,500,440, $16,869,598, $14,804,204 and $13,094,904, respectively.

The California Department of Insurance (CDI) approved this agreement on June 16, 20009.

Intercompany Cost Allocation Agreement: The Company and its parent, Unico, are parties to an
Intercompany Cost Allocation Agreement. Under the terms of the agreement, the Company
reimburses Unico for operating expenses primarily related to the claims department which includes
salaries and related employee benefits, profit sharing, rent and other expenses. Payments made to
Unico for the years 2005, 2006, 2007 and 2008 were $1,513,868, $1,476,230, $1,513,769 and
$1,553,714, respectively. The CDI approved this agreement on June 5, 2009.

Intercompany Federal Income Tax Allocation Agreement: The Company and its affiliates are part of
a consolidated federal income tax agreement with its parent, Unico. Allocation of taxes is based
upon separate return calculations. Intercompany tax allocations are settled within 30 days after the

filing of the consolidated income tax return. The CDI approved this agreement on June 5, 2009.



TERRITORY AND PLAN OF OPERATION

As of December 31, 2008, the Company was licensed to transact multiple lines of property and

casualty insurance in the following states:

Arizona Oregon
California Washington
Nevada

Although licensed in other states, the Company has written exclusively in California since 2004. In
2008, the Company wrote $39.9 million of direct premiums. During the examination period, the

Company voluntarily withdrew its licenses from Idaho, Ohio, and Montana.

The principal line of business written is commercial multiple peril, which amounted to
approximately 98% of the Company’s total premiums written. Typical classes of business include
apartments, commercial buildings, auto-body shops, auto dealers, towing operators, bars, and
restaurants. Business is produced primarily through the Company’s affiliated general agent, Unifax
Insurance Systems, Inc., which works with independent agents and brokers. In 2008, the Company

started appointing direct agents to market its product. Currently, the Company has 12 direct agents.

REINSURANCE

Assumed

The Company has no reinsurance assumed.



Ceded

The following is a summary of the principal ceded reinsurance treaties inforce as of December

31, 2008:

Type of Contract

1% Excess of Loss

2" Excess of Loss

3" Excess of Loss

1™ Catastrophe Excess
of Loss

2" Catastrophe Excess
of Loss

3" Catastrophe Excess
of Loss

Reinsurer’s Name

Platinum Underwriters Reinsurance, Inc. — 55%
Hannover Ruckversicherungs — 25%

Platinum Underwriters Reinsurance, Inc. — 55%
Hannover Ruckversicherungs — 30%

Platinum Underwriters Reinsurance, Inc. — 60%
Hannover Ruckversicherungs — 30%
Liberty Mutual Insurance Company — 10%

Validus Reinsurance Ltd. — 20%

Underwriters at Lloyd’s — 18.50%

Arch Reinsurance Company — 15%

Avriel Reinsurance Company Ltd. — 15%
Flagstone Reinsurance Ltd. — 12.5%

Platinum Underwriters Reinsurance, Inc. — 10%
Various Other Reinsurers — 9%

Validus Reinsurance Ltd. — 20%

Ariel Reinsurance Company Ltd. — 15%
Underwriters at Lloyd’s — 14%

Flagstone Reinsurance Ltd. — 12.5%

Arch Reinsurance Company — 10%

Platinum Underwriters Reinsurance, Inc. — 10%
Various Other Reinsurers — 18.5%

Protective Reinsurance Company — 20%

Avriel Reinsurance Company Ltd. — 15%
Shelter Mutual Insurance Company — 13.5%
Platinum Underwriters Reinsurance, Inc. — 10%
Sirius International Insurance Corp. — 10%
Validus Reinsurance Ltd. — 10%

Various Other Reinsurers — 21.5%

Company’s
Retention

$300,000 each
loss occurrence

$1 million each
loss occurrence

$2 million each
loss occurrence

$1 million each
loss occurrence

$10 million each
loss occurrence

$20 million each
loss occurrence

Reinsurer’s
Maximum Limits

80% of $700,000 each
loss occurrence

85% of $1 million each
loss occurrence

100% of $5 million
each loss occurrence

$9 million each loss
occurrence, $18
million all occurrences

$10 million each loss
occurrence, $20
million all occurrences

$21 million each loss
occurrence, $42
million all occurrences

As of December 31, 2008, reinsurance recoverables for all ceded reinsurance totaled $16.3 million

or 25% of surplus as regards policyholders. All of the ceded reinsurance recoverables were from

nonaffiliated admitted reinsurers.



FINANCIAL STATEMENTS

The financial statements prepared for this examination report include:

Statement of Financial Condition as of December 31, 2008
Underwriting and Investment Exhibit for the Year Ended December 31, 2008

Reconciliation of Surplus as Regards Policyholders
from December 31, 2004 through December 31, 2008



Assets

Bonds

Cash and short-term investments
Investment income due and accrued
Premiums and considerations:

Uncollected premiums and agents' balances in the

course of collection
Reinsurance:
Amounts recoverable from reinsurers
Net deferred tax asset
Guaranty funds receivable or on deposit

Aggregate write-ins for other than invested assets

Total assets

Liabilities, Surplus and Other Funds

Losses

Loss adjustment expenses

Other expenses

Taxes, licenses and fees

Current federal and foreign income taxes
Unearned premiums

Advance premiums

Ceded reinsurance premiums payable
Aggregate write-ins for liabilities

Total liabilities
Common capital stock
Gross paid-in and contributed surplus
Unassigned funds (surplus)

Surplus as regards policyholders

Total liabilities, surplus and other funds

Statement of Financial Condition

as of December 31, 2008

Ledger and
Nonledger Assets Not Net Admitted
Assets Admitted Assets Notes
$135,540,354 $ $ 135,540,354
6,628,581 6,628,581
1,301,238 1,301,238
1,786,873 1,786,873
114,734 114,734
2,195,776 2,195,776
15,196 15,196
317,867 4,010 313,857
$147,900619 $ 4,010 $147,896,609
$ 54,972,101 (1)
3,866,916 (1)

41,231
(131,376)
323,738
19,862,051
468,492
3,709,642
47,584
$ 83,160,379

$ 3,000,200

8,100,000

53,636,030
64,736,230
$ 147,896,609



Underwriting and Investment Exhibit

for the Year Ended December 31, 2008

Statement of Income

Underwriting Income

Premiums earned
Deductions:
Losses incurred
Loss adjustment expenses incurred
Other underwriting expenses incurred
Total underwriting deductions

Net underwriting gain

Investment Income

Net investment income earned
Net realized capital gains

Net investment gain

Other Income

Aggregate write-ins for miscellaneous income
Total other income

Net income before federal income taxes
Federal income taxes incurred

Net income

Capital and Surplus Account

Surplus as regards policyholders, December 31, 2007
Net income

Change in net deferred income tax

Change in nonadmitted assets

Change in surplus as regards policyholders for the year

Surplus as regards policyholders, December 31, 2008

$ 12,364,801
8,107,929
9,585,125

$ 5,829,304

6,306

$ 741,950

$ 7,067,715
(194,755)
936

$ 33,949,695

30,057,855

3,891,840

5,835,610

741,950

10,469,400
3,401,685

$ 7,067,715

$ 57,862,334

6,873,896

$ 64,736,230



Reconciliation of Surplus as Regards Policyholders
from December 31, 2004 through December 31, 2008

Surplus as regards policyholders, December 31, 2004,
per Examination

$ 29,436,343

Loss in
Surplus

$
176,300
273

Gain in
Surplus
Net gain $ 35,476,460
Change in net deferred income tax
Change in nonadmitted assets
Totals $ 35,476,460

Net increase in surplus as regards policyholders for the examination

Surplus as regards policyholders, December 31, 2008
per Examination

10

$176,573

35,299,887

$ 64,736,230



COMMENTS ON FINANCIAL STATEMENT ITEMS

(1) Losses and Loss Adjustment Expenses

The Company’s reserves were evaluated by a Casualty Actuary from the California Department of
Insurance (CDI). Based on the CDI analysis the Company’s December 31, 2008 reserves for losses
and loss adjustment expenses appear reasonable and have been accepted for purposes of this

examination.

SUMMARY OF COMMENTS AND RECOMMENDATIONS

Current Report of Examination

There were no recommendations in the current report.

Previous Report of Examination

Management and Control — Management Agreements (Page 4): It was recommended that the
Company establish an agreement with Unico American Corporation (Unico) to ensure the proper
recording and settlement of expenses that Unico pays on behalf of the Company and that the
agreement be submitted to the California Department of Insurance pursuant to California Insurance

Code Section 1215.5. The Company has complied with this recommendation.
Accounts and Records (Page 7): 1t was recommended that the Company record advance premiums

in accordance with the Statements of Statutory Accounting Principles Number 53. The Company

has complied with this recommendation.
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Respectfully submitted,

Deanna Lo, CFE
Examiner-In-Charge
Senior Insurance Examiner
Department of Insurance
State of California
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