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SCHEDULE 13D

CUSIP NO. 901272 20 3 Page of Pages

NAME OF REPORTING PERSON

1 S.S. OR I.R.S. IDENTIFICATION NO. OF ABOVE PERSON
American International Group, Inc.
IRS No. 13-2592361

CITIZENSHIP OR PLACE OF ORGANIZATION

Incorporated in the State of Delaware

7
NUMBER OF = === mm o mm o m o m oo e oo e oo e o e e e oo
SHARES SHARED VOTING POWER
BENEFICIALLY 8 34,552,250
OWNED BY == mmmmmmmmm o mm o e e e oo
EACH SOLE DISPOSITIVE POWER
REPORTING 9
PERSON  mmmmmmmmmmm o m o e e e e e e o
WITH SHARED DISPOSITIVE POWER
10 34,552, 250

AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
11 34,552,250

PERCENT OF CLASS REPRESENTED BY AMOUNT IN ROW (11)
13 40.59%

*SEE INSTRUCTIONS BEFORE FILLING OUT!
INCLUDE BOTH SIDES OF THE COVER PAGE, RESPONSES TO ITEMS 1-7 2 of 7
(INCLUDING EXHIBITS) OF THE SCHEDULE, AND THE SIGNATURE ATTESTATION.
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CUSIP NO. 901272 20 3 Page of Pages

NAME OF REPORTING PERSON

1 S.S. OR I.R.S. IDENTIFICATION NO. OF ABOVE PERSON
American Home Assurance Company
IRS No. 13-5124990

CITIZENSHIP OR PLACE OF ORGANIZATION

Incorporated in the State of New York

SOLE VOTING POWER

7 9,124,125
NUMBER OF oo omm oo oot oo oo oo oo e
SHARES SHARED VOTING POWER
BENEFICIALLY 8
OWNED BY = oo oot f oo
EACH SOLE DISPOSITIVE POWER
REPORTING 9 9,124,125
PERSON = - o oo s mm oo
WITH SHARED DISPOSITIVE POWER
10 9,124,125

13 10.72%

*SEE INSTRUCTIONS BEFORE FILLING OUT!
INCLUDE BOTH SIDES OF THE COVER PAGE, RESPONSES TO ITEMS 1-7 2 of 7
(INCLUDING EXHIBITS) OF THE SCHEDULE, AND THE SIGNATURE ATTESTATION.
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CUSIP NO. 901272 20 3 Page of Pages

NAME OF REPORTING PERSON

1 S.S. OR I.R.S. IDENTIFICATION NO. OF ABOVE PERSON
Commerce & Industry Insurance Company
IRS No. 31-1938623

CITIZENSHIP OR PLACE OF ORGANIZATION

Incorporated in the State of New York

SOLE VOTING POWER

7 3,530, 450
=T = S =
SHARES SHARED VOTING POWER
BENEFICIALLY 8
OWNED BY == oo mm o oo
EACH SOLE DISPOSITIVE POWER
REPORTING 9 3,530,450
PERSON =i eoooo-
WITH SHARED DISPOSITIVE POWER
10

11 3,530, 450

13 4.15%

*SEE INSTRUCTIONS BEFORE FILLING OUT!
INCLUDE BOTH SIDES OF THE COVER PAGE, RESPONSES TO ITEMS 1-7 2 of 7
(INCLUDING EXHIBITS) OF THE SCHEDULE, AND THE SIGNATURE ATTESTATION.
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CUSIP NO. 901272 20 3 Page of Pages

NAME OF REPORTING PERSON

1 S.S. OR I.R.S. IDENTIFICATION NO. OF ABOVE PERSON
New Hampshire Insurance Company
IRS No. 02-0172170

CITIZENSHIP OR PLACE OF ORGANIZATION

Incorporated in the State of Pennsylvania

SOLE VOTING POWER

7 5,295,675
NUMBER OF =~ == -mm o mm o mm o o m oot o o e o o o o o oo e
SHARES SHARED VOTING POWER
BENEFICIALLY 8 --
OWNED BY mmmmmm o mm oo m oo e
EACH SOLE DISPOSITIVE POWER
REPORTING 9 5,295,675
PERSON  mmm o mmm o s o e e e
WITH SHARED DISPOSITIVE POWER
10 --

AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
11 5,295,675

13 6.22%

*SEE INSTRUCTIONS BEFORE FILLING OUT!
INCLUDE BOTH SIDES OF THE COVER PAGE, RESPONSES TO ITEMS 1-7 2 of 7
(INCLUDING EXHIBITS) OF THE SCHEDULE, AND THE SIGNATURE ATTESTATION.
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CUSIP NO. 901272 20 3 Page of Pages

NAME OF REPORTING PERSON

1 S.S. OR I.R.S. IDENTIFICATION NO. OF ABOVE PERSON
National Union Fire Insurance Company of Pittsburgh, Pa.
IRS No. 25-0687550

CITIZENSHIP OR PLACE OF ORGANIZATION

Incorporated in the State of Pennsylvania

SOLE VOTING POWER

7 702,000
NUMBER OF = === mm o mm o m o s oo e oo e o e oo e e ool
SHARES SHARED VOTING POWER
BENEFICIALLY 8
OWNED BY == mmmmmmmmm o s m e e e oo
EACH SOLE DISPOSITIVE POWER
REPORTING 9 702,000
PERSON mmmmmmmmmmm o e o e e e e e e o
WITH SHARED DISPOSITIVE POWER
10

AGGREGATE AMOUNT BENEFICIALLY OWNED BY EACH REPORTING PERSON
11 702,000

13 0.82%

*SEE INSTRUCTIONS BEFORE FILLING OUT!
INCLUDE BOTH SIDES OF THE COVER PAGE, RESPONSES TO ITEMS 1-7 2 of 7
(INCLUDING EXHIBITS) OF THE SCHEDULE, AND THE SIGNATURE ATTESTATION.
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ITEM 1. SECURITY AND ISSUER.

This statement relates to the common stock, without par value ("Common
Stock"), of 20th Century Industries, a California corporation ("Company"). The
principal executive offices of the Company are located at 6301 Owensmouth
Avenue, Woodland Hills, California 91367.

ITEM 2. IDENTITY AND BACKGROUND.

(a) through (c). This statement is filed by American International Group,
Inc., a Delaware corporation ("AIG"), on behalf of itself and the following of
its wholly owned subsidiaries (collectively, the "AIG Subs"):

American Home Assurance Company, a New York corporation ("American Home");

Commerce & Industry Insurance Company, a New York corporation ("Commerce &
Industry");

National Union Fire Insurance Company of Pittsburgh, Pa., a Pennsylvania
corporation ("National Union"); and

New Hampshire Insurance Company, a Pennsylvania corporation ("New
Hampshire").

A copy of an Agreement of Joint Filing dated as of December 15, 1994 by and
among AIG, American Home, Commerce & Industry, National Union and New Hampshire
is attached hereto as Exhibit A.

On December 16, 1994 ("Closing Date"), AIG and the Company consummated the
transactions contemplated under the Investment and Strategic Alliance Agreement
dated as of October 17, 1994 ("Investment Agreement") between the Company and
AIG, at which time, for an aggregate purchase price of $216 million:

1. the Company sold, and the AIG Subs purchased,

a. 200,000 shares of the Company's Series A Convertible
Preferred Stock, stated value $1,000 per share ("Series A Preferred
Stock"), which are convertible into shares of Common Stock at a
conversion price of $11.33 (subject to customary antidilution
provisions), and

b. 16 million Series A Warrants ("Series A Warrants") to
purchase an aggregate of 16 million shares of Common Stock at an
exercise price of $13.50 per share (subject to customary antidilution
provisions and further adjustment as described below);
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2. the Company agreed to the issuance to the AIG Subs of Common Stock
upon conversion of the Series A Preferred Stock and upon exercise of the
Series A Warrants in accordance with their terms; and

3. the Company agreed to the issuance to AIG of additional shares of

Series A Preferred Stock ("Earthquake Shares") on the terms described below
at the election of the Company in the event gross losses and allocated loss
adjustment expenses of the Company associated with the January 17, 1994
Northridge, California earthquake ("Northridge Quake") exceed $850 million.

The exercise price per Series A Warrant will be subject to downward

adjustment due to adverse loss development with respect to the Northridge Quake.
In the event total incurred loss and allocated loss adjustment expenses of the
Company with respect to the Northridge Quake exceed $945 million, the exercise
price of the Series A Warrants shall be reduced by $0.08 per share for each
million dollars in excess of $945 million; provided, however, that the exercise
price of the Series A Warrants shall not thereby be reduced below $1.00; and
further provided that no adjustment to the exercise price shall be made with
respect to increases in total incurred loss and allocated loss adjustment
expenses reflected in the Company's financial statements following the 1995
year-end audited financial statements.

A conformed copy of the Investment Agreement generally setting forth the
terms of the Series A Preferred Stock and the Series A Warrants (hereinafter
collectively referred to as the "Company Securities"), the terms under which the
Earthquake Shares will be issued to AIG and the AIG Subs, and the further terms
of the transactions contemplated thereby is attached hereto as Exhibit B. A copy
of the form of the Series A Warrant is attached as Exhibit B to the Investment
Agreement. A copy of the Certificate of Determination for the Series A Preferred
Stock, as filed ("Certificate of Determination"), is attached as Exhibit C
hereto. A copy of the Certificate of Amendment of the Articles of Incorporation
of the Company, as filed ("Certificate of Amendment") is attached as Exhibit D
hereto. A copy of the Amended By-Laws of the Company ("By-Laws") is attached as
Exhibit E hereto. The descriptions set forth in this Form 13D are qualified in
their entirety by reference to the Investment Agreement, the Series A Warrant,
the Certificate of Determination, the Certificate of Amendment and the By-Laws
which are attached hereto. A copy of the Proxy Statement of the Company dated
November 15, 1994 ("Proxy Statement") is also attached as Exhibit F hereto.

AIG is a holding company which, through its subsidiaries, is primarily
engaged in a broad range of insurance and insurance-related activities in the
United States and abroad. AIG, through its subsidiaries, also conducts financial
services activities and
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agency and fee operations. Each of American Home, Commerce & Industry, National
Union and New Hampshire is a multiple line, insurance company which writes
substantially all lines of property and casualty insurance in each state of the
United States and abroad. The principal executive offices of AIG, Commerce &
Industry, National Union and New Hampshire are located at 70 Pine Street, New
York, New York 10270.

Starr International Company, Inc., a private holding company incorporated
in Panama ("SICO"), The Starr Foundation, a New York not-for-profit corporation
("The Starr Foundation"), and C.V. Starr & Co., Inc., a private holding company
incorporated in Delaware ("Starr"), have the right to vote approximately 16.0%,
3.7% and 2.4%, respectively, of the outstanding common stock of AIG. The
principal offices of SICO are located at 29 Richmond Road, Pembroke, Bermuda.
The principal offices of The Starr Foundation and Starr are located at 70 Pine
Street, New York, New York 10270. A list of the directors and officers ("Covered
Persons") of AIG, American Home, Commerce & Industry, National Union, New
Hampshire, SICO, The Starr Foundation and Starr, their business addresses and
principal occupations is attached hereto as Exhibit G. Each of the Covered
Persons is a citizen of the United States, except for Messrs. Manton, Milton and
Edmund Tse who are British subjects, Mr. Cohen who is a Canadian subject and Mr.
Joseph Johnson who is a Bermudian subject.

(d) through (e). During the last five years, none of AIG, SICO, The Starr
Foundation, Starr, American Home, Commerce & Industry, National Union and New
Hampshire, or any of the Covered Persons, has (i) been convicted in a criminal
proceeding (excluding traffic violations or similar misdemeanors) or (ii) been a
party to a civil proceeding of a judicial or administrative body of competent
jurisdiction and as a result of such proceeding was or is subject to a judgment,
decree or final order enjoining future violations of, or prohibiting or
mandating activities subject to federal or state securities laws or finding any
violations with respect to such laws.

ITEM 3. SOURCE AND AMOUNT OF FUNDS OR OTHER CONSIDERATION.

Pursuant to the Investment Agreement, the AIG Subs purchased the Series A
Preferred Stock in the following proportions:

NUMBER OF DOLLAR AMOUNT
NAME OF AIG SUB SHARES PURCHASED OF PURCHASE
AMErican HOME. ..ttt ittt et ea e ennnns 100, 000 $100.0 million
commerce & INdUSEIY. .. it e e e 40,000 $ 40.0 million
New Hampshire.......... ..o, 60,000 $ 60.0 million
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National Union purchased all of the Series A Warrants issued pursuant to the
Investment Agreement for an aggregate purchase price of $16.0 million. Each of
the AIG Subs used its available working capital to purchase its portion of the
Company Securities.

During the period from May 20, 1991 through October 18, 1991, American Home
purchased 298,000 shares of Common Stock at an aggregate purchase price of
$5,939,712.50. During the period from February 28, 1991 through May 3, 1994,
National Union purchased 602,000 shares of Common Stock at an aggregate purchase
price of $10,789,510.00. Each of American Home and National Union used its
available working capital to purchase its portion of the above-described shares
of Common Stock.

ITEM 4. PURPOSE OF TRANSACTION.

The purpose of the acquisition of the Company Securities by the AIG Subs
was investment. A further discussion of the terms of the transaction is set
forth in the Investment Agreement, the Series A Warrant, the Certificate of
Determination, the Certificate of Amendment, the By-Laws and the Quota Share
Agreements, all of which are attached hereto and incorporated in their entirety
by reference.

a. ACQUISITION OF ADDITIONAL SECURITIES OF THE ISSUER

In addition to the purchase of the Company Securities on the Closing Date,
AIG may, after the Closing Date, receive or be required to purchase additional
shares of Series A Preferred Stock from the Company as follows:

1. Dividends payable with respect to the Series A Preferred Stock may,

at the Company's option, be paid in cash or in kind (whereby the holder
receives, in lieu of cash, shares of Series A Preferred Stock ("PIK
Shares") having a liquidation value equal to the dividends declared) during
the first three years after the Closing Date. Following the third
anniversary of the Closing Date, dividends will be payable only in cash.

2. If at any time the Company's gross losses and allocated loss
adjustment expenses associated with claims resulting from the Northridge
Earthquake exceed $850 million (such excess being referred to herein

as the "Excess Loss Amount"), AIG shall, if requested in writing by the
Company after the Closing Date, contribute to the capital of the Company,
in whole or in part, an amount ("AIG Contribution") up to the lesser of $70
million or the Excess Loss Amount. In consideration of the AIG
Contribution, the Company shall issue to AIG that number of fully paid and
nonassessable Earthquake Shares having an aggregate liquidation value equal
to (a) the amount of the AIG Contribution plus (b) an amount equal to the
product of (i) the AIG Contribution,
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(ii) 0.65 and (iii) the quotient of (A) the number of shares of Common
Stock beneficially owned or obtainable by AIG and its affiliates by virtue
of ownership of the shares of Series A Preferred Stock (including any
additional shares actually issued by virtue of the provision of the
Certificate of Determination governing the Series A Preferred Stock
permitting payment of dividends by the issuance of PIK Shares) and the
Series A Warrants and conversion or exercise thereof divided by (B) the sum
of (1) the total number of shares of Common Stock of the Company
outstanding on October 17, 1994 plus (2) the number of shares referred to
in (A); provided, however, that the aggregate liquidation value of any
Earthquake Shares issued pursuant to the foregoing provisions of the
Investment Agreement (without taking into account any Series A Preferred
Stock issuable as a dividend in kind on any outstanding Series A Preferred
Stock) shall not exceed $87.9725 million.

With respect to additional shares of capital stock of the Company which are not
described, AIG may or may not purchase such additional securities at such time
that it is permitted to do so.

b. EXTRAORDINARY CORPORATE TRANSACTION

Except as set forth in the Investment Agreement, no plans or proposals are
presently contemplated by AIG with respect to any extraordinary corporate
transaction involving the Company and/or its subsidiaries. Article VI of the
Investment Agreement provides that, for a period three years following the
Closing Date (or earlier in certain events), neither AIG nor any of its
subsidiaries will, without the prior approval of the company's Board of
Directors ("Board"):

(i) acquire, offer to acquire or agree to acquire (with certain stated
exceptions in Section 6.1(a) of the Investment Agreement) any outstanding
Common Stock or any other voting securities of the Company or commence any
tender offer or exchange offer to acquire beneficial ownership (as defined
in Rule 13D-3 under the Securities Exchange Act of 1934 ("Exchange Act")
without regard to the 60-day provision in paragraph (d)(1)(i) thereof) of
the Common Stock or any other voting securities of the Company,

(ii) become a member of a 13(d) group within the meaning of Rule 13d-3
under the Exchange Act (a "Group") with respect to any Common Stock or
voting securities of the Company, other than a Group composed solely of
itself and its affiliates, or encourage any other Group to acquire any
Common Stock or other voting securities of the Company (other than in
purchases from AIG),

(iii) solicit any proxies or shareholder consents or become a
participant (other than by voting), or encourage any
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person to become a participant, in a proxy or consent solicitation with
respect to any of the Company's securities (in each case other than
solicitations to holders of Series A Preferred Stock with respect to
matters as to which the Series A Preferred Stock are entitled to vote),

(iv) call any special meeting of shareholders,

(v) make any public proposal to shareholders with respect to any
extraordinary transaction involving the Company, including, but not limited
to, any business combination, restructuring, recapitalization, dissolution
or similar transaction, or

(vi) request in a manner that would require public disclosure of such
request by the Company or AIG that the Company amend any restrictions
set forth in (i) through (v) above.

Notwithstanding the foregoing, AIG and its subsidiaries have the right
under the Investment Agreement freely to acquire securities of the Company in
any manner whatsoever and engage in any of the activities proscribed above, in
the event that (i) an Insolvency Event (as defined in Section 6.1(c) of the
Investment Agreement) occurs; (ii) 60 days after the Company or any of its
subsidiaries is in default under any indebtedness or other borrowing incurred by
it unless such default is cured during such 60-day period; (iii) the Company or
any of its subsidiaries breaches the Investment Agreement, the Series A Warrant,
the Certificate of Determination, the Registration Rights Agreement
or the Quota Share Agreements in any material respect; (iv) any person not
affiliated with AIG acquires, offers to acquire or agrees to acquire beneficial
ownership (as defined in Rule 13d-3 under the Exchange Act without regard to
the 60-day provision in paragraph (d) (1) (i) thereof) of 20% or more of the
outstanding shares of the Common Stock or any other class of the Company's
voting securities, or commences any tender or exchange offer seeking to
acquire any such ownership; (v) a third party engages in a proxy solicitation
for the purpose of removing directors of the Company elected by the Common
Stockholders or influencing the directors' management of the Company; or (vi)

a majority of the directors of the Company elected by the holders of Common
Stock vote to terminate or release AIG from compliance with any or all of the
restrictions set forth above.

In addition, the restrictions do not apply to Common Stock or shares of
other voting securities which as of October 17, 1994 are held or managed as part
of the investment portfolio by subsidiaries of AIG if such subsidiaries have
fiduciary obligations to third parties to take any of such actions.

C. SALE OR TRANSFER OF A MATERIAL AMOUNT OF ASSETS OF THE ISSUER OR ANY OF
ITS SUBSIDIARIES

on the Closing Date, New Hampshire entered into a Quota
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Share Reinsurance Agreement (collectively, the "Quota Share Agreements") with
each of the Company's insurance subsidiaries, 20th Century Insurance Company and
21st Century Casualty Company (collectively, the "Insurance Subs"), providing
for a five-year quota share reinsurance for 10% of each of the Insurance Subs'
policies incepting on and after January 1, 1995. At AIG's option, the agreements
may be renewed annually for four additional one-year terms following the initial
one-year term, with an annual reduction of 2% in the share percentage ceded to
New Hampshire. Copies of the Quota Share Agreements are attached as Exhibit C

to the Investment Agreement.

Section 5.1(b) of the Investment Agreement also provides that, following
the Closing Date, the Company and AIG may from time to time discuss additional
guota share arrangements. In particular, the Company and AIG may discuss an
arrangement whereby (i) the Insurance Subs cede such participation in excess of
the 10% participation pursuant to the Quota Share Agreements as results in an
agreed upon net premium-to-surplus ratio being achieved and (ii) in the event
the Insurance Subs' net premium-to-surplus ratio subsequently improves below
such specified ratio, with increases and reductions in the additional
participation made annually. Neither the Company nor AIG is obligated to enter
into any such arrangement.

In addition, Section 5.2 of the Investment Agreement provides that,
following the Closing Date, the Company and AIG will use their respective best
efforts to negotiate and mutually agree upon a joint venture agreement whereby
the Company and AIG will form a new subsidiary or subsidiaries to engage in the
Company's business in states outside of California.

d. ANY CHANGE IN THE PRESENT BOARD OF DIRECTOR OR MANAGEMENT OF THE ISSUER

As a result of their purchase of the Company Securities, the AIG Subs, as
holders of the Series A Preferred Stock voting as a separate class, are entitled
to elect two of the eleven directors of the Board (such number to be accordingly
adjusted together with increases or decreases in the number of directors on the
Board) (the "Applicable Number"); provided, however, that, until the next
meeting of the Board (to be held in May of 1995), the Board will consist of
twelve members of which the AIG Subs, as holders of the Series A Preferred Stock
voting as a separate class, are entitled to elect two of the twelve directors.
Section 8(b) of the Certificate of Determination also generally provides that
the number of directors elected by the Series A Preferred Stock shall be reduced
by the minimum number of directorships in order that the sum of (i) the
Applicable Number and (ii) the minimum whole number of directors elected
(through the application of cumulative voting) by
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shares of Common Stock (x) obtained upon conversion of the Series A Preferred
Stock or the exercise of the Series A Warrants and (y) held of record by the
holder (or subsidiaries thereof) not equal or exceed a majority of the total
number of directors of the Company.

e. ANY MATERIAL CHANGE IN THE PRESENT CAPITALIZATION OR DIVIDEND POLICY OF THE
ISSUER

In connection with the acquisition of the Company Securities by the AIG
Subs, the Company amended its articles of incorporation on the Closing Date to,
among other things, (i) effect an increase in the number of shares of Common
Stock which the Company is authorized to issue from 80 million shares to 110
million shares and (ii) provide for the creation and issuance of the Series A
Preferred Stock. In seeking the approval of the Department of Insurance of the
State of California ("DOI") to the transactions contemplated by the Investment
Agreement, AIG provided the DOI with written acknowledgement concerning the
discretion of the Board with respect to the payment, from time to time, of cash
interest on the Series A Preferred Stock.

f. ANY OTHER MATERIAL CHANGE IN THE ISSUER'S BUSINESS OR CORPORATE STRUCTURE

In the event that the Company needs to obtain additional capital financing
following any sale of the Earthquake Shares to AIG and any additional or revised
quota share reinsurance arrangements that the Insurance Subs and AIG may enter
into, Section 8.9 of the Investment Agreement provides that the Company shall be
required to develop a capital financing plan which is reasonably acceptable to
AIG.

No other plans or proposals are presently contemplated.

g. CHANGES IN THE ISSUER'S CHARTER, BY-LAWS OR INSTRUMENTS CORRESPONDING
THERETO OR OTHER ACTIONS WHICH MAY IMPEDE THE ACQUISITION OF CONTROL
OF THE ISSUER BY ANY PERSON

In connection with the acquisition of the Company Securities by the AIG
Subs, the Company amended its Certificate on the Closing Date to (i) effect an
increase in the number of shares of Common Stock which the Company is authorized
to issue to 110 million shares, (ii) provide for the creation of the Series A
Preferred Stock, and (iii) effect certain transfer restrictions on the capital
stock of the Company. The By-Laws of the Company were amended to reflect the
amendments to the Company's Certificate, the creation and issuance of the Series
A Preferred Stock and the consummation of the other transactions contemplated by
the Investment Agreement. A copy of the Certificate of Determination for the
Series A Preferred Stock, as filed, is attached as Exhibit C hereto. A copy of
the Certificate of
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Amendment of the Articles of Incorporation of the Company, as filed, is attached
as Exhibit D hereto. A copy of the Amended By-Laws of the Company is attached as
Exhibit E hereto.

Transfer Restrictions on Company Securities

The Company amended its Certificate on the Closing Date to effect transfer
restrictions ("Transfer Restrictions") designed to restrict direct and indirect
transfers of the Company's stock that may result in the imposition of limitation
on the use by the Company, for federal income tax purposes, of net operating
losses (including gross losses and allocated loss adjustment expenses related to
the Northridge Earthquake) and other tax attributes that are and will be
available to the Company to offset taxable income in future years. The
Certificate now generally restricts, until 38 months after the Closing Date (or
earlier in certain events), any direct or indirect transfer of "stock" (which
includes the Company Securities and any other interest treated as "stock" for
purposes of Section 382 of the International Revenue Code of 1986) of the
Company if the effect would be to increase the ownership of stock by any person
who during the preceding three-year period owned more than 4.75% of the
Company's stock, would otherwise increase the percentage of stock owned by a "5
percent shareholder" (as defined in the Code, substituting "4.75 percent" for "5
percent"), or otherwise would cause an "ownership change" of the Company within
the meaning of Section 382.

Transfers in violations of the Transfer Restrictions would be void ab
initio as to the purported transferee and the purported transferee would not be
recognized for any purpose as the owner of the shares ("Excess Stock") owned in
violation of the Transfer Restrictions. Excess Stock is automatically
transferred to a trustee for the benefit of a charitable beneficiary designated
by the Company, effective as of the close of business on the business day prior
to the date of the violative transfer.

The Transfer Restrictions do not apply to: (i) the sale to AIG of the
Series A Preferred Stock, (ii) the sale to AIG of the Series A Warrants, (iii)
the conversion by AIG of Series A Preferred Stock, (iv) the sale by AIG of
shares of Series A Preferred Stock or shares of Common Stock obtained upon
conversion thereof if the sale would not be a Prohibited Transfer under the
Investment Agreement but for AIG's ownership of Stock, in either case in
compliance with the Investment Agreement, (v) any Transfer effected by AIG
permitted by Section 6.1(b) of the Investment Agreement, (vi) any sale effected
by AIG of any securities of the Company acquired after the Closing Date, and
(vii) any transfer which would otherwise be prohibited by the Transfer
Restrictions if the Person to whom the shares will be transferred obtains prior
written approval of the Board, which approval shall be granted in its sole and
absolute discretion after considering all facts and
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circumstances, including but not limited to future events the occurrence of
which are deemed by the Board to be reasonably possible.

A full description of the Transfer Restrictions are attached as Exhibit F
to the Investment Agreement.

Restrictions on Additional Issuances of Capital Stock

The Investment Agreement further provides that the Company may not issue
additional shares of Common Stock or of another class of securities similar
thereto, or any securities, options, warrants or similar rights convertible,
exercisable, exchangeable or having other rights to acquire any such shares
(except of certain issuances of Common Stock pursuant to employee stock option
or employee benefit plans); provided, however, that following the end of the
38th month following the Closing Date (i.e., the period referred to in the
Transfer Restrictions), the Company may issue and sell shares of Common Stock in
a fully distributed public offering, so long as (i) the Company first provides
AIG prior notice of the Company's intent to make such an offering and (ii) the
Company provides AIG a prior opportunity, at AIG's election, either (A) to make
an offer to purchase the outstanding shares of Common Stock of the Company (with
the result that the public offering not proceed) or (B) to preemptively
participate in such Common Stock up to AIG's fully converted/exercised interest
in the Common Stock of the Company at the per share price received by the
Company (i.e., without underwriters' discount) in such public offering.

In addition to the charter and by-law amendments described above and the
other actions taken by the Company as described in this Form, the Company took
the following actions in connection with the issuance and sale of the Company
Securities which may impede the acquisition of control of the Company by any
other person other than AIG:

Voting Rights of the Series A Preferred Stock

The Company will not be entitled, without the approval of holders of a
majority of the outstanding shares of Series A Preferred Stock, to (i)
authorize, issue or sell any shares of any class or series of capital stock of
the Company ranking senior to the Common Stock as to dividend rights or rights
upon liquidation, winding up or dissolution, or any security convertible into,
or exchangeable for or possessing the right to acquire such shares, (ii) amend,
alter or repeal any provisions of its Certificate or Bylaws, (iii) enter into
any consolidation or merger with or into, or sell or convey all or
substantially all of the assets of the Company to, any person or entity or (iv)
make certain extraordinary dividends or other distributions to all holders of
Common Stock; as described in section 8(c)(4) of the Certificate of
Determination; provided, however, that, with respect to clause (iii), after the
third anniversary of the Closing Date, holders of the Series A Preferred Stock
will no longer have a special right to vote with

Page 15 of 19 Pages



17

respect to such transactions, but will vote together with the Common Stock, as a
single class, and will be entitled to a number of votes equal to the number of
shares of Common Stock into which such shares of Series A Preferred Stock are
convertible on the date the vote is taken or the consent is given.

Registration Rights Agreement

As of the Closing Date, the Series A Preferred Stock and the Series A
Warrants were not listed on any national securities exchange and the issuance of
the Series A Preferred Stock and the Series A Warrants will not be registered
with the SEC and therefore will be restricted securities. However, on the
Closing Date, the Company entered into a Registration Rights Agreement, pursuant
to which AIG or any transferee from AIG in a private transaction will be
entitled to certain additional rights with respect to the registration under the
Securities Act of 1933 of the shares of the Series A Preferred Stock or the
shares of the Series A Warrants purchased upon conversion or exercise of the
Series A Preferred Stock or the Series A Warrants. A copy of the Registration
Rights Agreement is attached as Exhibit H hereto.

h. CAUSING A CLASS OF SECURITIES OF THE ISSUER TO BE DELISTED FROM A NATIONAL
SECURITIES EXCHANGE OR TO CEASE TO BE AUTHORIZED TO BE QUOTED IN AN
INTER-DEALER QUOTATION SYSTEM OF A REGISTERED NATIONAL SECURITIES
ASSOCIATION

No plans or proposals are presently contemplated.

i. CAUSING A CLASS OF SECURITIES OF THE ISSUER TO BECOME ELIGIBLE FOR
TERMINATION OF REGISTRATION PURSUANT TO SECTION 12(G)(4) OF THE SECURITIES
EXCHANGE ACT OF 1934
No plans or proposals are presently contemplated.

j. ANY ACTION SIMILAR TO ANY OF THOSE ENUMERATED ABOVE

No additional plans or proposals are presently contemplated other than
those described elsewhere in this Form.

ITEM 5. INTEREST IN SECURITIES OF ISSUER.

(a) through (b). The information required by these paragraphs is set
forth in Items 7 through 11 and 13 of each of the cover pages of this Schedule
13D and is based upon the number of shares of Common Stock outstanding as of
November 1, 1994 (51,472,471) contained in the Proxy Statement, a copy of which
is attached hereto as Exhibit F.

(c). AIG, American Home, Commerce and Industry, National Union, New

Hampshire, SICO, The Starr Foundation and Starr, and to the best of each of
their knowledge, the Covered Persons, have

Page 16 of 19 Pages
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not engaged in any transactions in the Common Stock within the past 60 days
other than those transactions described above occurring on the Closing Date
pursuant to the Investment Agreement.

(d)

ITEM 6.

through (e). Not applicable.

CONTRACTS, ARRANGEMENTS, UNDERSTANDINGS & RELATIONSHIPS WITH RESPECT TO
SECURITIES OF THE ISSUER.

Contracts, arrangements, understandings and relationships with respect to
securities of the Company consist of the Investment Agreement, the Series A

Warrant,
By-Laws,

the Certificate of Determination, the Certificate of Amendment, the
the Quota Share Agreements and the Registration Rights Agreement, each

of which is attached as an exhibit hereto and is incorporated in its entirety by
reference.

ITEM 7.

(A)

(B)

(©)

(D)

(E)

(F)
(6)

MATERIAL TO BE FILED AS EXHIBITS.

Agreement of Joint Filing dated as of December 15, 1994 by and among
American International Group, Inc., American Home Assurance Company,
Commerce & Industry Insurance Company, National Union Fire Insurance
Company of Pittsburgh, Pa. and New Hampshire Insurance Company.

Investment and Strategic Alliance Agreement dated as of October 17,
1994 by and between 20th Century Industries and American International
Group, Inc.

Certificate of Determination of 20th Century Industries for Series A
Convertible Preferred Stock, as filed with the Secretary of State of
the State of California.

Certificate of Amendment of 20th Century Industries for Series A
Convertible Preferred Stock, as filed with the Secretary of State of
the State of California.

By-Laws of 20th Century Industries, as in force on December 16, 1994.
Proxy Statement of 20th Century Industries dated November 15, 1994.

List of The Directors and Officers of American International Group,
Inc., American Home Assurance Company, Commerce & Industry Insurance
Company, National Union Fire Insurance Company of Pittsburgh, Pa., New
Hampshire Insurance Company, Starr International Company, Inc., The
Starr Foundation and C.V. Starr & Co., Inc., Their Business Addresses
and

Page 17 of 19 Pages
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Principal Occupations.

(H) Registration Rights Agreement dated as of December 16, 1994 by and between
20th Century Industries and American International Group, Inc.

Page 18 of 19 Pages
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SIGNATURE

After reasonable inquiry and to the best of my knowledge and belief, I
certify that the information set forth in this statement is true, complete and
correct.

Dated: December 23, 1994
AMERICAN INTERNATIONAL GROUP, INC.

By: /s/ Edward E. Matthews

Edward E. Matthews
Vice Chairman - Finance

AMERICAN HOME ASSURANCE COMPANY

By: /s/ Edward E. Matthews

Edward E. Matthews
Senior Vice President - Finance

COMMERCE & INDUSTRY INSURANCE COMPANY

By: /s/ Edward E. Matthews

Edward E. Matthews
Senior Vice President - Finance

NEW HAMPSHIRE INSURANCE COMPANY

By: /s/ Edward E. Matthews

Edward E. Matthews
Vice President

NATIONAL UNION FIRE INSURANCE COMPANY
OF PITTSBURGH, PA.

By: /s/ Edward E. Matthews

Edward E. Matthews
Senior Vice President - Finance
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(A)

(B)

(€)

(D)

(E)

(F)
(6)

(H)

EXHIBIT INDEX

Agreement of Joint Filing dated as of December 15, 1994 by and among
American International Group, Inc., American Home Assurance Company,
Commerce & Industry Insurance Company, National Union Fire Insurance
Company of Pittsburgh, Pa. and New Hampshire Insurance Company.

Investment and Strategic Alliance Agreement dated as of October 17,
1994 by and between 20th Century Industries and American International
Group, Inc.

Certificate of Determination of 20th Century Industries for Series A
Convertible Preferred Stock, as filed with the Secretary of State of
the State of California.

Certificate of Amendment of 20th Century Industries for Series A
Convertible Preferred Stock, as filed with the Secretary of State of
the State of California.

By-Laws of 20th Century Industries, as in force on December 16, 1994.
Proxy Statement of 20th Century Industries dated November 15, 1994.

List of The Directors and Officers of American International Group,
Inc., American Home Assurance Company, Commerce & Industry Insurance
Company, National Union Fire Insurance Company of Pittsburgh, Pa., New
Hampshire Insurance Company, Starr International Company, Inc., The
Starr Foundation and C.V. Starr & Co., Inc., Their Business Addresses
and Principal Occupations.

Registration Rights Agreement dated as of December 16, 1994 by and
between 20th Century Industries and American International Group, Inc.
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EXHIBIT A
AGREEMENT OF JOINT FILING

In accordance with Rule 13D-1(f) under the Securities Exchange Act of 1934,
as amended, the undersigned hereby agree to the joint filing on behalf of each
of them of a Statement on Schedule 13D, or any amendments thereto, with respect
to the Common Stock, without par value, of 20th Century Industries and that this
Agreement be included as an Exhibit to such filing.

Each of the undersigned represents and warrants to the others that the
information about it contained in the Schedule 13D and any amendment thereto
will be, true, correct and complete in all material respects and in accordance
with all applicable laws. Each of the undersigned agrees to inform the others of
any changes in such information or of any additional information which would
require any amendment to the Schedule 13D and to promptly file such amendment.

Each of the undersigned agrees to indemnify the others for any losses,
claims, liabilities or expenses (including reasonable legal fees and expenses)
resulting from, or arising in connection with, the breach by such party of any
representations, warranties or agreements in this Agreement.

This Agreement may be executed in any number of counterparts, each of which
shall be deemed to be an original and all of which together shall be deemed to
constitute one and the same Agreement.

IN WITNESS WHEREOF, each of the undersigned hereby execute this Agreement
as of December 15, 1994.

AMERICAN INTERNATIONAL GROUP COMMERCE & INDUSTRY INSURANCE

INC. COMPANY
By: /s/ Edward E. Matthews By: /s/ Edward E. Matthews
Edward E. Matthews Edward E. Matthews
Vice Chairman - Finance S.V.P. - Finance

AMERICAN HOME ASSURANCE
COMPANY INC.

By: /s/ Edward E. Matthews

Edward E. Matthews
S.V.P. - Finance

NATIONAL UNION FIRE INSURANCE
COMPANY OF PITTSBURGH, PA.

By: /s/ Edward E. Matthews

Senior Vice President
- Finance

NEW HAMPSHIRE INSURANCE
COMPANY

By: /s/ Edward E. Matthews

Edward E. Matthews
Vice President - Finance
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INVESTMENT AND STRATEGIC ALLIANCE AGREEMENT
BETWEEN
20TH CENTURY INDUSTRIES
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INVESTMENT AND STRATEGIC ALLIANCE AGREEMENT

INVESTMENT AND STRATEGIC ALLIANCE AGREEMENT (this "Agreement") made and
entered into this 17th day of October, 1994, by and between 20th Century
Industries, a corporation organized and existing under the laws of the State of
California (the "Company"), and American International Group, Inc., a
corporation organized and existing under the laws of the State of Delaware (the
"Investor").

RECITALS

WHEREAS, the Company and the Investor have signed a letter of intent dated
as of September 26, 1994 (the "Letter of Intent") with respect to certain
transactions to be entered into by the Company and the Investor, including the
purchase by the Investor of certain securities of the Company pursuant to this
Agreement;

WHEREAS, in order to induce Investor to enter into this Agreement and the
other transactions contemplated by the Letter of Intent, the Company and the
Investor have signed a Stock Option Agreement dated as of September 26, 1994
(the "Stock Option Agreement") providing for the issuance by the Company to the
Investor of an option to purchase, under certain circumstances, up to 15% of the
outstanding shares of Common Stock, without par value (the "Common Stock"), of
the Company;

WHEREAS, the Company and the Investor have each determined to enter into
this Agreement pursuant to which the Investor has agreed to acquire, and the
Company has agreed to issue and sell, (a) 200,000 shares of Series A Convertible
Preferred Stock, stated value $1,000 per share, having the rights, preferences,
privileges and restrictions set forth in the form of Certificate of
Determination (the "Series A Certificate of Determination") attached hereto as
Exhibit A (the "Series A Preferred Shares"), and (b) 16,000,000 Series A
Warrants, each exercisable for one share of Common Stock, subject to adjustment,
having the terms set forth in the Warrant Certificate (the "Warrant
Certificate") attached hereto as Exhibit B (the "Series A Warrants"), of the
Company;

WHEREAS, the Company and the Investor are both, directly or indirectly,
engaged in the business of selling insurance and have determined that it is in
their mutual best interests to enter into a joint venture agreement, a
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guota share reinsurance agreement, and other mutually beneficial arrangements;

WHEREAS, concurrently herewith certain stockholders of the Company are
entering into a voting agreement in the form attached as Exhibit E hereto, dated
as of the date hereof, with the Investor, pursuant to which such stockholders
are irrevocably agreeing to vote in favor of the transactions contemplated by
this Agreement and not to support as stockholders any transaction that would
give the Investor a right not to close the purchase of the Series A Preferred
Shares and Series A Warrants; and

WHEREAS, as the Company is currently under severe financial distress, the
Company and the Investor have mutually agreed to proceed to consummate the
transactions contemplated hereby as soon as practicable, subject to the
Company's and the Investor's respective rights specified herein to not
consummate this Agreement and the transactions contemplated hereby regardless of
the effect that nonconsummation would have on the financial condition of the
Company;

NOW, THEREFORE, for and in consideration of the mutual representations,
warranties, covenants and agreements contained herein, and intending to be
legally bound hereby, the parties hereto agree as follows:

ARTICLE I

SALE AND PURCHASE OF
SERIES A PREFERRED SHARES AND SERIES A WARRANTS

Section 1.1 Sale and Purchase. On the basis of the representations,
warranties, covenants and agreements contained herein, but subject to the terms
and conditions of this Agreement, at the Closing (as defined in Section 1.2
hereof) the Company agrees to issue and sell to the Investor, and the Investor
agrees to purchase from the Company, 200,000 Series A Preferred Shares, free and
clear of all liens, charges, encumbrances, security interests, equities,
options, restrictions (including restrictions on voting rights or rights of
disposition), claims or third party rights of any nature (collectively,
"Encumbrances"), at a purchase price of $1,000 per share and 16,000,000 Series A
wWarrants, free and clear of all Encumbrances, at a purchase price of $1.00 per
warrant, for an aggregate purchase price of $216,000,000.

Section 1.2 The Closing. The closing of the sale and purchase of the
Series A Preferred Shares and the

_2-
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Series A Warrants under this Agreement (the "Closing") shall take place at the
offices of Sullivan & Cromwell, 444 South Flower Street, Los Angeles, California
90071 on the fifth business day (the "Closing Date") following satisfaction or,
if permissible, waiver, of the conditions set forth in Articles IX and X, or
such other date, time and place as may be agreed by the parties. At the Closing,
the Company will deliver to the Investor certificates for the number of Series A
Preferred Shares and Series A Warrants being purchased against payment to the
Company of the purchase price therefor, by wire transfer in immediately
available funds to an account designated by the Company not less than two
business days in advance of the Closing, together with the other documents,
certificates and opinions to be delivered pursuant to Article IX of this
Agreement. The Series A Preferred Shares and Series A Warrants shall be acquired
by, and the certificates for the Series A Preferred Shares and Series A Warrants
so to be delivered shall be registered in the name of, the Investor or one or
more direct or indirect wholly-owned subsidiaries of the Investor designated by
the Investor and in the proportions designated by the Investor at least two
business days prior to the Closing Date. Such certificates shall bear a legend
to the effect that: the securities represented by the certificate have not been
registered under the Securities Act of 1933 (the "Securities Act"), or under the
blue sky or securities laws of any state; neither the securities represented by
the certificates nor any interest therein may be sold, transferred, pledged or
otherwise disposed of in the absence of registration under the Securities Act
and under the securities or blue sky laws of any applicable state, or exemptions
therefrom; and any such sale or disposition must be made in compliance with
applicable provisions of this Agreement.

ARTICLE II
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

Section 2.1 Representations and Warranties of the Company. The Company
hereby represents and warrants to the Investor that:

(a) Corporate Organization and Qualification. Each of the Company and its
subsidiaries, all of which are listed on Schedule 2.1(A) hereto (collectively,
the "Subsidiaries"), is a corporation duly organized, validly existing and in
good standing under the laws of California and is in good standing as a foreign
corporation in each jurisdiction where the properties owned, leased or operated,
or the business conducted, by it require such qualification, except for

-3-



14

such failure to so qualify or be in such good standing, which, when taken
together with all other such failures, would not have a material adverse effect
on the financial condition, regulatory condition, capital, properties, business,
results of operations or prospects of the Company and its Subsidiaries taken as
a whole, in each case considered on either a SAP (as defined in subsection
(g)(iii) of this Section 2.1 below) or GAAP (as defined in subsection (g)(ii) of
this Section 2.1 below) basis (a "Material Adverse Effect"). Each of the Company
and its Subsidiaries has the requisite corporate power and authority to carry on
its respective businesses as they are now being conducted. The Company has
provided to the Investor a complete and correct copy of the Company's Articles
of Incorporation (the "Articles of Incorporation") and By-Laws, each as amended
to date. The Company's Articles of Incorporation and By-Laws so delivered are in
full force and effect.

(b) Authorized Capital. After giving effect to the proposed amendment to
the Articles of Incorporation increasing the number of authorized shares of
Common Stock from 80,000,000 to 110,000,000 shares (as so amended and as amended
as provided in Section 8.3 hereof, the "Charter Amendment"), the authorized
capital stock of the Company will at the Closing consist of 110,000,000 shares
of Common Stock of which 51,472,471 are issued and outstanding as of the date
hereof, and 500,000 shares of preferred stock, par value $1.00 per share
("Preferred Stock"), of which no shares are issued and outstanding as of the
date hereof. All of the outstanding shares of Common Stock have been duly
authorized and are validly issued, fully paid and nonassessable. Other than
7,720,871 shares of Common Stock reserved for issuance pursuant to the Stock
Option Agreement, the Company has no shares of Common Stock or Preferred Stock
reserved for issuance, except for shares of Preferred Stock subject to issuance
pursuant to this Agreement, shares of Common Stock subject to issuance upon
conversion of the Series A Preferred Shares and exercise of the Series A
Warrants and 508,097 shares of Common Stock subject to issuance under existing
option plans and employee benefit plans as set forth on Schedule 2.1(B)(i). Each
of the outstanding shares of capital stock of each of the Subsidiaries is duly
authorized, validly issued, fully paid and nonassessable and, except as set
forth in Schedule 2.1(B)(ii) hereto, owned, either directly or indirectly, by
the Company, free and clear of all Encumbrances. Except to the extent set forth
above, there are no shares of capital stock of the Company authorized, issued or
outstanding, no preemptive rights and no outstanding subscriptions, options,
warrants, rights, convertible securities or other agreements
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or commitments of any character relating to the issued or unissued capital stock
or other equity securities of the Company or any of the Subsidiaries.

(c) Series A Preferred Shares and Warrants. The Series A Preferred Shares,
when issued in compliance with the provisions of this Agreement, will be duly
authorized, validly issued, fully paid and nonassessable and will be convertible
into Common Stock in accordance with the terms, and have the other rights,
preferences, privileges and restrictions, set forth in the Series A Certificate
of Determination attached hereto as Exhibit A. The issuance of the Series A
Preferred Shares is not subject to any preemptive rights or rights of first
refusal created by the Company. The Series A Warrants, when issued in compliance
with the provisions of this Agreement, will be duly authorized and validly
issued and enforceable according to the terms set forth in the Warrant
Certificate attached hereto as Exhibit B. The Common Stock issuable directly or
indirectly upon conversion of the Series A Preferred Shares and exercise of the
Series A Warrants has been duly and validly reserved for issuance and is not
subject to any preemptive rights or rights of first refusal created by the
Company, and upon conversion of the Series A Preferred Shares and exercise of
the Series A Warrants in accordance with the Series A Certificate of
Determination and the Warrant Certificate, respectively, will be duly
authorized, validly issued, fully paid and nonassessable.

(d) Corporate Authority. Subject only to the approval of the Company's
stockholders of the Proposals (as defined in Section 8.3), the Company has the
requisite corporate power and authority and has taken all corporate action
necessary in order to execute and deliver this Agreement and for it to
consummate the transactions contemplated hereby and to perform the acts
contemplated on its part hereunder and under the Series A Certificate of
Determination and Warrant Certificate. This Agreement has been approved by the
unanimous vote of the Company's Board of Directors present and, subject only to
the approval of the Proposals by the Company's stockholders, is a valid and
binding obligation of the Company, enforceable against the Company in accordance
with its terms.

(e) Insurance, Licenses, Permits and Filings. Each Subsidiary which
engages in an insurance business (an "Insurance Subsidiary") is duly organized
and licensed as an insurance company in California and is duly licensed or
authorized as an insurer or reinsurer in any other jurisdiction where it is
required to be so licensed or authorized to conduct its business, or is subject
to no liability or
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disability that would have a Material Adverse Effect by reason of the failure to
be so licensed or authorized in any such jurisdiction. Since December 31, 1990,
the Company has made all required filings under applicable insurance holding
company statutes. Each of the Company and its Insurance Subsidiaries has all
other necessary authorizations, approvals, orders, consents, certificates,
permits, registrations or qualifications of and from the California Department
of Insurance (the "Department") and any other applicable insurance regulatory
authorities ("Insurance Licenses") to conduct their businesses as currently
conducted and all such Insurance Licenses are valid and in full force and
effect, except such Insurance Licenses which the failure to have or to be in
full force and effect individually or in the aggregate do not have a Material
Adverse Effect. Schedule 2.1(E) hereto lists each order and written
understanding or agreement of or with the Department currently in effect and
applicable to the Company or any of its Insurance Subsidiaries. None of the
Company or any of its Subsidiaries has received any notification (which
notification has not been withdrawn or otherwise resolved prior to the date of
this Agreement) from the Department or any other insurance regulatory authority
to the effect that any additional Insurance License from such insurance
regulatory authority is needed to be obtained by any of the Company or any of
its Subsidiaries in any case where it could be reasonably expected that (x) the
Company or any of its Subsidiaries would in fact be required either to obtain
any such additional Insurance License, or cease or otherwise limit writing
certain business and (y) obtaining such Insurance License or the limiting of
such business would have a Material Adverse Effect. Each Insurance Subsidiary is
in compliance with the requirements of the insurance laws and regulations of
California and the insurance laws and regulations of any other jurisdictions
which are applicable to such Insurance Subsidiary, and has filed all notices,
reports, documents or other information required to be filed thereunder or in
any such case is subject to no Material Adverse Effect by reason of the failure
to so comply or file.

(f) Non-Insurance Licenses and Permits. The Company and its Subsidiaries
have such authorizations, approvals, orders, consents, certificates, permits,
registrations or qualifications of and from appropriate governmental agencies
and bodies other than insurance regulatory authorities ("Non-Insurance
Licenses") as are necessary to own, lease or operate their properties and to
conduct their businesses as currently conducted and all such Non-Insurance
Licenses are valid and in full force and effect except such Non-Insurance
Licenses which the failure to have or to be in
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full force and effect individually or in the aggregate do not have a Material
Adverse Effect. The Company and its Subsidiaries are in compliance in all
material respects with their respective obligations under such Non-Insurance
Licenses, with such exceptions as individually or in the aggregate do not have a
Material Adverse Effect, and no event has occurred that allows, or after notice
or lapse of time would allow, revocation or termination of such Non-Insurance
Licenses.

(g) Company Reports; Financial Statements; Statutory Statements.

(1) The Company has delivered to the Investor (x) each registration
statement, report on Form 8-K, proxy statement, information statement or other
report or statement filed by it with the Securities and Exchange Commission (the
"SEC") since December 31, 1993 and prior to the date hereof, (y) the Company's
Annual Report on Form 10-K for the years ended December 31, 1991, 1992 and 1993,
and (z) the Company's Quarterly Reports on Form 10-Q for the periods ended March
31 and June 30, 1994 (the "Recent 10-Qs"), each in the form (including exhibits
and any amendments thereto) filed with the SEC (collectively, the "Company
Reports"). As of their respective dates and based on information available at
such respective dates, the Company Reports did not, and any registration
statement, report, proxy statement or information statement filed by the Company
with the SEC prior to the Closing Date ("Subsequent Reports") will not, contain
any untrue statement of a material fact or omit to state a material fact
required to be stated therein or necessary to make the statements made therein,
in light of the circumstances under which they were made, not misleading.

(ii) Each of the consolidated balance sheets (including the related
notes and schedules) included in or incorporated by reference into the Company
Reports or any Subsequent Reports fairly presents, or will fairly present, as
the case may be, the consolidated financial position of the Company and its
Subsidiaries as of its date and based on information available at such date, and
each of the consolidated statements of income (or statements of results of
operations), stockholders' equity and cash flows (including any related notes
and schedules) included in or incorporated by reference into the Company Reports
or any Subsequent Reports fairly presents, or will fairly present, as the case
may be, the results of operations, retained earnings and cash flows, as the case
may be, of the Company and its Subsidiaries for the periods set forth therein
(subject, in the case of unaudited statements, to year-end
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audit adjustments normal in amount and effect), in each case in accordance with
generally accepted accounting principles ("GAAP") consistently applied during
the periods involved, except as may be noted therein. Other than the Company
Reports, as of the date hereof the Company has not filed or in its reasonable
opinion been required to file any other reports or statements with the SEC since
December 31, 1993.

(iii) On or prior to the date hereof, the Company and its Insurance
Subsidiaries have delivered to the Investor, true, complete and correct copies
of all Annual Statements filed by them with the Department for the years ended
December 31, 1993, 1992 and 1991, together with all exhibits and schedules
thereto (the "Annual Statements"). The Company and its Insurance Subsidiaries
have furnished to the Investor true, complete and correct copies of all
Quarterly Statements filed by them with the Department for the quarters ended
March 30, 1994 and June 30, 1994, together with all exhibits and schedules
thereto (the "Recent Quarterly Statements"). The Company and its Insurance
Subsidiaries have furnished to the Investor true, complete and correct copies of
all examination reports of the Department relating to the Company or either
Insurance Subsidiary and formal written responses thereto of the Company and its
Insurance Subsidiaries. The Annual Statements and the Recent Quarterly
Statements have been prepared in accordance with statutory accounting principles
and practices prescribed or permitted by the Department with respect to property
and casualty companies domiciled in California ("SAP") throughout the periods
involved and in accordance with the books and records of the Company and its
Insurance Subsidiaries, respectively. Each of the statutory financial statements
contained in the Annual Statements and the Recent Quarterly Statements fairly
and accurately presents and each of the financial statements contained in any
statements filed by the Company or the Insurance Subsidiaries with the
Department prior to the Closing Date will fairly and accurately present, as the
case may be, in all material respects, the assets, liabilities and capital and
surplus, of the Company and its Insurance Subsidiaries, as the case may be, as
of the dates thereof and based on information available as of the dates thereof
in accordance with SAP, subject, in the case of the Recent Quarterly Statements
and any subsequent Quarterly Statements, to normal year-end adjustments and any
other adjustments described therein.
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(h) Consents; No Violations.

(i) other than the filing of the Series A Certificate of Determination
and the Charter Amendment, the filings referred to in Article VIII and any
filings with any taxing authorities, no notices, reports or other filings are
required to be made by the Company or any of its Subsidiaries with, nor are any
consents, registrations, approvals, permits or authorizations required to be
obtained by the Company or any of its Subsidiaries from, any governmental or
regulatory authority (including, but not limited to, any applicable insurance
regulatory authority), court, agency, commission or other entity, domestic or
foreign ("Governmental Entity"), in connection with the execution and delivery
of this Agreement by the Company, the consummation by the Company and its
Subsidiaries of the transactions contemplated hereby and the performance of the
acts contemplated on the part of the Company hereunder.

(ii) The execution and delivery of this Agreement by the Company do
not, and the consummation by the Company of the transactions contemplated hereby
and the performance of the acts contemplated on the part of the Company
hereunder will not, constitute or result in (1) a breach or violation of, or a
default under, the Articles of Incorporation, as amended by the Charter
Amendment, or By-Laws of the Company or the comparable governing instruments of
any of its Subsidiaries, (2) except as listed on Schedule 2.1(H) hereto, a
breach or violation of, a default under or an event triggering any payment or
other material obligation pursuant to, any of the Company's or the Subsidiaries'
existing bonus, deferred compensation, pension, retirement, profit-sharing,
thrift, savings, employee stock ownership, stock bonus, stock purchase,
restricted stock and stock option plans, all employment or severance contracts,
and all similar arrangements of the Company and its Subsidiaries (the
"Compensation and Benefit Plans") or any grant or award made under any of the
foregoing, (3) except as listed on Schedule 2.1(H) hereto, a breach, violation
or event triggering a right of termination of, or a default under, or the
acceleration of or the creation of an Encumbrance on assets (with or without the
giving of notice or the lapse of time or both) pursuant to any provision of any
agreement, lease of real or personal property, insurance or reinsurance policy
or agreement, contract, note, mortgage, indenture, arrangement or other
commitment or obligation, whether written or oral ("Contracts") of the Company
or any of its Subsidiaries or any law, rule, ordinance or regulation, agreement,
instrument or judgment, decree, order or award to which the Company or any of
its Subsidiaries is subject or any governmental or non-governmental
authorization, consent,
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approval, registration, franchise, license or permit under which the Company or
any of its Subsidiaries conducts any of its business, or (4) any other change in
the rights or obligations of any party under any of the Company's Contracts,
except, in the case of clauses (2), (3) or (4), for such breaches, violations,
defaults, events, accelerations or changes that, alone or in the aggregate,
would not have a Material Adverse Effect or prevent, materially delay or
materially burden the transactions and acts contemplated by this Agreement.

(1) Insurance Contracts and Rates. All insurance Contracts written or
issued by the Company or any of its Insurance Subsidiaries as now in force are
in all material respects, to the extent required under applicable law, on forms
approved by applicable insurance regulatory authorities or which have been filed
and not objected to by such authorities within the period provided for
objection, and such forms comply in all material respects with the insurance
statutes, regulations and rules applicable thereto. True, complete and correct
copies of such forms have been furnished or made available to Investor and there
are no other forms of insurance Contracts used in connection with the Company's
and its Insurance Subsidiaries' business. Premium rates established by the
Company or its Insurance Subsidiaries which are required to be filed with or
approved by insurance regulatory authorities have been so filed or approved, the
premiums charged conform thereto in all material respects, and such premiums
comply in all material respects with the insurance statutes, regulations and
rules applicable thereto.

(j) Reinsurance. Schedule 2.1(J) contains a list of all reinsurance or
coinsurance treaties or agreements, including retrocessional agreements, to
which the Company or any Insurance Subsidiary is a party or under which the
Company or any Insurance Subsidiary has any existing rights, obligations or
liabilities. All reinsurance and coinsurance treaties or agreements, including
retrocessional agreements, to which the Company or any Insurance Subsidiary is a
party or under which the Company or any Insurance Subsidiary has any existing
rights, obligations or liabilities are in full force and effect. Neither the
Company nor any Insurance Subsidiary, nor, to the knowledge of the Company, any
other party to a reinsurance or coinsurance treaty or agreement to which the
Company or any Insurance Subsidiary is a party, is in default in any material
respect as to any provision thereof, and no such agreement contains any
provision providing that the other party thereto may terminate such agreement by
reason of the transactions contemplated by this Agreement. The Company has not
received any notice to the
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effect that the financial condition of any other party to any such agreement is
impaired with the result that a default thereunder may reasonably be
anticipated, whether or not such default may be cured by the operation of any
offset clause in such agreement.

(k) Loss Reserves: Solvency. Except as set forth in Schedule 2.1(K), the
reserves for loss and loss adjustment expense liabilities set forth in any 1993
Annual Statement, in any Recent Quarterly Statement and in any subsequent
Quarterly Statement provided to Investor after the date hereof was or will be
determined in accordance with generally accepted actuarial standards and
principles consistently applied, is fairly stated in accordance with sound
actuarial principles and statutory accounting principles and meets the
requirements of the insurance statutes, laws and regulations of the State of
California. Except as disclosed in Schedule 2.1(K), the reserves for loss and
loss adjustment expense liabilities reflected in any 1993 Annual Statement, in
any Recent Quarterly Statements and in any subsequent Quarterly Statement
provided to Investor after the date hereof and established on the books of the
Company for all future insurance and reinsurance losses, claims and expenses
make or will make a reasonable provision for all unpaid loss and loss adjustment
expense obligations of the Company and its Insurance Subsidiaries under the
terms of its policies and agreements. The Company and each of its Insurance
Subsidiaries owns assets which qualify as admitted assets under California state
insurance laws in an amount at least equal to the sum of all of their respective
required insurance reserves and minimum statutory capital and surplus as
required by Sections 700.01 through 700.05 of the California Insurance Code. The
value of the assets of the Company and its Subsidiaries at their present fair
saleable value is greater than their total liabilities, including contingent
liabilities, and the Company and its Subsidiaries have assets and capital
sufficient to pay their liabilities, including contingent liabilities, as they
become due.

(1) Title to Properties. The Company and its Subsidiaries have sufficient
title to all material properties (real and personal) owned by the Company and
its Subsidiaries which are necessary for the conduct of the business of the
Company and its Subsidiaries (the "Properties") as currently conducted, free and
clear of any Encumbrance that may materially interfere with the conduct of the
business of the Company and its Subsidiaries, taken as a whole, and to the best
of the Company's knowledge, after due inquiry, all material properties held
under lease by the Company or its Subsidiaries are held under valid, subsisting
and enforceable leases.
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(m) Intangible Property and Computer Software. The Company and its
Subsidiaries own or have valid rights to use such trademarks, trade names,
copyrights and computer software as are necessary for the conduct of the
business of the Company and its Subsidiaries as now being conducted, which, if
not owned or possessed would, individually or in the aggregate, have a Material
Adverse Effect. The Company has not received written notice (which notice has
not been withdrawn or otherwise resolved prior to the date of this Agreement)
that the Company or any of its Subsidiaries is infringing any trademark, trade
name registration, copyright or any application pending therefor.

(n) Absence of Undisclosed Liabilities. Except as disclosed on Schedule
2.1(N), the Company (x) had at June 30, 1994 no liabilities or obligations of
any nature (whether accrued, absolute, fixed, contingent, liquidated or
unliquidated or otherwise and whether due or to become due, and whether or not
required by GAAP to be set forth on the Balance Sheet, but excluding the
reserves referred to in Section 2.1(k) which are the subject of such section),
except as and to the extent of the amounts specifically reflected or reserved
against on the balance sheet included in the Company's Quarterly Report on Form
10-Q for the quarter ended June 30, 1994 (the "Balance Sheet") or in the notes
thereto (which reserves (other than the reserves referred to in Section 2.1(K),
which are the subject of such section) are, in accordance with GAAP, adequate,
appropriate and reasonable) and (y) has not incurred since the date of the
Balance Sheet any liabilities or obligations of any nature (whether accrued,
absolute, fixed, contingent, liquidated or unliquidated or otherwise and whether
due or to become due, and whether or not required by GAAP to be set forth on a
balance sheet, but excluding the reserves referred to in Section 2.1(k) which
are the subject of such section) except for current liabilities not in excess of
current liabilities on the Balance Sheet which were incurred since the date of
the Balance Sheet in the ordinary course of business and consistent with past
practice; provided, however, this representation and warranty shall not extend
to any individual liability or obligation of an amount less than $2 million
provided that the aggregate of such liabilities and obligations does not exceed
$10 million.

(o) Absence of Certain Changes. Except with respect to incurred loss and
loss adjustment expense liabilities arising out of the earthquake centered in
Northridge, California, on January 17, 1994 (the "Northridge Earthquake") and
the judgment of the Supreme Court of California of August 18, 1994 with respect
to the Company's rollback liability (the "Rollback Judgment"), neither the
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Company nor any of its Subsidiaries has sustained since the date of the latest
audited financial statements provided to the Investor any loss or interference
with, or other change with respect to, its business that has had or is
reasonably likely to have a Material Adverse Effect. Except with respect to
incurred loss and loss adjustment expenses arising out of the Northridge
Earthquake, since the date of the latest financial statements prior to the date
hereof, there has not been (w) any catastrophe or any impending catastrophe
which, in the Company's judgment, may result in gross underwriting losses in
excess of $25 million pursuant to insurance coverage written by the Company's
Subsidiaries, (x) any material addition, or any development involving a
prospective material addition, to the Company's consolidated liabilities for
unpaid losses and loss adjustment expenses or (y) any change in the authorized
capital stock of the Company or any of its Subsidiaries or any increase in the
consolidated long-term debt of the Company.

(p) Litigation and Liabilities; Compliance with Laws.

(1) Except to the extent disclosed in Company Reports or set forth in
Schedule 2.1(P), there are no civil, criminal, administrative, arbitral or other
regulatory actions, suits, claims, hearings, investigations or proceedings
pending or, to the knowledge of the Company, threatened against the Company or
any of its Subsidiaries that, alone or in the aggregate, are reasonably likely
to have a Material Adverse Effect.

(ii) Except with respect to the Rollback Judgement and the
correspondence of the Department dated June 9, 1994, the Company and its
Subsidiaries are in compliance with all applicable statutes, rules, regulations,
orders and restrictions of any Governmental Entity having jurisdiction over the
conduct of their respective businesses or the ownership of their respective
properties, except where the failure to so comply, alone or in the aggregate,
would not have a Material Adverse Effect. Neither the Company nor any Subsidiary
has received a notice (which notice has not been withdrawn or otherwise resolved
prior to the date of this Agreement) to the effect that its operations are not
in compliance with any such statutes, rules, regulations, orders or
restrictions, except where the failure to so comply is not reasonably likely to
have a Material Adverse Effect.

(q) Environmental Matters. Except as set forth in the Company Reports, (A)
none of the Company or any of the Subsidiaries have received any communication
that
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alleges that the Company or any Subsidiary is not in compliance, or faces
liability or costs pursuant to, any Environmental Laws (as defined below)
including the rules and regulations relating thereto, (B) the Company and the
Subsidiaries hold, and are in compliance with, all permits, licenses and
governmental authorizations required for the Company and the Subsidiaries to
conduct their respective businesses under Environmental Laws, and are in
compliance with all Environmental Laws, except for any noncompliance which,
individually or in the aggregate, would not have a Material Adverse Effect and
(C) there are no circumstances or conditions involving the Company, its
Subsidiaries, their operations or the Properties that could result in liability
or costs under any Environmental Law which individually or in aggregate would
have a Material Adverse Effect and all environmental investigations, studies,
audits, tests, reviews or other analyses relating to the Company or the
Properties in the possession of the Company or known by the Company to exist
have been delivered to the Investor prior to the date hereof. As used in this
Agreement, the term "Environmental Laws" includes the Comprehensive
Environmental Response, Compensation and Liability Act, as amended, the Resource
Conservation and Recovery Act, as amended, the Clean Water Act, as amended, the
Clean Air Act, as amended, and the Toxic Substance Control Act, as amended, and
all other Federal, state foreign or local laws, rules, regulations, permits,
authorizations, approvals, consents, orders, judgments, decrees, injunctions and
requirements relating to (x) the protection of the environment, human health or
safety, or (y) relating to Hazardous Substances. "Hazardous Substance" means any
substance listed, defined, designated or classified as hazardous, toxic,
radioactive or dangerous, or otherwise regulated, under any Environmental Law.

(r) Employee Benefits.

(i) The Company Reports and Schedule 2.1(R) accurately describe all
Compensation and Benefit Plans and any applicable "change of control" or similar
provisions in any such Compensation and Benefit Plans in which any employee or
former employee or director or former director of the Company or any of its
Subsidiaries (the "Employees") participates or to which any such Employees are a
party or which are applicable to any of them. The Compensation and Benefit Plans
and all other benefit plans, contracts or arrangements (regardless of whether
they are funded or unfunded or foreign or domestic) covering Employees
(collectively, the "Plans"), including, but not limited to, "employee benefit
plans" within the meaning of Section 3(3) of the Employee Retirement Income
Security Act of 1974, as amended
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("ERISA"), are listed in Schedule 2.1(R). True and complete copies of all Plans,
including, but not limited to, trust instruments and/or insurance contracts, if
any, forming a part of any Plans, and all amendments thereto have been made
available to the Investor. Neither the Company nor any of its Subsidiaries has
any formal plan or commitment, whether legally binding or not, to create any
additional Plan or modify or change any existing Plan that would affect any
Employee.

(ii) Each Plan has been operated and administered in all material respects
in accordance with its terms and with applicable law, including, but not limited
to, ERISA and the Internal Revenue Code of 1986, as amended (the "Code"). Each
Plan which is an "employee pension benefit plan" within the meaning of Section
3(2) of ERISA ("Pension Plan") and which is intended to be qualified under
Section 401(a) of the Code has received a favorable determination letter from
the Internal Revenue Service, and the Company is not aware of any circumstances
likely to result in revocation of any such favorable determination letter. There
is no material pending or, to the best knowledge of the Company, threatened
legal action, suit or claim relating to the Plans. Neither the Company nor any
of its Subsidiaries has engaged in a transaction with respect to any Plan that,
assuming the taxable period of such transaction expired as of the date hereof,
could subject the Company or any of its Subsidiaries to a tax or penalty imposed
by either Section 4975 of the Code or Section 502(i) of ERISA in an amount which
would be material.

(iii) No liability under Subtitle C or D of Title IV of ERISA has been or
is expected to be incurred by the Company or any Subsidiary with respect to any
ongoing, frozen or terminated "single-employer plan", within the meaning of
Section 4001(a)(15) of ERISA, currently or formerly maintained by any of them,
or any single-employer plan of any entity (an "ERISA Affiliate") which is
considered one employer with the Company under Section 4001 of ERISA or Section
414 of the Code (an "ERISA Affiliate Plan"). None of the Company, its
Subsidiaries or any ERISA Affiliate has contributed to or had the obligation to
contribute to a "multiemployer plan" (within the meaning of Section 3(37) of
ERISA) since September 26, 1980. No notice of a "reportable event", within the
meaning of Section 4043 of ERISA for which the 30-day reporting requirement has
not been waived, has been required to be filed for any Pension Plan or by any
ERISA Affiliate Plan within the 12-month period ending on the date hereof. The
Pension Benefit Guaranty Corporation (the "PBGC") has not instituted proceedings
to terminate any Pension Plan or ERISA Affiliate Plan and no
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condition exists that presents a material risk that such proceedings will be
instituted.

(iv) All contributions required to be made under the terms of any Plan or
ERISA Affiliate Plan have been timely made or adequate reserves in respect
thereof have been established on the books of the Company. Neither any Pension
Plan nor any ERISA Affiliate Plan has an "accumulated funding deficiency"
(whether or not waived) within the meaning of Section 412 of the Code or Section
302 of ERISA and all required payments to the PBGC with respect to each Pension
Plan or ERISA Affiliate Plan have been made on or before their due dates.
Neither the Company nor its Subsidiaries has provided, or is required to
provide, security to any Pension Plan or to any ERISA Affiliate Plan pursuant to
Section 401(a)(29) of the Code.

(v) The funded status of the Company's Pension Plan and Supplemental
Executive Retirement Plan (the "SERP"), as of the last day of the most recent
plan year ended prior to the date hereof, is accurately set forth on the basis
of reasonable actuarial assumptions in the Company's Annual Report on Form 10-K
for the year ended December 31, 1993, and with respect to each ERISA Affiliate
Plan, as of the last day of the most recent plan year ended prior to the date
hereof, the actuarially determined present value of all "benefit liabilities",
within the meaning of Section 4001(a)(16) of ERISA (as determined on the basis
of the actuarial assumptions contained in the plan's most recent actuarial
valuation), did not exceed the then current value of the assets of any such
ERISA Affiliate Plan, and, to the knowledge of the Company after reasonable
inquiry, there has been no material change in the financial condition of such
Pension Plan, SERP or ERISA Affiliate Plan since the last day of the most recent
Pension Plan, SERP or ERISA Affiliate Plan year. The Company has delivered to
the Investor true and complete copies of the most recent actuarial report and
Form 5500 with respect to each Pension Plan covering employees of the Company or
any of its Subsidiaries.

(vi) Except as set forth on Schedule 2.1(R), neither the Company nor any of
its Subsidiaries has any obligations for retiree health and life benefits under
any Plan other than with respect to requirements under Section 4980B of the
Code. There are no restrictions on the rights of the Company or the Subsidiaries
to amend or terminate any such Plan without incurring any liability thereunder.
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(vii) Except as set forth on Schedule 2.1(R), the consummation of the
transactions contemplated by this Agreement will not (i) entitle any Employee to
severance pay, unemployment compensation or any other payment or (ii) accelerate
the time of any payment or vesting of any rights or increase the amount of any
compensation due any employee.

(s) Taxes. (i) Except to the extent set forth in Schedule 2.1(S), (a) all
material federal, state, local and foreign tax returns and tax reports
(including declarations of estimated tax) that are required to be filed by the
Company or any of its Subsidiaries have been duly filed, (b) all taxes shown to
be due on such tax returns and reports have been paid in full, except for any
taxes with respect to which a failure to pay would not have a Material Adverse
Effect, (c) no federal or state income tax returns are being or have been
examined by the Internal Revenue Service or the California Franchise Tax Board
or the period of assessment of the tax in respect of which such tax returns were
required to be filed has expired, (d) any deficiencies asserted or assessments
made as a result of any such examination have been paid in full, (e) no issues
that have been raised by the relevant taxing authority in connection with the
examination of any such tax return are currently pending, and (f) no waivers of
statutes of limitation have been given or requested by or with respect to any
tax of the Company or any of its Subsidiaries.

(ii) The purchase of the Series A Preferred Shares and Series A Warrants in
and of themselves will not create an obligation of the Company or any of its
Subsidiaries to make a payment to an individual that would be a "parachute
payment" to a "disqualified individual" as those terms are defined in Section
280G of the Code without regard to whether such payment is reasonable
compensation for personal services performed or to be performed in the future.

(t) Insurance. All policies of insurance, including liability, property
and casualty, worker's compensation and other similar forms of insurance under
which the Company or any of its Subsidiaries are named as policyholder or
beneficiary, are valid, outstanding and enforceable policies, and will not in
any way be affected by, or terminate or lapse by reason of, the transactions
contemplated by this Agreement. The insurance policies to which the Company and
its Subsidiaries are parties are sufficient for compliance with all material
requirements of law and of all material agreements to which the Company or any
Subsidiary is a party. To the Company's knowledge, the Company and
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its Subsidiaries presently have, and will have at the Closing Date, insurance
with respect to their properties, assets and business covering risks of a
character usually insured by corporations engaged in the same or similar
business as the Company and its Subsidiaries against loss or damage of the kinds
customarily insured against by such corporations.

(u) Financial Advisors and Brokers. Other than Smith Barney Inc. (the
"Company Advisor"), no investment banker, broker or finder is entitled to any
financial advisory, brokerage or finder's fee or other similar payment from the
Company or any of its Subsidiaries in connection with any transaction
contemplated hereby based on agreements, arrangements or undertakings made by
the Company or any of its Subsidiaries or any of their directors, officers or
employees. The Company has provided the Investor with a true and complete copy
of the Company's engagement letter with the Company Advisor and such letter has
not been amended or modified in any respect.

(v) No Material Misstatement. No exhibit, schedule or certificate
furnished by or on behalf of the Company to the Investor in connection with this
Agreement (taken as a whole as of the date thereof, or if undated the date
furnished to the Investor) contains any material misstatement of fact or omits
to state any material fact necessary to make the statements, in light of the
circumstances under which they are made by the Company, not misleading. Any
assumptions, projections, forecasts or other estimates of future results
included therein were prepared by the Company in good faith on a basis believed
by it to be reasonable and in a manner consistent with similar projections,
forecasts or other estimates previously prepared by the Company.

(w) Labor Matters. No material labor disturbance by the employees of the
Company or any of its Subsidiaries exists or, to the best knowledge of the
Company, after due inquiry, is threatened.

(x) Contracts. All of the Company and its Subsidiaries' material Contracts
that are required to be described in the Company Reports or to be filed as
exhibits thereto are described in the Company Reports or filed as exhibits
thereto and are in full force and effect. Except for breaches or defaults that
may exist under the Credit Agreement, neither the Company nor any of its
Subsidiaries nor, to the best knowledge of the Company, any other party is in
breach of or default under any such Contracts except
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for such breaches and defaults as in the aggregate have not had and would not
have a Material Adverse Effect.

(y) Investment Company. The Company is not an "investment company" within
the meaning of the Investment Company Act of 1940, as amended.

(z) Exemption from Registration: Restrictions on Offer and Sale of Same or
Similar Securities. Assuming the representations and warranties of the Investor
set forth in Section 3(e) hereof are true and correct in all material respects,
the offer and sale of the Series A Preferred Shares and Series A Warrants made
pursuant to this Agreement will be exempt from the registration requirements of
the Securities Act. Neither the Company nor any person acting on its behalf has,
in connection with the offering of the Series A Preferred Shares and Series A
warrants, engaged in (x) any form of general solicitation or general advertising
(as those terms are used within the meaning of Rule 502(c) under the Securities
Act), (y) any action involving a public offering within the meaning of Section
4(2) of the Securities Act, or (z) any action which would require the
registration of the offering and sale of the Series A Preferred Shares or Series
A Warrants pursuant to this Agreement under the Securities Act or which would
violate applicable state securities or "blue sky" laws. The Company has not made
and will not make, directly or indirectly, any offer or sale of Series A
Preferred Shares or Series A Warrants or of securities of the same or a similar
class as the Series A Preferred Shares and Series A Warrants if as a result the
offer and sale of Series A Preferred Shares and Series A Preferred Warrants
contemplated hereby could fail to be entitled to exemption from the registration
requirements of the Securities Act. As used herein, the terms "offer" and "sale"
have the meanings specified in Section 2(3) of the Securities Act.

ARTICLE III
REPRESENTATIONS AND WARRANTIES OF INVESTOR

Section 3.1 Representations and Warranties of the Investor. The Investor
represents and warrants to the Company that:

(a) Corporate Organization and Qualification. The Investor is a
corporation duly organized and validly existing under the laws of Delaware.

-19-



30

(b) Corporate Authority. The Investor has the requisite
corporate power and authority and has taken all corporate action necessary in
order to execute and deliver this Agreement and for it to consummate the
transactions contemplated hereby and to perform the acts contemplated on its
part hereunder. This Agreement is a valid and binding agreement of the
Investor enforceable against the Investor in accordance with its terms.

(c) Consents; No Violations.

(1) Other than the filings contemplated in Section 8.4, no notices,
reports or other filings are required to be made by the Investor with, nor
are any consents, registrations, approvals, permits or authorizations
required to be obtained by the Investor from, any Governmental Entity in
connection with the execution and delivery of this Agreement by the
Investor, the consummation by the Investor of the transactions contemplated
hereby and the performance of the acts contemplated on the part of the
Investor hereunder.

(ii) The execution and delivery of this Agreement by the Investor do
not, and the consummation of the transactions contemplated hereby and the
performance of the acts contemplated on the part of the Investor hereunder
will not, constitute or result in (1) a breach or violation of, or a
default under, the Articles of Incorporation or By-laws of the Investor or
(2) a breach, violation or event triggering a right of termination of, or a
default under, the acceleration of or the creation of an Encumbrance on
assets (with or without the giving of notice or the lapse of time or both)
pursuant to any provision of any Contracts of the Investor or any law,
rule, ordinance or regulation or agreement, instrument, judgment, decree,
order or award to which the Investor or any of its subsidiaries is subject
or any governmental or non-governmental permit or license, authorization,
consent, approval, registration, franchise, license or permit under which
the Investor or any of its subsidiaries conducts any of its business, or
(3) any other change in the rights or obligations of any party under any of
the Investor's Contracts, except, in the case of clauses (2) or (3), for
such breaches, violations, defaults or accelerations that, alone or in the
aggregate, are not reasonably likely to prevent, materially delay or
materially burden the transactions and acts contemplated by this Agreement.
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(d) Funds. The Investor has or will have on the Closing Date the funds
necessary to consummate the purchase of the Series A Preferred Shares and Series
A Warrants, as contemplated by Section 1.1 hereof.

(e) Investment. The Investor is acquiring the Series A Preferred Shares
and Series A Warrants, and any Common Shares into which the Series A Preferred
Shares and Series A Warrants may be converted, for its own account for
investment and not with a view to, or for sale in connection with, any public
distribution thereof in violation of the Securities Act.

(f) Actions and Proceedings. There are no actions, suits, claims or legal,
administrative or arbitration proceedings or investigations pending or, to the
knowledge of the Investor, threatened against the Investor, which have or could
have a material adverse effect on the ability of the Investor to consummate the
transactions contemplated hereby.

ARTICLE IV
PROCEEDS; ADVERSE QUAKE CONTRIBUTION

Section 4.1 Use of Proceeds. The Company shall, and hereby agrees that it
will, use the proceeds of the issuance and sale of the Series A Preferred Shares
and Series A Warrants described in Section 1.1 as follows:

(i) The amount necessary for each of the Company's Insurance
Subsidiaries to satisfy capital requirements imposed by the Department
shall be contributed as common equity to each Insurance Subsidiary;

(ii) Second, any amount of net proceeds remaining after the
contribution required in (i) above is made (the "Remaining Proceeds") shall
be retained by the Company and shall be invested by the Company in
investment securities in accordance with the Company's customary investment
policies; and

(iii) At such time as the Board of Directors of the Company shall deem
proper, and for such uses as the Board deems appropriate, the Remaining
Proceeds may be withdrawn from the investments described in (ii) above and
used in accordance with the Board's determinations.
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Section 4.2 Excess Loss Amount. In the event that the Company's and its
Subsidiaries' total incurred loss and allocated loss adjustment expenses
associated with claims resulting from the Northridge Earthquake exceed
$850, 000,000, the amount by which such losses and allocated expenses exceed
$850,000,000 shall be considered the "Excess Loss Amount."

Section 4.3 1Investor Contribution and Additional Shares; Adjustment to
Series A Warrants Exercise Price. If at any time (before or after the Closing
Date) there shall be any Excess Loss Amount as defined above, the Investor
shall, if requested in writing by the Company after the Closing Date (and
subject to the Closing hereunder), contribute to the capital of the Company at
the request of the Company, in whole or in part, an amount up to the lesser of
(1) $70,000,000 or (ii) the Excess Loss Amount (the "Investor Contribution"). In
consideration of the Investor Contribution, the Company shall issue to the
Investor that number of fully paid and nonassessable Series A Preferred Shares
having an aggregate liquidation value equal to (x) the amount of the Investor
Contribution plus (y) an amount equal to the product of, (1) the Investor
Contribution, (2) 0.65 and (3) the quotient of (I) the number of shares of
Common Stock beneficially owned or obtainable by the Investor and its affiliates
by virtue of ownership of the Series A Preferred Shares (including any
additional shares actually issued by virtue of the provision permitting payment
of dividends in kind on the Series A Preferred Shares) and the Series A Warrants
and conversion or exercise thereof divided by (II) the sum of (A) the total
number of shares of Common Stock of the Company outstanding at the date of this
Agreement plus (B) the number of shares referred to in (I); provided, however,
that the aggregate liquidation value of any Series A Preferred Shares issued
pursuant to this sentence (without taking into account any Series A Preferred
Shares issuable as a dividend in kind on any outstanding Series A Preferred
Shares) shall not exceed $87.9725 million. The amount represented as "(y)" in
the above formula is designed to represent Investor's proportional share of the
Company's after-tax loss resulting from the Excess Loss Amount. Successive
contributions under this Section 4.3 for partial amounts reflecting development
over time shall be permitted, with minimum cash contributions prior to the final
contribution being for no less than $10 million.

In the event that the Excess Loss Amount exceeds $95,000,000, the exercise
price of the Series A Warrants shall be reduced as provided in the Series A
Warrants.
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ARTICLE V
STRATEGIC ALLIANCE AGREEMENTS

Section 5.1 Quota Share Agreement. (a) At the Closing, subsidiaries of
the Investor and each of the Company's Insurance Subsidiaries shall enter into
quota share reinsurance treaties with respect to all policies of the Company's
Insurance Subsidiaries incepting on or after the Closing Date (the "Quota Share
Agreements") substantially in the form attached hereto as Exhibit C. The
participation thereunder shall be 10% for the first five years as specified
therein.

(b) Following the Closing Date, the Company and the Investor may from time
to time discuss additional quota share arrangements. In particular, the Company
and the Investor may discuss an arrangement whereby (i) the Company's Insurance
Subsidiaries cede such participation in excess of the 10% participation pursuant
to the Quota Share Agreements as results in an agreed upon net
premium-to-surplus ratio being achieved and (ii) in the event the Company's net
premium-to-surplus ratio subsequently improves below such specified ratio, the
increased participation pursuant to (i) shall thereafter be reduced to achieve
the specified ratio, with increases and reductions in the additional
participation made annually. Neither the Company nor the Investor is obligated
to enter into any such arrangement.

Section 5.2 Joint Venture Agreement. After the Closing Date, the Company
and the Investor shall use their respective best efforts to negotiate and
mutually agree upon a master joint venture agreement (the "Master JV Agreement")
whereby the Company and the Investor will form a new subsidiary or subsidiaries
to engage in the Company's business in states outside California mutually agreed
from time to time by the parties, thereby enhancing the Company's expansion
plans envisioned prior to the Northridge Earthquake. The overall venture, and/or
each local venture established pursuant to the Master JV Agreement, will have a
name to be agreed by the parties which will include reference to a portion of
the name of each of the parties. The ownership interests and capital
contributions of the parties in the specific ventures established pursuant to
the Master JV Agreement will be as mutually agreed, reflecting the knowledge,
skills, human resources, technology and other capacities of the parties brought
to the particular venture, and in particular reflecting the Company's special
distribution capabilities.
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ARTICLE VI
STANDSTILL AND TRANSFER RESTRICTIONS

Section 6.1 Standstill Agreement. (a) The Investor covenants and agrees
with the Company that for a period of three years following the Closing Date (if
the Closing occurs), neither the Investor nor any of its subsidiaries will,
without the prior approval of the Company's Board of Directors, (i) acquire,
offer to acquire or agree to acquire (other than (v) in accordance with the
terms of this Agreement, the Series A Warrant, the Series A Certificate of
Determination and the Stock Option Agreement, (w) as a result of a stock split,
stock dividend or other recapitalization by the Company, (x) upon the execution
of unsolicited buy orders by any affiliate of the Investor that is a registered
broker-dealer for the account of its customer, (y) as to subsidiaries of the
Investor engaged in investment activities in the ordinary course, acquisitions
up to an aggregate of 1% of the outstanding Common Stock (excluding the 900,000
shares of Common Stock already owned by Investor) or of any other class of
voting securities in the ordinary course and without an intent to influence the
management or control of the Company, or (z) in a transaction in which the
Investor or an affiliate of the Investor acquires a previously unaffiliated
business entity that owns voting securities of the Company) any outstanding
Common Stock or any other voting securities of the Company or commence any
tender or exchange offer seeking to acquire beneficial ownership (as defined in
Rule 13d-3 without regard to the 60-day provision in paragraph (d)(1)(1)
thereof) of the Common Stock or any other voting securities of the Company, (ii)
become a member of a 13(d) group, within the meaning of Rule 13d-5 under the
Exchange Act (a "Group"), with respect to any Common Stock or voting securities
of the Company, other than a Group composed solely of itself and its affiliates,
or encourage any other Group to acquire any Common Stock or other voting
securities of the Company (other than in purchases from the Investor), (iii)
solicit any proxies or stockholder consents or become a participant (other than
by voting), or encourage any person to become a participant, in a proxy or
consent solicitation with respect to any of the Company's securities (in each
case other than solicitations to holders of Series A Preferred Shares with
respect to matters as to which the Series A Preferred Shares are entitled to
vote), (iv) call any special meeting of stockholders, (v) make any public
proposal to stockholders with respect to any extraordinary transaction involving
the Company, including, but not limited to, any business combination,
restructuring, recapitalization, dissolution, or similar transaction or
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(vi) request in a manner that would require public disclosure of such request by
the Company or the Investor that the Company amend any restrictions contained in
this Section 6.1(a); provided, however, the foregoing restrictions shall not
apply with respect to Common Stock or shares of other voting securities held as
of the date of this Agreement or managed as of the date of this Agreement as
part of an investment portfolio by subsidiaries of the Investor if, and only to
the extent, the Investor's subsidiaries have fiduciary obligations to third
parties to take any of such actions. In the event the Investor becomes aware
(including, but not limited to, by notice from the Company) that an affiliate
(as defined under the Securities Exchange Act of 1934) (other than a subsidiary)
of Investor has taken any action that would be prohibited of the Investor by the
foregoing, the Investor shall, to the extent it has the authority, right and
power to do so, promptly cause such action to cease and, if practicable, to be
reversed in order to effectuate the intent of the foregoing.

(b) Notwithstanding the foregoing, the Investor shall have the right freely
to acquire additional securities of the Company in any manner whatsoever and
engage in any of the activities proscribed under Section 6.1(a), in the event
that (i) an Insolvency Event, as such term is defined below, occurs; (ii) sixty
days after the Company or any of its Subsidiaries is in default under any
indebtedness or other borrowing incurred by it unless such default is cured
during such 60-day period; (iii) the Company or any of its Subsidiaries breaches
this Agreement, the Stock Option Agreement, the Warrant Certificate, the Series
A Certificate of Determination, the Registration Rights Agreement, the Quota
Share Agreements or the Voting Agreement in any material respect; (iv) any
person not affiliated with the Investor acquires, offers to acquire or agrees to
acquire, beneficial ownership (as defined in Rule 13d-3 without regard to the
60-day provision in paragraph (d)(1)(i) thereof) of twenty percent or more of
the outstanding shares of the Common Stock or any other class of the Company's
voting securities, or commences any tender or exchange offer seeking to acquire
any such ownership; (v) a third party engages in a proxy solicitation for the
purpose of removing directors of the Company elected by the Common Stockholders
or influencing the directors' management of the Company; or (vi) a majority of
the directors of the Company who were elected by the holders of Common Stock
vote to terminate or release the Investor from compliance with any or all of the
restrictions contained in Section 6.1(a).

(c) An "Insolvency Event" shall be deemed to have occurred (i) if the
Company or any of its Subsidiaries shall
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commence a voluntary case concerning itself under Title 11 of the United States
Code entitled "Bankruptcy" as now or hereafter in effect, or under any state
insurance insolvency, liquidation, rehabilitation or similar statute or any
successor statutes thereto ("Insolvency Statutes"); (ii) an involuntary case is
commenced against the Company or any of its Subsidiaries under an Insolvency
Statute; (iii) a custodian is appointed for, or takes charge of, all or any
substantial part of this property of the Company or any of its Subsidiaries;
(iv)(a) the Company or any of its Subsidiaries or (b) any other person,
including any insurance regulator, commences any other proceeding under any
reorganization, arrangement, adjustment of debt, relief of debtors, dissolution
or similar law of any jurisdiction, whether now or hereafter in effect, relating
to the Company or such Subsidiary; (v) any insurance regulator shall take
material action with respect to the Company or any of its Subsidiaries (other
than merely requiring the Company to prepare a financial plan) pursuant to the
terms of any applicable Risk-Based Capital insurance regulatory requirements;
(vi) the Company or any of its Subsidiaries is adjudicated insolvent or
bankrupt; (vii) any order of relief or other order approving any such case or
proceeding is entered; (viii) the Company or any of its Subsidiaries suffers any
appointment of any custodian or the like for it or any substantial part of its
property to continue undischarged or unstayed for a period of 60 days; (ix) the
Company or any of its Subsidiaries makes a general assignment for the benefit of
creditors; (x) the Company or any Subsidiary shall fail to pay, or shall state
that it is unable to pay, or shall be unable to pay, its debts, generally as
they become due; (xi) the Company or any of its Subsidiaries shall call a
meeting of its creditors with a view to arranging a composition or adjustment of
its debts; (xii) the Company or any of its Subsidiaries shall by any act or
failure to act indicate its consent to, approval of or acquiescence in any of
the foregoing; or (xiii) any corporate action is taken by the Company or any of
its Subsidiaries for the purpose of effecting any of the foregoing; provided,
however, in the case of clauses (ii), (iii), (iv)(b), (v) and (vii), an
"Insolvency Event" shall occur only in the event the Company is unable to cause
such involuntary case, appointment, proceeding or action to be dismissed or
withdrawn by the 90th day after the commencement thereof.
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Section 6.2 Transfers; Registration Rights.

(a) The Investor agrees that no Series A Preferred Shares, Series A
Warrants or any Common Stock received upon conversion or exercise of Series
A Preferred Shares or Series A Warrants (together "Restricted Securities")
shall be sold or otherwise transferred except in compliance with this
Section 6.2.

(b) At any time the Series A Preferred Shares and the Common Stock
issuable upon conversion thereof may be transferred, in whole or in part,
in transactions not requiring registration under the Securities Act (i) to
affiliates of the Investor or (ii) commencing one year following the
Closing Date, in amounts not less than $50 million, to third persons
reasonably acceptable to the Company. The Investor (or its transferees) may
also effect sales of Series A Preferred Shares and Common Stock issued or
issuable upon conversion thereof (i) in underwritten offerings effected
pursuant to the registration rights granted by the Registration Rights
Agreement (as defined in Section 6.2(e) hereof) or (ii) commencing one year
following the Closing Date, to the extent available, pursuant to Rule 144
under the Securities Act.

(c) At any time the Series A Warrants and the Common Stock issuable
upon exercise thereof may be transferred, in whole or in part, in
transactions not requiring registration under the Securities Act, (i) to
affiliates of the Investor and (ii) in amounts not less than 2,000,000
Series A Warrants (or the equivalent underlying shares of Common Stock), to
any third person reasonably acceptable to the Company. The Investor (or its
transferees) may also effect sales of Common Stock issued or issuable upon
exercise of the Series A Warrants (i) in underwritten offerings effected in
connection with the registration rights granted by the Registration Rights
Agreement (as defined in Section 6.2(e) hereof) or (ii) commencing one year
following the Closing Date, to the extent available, pursuant to Rule 144
under the Securities Act.

(d) If the Investor or any of its affiliates notifies the Company in
writing that it wishes to transfer any Restricted Securities to a third
person pursuant to the first sentence of Section 6.2(b) or the first
sentence of Section 6.2(c) above, that person shall be deemed to be
reasonably acceptable to the Company unless the Company, within 10 days
after its receipt of such written notice, notifies the Investor that the
proposed transferee is not acceptable to the Company and setting forth in
reasonable detail the reasons therefor.
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(e) The Company shall at the Closing enter into a registration rights
agreement substantially in the form set forth as Exhibit D hereto (the
"Registration Rights Agreement") relating to the Series A Preferred Shares and
the Common Stock issued or issuable upon conversion or exercise of the Series A
Preferred Shares and the Series A Warrants, and shall at all times comply with
its obligations under the Registration Rights Agreement.

(f) In the event the Investor transfers any Restricted Securities to an
affiliate, the Investor shall notify the affiliate of the transfer restrictions
set forth herein and shall be responsible for any breach by such affiliate of
such provisions. In the event the Investor transfers any Restricted Securities
to a third party pursuant to the first sentence of Section 6.2(b) or the first
sentence of Section 6.2(c) above, and such transfer is not objected to pursuant
to Section 6.2(d) above, the third party shall enter into an agreement with the
Company agreeing to be bound by the transfer restrictions of this Article VI and
succeeding to the registration rights with respect to the Restricted Securities
transferred provided in the Registration Rights Agreement. As it does with
respect to the Common Stock, the Company will maintain a ledger of the ownership
of the Series A Preferred Shares and the Series A Warrants upon which transfers
shall be effected, and, upon transfer, the Company shall issue new certificates
evidencing the Restricted Securities transferred at no cost to the transferor or
transferee.

ARTICLE VII
INDEMNIFICATION

Section 7.1 Indemnification. (a) The Company hereby agrees to indemnify,
defend and hold harmless the Investor, its subsidiaries and affiliates and their
respective directors, officers, employees and agents and the successors and
assigns of any of them (collectively, the "Investor Group"), from, against and
in respect of any damages, claims, losses, charges, actions, suits, proceedings,
deficiencies, taxes, interest, penalties, and costs and expenses (including
without limitation settlement costs and attorneys' fees and other expenses for
investigating or defending any actions) ("Losses") imposed on, sustained,
incurred or suffered by or asserted against any such member of the Investor
Group, directly or indirectly, relating to or arising out of any breach of any
representation or warranty of the Company contained in this Agreement for the
period for which such representation or
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warranty survives or for any breach of any agreement or covenant of the Company
contained herein, in the Stock Option Agreement, the Series A Certificate of
Determination, the Warrant Certificate or the other agreements contemplated
hereby; provided, however, that the Company shall not have any liability under
this paragraph (a) unless the aggregate of all Losses relating thereto for which
the Company would be liable exceeds on a cumulative basis an amount equal to
$7.5 million, and then only to the extent of any such excess.

(b) The Investor hereby agrees to indemnify, defend and hold harmless the
Company, its Subsidiaries and affiliates and their respective directors,
officers, employees and agents and the successors and assigns of any of them
(collectively, the "Company Group"), from, against and in respect of any Losses
imposed on, sustained, incurred or suffered by or asserted against any such
member of the Company Group, directly or indirectly, relating to or arising out
of any breach of any representation or warranty of the Investor contained in
this Agreement for the period for which such representation or warranty
survives; provided, however, that the Investor shall not have any liability
under this paragraph (b) unless the aggregate of all Losses relating thereto for
which the Investor would be liable exceeds on a cumulative basis an amount equal
to $7.5 million, and then only to the extent of any such excess.

ARTICLE VIII
COVENANTS

Section 8.1 Interim Operations of the Company and Conduct of
Business. Prior to the Closing, the business and operations of the Company and
its Subsidiaries, including, without limitation, underwriting, accounting and
loss reserving practices and procedures, shall be conducted only in the ordinary
and usual course and, to the extent consistent therewith, each of the Company
and its Subsidiaries shall have used its reasonable efforts to preserve its
business organization intact and maintain its existing relations with customers,
suppliers, employees and business associations. In addition, without the prior
written consent of the Investor, neither the Company nor any of its Subsidiaries
shall during the period prior to the Closing:

(a) enter into, modify, renew, terminate or commute any reinsurance
treaties or retrocession agreements, certificates or arrangements;
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(b) incur capital expenditures in an amount in excess of $2,000,000;

(c) declare or pay any dividends or declare or make any other distributions
of any kind to its stockholders or make any direct or indirect redemption,
retirement, purchase or other acquisition of any shares of its capital stock;

(d) purchase or sell investment assets outside the Company's existing
normal investment policies, or change such investment policies;

(e) incur any indebtedness outside the normal course;

(f) pledge assets, except as required pursuant to the Credit Agreement,
dated as of June 30, 1994, by and among the Company, Union Bank, The First
National Bank of Chicago and other lenders party thereto (the "Credit
Agreement");

(g) waive material rights under any Contracts to which the Company or any
of its Subsidiaries is subject;

(h) increase or modify existing wage, salary, bonus or severance payments,
or increase any other direct or indirect compensation, for or to any of its
officers, directors, employees, consultants, agents or other representatives, or
enter into any commitment or agreement to make or pay the same, except in the
normal course of business;

(i) make any change in its accounting methods or practices, including,
without limitation, any change with respect to the methods for establishment of
reserve items, or make any change in the depreciation or amortization policies
or rates adopted by it, except as required by law, GAAP or SAP;

(j) amend, modify or waive any rights under the Credit Agreement or the
arrangements contemplated thereby;

(k) undertake any new transactions or enter any new Contracts with any of
its affiliates; without limitation of the foregoing, make any loan or advance to
its shareholders or to any of its directors, officers or employees, consultants,
agents or other representatives (other than advances made in the ordinary course
of business);
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(1) except for this Agreement, issue, sell, grant or purchase any shares of
its capital stock, or warrants, options or other securities convertible,
exchangeable or otherwise entitled to subscribe to any shares of its capital
stock, or enter into any Contracts or commitments to issue, sell, grant or
purchase any such securities (except as required in accordance with employee
options or employee benefit plans outstanding on the date of this Agreement);

(m) except for the Charter Amendment, amend its Articles of Incorporation
or By-Laws or merge with or into or consolidate with any other person; subdivide
or in any way reclassify any shares of its capital stock or change or agree to
change in any manner the rights of its outstanding capital stock or the
character of its business; or make any acquisition of all or a substantial part
of the assets, properties, securities or business of any other person; or

(n) enter into any other Contract or other transaction that materially
increases the liabilities of the Company or that, by reason of its size or
otherwise, is not in the ordinary course of business; take any action that would
impair the Company's ability to perform this Agreement or any of the
transactions contemplated hereby; or authorize or enter into a Contract to take
any of the actions referred to in paragraphs (a) through (n) above.

Section 8.2 Acquisition Proposals. Prior to the Closing, the Company
agrees that neither the Company nor any of its Subsidiaries nor any of the
respective officers, directors or employees of the Company or any of its
Subsidiaries shall, and the Company shall direct and use its best efforts to
cause its and its Subsidiaries, agents and representatives (including, without
limitation, any investment banker, attorney or accountant retained by the
Company or any of its Subsidiaries) not to, initiate, solicit or encourage,
directly or indirectly, any inquiries or the making of any proposal or offer
(including, without limitation, any proposal or offer to stockholders of the
Company) with respect to a merger, consolidation, share exchange, business
combination, purchase of all or a significant portion of the assets of the
Company or any of its Subsidiaries, purchase of all or any portion of the
capital stock of the Company or any of its Subsidiaries or securities
convertible, exchangeable, exercisable or having any other rights to acquire any
of such capital stock, tender offer or exchange offer, or any reinsurance
agreement outside the ordinary course of business (any such proposal or offer
being hereinafter referred to as an "Acquisition Proposal" and any such
transaction being referred to as an "Acquisition Transaction") or engage in any
discussions or negotia-
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tions concerning, or provide any confidential information or data to, any person
relating to an Acquisition Proposal, or otherwise facilitate any effort or
attempt to make or implement an Acquisition Proposal and the Company and its
Subsidiaries shall not enter into any agreement or letter of intent with respect
to any Acquisition Transaction. Notwithstanding the foregoing, in the event the
Company receives an unsolicited request for confidential information or data
from a third party that has made a bona fide proposal (subject to due diligence
and other usual conditions) to enter into an Acquisition Transaction, the
Company may provide confidential information or data to such third party if the
Board of Directors of the Company reasonably determines, after consulting with
its outside legal counsel, (i) that such third party is capable (financially,
legally and otherwise) of completing the transaction described in the
Acquisition Proposal and (ii) that their fiduciary duty to stockholders requires
such. With respect to any activities, discussions or negotiations with any
parties conducted on or prior to the date hereof with respect to any of the
foregoing, the Company will immediately cease such and cause such to be
terminated and will request the return of any confidential information provided
to such parties. The Company will take the necessary steps to inform the
individuals or entities referred to in the first sentence hereof of the
obligations undertaken in this Section. The Company will notify the Investor
promptly if any such inquiries or proposals are received by, any such
information is requested from, or any such negotiations or discussions are
sought to be initiated or continued with, the Company. The Company shall provide
the Investor with copies of any confidential information the Company provides to
third parties in connection with an Acquisition Proposal, and the Company shall
provide the Investor with any information, including copies of any proposal,
term sheet or any other document or information provided by a third party to the
Company in connection with an Acquisition Proposal. In the event the Investor
provides the Company with an additional proposal following the decision of the
Board of Directors of the Company, in the exercise of its fiduciary duty, to
provide confidential information to any third party pursuant to the second
sentence of this Section 8.2, the Company may disclose the Investor's additional
proposal to such third party.

Section 8.3 Company Stockholder Action. (a) As promptly as practicable
after the date hereof, the Company shall convene a meeting of holders of Common
Stock at which holders of Common Stock will be asked to vote upon the approval
of such holders for, among other matters, (i) an amendment to the Company's
Articles of Incorporation to
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increase the number of authorized shares of Common Stock from 80,000,000 to
110,000,000, (ii) an amendment to the Company's Articles of Incorporation to
reflect various restrictions on the transferability of shares consistent with
the terms set forth on Exhibit F hereto and (iii) this Agreement and
consummation of the transactions contemplated hereby, including issuance of the
Series A Preferred Shares and the Series A Warrants to the Investor (together,
the "Proposals"). The Company shall promptly prepare and file with the SEC
pursuant to the Securities Exchange Act of 1934 (the "Exchange Act") and the
rules and regulations promulgated thereunder, and as promptly as practicable
after receipt of comments from the SEC staff with respect thereto and any
required or appropriate amendments thereto shall mail to stockholders of the
Company, a proxy statement (such proxy statement, as amended or supplemented, is
herein referred to as the "Proxy Statement") in connection with the meeting of
the Company's stockholders referred to above (the "Company Stockholders'
Meeting"). The Proposals shall provide that none shall be approved unless all
are approved. The Proxy Statement shall contain the recommendation of the Board
of Directors of the Company that its stockholders approve the Proposals;
provided, however, that such recommendation may be excluded, or if included, may
be withdrawn, in the event the Board of Directors determines that its fiduciary
duty so requires. The Company shall notify the Investor promptly of the receipt
by it of any comments from the SEC or its staff and of any request by the SEC
for amendments or supplements to the Proxy Statement or for additional
information, and will supply the Investor with copies of all correspondence
between it and its representatives, on the one hand, and the SEC or the members
of its staff or any other governmental officials, on the other hand, with
respect to the Proxy Statement.

(b) The Proxy Statement, as of its date and at the date of the Company
Stockholders' Meeting, will not include an untrue statement of a material fact
or omit to state a material fact required to be stated therein or necessary to
make the statements therein, in light of the circumstances under which they will
be made, not misleading; provided, however, that the foregoing shall not apply
to the extent that any such untrue statement of a material fact or omission to
state a material fact was made by the Company in reliance upon and in conformity
with written information concerning the Investor furnished to the Company by the
Investor specifically for use in the Proxy Statement. The Proxy Statement shall
not be filed, and no amendment or supplement to the Proxy Statement will be made
by the Company, without consultation with the Investor and its counsel.
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(c) The Investor represents, warrants and covenants that (i) it will
provide to the Company for inclusion in the Proxy Statement all information
concerning the Investor reasonably necessary for the preparation of such proxy
statement, and (ii) that such information will not contain any material
misstatement of fact or omit to state any material fact necessary to make the
statements, in light of circumstances under which they are made, not misleading.

Section 8.4 Filings; Other Action. (a) Subject to the terms and conditions
herein provided, the Company and the Investor shall take all reasonable steps
necessary or appropriate, and shall use all commercially reasonable efforts, to:
(i) promptly make their respective filings and thereafter make any other
required submissions under the Hart-Scott-Rodino Antitrust Improvements Act of
1976 (the "HSR Act") with respect to the transactions contemplated by this
Agreement; (ii) promptly make all required filings with or submissions to the
Department necessary to obtain the approval of the Department of the
transactions and acts contemplated by this Agreement; (iii) promptly make any
other regulatory filings, notices or applications required in connection with
the consummation of the transactions and acts contemplated by this Agreement;
(iv) promptly seek the necessary consents of, or give any required notices to,
the lenders under the Credit Agreement and other third parties with respect to
the transactions contemplated by this Agreement; (v) use reasonable efforts
promptly to cause the satisfaction of all conditions set forth in Articles IX
and X of this Agreement, subject to the proviso set forth below; (vi) cooperate
and consult reasonably with the other party in connection with, and keep the
other party reasonably informed with respect to, the foregoing; and (vii) use
all reasonable efforts to promptly take, or cause to be taken, all other actions
and do, or cause to be done, all other things necessary, proper or appropriate
under applicable laws and regulations to consummate and make effective the
transactions and acts contemplated by this Agreement as soon as practicable;
provided, however, that the foregoing shall not be deemed to impose any
requirement on the Investor or the Company to make any concession to the
Department as a condition to the approval by the Department of all the
transactions and acts contemplated by this Agreement that, in its sole judgment,
it considers inadvisable.

(b) wWithout 1limiting the generality of paragraph (a) above, each of the
Company and the Investor will supply the other with all information concerning
itself and its subsidiaries and their respective financial condition,
properties, business or results of operations that is neces-
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sary or appropriate in seeking any necessary regulatory approval of the
transactions and acts contemplated by this Agreement. Such information shall not
contain any material misstatement of fact or omit to state any material fact
necessary to make the statements, in light of the circumstances under which they
were made, not misleading. Each of the Investor and the Company shall advise the
other party prior to the Closing if any of the information supplied to the other
party hereunder that underlies any representation made to any regulatory
authority with respect to the first party and its Subsidiaries shall have
changed, or if any such information was inaccurate, to an extent that could
reasonably be expected to result, upon disclosure of accurate revised
information to the relevant regulatory authority, in the withdrawal by such
regulatory authority of its approval of the transactions contemplated by this
Agreement.

(c) Each of the Company and the Investor shall use best efforts to agree
upon amendments to the Company's By-laws necessary to reflect the transactions
and acts contemplated by this Agreement as soon as practicable, and the Board of
Directors of the Company shall adopt such amendments effective as of (and
conditioned upon) the Closing.

Section 8.5 Notification of Certain Matters. Prior to the Closing Date,
the Company shall give prompt notice to the Investor of: (i) any notice of, or
other communication relating to, a default or event that, with notice or lapse
of time or both, would become a default, received by the Company or any of its
Subsidiaries subsequent to the date of this Agreement and prior to the Closing
Date, under any Contract material to the financial condition, properties,
businesses, or results of operations of the Company and its Subsidiaries taken
as a whole (including the Credit Agreement), or to the interest of stockholders
in the Company, to which the Company or any of its Subsidiaries is a party or is
subject, or any circumstances of which the Company is aware that are reasonably
likely to result in such a default or event; (ii) the occurrence of any Material
Adverse Effect; (iii) any breach by the Company of any of its representations,
warranties, covenants or agreements contained in this Agreement or any
circumstance that is reasonably likely to result in any such representation or
warranty being materially untrue, or any such covenant or agreement not being
performed or complied with, or any condition to closing not being fulfilled as
of the Closing Date; or (iv) the Company's obtaining of knowledge that the
Department will take any action with respect to the Company or any Subsidiary
before or after the Closing which would be
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inconsistent with this Agreement and the arrangements contemplated hereby or
which could have a Material Adverse Effect. Each of the Company and the Investor
shall give prompt notice to the other party of any notice or other communication
from any third party alleging that the consent of such third party is or may be
required in connection with the transactions or acts contemplated by this
Agreement.

Section 8.6 Publicity. Prior to the Closing Date, except (i) as required
or expressly permitted by this Agreement or otherwise agreed between the
parties, (ii) as may be necessary in order to give the notices to obtain the
regulatory approvals required hereunder, (iii) as necessary to consult with
attorneys, accountants, employees, or other advisors retained in connection with
the transactions contemplated hereby, (iv) as required by court order or
otherwise mandated by law or stock exchange requirements, or by Contract to
which the Company or the Investor or any of their respective Subsidiaries is a
party, or (v) in connection with disclosure documents prepared by the Company,
the Investor or a Subsidiary of either, neither party shall issue any news
release or other public notice or communication or otherwise make any disclosure
to third parties concerning this Agreement or the transactions contemplated
hereby without the prior consent of the other party, such consent not to be
unreasonably withheld. Even in cases where such prior consent is not required
each party will give prior notice to the other of, and consult with the other
(to the extent practicable in the circumstances) regarding, the contents of such
releases.

Section 8.7 Access. Upon reasonable notice, the Company shall (and shall
cause each of its Subsidiaries to) afford the Investor's officers, employees,
counsel, accountants and other authorized representatives ("Representatives")
access, during normal business hours both before and after the Closing Date, to
its properties, books, Contracts and records and personnel and advisers (who
will be instructed by the Company to cooperate) and, the Company shall (and
shall cause each of its Subsidiaries to) furnish promptly to the Investor all
information concerning its business, properties and personnel as the Investor or
its Representatives may reasonably request, provided that no investigation
pursuant to this Section 8.7 shall affect or be deemed to modify any
representation or warranty made by the Company. The Investor's right of access
under this Section 8.7 shall terminate when it owns no Restricted Securities.

Section 8.8 Reservation of Shares. The Company shall at all times reserve
and keep available, out of its authorized and unissued stock, solely for the
purpose of
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effecting the conversion of Series A Preferred Shares and the exercise of Series
A Warrants, such number of shares of its Common Stock free of preemptive rights
as shall from time to time be sufficient to effect the conversion of all Series
A Preferred Shares and the exercise of all Series A Warrants from time to time.

Section 8.9 Satisfactory Financing Plan. In the event the Company needs
to obtain additional capital following any additional capital contribution
pursuant to Section 4.3 hereof or additional quota share arrangements the
subject of Section 5.1(b) hereof, the Company shall develop a capital financing
plan which is reasonably acceptable to the Investor.

Section 8.10 1Issuance of Additional Shares of Common Stock. The Company
may not issue additional shares of Common Stock or of another class of
securities similar thereto, or any securities, options, warrants or similar
rights convertible, exercisable, exchangeable or having other rights to acquire
any such shares; provided, however, that the Company may issue a customary and
appropriate number of shares of Common Stock pursuant to employee stock option
plans or employee benefit plans approved by the Board of Directors; and
provided, further, however, following the end of the thirty-eighth (38th) month
following the Closing Date (i.e., the period referred to in Section 1(a) of the
Transfer Restrictions attached as Exhibit F hereto designed in light of Section
382 of the Internal Revenue Code, as amended), the Company may issue and sell
shares of Common Stock in a fully distributed public offering, so long as (i)
the Company first provides the Investor prior notice of the Company's intent to
make such an offering and (ii) the Company provides the Investor a prior
opportunity, at the Investor's election, either (x) to make an offer to purchase
the outstanding shares of Common Stock of the Company (with the result that the
public offering not proceed) or (y) to preemptively participate in such Common
Stock offering up to the Investor's fully converted/exercised interest in the
Common Stock of the Company at the per share price received by the Company
(i.e., without underwriters' discount) in such public offering. For purposes of
the foregoing, the Investor's fully converted/exercised interest in the Common
Stock shall equal the quotient of (I) the number of shares of Common Stock
beneficially owned or obtainable by the Investor and its affiliates by virtue of
ownership of the Series A Preferred Shares (including any additional shares
actually issued by virtue of the provision permitting payment of dividends in
kind on the Series A Preferred Shares) and the Series A Warrants and conversion
or exercise thereof divided by (II) the sum of (A) the total number of
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shares of Common Stock of the Company then outstanding plus (B) the number of
shares referred to in (I).

ARTICLE IX
CONDITIONS TO THE OBLIGATIONS OF THE INVESTOR

Section 9.1 Conditions to the Obligations of the Investor. The obligation
of the Investor to purchase the Series A Preferred Shares and Series A Warrants
at the Closing is subject to the fulfillment of the following conditions
precedent, or the waiver thereof by the Investor, on or before the Closing Date:

(a) Accuracy of Representations and Warranties. The representations and
warranties of the Company contained herein shall be true and correct in all
material respects as of the Closing Date as though made on and as of the Closing
Date.

(b) Performance. The Company and its Subsidiaries shall have performed and
complied in all material respects with all agreements and conditions contained
in this Agreement required to be performed or complied with by the Company or
its Subsidiaries prior to or at the Closing.

(c) Absence of Order. There shall not have been issued and be in effect
(whether temporary, preliminary or permanent) any order, decree, judgment or
injunction (collectively, an "Order") of any court or tribunal of competent
jurisdiction which prohibits the consummation of the transactions contemplated
in this Agreement or imposes any material restriction on Investor or the Company
in connection with the transactions contemplated by this Agreement or with
respect to the business operations of the Company either prior to or subsequent
to the Closing Date;

(d) No Legal Action. No action, suit, investigation or other proceeding
relating to the transactions contemplated hereby shall have been instituted or
threatened before any Governmental Entity which the Investor determines in its
reasonable discretion presents a substantial risk of the restraint or
prohibition of the transactions contemplated hereby or the obtaining of material
damages or other material relief in connection therewith.

(e) Stockholders' Approval. The Proposals shall have been approved by the
requisite vote of the Company's stockholders.
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(f) Department Approval. The Department shall have approved in a form
that is satisfactory to the Investor in good faith in its sole discretion
all transactions and acts contemplated by this Agreement (including the
exercise of conversion, exercise and other rights under the Series A
Preferred Stock and Series A Warrants). In addition, the Investor shall be
satisfied, in good faith in its sole discretion, as to the status with the
Department of any issues arising out of or related to the Rollback Judgment
or the Company's obligations relating to Proposition 103, the Company's
solvency plan, the rates applicable to the Company's insurance products,
the arrangements relating to the Credit Agreement or the dividends payable
by the Insurance Subsidiaries;

(g) HSR Act. Any waiting period (and any extension thereof)
applicable to the consummation of the transactions contemplated by this
Agreement (other than the transactions contemplated by the Master JV
Agreement) under the HSR Act shall have expired or been terminated.

(h) Lenders' Consent. The Company and the lenders under the Credit
Agreement shall have entered into a definitive amendment to the Credit
Agreement, effective upon consummation of this Agreement, amending the
Credit Agreement such that this Agreement and the transactions contemplated
thereby are permitted under the Credit Agreement as so amended and whereby
no default, or event which could result in a default, exists under the
Credit Agreement as so amended.

(i) Compliance Certificate. The Company shall have delivered to the
Investor a certificate, executed by the Chief Executive Officer and the
President of the Company, dated the Closing Date, certifying as to the
fulfillment of the conditions specified in subsections 9.1(a), (b), (e),
(h) and (3).

(j) Oother Required Consents. The Company shall have received, made,
or obtained all required consents, approvals, authorizations, orders,
notices, filings, registrations or qualifications of, to or with (x) any
other Governmental Entity having jurisdiction over the Company, its
business or its properties, and (y) any party to a Contract or other
agreement with the Company or its Subsidiaries, required in connection with
the transactions and acts contemplated by this Agreement, except where the
failure to do so does not have a Material Adverse Effect or a material
adverse effect on the financial condition, properties, business or results
of operations of the Investor and its subsidiaries taken as a whole and
does not materially and
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adversely interfere with the transactions and acts contemplated by this
Agreement.

(k) Effectiveness of Consents. All consents, registrations, approvals,
permits or authorizations of any Governmental Entity required in connection with
the transactions and acts contemplated by this Agreement shall be in full force
and effect, and no circumstances shall have changed or exist that would, if
known to any Governmental Entity, be reasonably likely to result in the
withdrawal of its consent, registration, approval, permit or authorization.

(1) Opinion of Counsel. The Investor shall have received (i) a written
opinion from John Bollington, Esq., General Counsel of the Company, dated the
Closing Date, addressed to the Investor, in a form reasonably acceptable to the
Investor as to the matters attached hereto as Exhibit 9.1(1)(i), and (ii) a
written opinion from Gibson, Dunn & Crutcher, special counsel for the Company,
dated the Closing Date, addressed to the Investor, in a form reasonably
acceptable to the Investor as to the matters attached hereto as Exhibit
9.1(1)(ii).

(m) Material Change in the Law. There shall not have been any newly
adopted or proposed legislation, regulation or rule that would have a Material
Adverse Effect.

(n) Auditor Letter. The Company shall provide a letter to Investor from
the Company's auditors stating that, following their review of the Company's
books and records completed not later than five days prior to the Closing Date,
they confirm that there have been no material increases or decreases in
specified balance sheet and income statement items, as mutually agreed, from the
date of the last financial statements provided the Investor.

(o) Opinion of Actuary. The Company shall have delivered an opinion of
actuary executed by the Chief Actuary of the Company, as of the most recently
completed monthly period for which actuarial information is available prior to
the Closing Date, opining that as of such date the reserves for loss and loss
adjustment expense reflected on the balance sheet of the Company and its
Subsidiaries have been established in conformity with generally accepted
actuarial principles and practices consistently applied, that such reserves were
established in conformity with the requirements of the Department and that such
reserves make a reasonable provision for all unpaid loss and loss adjustment
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expense obligations of the Company under the terms of its policies and
agreements.

(p) Other Certificates. The Company shall have furnished to Investor such
executed and conformed copies of such other opinions and certificates, letters
and documents as Investor may reasonably request and as are customary for
transactions such as those contemplated by this Agreement.

(q) No Material Adverse Effect. Since the date of this Agreement, nothing
has occurred which has had, or is reasonably likely to have, a material adverse
effect on the financial condition, regulatory condition, capital, properties,
business, results of operations or prospects of the Company or its Subsidiaries
taken as a whole, in each case considered on either a SAP or GAAP basis (it
being understood that additional incurred losses and allocated loss adjustment
expenses arising out of the Northridge Earthquake shall not be taken into
account in determining the foregoing).

(r) Company Stock Ownership. No person or Group shall have (x) acquired,
or commenced a tender offer to acquire, 33 1/3% or more of the Common Stock or
(y) initiated or announced a proxy solicitation of the holders of Common Stock
with the intent of removing one or more of the current members of the Company's
board of directors or senior management or alter management of the Company.

ARTICLE X
CONDITIONS TO THE OBLIGATIONS OF THE COMPANY

Section 10.1 Conditions to the Obligations of the Company. The obligation
of the Company to issue and sell the Series A Preferred Shares and Series A
Warrants at the Closing is subject to the fulfillment of the following
conditions, or the waiver by the Company on or before the Closing Date:

(a) Accuracy of Representations and Warranties. The representations and
warranties of the Investor contained herein shall be true and correct in all
material respects as of the Closing Date except when made only as of a specified
earlier date.

(b) Performance. The Investor shall have performed and complied in all
material respects with all agreements and conditions contained in this Agreement
required to
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be performed or complied with by the Investor prior to or at the Closing.

(c) Absence of Order. There shall not have been issued and be in effect
(whether temporary, preliminary or permanent) an Order of any court or tribunal
of competent jurisdiction which prohibits the consummation of the transactions
contemplated in this Agreement or imposes any material restriction on the
Company in connection with the transactions contemplated by this Agreement or
with respect to the business operations of the Company either prior to or
subsequent to the Closing Date;

(d) No Legal Action. No action, suit, investigation or other proceeding
relating to the transactions contemplated hereby shall have been instituted or
threatened before any Governmental Entity which the Company determines in its
reasonable discretion presents a substantial risk of the restraint or
prohibition of the transactions contemplated hereby or the obtaining of material
damages or other material relief in connection therewith.

(e) Stockholders' Approval. The Proposals shall have been approved by the
requisite votes of the Company's stockholders.

(f) Department Approval. The Department shall have approved all
transactions and acts contemplated by this Agreement.

(g) HSR Act. Any waiting period (and any extension thereof) applicable to
the consummation of the transactions contemplated by this Agreement (other than
the transactions contemplated by the Master JV Agreement) under the HSR Act
shall have expired or been terminated.

(h) Lender's Consent. The Company and the lenders under the Credit
Agreement shall have entered into a definitive amendment to the Credit
Agreement, effective upon consummation of this Agreement, amending the Credit
Agreement such that this Agreement and the transactions contemplated thereby are
permitted under the Credit Agreement as so amended and whereby no default, or
event which could result in a default, exists under the Credit Agreement as so
amended.

(i) Other Required Consents. The Company shall have received, made, or
obtained all required consents, approvals, authorizations, orders, notices,
filings, registrations or qualifications of, to or with (x) any other
Governmental Entity having jurisdiction over the Company,
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its business or its properties, and (y) any party to a Contract or other
agreement with the Company or its Subsidiaries, required in connection with the
transactions and acts contemplated by this Agreement, except where the failure
to do so does not have a Material Adverse Effect.

(j) Effectiveness of Consents. All consents, registrations, approvals,
permits or authorizations of any Governmental Entity required in connection with
the transactions and acts contemplated by this Agreement shall be in full force
and effect, and no circumstances shall have changed or exist that would, if
known to any Governmental Entity, be reasonably likely to result in the
withdrawal of its consent, registration, approval, permit or authorization.

(k) Opinion of Counsel. The Company shall have received (i) a written
opinion of wayland M. Mead, Esq., Acting General Counsel of the Investor, dated
the Closing Date, addressed to the Company, in a form reasonably acceptable to
the Investor as to the matters attached hereto as Exhibit 10.1(k)(i), and (ii) a
written opinion from Sullivan & Cromwell, special counsel to the Investor, dated
the Closing Date, addressed to the Company, in a form reasonably acceptable to
the Investor as to the matters attached hereto as Exhibit 10.1(k)(ii).

(1) Compliance Certificate. The Investor shall have delivered to the
Company a certificate, executed by a senior officer of the Investor, dated the
Closing Date, certifying as to the fulfillment of the conditions specified in
subsections 10.1(a) and 10.1(b).

ARTICLE XI
MISCELLANEOUS

Section 11.1 Termination.

(a) Termination Period. This Agreement may be terminated and the purchase
contemplated hereby may be abandoned at any time prior to the Closing:

(i) By the mutual written consent of the Company and the Investor; or
(ii) By either the Investor or the Company if (x) the Closing shall
not have occurred on or prior to April 1, 1995, or (y) at a meeting duly

convened therefor or at any adjournment thereof the approvals of the
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Company's stockholders referred to in Section 8.3 shall not have been
obtained, provided that the party seeking to terminate pursuant to this
clause (ii) shall not be in material breach of this Agreement; or

(iii) By the Investor, if (w) the Department formally shall have
declined to approve (by order or other official determination, after
pursuit by the Investor of all practical remedies before the Department)
the transactions and acts contemplated by this Agreement in a manner that
is satisfactory to the Investor in good faith in its sole discretion, (x)
the Company shall have breached in any material respect any of its
representations or warranties, or the covenants or agreements contained in
this Agreement, which breach is not cured within ten days after notice from
the Investor to the Company specifying such breach, (y) the Board of
Directors of the Company shall have withdrawn or modified in a manner
adverse to the Investor its approval or recommendation of the transactions
contemplated hereby, or the Board of Directors of the Company, upon request
by the Investor, shall fail to reaffirm such approval or recommendation, or
shall have resolved to do any of the foregoing or (z) prior to the mailing
of the Proxy Statement, the Company has not resolved its outstanding issues
with its Bank Lenders or terms that are satisfactory to the Investor in its
reasonable discretion; or

(iv) By the Company, (w) if the Department formally shall have
declined to approve (by order or other official determination, after
pursuit by the Company of all practical remedies before the Department) the
transactions and acts contemplated by the Agreement or (x) if the Investor
shall have breached in any material respect any of the representations or
warranties, or covenants or agreements, contained in this Agreement, which
breach is not cured within ten days after notice from the Company to the
Investor specifying such breach;

(b) Effect of Termination. 1In the event of termination of this
Agreement as provided in subsection (a), this Agreement shall forthwith become
null and void and there shall be no liability or further obligation on the part
of any party hereto or any of its respective directors, officers, employees or
representatives except that nothing herein shall relieve any party from
liability for any prior willful breach hereof and unless this Agreement is
properly terminated by the Company pursuant to Section 11.1(a)(iv) above, the
Company shall promptly pay the Investor the
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amount of $1.5 million in cash to reimburse the Investor for the fees, expenses
and other costs associated with this Agreement and the transactions contemplated
hereby.

Section 11.2 Successors and Assigns: No Third Party Beneficiaries. The
provisions of this Agreement shall be binding upon, and inure to the benefit of,
the respective successors and assigns of the parties hereto, but (except as
expressly provided in this Agreement) neither this Agreement nor any of the
rights, interests or obligations hereunder shall be assigned (a) by the Company
under any circumstances or (b) by the Investor without the prior written consent
of the Company, except to direct or indirect wholly-owned subsidiaries of the
Investor, provided that the Investor shall remain liable for the performance by
any such subsidiaries of its obligations pursuant to this Agreement. In
addition, prior or subsequent to the Closing Date, the Investor shall have the
right to designate American Home Assurance Company and New Hampshire Insurance
Company (two wholly-owned subsidiaries), in such proportion as the Investor
shall determine in its sole discretion, to acquire and hold title to all or part
of the Series A Preferred Shares, Series A Warrants or Common Shares issued
directly or indirectly upon the conversion thereof and to assume all rights and
obligations of the Investor under this Agreement; upon such subsidiaries'
execution and delivery of an instrument reasonably acceptable to the Company
whereby such subsidiaries assume such rights and obligations, the Investor shall
be released therefrom. Nothing in this Agreement, express or implied, is
intended to confer upon any person other than the parties hereto and their
respective permitted successors and assigns any rights, remedies or obligations
under or by reason of this Agreement.

Section 11.3 Survival of Representations and Warranties. All
representations and warranties included in this Agreement shall survive the
Closing and the issuance and sale of the Series A Preferred Shares and Series A
Warrants for a period of two years from the Closing Date; provided that
representations and warranties applicable to federal, state, local and other
taxes shall survive until the applicable statute of limitations has expired.

Section 11.4 Entire Agreement. This Agreement and all exhibits and
schedules hereto, taken together with the Stock Option Agreement, embodies the
entire agreement and understanding between the parties hereto with respect to
the subject matter hereof and thereof and supersede all prior agreements and
understandings relating to such subject matter. The listing of an item on any
schedule shall not be
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taken to indicate that it is reasonably likely to have a Material Adverse
Effect.

Section 11.5 Modification or Amendment. At any time prior to the Closing
Date or thereafter, the parties hereto may modify or amend this Agreement, by
written agreement executed and delivered by duly authorized officers of the
respective parties.

Section 11.6 Waiver. The conditions to each of the parties' obligations to
consummate the transactions contemplated hereby and to perform the acts
contemplated on its part hereunder are for the sole benefit of such party and
may be waived by such party in whole or in part to the extent permitted by
applicable law. No failure or delay by any party in insisting upon the strict
performance of any covenant, duty, agreement or condition of this Agreement or
in exercising any right or remedy consequent upon breach thereof shall
constitute a waiver of any such breach or of any other covenant, duty, agreement
or condition, any such waiver being made only by a written instrument executed
and delivered by the waiving party.

Section 11.7 Governing Law. This Agreement will be construed and enforced
in accordance with, and governed by, the laws of the State of California.

Section 11.8 Consent to Jurisdiction; Service of Process; Waiver of Jury
Trial. (a) The parties to this Agreement hereby irrevocably submit to the
exclusive jurisdiction of any Federal court located in Los Angeles, California
over any suit, action or proceeding arising out of or relating to this
Agreement. The parties hereby irrevocably waive, to the fullest extent permitted
by applicable law, any objection which they may now or hereafter have to the
laying of venue of any such suit, action or proceeding brought in such court.
The parties agree that, to the fullest extent permitted by applicable law, a
final and non-appealable judgment in any such suit, action, or proceeding
brought in such court shall be conclusive and binding upon the parties.

(b) The parties hereby irrevocably waive any rights they may have in any
court, state or federal, to a trial by jury in any case of any type that relates
to or arises out of this Agreement or the transactions contemplated herein.

Section 11.9 Severability. Should any part of this Agreement, the Series A
Certificate of Determination, the Series A Warrants, the Quota Share Agreements
or the
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Registration Rights Agreement for any reason be declared invalid, such decision
shall not affect the validity of any remaining portion, which remaining portion
shall remain in full force and effect as if this Agreement, any such Certificate
of Determination, the Series A Warrants, the Quota Share Agreements or the
Registration Rights Agreement had been executed with the invalid portion thereof
eliminated, so long as the economic or legal substance of the transactions
contemplated hereby is not affected in a manner adverse to any party. Upon any
such determination, the parties shall negotiate in good faith in an effort to
agree to a suitable and equitable substitute provision to effect the original
intent of the parties.

Section 11.10 Specific Performance. Damages in the event of breach of
certain provisions of this Agreement by a party hereto may be difficult or
impossible to ascertain, and it is therefore agreed that each such person, in
addition to and without limiting any other remedy or right it may have, will
have the right to an injunction or other equitable relief in any court of
competent jurisdiction (subject to Section 11.8) enjoining any such breach and
enforcing specifically the terms and provisions hereof, and the parties hereby
waive any and all defenses they may have on the ground of lack of jurisdiction
or competence of the court to grant such an injunction or other equitable
relief.

Section 11.11 Captions. The Article, Section and paragraph captions herein
and table of contents hereto are for convenience of reference only, do not
constitute part of this Agreement and shall not be deemed to limit or otherwise
affect any of the provisions hereof.

Section 11.12 Counterparts. For the convenience of the parties hereto,
this Agreement may be executed by facsimile and in any number of counterparts,
each such counterpart being deemed to be an original instrument, and all such
counterparts shall together constitute the same agreement.

Section 11.13 Notices. Any notice, request, instruction or other document
to be given hereunder by any party to the other shall be in writing and shall be
deemed to have been duly given on the date of delivery (i) if delivered
personally or by facsimile transmission, (ii) if delivered by Federal Express or
other next-day courier service, or (iii) if delivered by registered or certified
mail, return receipt requested, postage prepaid. All notices hereunder shall be
delivered as set forth below, or to such other person or at such other address
as may be designated in writing by the party to receive such notice.
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(a) If to the Investor:

American International Group, Inc.
70 Pine Street

New York, New York 10270
Attention: General Counsel
Facsimile: (212) 785-1584

with a copy to:

Sullivan & Cromwell

125 Broad Street

New York, New York 10004
Attention: Andrew S. Rowen, Esq.
Facsimile: (212) 558-3588

(b) If to the Company:

20th Century Industries

6301 Owensmouth Avenue

Woodland Hills, CA 91367

Attention: Chief Executive Officer
General Counsel

Facsimile: (818) 715-6223

with a copy to:

Gibson, Dunn & Crutcher

333 South Grand Avenue

46th Floor

Los Angeles CA 90071-3197

Attention: Peter F. Ziegler
Jonathan K. Layne

Facsimile: (213) 229-7520

IN WITNESS WHEREOF, the parties hereto have duly executed this Agreement as
of the date first above written.
20TH CENTURY INDUSTRIES

By: /s/ Neil H. Ashley

Name: Neil H. Ashley
Title: CEO
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AMERICAN INTERNATIONAL GROUP, INC.

By: /s/ Robert M. Sandler

Name: Robert M. Sandler
Title: SVP
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SCHEDULE 2.1 (A)
SUBSIDIARIES OF 20TH CENTURY INDUSTRIES

1. 20th Century Insurance Company, a California Corporation.

2. 21st Century Casualty Company, a California Corporation.

3. 21st Century Industries, a California Corporation.

4, 21st Century Insurance Company, a California Corporati