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PART I � FINANCIAL INFORMATION

Item 1.  Financial Statements

BRISTOL WEST HOLDINGS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS

(Unaudited)

June 30,
2006

December 31,
2005

(in thousands, except share
data)

Assets:
Investments:
Fixed maturities available-for-sale (amortized cost $465,250 and $458,175 at June 30, 2006 and December 31, 2005,
respectively) $ 454,028 $ 452,872
Equity securities (cost $2,000 at June 30, 2006 and December 31, 2005) 2,000 2,000

Total investments 456,028 454,872
Cash and cash equivalents 23,823 32,399
Accrued investment income 5,156 5,156
Premiums and other receivables (net of allowance for doubtful accounts of $4,791 and and $6,758 at June 30, 2006 and
December 31, 2005, respectively) 167,401 164,033
Reinsurance recoverables on paid and unpaid losses and loss adjustment expenses 22,648 31,517
Prepaid reinsurance 2,999 21,470
Ceding commission receivable �  8,671
Deferred policy acquisition costs 51,125 46,283
Property, software and equipment - net 19,743 19,145
Goodwill 101,546 101,546
Other assets 8,764 8,264

Total assets $ 859,233 $ 893,356

Liabilities and Stockholders� Equity:
Liabilities:
Policy liabilities:
Reserve for losses and loss adjustment expenses $ 222,310 $ 221,445
Unearned premiums 191,180 185,360

Total policy liabilities 413,490 406,805
Reinsurance payables 2,810 30,590
Accounts payable and other liabilities 32,154 41,862
Deferred income taxes 5,118 7,219
Long-term debt, including current portion 67,975 69,925

Total liabilities 521,547 556,401

Commitments and contingent liabilities (Note 7)
Stockholders� equity:
Preferred stock, $0.01 par value (15,000,000 shares authorized; 0 shares outstanding at June 30, 2006 and December 31,
2005, respectively) �  �  
Common stock, $0.01 par value (200,000,000 shares authorized; 33,223,436 and 32,819,209 shares issued at June 30,
2006 and December 31, 2005, respectively) 332 328
Additional paid-in capital 232,482 235,308
Retained earnings 162,003 144,609
Deferred compensation on restricted stock �  (5,763)
Treasury stock at cost (3,450,612 and 2,551,649 shares held at June 30, 2006 and December 31, 2005, respectively) (49,914) (34,078)
Stock subscription receivable (38) (59)
Accumulated other comprehensive loss (7,179) (3,390)
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Total stockholders� equity 337,686 336,955

Total liabilities and stockholders� equity $ 859,233 $ 893,356

The accompanying notes are an integral part of the condensed consolidated financial statements.
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BRISTOL WEST HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME

(Unaudited)

Three Months Ended June 30, Six Months Ended June 30,

2006 2005 2006 2005

(in thousands, except per share data)
Revenues:
Net earned premium $ 145,290 $ 153,536 $ 289,568 $ 316,995
Net investment income 5,098 4,402 10,065 8,035
Realized (loss) gain on investments, net (25) (25) 43 (26)
Policy service fee revenue 13,434 16,512 27,270 34,278
Other income 750 678 1,484 1,426

Total revenues 164,547 175,103 328,430 360,708

Costs and Expenses:
Losses and loss adjustment expenses incurred 98,277 103,553 195,935 211,318
Commissions and other underwriting expenses 38,436 40,796 75,962 81,611
Other operating and general expenses 10,884 9,138 21,267 18,809
Interest expense 1,281 1,034 2,487 2,002

Total costs and expenses 148,878 154,521 295,651 313,740

Income before income taxes 15,669 20,582 32,779 46,968
Income taxes 5,323 7,461 11,243 17,026

Net Income $ 10,346 $ 13,121 $ 21,536 $ 29,942

Net income per common share - Basic $ 0.35 $ 0.42 $ 0.73 $ 0.96
Net income per common share - Diluted $ 0.34 $ 0.41 $ 0.69 $ 0.92

Dividends declared per common share $ 0.07 $ 0.07 $ 0.14 $ 0.12
The accompany notes are an integral part of the condensed consolidated financial statements.
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BRISTOL WEST HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS� EQUITY

(Unaudited)

Six Months Ended June 30,

2006 2005

(in thousands, except share
data)

STOCKHOLDERS� EQUITY:
Common Stock
Balance, beginning of period $ 328 $ 325
Exercise of options and warrants, including tax benefit (127,219 shares--2006; 37,839 shares--2005) 1 �  
Shares issued for services (6,719 shares--2006; 8,712 shares--2005) �  �  
Issuance of restricted common stock (270,107 shares--2006; 183,413 shares--2005) 3 2
Shares issued in payment of dividend (182 shares--2006; 65 shares--2005) �  �  

Balance, end of period 332 327

Additional Paid-In Capital
Balance, beginning of period 235,308 231,281
Exercise of options and warrants, including tax benefit (127,219 shares--2006; 37,839 shares--2005) 1,180 329
Shares issued for services (6,719 shares--2006; 8,712 shares--2005) 152 167
Issuance of restricted common stock (270,107 shares - 2006; 183,413 shares--2005) (3) 3,090
Shares issued in payment of dividend (182 shares--2006; 65 shares--2005) 3 1
Forfeiture of restricted common stock (8,801 shares--2006) 154 �  
Amortization of deferred compensation on restricted stock 1,460 �  
Tax deficiency on vesting of restricted stock (9) �  
Reclassification resulting from adoption of accounting principle (SFAS No. 123R) (5,763) �  

Balance, end of period 232,482 234,868

Retained Earnings
Balance, beginning of period 144,609 97,885
Net income 21,536 29,942
Dividend to common shareholders  ($0.14 per share--2006; $0.12 per share--2005) (4,142) (3,749)

Balance, end of period 162,003 124,078

Deferred Compensation on Restricted Stock
Balance, beginning of period (5,763) (4,723)
Issuance of restricted common stock (183,413 shares--2005) �  (3,092)
Amortization of deferred compensation on restricted stock �  927
Restricted stock forfeited (3,160 shares--2005) �  54
Reclassification resulting from adoption of accounting principle (SFAS No. 123R) 5,763 �  

Balance, end of period �  (6,834)

Treasury Stock
Balance, beginning of period (34,078) (2,965)
Acquisition of treasury stock (890,162 shares--2006; 982,600 shares--2005) (15,682) (16,158)
Restricted stock forfeited (8,801 shares--2006; 3,160 shares--2005) (154) (54)

Balance, end of period (49,914) (19,177)

Stock Subscription Receivable
Balance, beginning of period (59) (120)
Payment of stock subscriptions receivable 21 39
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Balance, end of period (38) (81)

Accumulated Other Comprehensive Loss
Balance, beginning of period (3,390) 640
Unrealized holdings losses arising during the period (3,820) (232)
Reclassification adjustment 31 (123)

Net unrealized losses on securities (3,789) (355)

Balance, end of period (7,179) 285

Total Stockholders� Equity $ 337,686 $ 333,466

COMPREHENSIVE INCOME:
Net income $ 21,536 $ 29,942
Net unrealized losses on securities (3,789) (355)

Comprehensive Income $ 17,747 $ 29,587

The accompanying notes are an integral part of the condensed consolidated financial statements.
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BRISTOL WEST HOLDINGS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOW

(Unaudited)

Six Months Ended June 30,

2006 2005

(in thousands)
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 21,536 $ 29,942
Adjustments to reconcile net income to net cash provided by operating activities:
Accretion of fixed maturity investments 2,118 1,935
Depreciation and amortization 3,611 3,382
Realized investment (gain) loss (43) 26
Deferred federal and state income taxes 21 (5,954)
Stock based compensation 1,591 999
Changes in assets and liabilities:
Premiums and other receivables (3,368) 5,280
Reinsurance receivables 17,540 268,450
Prepaid reinsurance premiums 18,471 87,990
Deferred policy acquisition costs (4,842) (21,403)
Losses and loss adjustment expenses 865 (243)
Unearned premiums 5,820 (7,847)
Reinsurance payables (27,780) (139,108)
Other assets and liabilities (10,717) 876
Tax benefit on exercise of stock options �  174

Net cash provided by operating activities 24,823 224,499

CASH FLOWS FROM INVESTING ACTIVITIES:
Purchase of fixed maturity investments - available-for-sale (45,754) (154,774)
Sales and maturities of fixed maturity investments - available-for-sale 36,590 5,288
Acquisition of property, software and equipment (3,667) (3,982)

Net cash used in investing activities (12,831) (153,468)

CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from exercise of stock options 63 155
Tax benefit on exercise of stock options 694 �  
Acquisition of treasury stock (15,258) (16,158)
Principal payments on long-term debt (1,950) (1,513)
Payment of dividends to stockholders (4,139) (3,749)
Other 22 39

Net cash used in financing activities (20,568) (21,226)

NET (DECREASE) INCREASE IN CASH AND CASH EQUIVALENTS (8,576) 49,805
Cash and cash equivalents, January 1 32,399 11,508

Cash and cash equivalents, June 30 $ 23,823 $ 61,313

The accompanying notes are an integral part of the condensed consolidated financial statements.
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BRISTOL WEST HOLDINGS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)
(dollars in thousands, except per share data)

1.       Nature of Operations

          Bristol West Holdings, Inc. (the �Company�) is a property and casualty insurer writing and distributing private passenger automobile
insurance.  Given the homogeneity of the product, the regulatory environments in which it operates, the type of customer and the method of
distribution, the operations of the Company are one segment.  As of June 30, 2006, the Company is licensed in 38 states and the District of
Columbia.  The Company consists of a holding company, four statutory insurance companies (Bristol West Casualty Insurance Company,
Bristol West Insurance Company, Security National Insurance Company and Coast National Insurance Company), agencies and claims servicing
companies.

2.       Basis of Presentation

          The unaudited condensed consolidated financial statements included herein have been prepared pursuant to the rules and regulations of the
Securities and Exchange Commission (�SEC�).  Certain information and footnote disclosures normally included in financial statements prepared in
accordance with accounting principles generally accepted in the United States of America (�GAAP�) have been condensed or omitted pursuant to
such rules and regulations.  In the opinion of management, all adjustments considered necessary for a fair presentation have been included. 
Operating results for the three and six months ended June 30, 2006 are not necessarily indicative of the results that may be expected for the year
ending December 31, 2006.  These unaudited condensed consolidated financial statements and the notes thereto should be read in conjunction
with the Company�s audited financial statements and accompanying notes included in the Company�s Annual Report on Form 10-K for the year
ended December 31, 2005.

3.       Recent Accounting Pronouncement

          In June 2006, the Financial Accounting Standards Board (�FASB�) issued interpretation of Statement of Financial Accounting Standard
(�SFAS�) No. 109, Accounting for Uncertainty in Income Taxes (�FIN 48�).  This Interpretation clarifies the accounting for uncertainty in income
taxes recognized in an enterprise�s financial statements in accordance with SFAS No. 109, Accounting for Income Taxes.  This Interpretation
prescribes a recognition threshold and measurement attribute for the financial statement recognition and measurement of a tax position taken or
expected to be taken in a tax return. This Interpretation also provides guidance on derecognition, classification, interest and penalties, accounting
in interim periods, disclosure, and transition.  This Interpretation is effective for fiscal years beginning after December 15, 2006.  The Company
is currently evaluating the impact, if any, that FIN 48 will have on its Consolidated Financial Statements.

4.       Stock-based Compensation

Employee Stock Options

          The Company has issued stock options to its employees under two plans:  the 1998 Stock Option Plan (the �1998 Plan�) of Bristol West
Holdings, Inc. and its subsidiaries and the 2004 Stock Incentive Plan (the �2004 Plan�) of Bristol West Holdings, Inc. and its subsidiaries.  The
options issued under these plans vest ratably over periods of two or five years, or earlier if there is an acceleration event.  Options expire on and
are no longer exercisable after the tenth anniversary of the grant date.  The original amount of shares authorized for grant under the 1998 Plan
and the 2004 Plan were 2,607,600 and 3,000,000, respectively.  In the aggregate, there were 1,222,610 and 1,062,858 options exercisable under
these plans at June 30, 2006 and December 31, 2005, respectively.  The weighted average remaining contractual life of options outstanding
under these plans was 2.77 years as of June 30, 2006.
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          There were no employee option grants made during the six months ended June 30, 2006.  Employee stock option activity under both the
1998 Plan and the 2004 Plan for the six months ended June 30, 2006 is detailed below:

Option shares
Number
of Shares

Weighted
Average

Exercise Price

Outstanding December 31, 2005 1,352,818 $ 4.77
Exercised during 2006 (16,396) 3.83
Expired during 2006 (508) 7.89

Outstanding June 30, 2006 1,335,914 $ 4.78

Options Outstanding Options Exercisable

Exercise Price Shares

Weighted
Average

Price

Remaining
Term

(in years) Shares

Weighted
Average

Price

$3.83 1,180,599 $ 3.83 2.23 1,124,273 $ 3.83
$7.67 - $20.91 155,315 11.97 6.82 98,337 12.17

1,335,914 $ 4.78 2.77 1,222,610 $ 4.50

Non-employee Options and Warrants

          On July 24, 2002, the Company granted options to purchase 521,520 shares of the Company�s common stock with an exercise price of
$3.83 per share to Firemark Partners LLC (�Firemark�) in exchange for providing development and implementation assistance to the Company
with respect to the Company�s OneStep® software.  These options expire and are no longer exercisable on the tenth anniversary of the grant
date.  The Company capitalized $256 of costs related to options to purchase 130,380 of these shares.  The Company calculated the fair value of
the options utilizing the Black-Scholes option pricing model and the following assumptions:  dividend yield of 0%, expected volatility of 30%,
risk-free interest rate of 4.65% and an average expected life of 10 years.  The vesting of the remaining options to purchase 391,140 shares is
subject to the satisfaction of certain performance criteria, which have not yet been met by Firemark.

          On November 21, 2005, Firemark assigned 78,228 of these options  (representing 15% of the total 521,520 option shares) to OneShield,
Inc. (�OneShield�), the developer of the Company�s OneStep® software and owner of 15% of the equity interest of Firemark.

          On March 24, 2006, Firemark exercised options to purchase 110,823 shares of the Company�s common stock.  Firemark used 22,662 of the
option shares to settle the exercise price of $424 for these options.  The number of option shares used to settle the exercise price was calculated
using the per share market price of the Company�s common stock on the date of exercise of $18.73.  As of June 30, 2006 and December 31,
2005, Firemark held options to purchase 332,469 and 443,292 shares, respectively, and OneShield held options to purchase 58,671 shares.

          In addition, Inter-Ocean Reinsurance (Ireland) Limited held warrants to purchase 432,613 shares of the Company�s common stock at June
30, 2006 and December 31, 2005.  These warrants have an exercise price of $3.83 per share and expire on July 1, 2016.

Restricted Shares

          The Company began issuing restricted stock awards in 2004 pursuant to the 2004 Plan.  The outstanding restricted stock awards were
issued as time-based awards, which vest upon the lapse of a period of time, typically in two to five years, or earlier if there is an acceleration
event.  The restricted stock awards are expensed pro rata over the vesting period based on the market value of the awards at the time of grant.
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          A summary of all employee restricted stock activity for the six months ended June 30, 2006 follows:

Shares outstanding, December 31, 2005 460,023

Shares granted 255,134

Shares forfeited (8,801)

Shares outstanding, June 30, 2006 706,356

Recent Accounting Pronouncements

          Effective January 1, 2006, the Company adopted FASB Statement of Financial Accounting Standards No. 123, Share-Based Payments
(revised 2004), (�SFAS No. 123R�).  Among its provisions, SFAS No. 123R requires the Company to recognize compensation expense for equity
awards over the vesting period based on their grant-date fair value.  Prior to the adoption of SFAS No. 123R, the Company utilized the
intrinsic-value based method of accounting under Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees (�APB
No. 25�), and related interpretations.  Accordingly, compensation cost for the stock options awarded was measured as the excess, if any, of the
fair value of the Company�s stock at the date of the grant over the amount an employee was required to pay to acquire the stock.

          The Company adopted SFAS No. 123R on January 1, 2006 using the modified prospective method.  This transition method applies to new
awards and awards modified, repurchased, or cancelled after the effective date of this statement.  The Company recognized compensation costs
of $10 during the three and six months ended June 30, 2006, based on the fair value at grant date of its unvested awards and the remaining
requisite service period.  Results for prior periods have not been restated as provided for under the modified prospective approach.  For equity
awards granted after the date of adoption, the Company amortizes share-based compensation expense on a straight-line basis over the vesting
term.

          The Company receives a tax deduction for certain stock option exercises when the options are exercised, generally for the excess of the
stock price when the options are exercised over the exercise price of the options.  Prior to the adoption of SFAS No. 123R, the Company
presented all tax benefits resulting from the exercise of stock options as operating cash inflows in the Consolidated Statements of Cash Flows. 
SFAS No. 123R requires the benefits of tax deductions in excess of the grant-date fair value for those options to be classified as financing cash
inflows rather than operating cash inflows, on a prospective basis.  Accordingly, the Company recognized tax benefits on the exercise of stock
options within the Consolidated Statements of Cash Flows as a financing cash inflow of $694 for the six months ended June 30, 2006 and as an
operating cash inflow of $174 for the six months ended June 30, 2005.

          The following table shows the effect on net income and earnings per share for the three and six months ended June 30, 2005 had
compensation expense been recognized based upon the estimated fair value on the grant date of the awards, in accordance with SFAS No. 123,
Accounting for Stock-Based Compensation, as amended by SFAS No. 148, Accounting for Stock-Based Compensation-Transition and
Disclosure:

Three Months Ended
June 30, 2005

Six Months Ended
June 30, 2005

Net income as reported $ 13,121 $ 29,942
Deduct: Total stock-based employee compensation expense determined under fair value
method for all awards, net of related tax effects (67) (150)

Pro forma net income $ 13,054 $ 29,792

Net income per share
Basic�As reported $ 0.42 $ 0.96
Basic�Pro forma $ 0.42 $ 0.95

Diluted�As reported $ 0.41 $ 0.92
Diluted�Pro forma $ 0.40 $ 0.91
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5.       Debt

          The Company entered into a secured credit facility (�Bank Agreement�) in February 2004, consisting of:  (1) a $50,000 Secured Revolving
Credit Facility, which included up to $15,000 of letters of credit maturing in 2009, (2) a $35,000 Term A Loan, maturing in 2010 and (3) a
$40,000 Term B Loan, maturing in 2011.  The Company�s interest rate on borrowings under this bank agreement (�Bank Agreement�) was London
Interbank Offered Rate (�LIBOR�) plus a margin (1% to 2.25%), based on the Company�s consolidated total debt to consolidated total
capitalization ratio as defined in the Bank Agreement.  The Company also paid certain commitment fees.  The Bank Agreement was secured by
a pledge of stock of certain of the Company�s subsidiaries.  The amount of debt outstanding at June 30, 2006 and December 31, 2005 was
$67,975 and $69,925, respectively.  The Company had no borrowings on the revolving credit line at June 30, 2006 and December 31, 2005.

          The Bank Agreement required compliance with certain financial loan covenants relating to leverage and debt service coverage.  As of, and
for the twelve-month period ended June 30, 2006, the Company was in compliance with all such covenants.

          On July 31, 2006, the Company completed a refinancing of this credit facility.  See �Note 8.  Subsequent Events� below.

6.       Net Income per Share

          The following table sets forth the computation of basic and diluted earnings per share for the three and six months ended June 30, 2006
and 2005:

Three Months Ended June 30, Six Months Ended June 30,

2006 2005 2006 2005

Net income applicable to common stockholders $ 10,346 $ 13,121 $ 21,536 $ 29,942

Weighted average common shares - basic 29,304,163 30,971,987 29,517,577 31,243,792
Effect of dilutive securities:
Options 1,077,739 1,136,259 1,123,523 1,159,646
Restricted stock 198,851 61,672 198,204 57,330
Warrants 219,463 211,886 222,136 214,942

Weighted average common shares - dilutive 30,800,216 32,381,804 31,061,440 32,675,710

Basic Earnings Per Share $ 0.35 $ 0.42 $ 0.73 $ 0.96

Diluted Earnings Per Share $ 0.34 $ 0.41 $ 0.69 $ 0.92

7.       Commitments and Contingencies

          On April 21, 2005, the Company received subpoenas from the Florida Office of Insurance Regulation (�FOIR�) requesting documents
related to all reinsurance agreements to which the Company has been a party since January 1, 1998.  On May 2, 2005, the Company received a
subpoena from the SEC seeking documents relating to �certain loss mitigation insurance products.�  On June 14, 2005, the Company received a
grand jury subpoena from the United States Attorney for the Southern District of New York (the �USAO�) seeking information relating to the
Company�s finite reinsurance agreements.  The Company has been informed that other insurance industry participants have received similar
subpoenas.  The Company is cooperating with the FOIR, the SEC and the USAO.

          All of the material reinsurance agreements to which the Company has been a party have been terminated and settled, and the reinsurers
have been released from all future liabilities under the agreements.  Inasmuch as the governmental investigations are ongoing and the various
regulatory authorities could reach conclusions different from the Company�s concerning the treatment of these transactions that are reflected in
the Company�s financial statements, it would be premature to reach any conclusions as to the likely outcome of these matters and their potential
impact upon the Company.
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          The Company is named as a defendant in a number of class action and individual lawsuits, the outcomes of which are uncertain at this
time.  These cases include those plaintiffs who are seeking restitution, damages and other remedies as a result of the Company�s alleged failure to
properly reimburse claimants for certain expenses and other cases challenging various aspects of the Company�s business practices.  The
Company plans to contest all of the outstanding suits vigorously.

          The Company accounts for such activity through the establishment of unpaid claim and claim adjustment expense reserves. The Company
believes the current assumptions and other considerations the Company uses to estimate its potential liability for litigation are appropriate. While
it is not possible to know with certainty the ultimate outcome of these claims or lawsuits, the Company believes it has adequately reserved for its
existing known litigation and that such litigation will not have a material effect on its future financial condition or results of operations. In view
of the uncertainties regarding the outcome of these claims or lawsuits, as well as the tax-deductibility of related payments, it is possible that the
ultimate cost to the Company of these claims or lawsuits could exceed the reserves established by amounts that would have a material adverse
effect on the Company�s future financial condition or results of operations in a particular quarter or year.

8.       Subsequent Events

          On July 31, 2006, the Company completed a refinancing of the credit facility represented by the Bank Agreement and increased the
amount of the term loan facility.  The new secured credit facility (�Senior Credit Facility�) consists of: (1) a $100,000 term loan and (2) a $25,000
revolving credit facility, which includes up to $15,000 of letters of credit.  The Senior Credit Facility may be prepaid at any time and is
scheduled to expire on July 31, 2011.  Borrowings under the Senior Credit Facility bear interest based either upon (1) LIBOR plus an applicable
margin ranging from 0.750% to 1.750% based on the then existing ratio of our consolidated total debt to our consolidated total capitalization, as
defined in the Senior Credit Facility, or (2) the greater of (a) the applicable prime rate and (b) the Federal funds rate for Federal Reserve System
overnight borrowing transactions plus 0.5%, plus an applicable margin ranging from 0.000% to 0.50% based on the then existing ratio of our
consolidated total debt to our consolidated total capitalization.  The Company also pays a commitment fee on the unused portion of the revolving
credit facility.  The Senior Credit Facility is secured by guarantees by, and a pledge of stock of, certain of the Company�s subsidiaries.

          On July 31, 2006, contemporaneously with the execution and delivery of the Senior Credit Facility, the Company terminated the Bank
Agreement and paid the principal and all accrued interest and fees.  See �Note 5. Debt� above.  On July 31, 2006, the outstanding principal balance
under the Bank Agreement was $67,975.  The Company incurred no early termination penalties in connection with the termination of the Bank
Agreement.  In connection with the prepayment of the refinanced debt, the Company will incur a one-time non-cash pre-tax charge of $1,311 in
the third quarter of 2006 due to the write-off of the unamortized portion of the deferred financing costs.
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Item 2.  Management�s Discussion and Analysis of Financial Condition and Results of Operations

          We have derived the following discussion and analysis of the results of operations for the three and six months ended June 30, 2006 and
June 30, 2005, respectively, and our financial condition as of each period, from the condensed consolidated financial statements included
elsewhere in this document.  You should read this discussion and analysis in conjunction with such financial statements in the Quarterly Report
on Form 10-Q for the quarter ended March 31, 2006 filed with the SEC on May 10, 2006 (the �First Quarter 2006 Form 10-Q�), and our audited
consolidated financial statements and notes thereto in our Annual Report on Form 10-K for the fiscal year ended December 31, 2005 filed with
the SEC on March 14, 2006 (the �Fiscal 2005 Form 10-K�), as well as the information under the heading �Management�s Discussion and Analysis
of Financial Condition and Results of Operations,� that is part of our Fiscal 2005 Form 10-K and of our First Quarter 2006 Form 10-Q.  When
this report uses the words �we,� �us,� and �our,� these words refer to Bristol West Holdings, Inc. and its subsidiaries, unless the context otherwise
requires.

General

          We provide private passenger automobile insurance and related services in 21 states.  Most of the business we write is non-standard
automobile insurance.  Non-standard automobile insurance provides coverage to drivers who find it difficult to purchase standard automobile
insurance as a result of a number of factors, including their driving record, vehicle, age or claims history, or because they have limited financial
resources.  Many of these drivers purchase state-mandated minimum limits of coverage to comply with financial responsibility laws.  Premium
rates for non-standard automobile insurance policies are generally higher than for standard or preferred automobile insurance policies for
comparable coverage.

          The operating results of property and casualty insurance companies are subject to fluctuations from quarter-to-quarter and year-to-year
due to a number of factors, including, but not limited to, general economic conditions, the regulatory climate in states where an insurer operates,
state regulation of premium rates, changes in pricing and underwriting practices of the insurer and its competitors, the frequency and severity of
losses, natural disasters and other factors.  Historically, results of property and casualty insurance companies have been cyclical, with periods of
high premium rates and strong profitability followed by periods of price competition, falling premium rates and reduced profitability.

          We continue to direct our operations in view of the market conditions and anticipated changes to those conditions in each state in which
we operate.  The non-standard automobile insurance business is highly competitive, and we compete with both large national insurance
providers and smaller regional companies.  Some of our competitors have more capital, higher ratings and greater resources than we have, and
they may offer a broader range of products and lower prices and down payments than we offer.

          For a detailed description of our business, see �Item 1.  Business� in our Fiscal 2005 Form 10-K.

Operating Results � Key States

          Market conditions in the states in which we operate are competitive to varying degrees.  We monitor the rate and underwriting activity of
the other market participants in each state in which we do business.  During the second quarter of 2006, we tracked 222 rate revisions by
companies we monitor.  One hundred and four of these revisions were rate increases, 99 were rate reductions, and 19 were revenue neutral.

          Some companies with which we compete, primarily in California, do not verify certain underwriting information, which has the effect of
lowering the premium they charge, and thus attracting more business.  In addition, in California and in other states, some companies with which
we compete pay incentives to agents and brokers, such as contingent commissions.  Also, some competitors spend significant sums on national
and local advertising.  In all of our markets, we have not relaxed our underwriting standards, we do not pay incentives to agents and brokers, and
we do not spend significantly on consumer advertising.

          Our gross written premium was $143.2 million for the second quarter ended June 30, 2006 compared to $157.8 million for the same
quarter of 2005, a decline of $14.6 million or 9%.  Our gross written premium was $300.4 million for the six months ended June 30, 2006
compared to $328.1 million for the same period in 2005, a decline of $27.7 million or 8%.  These figures included a change in the provision for
expected policy cancellations.  The change in the provision for expected policy cancellations increased gross written premium by $1.1 million
for the second quarter of 2006 compared to an increase of $8.5 million for the second quarter of 2005.  The change in the provision in the second
quarter of 2005 was principally the result of an improvement in the rate of expected cancellations.  Most of the change in the provision in the
second quarter of 2006 related to the decline in unearned premiums.
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          For the six months ended June 30, 2006, the change in the provision for expected policy cancellations increased gross written premium by
$1.8 million compared to an increase of $8.3 million during the same period of 2005.  The purpose of the provision is to reduce installment
premiums due in the future from our policyholders, as well as the related unearned premiums, to the amount we expect to ultimately collect and
earn.  We adjust the provision based upon observed changes in the cancellation rate of in force policies and changes in the balance of unearned
premiums.

          Gross written premium before and after the change in the provision for cancellations for the three and six months ended June 30, 2006 and
2005 is presented below.

Three months ended June
30, Six months ended June 30,

% %
State 2006 2005 Change 2006 2005 Change

($ in millions) ($ in millions)
California $ 60.2 $ 72.2 -16.6% $ 128.9 $ 155.8 -17.3%
Florida 22.7 22.8 -0.4% 48.0 48.0 0.0%
Michigan 17.6 20.3 -13.3% 37.1 42.8 -13.3%
Pennsylvania 7.2 4.1 75.6% 13.1 7.5 74.7%
Texas 5.9 5.6 5.4% 12.0 11.8 1.7%
South Carolina 5.4 4.0 35.0% 12.0 10.0 20.0%
New Hampshire 3.5 4.2 -16.7% 7.4 8.0 -7.5%
Maine 3.0 3.4 -11.8% 6.3 7.2 -12.5%
Virginia 3.0 2.1 42.9% 6.0 4.7 27.7%
Colorado 2.7 1.7 58.8% 4.8 3.4 41.2%
All Other  (includes 11 states) 10.9 8.9 22.5% 23.0 20.6 11.7%

Gross written premium, before change
in expected policy cancellation provision $ 142.1 $ 149.3 -4.8% $ 298.6 $ 319.8 -6.6%

Change in expected policy cancellation
provision 1.1 8.5 n/m 1.8 8.3 n/m

Gross written premium $ 143.2 $ 157.8 -9.3% $ 300.4 $ 328.1 -8.4%

          Our gross written premium in California for the three and six months ended June 30, 2006 was 17% below the comparable periods of
2005.  Our gross written premium in our other states grew by 6% in the aggregate during the three months ended June 30, 2006 and by 3% in the
aggregate during the six months ended June 30, 2006 compared to the same periods of 2005.  New business production declined by less than 1%
for the second quarter of 2006 compared to the second quarter of 2005, reflecting a decline of 15% in new business production in California
offset by an aggregate increase of 11% in new business production for all other states.  Changes in gross written premium, as enumerated above,
vary significantly by state and are influenced by a variety of factors, including competitive conditions and regulatory environments within those
states, and our strategies with respect to product pricing and changes in the number and location of producers.

          Increasing the number of producers with which we do business is one important aspect of our growth strategy.  We attempt to target
producers in geographic areas where we are under-represented and where we believe we can write profitable business.  During the second
quarter of 2006, we increased our total number of producers to 8,458 and our total number of producer locations to 11,340.  This compares to
6,963 producers and 9,340 producer locations as of June 30, 2005, and approximately 7,720 producers and 10,360 producer locations as of
December 31, 2005.  The following table displays our producer representation in our key states as of June 30, 2006 and June 30, 2005.
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Producers Producer Locations

State June 30, 2006 June 30, 2005 June 30, 2006 June 30, 2005

California 1,241 1,007 2,022 1,759
Florida 1,406 1,156 1,714 1,421
Michigan 643 563 905 726
Pennsylvania 864 699 986 798
Texas 845 723 1,343 1,152
All Other 3,459 2,815 4,370 3,484

Totals 8,458 6,963 11,340 9,340

          Our gross written premium in California for the second quarter of 2006 declined by $12.0 million to $60.2 million from $72.2 million in
the comparable period of 2005, as a result of continued competitive market conditions in that state.  While our competitors� rates, as filed, remain
stable, some have relaxed underwriting standards by not verifying miles driven, driving experience, or other underwriting information, which
can significantly affect policy premiums.  This practice has resulted in lower policy premiums for some drivers, making it more difficult for
companies not engaging in such practices to attract new customers and retain those that seek alternative quotes at renewal.  While some of our
competitors have relaxed underwriting standards, we have not observed increased relaxation of such standards during the second quarter of 2006
and thus believe market conditions have begun to stabilize.  We have not relaxed our underwriting standards and do not intend to do so in the
future.  We are also monitoring proposed regulations introduced by the California Department of Insurance that would require all auto insurers
to implement procedures to verify annual mileage.

          New business application volume in California for the second quarter of 2006 was 15% below that of the second quarter of 2005.  The rate
of decline continued to slow in comparison to a 22% reduction in the first quarter of 2006 and a 42% reduction in the fourth quarter of 2005. 
We continue to believe this trend indicates that the California market is beginning to stabilize.

          On March 1, 2006, we launched a new product in California that complements our existing product offering by providing additional
coverage options.  The new product employs greater pricing segmentation than does our existing product.  We are pleased with the product�s
performance to date, and we will continue to monitor its performance very closely.

          The California Office of Administrative Law has approved regulations proposed by the California Department of Insurance that would
change the weighting of rating factors for private passenger auto insurance.  If implemented, the regulations would lessen the impact of territory
as a rating factor.  Lawsuits have been filed challenging the legality of these regulations and seeking a preliminary injunction to prevent their
implementation.

          In Florida, our second largest state, gross written premium for the second quarter of 2006 was $22.7 million compared to $22.8 million for
the comparable quarter of 2005.  We continue to observe signs that the rates in Florida market are firming.  During the second quarter of 2006,
the competitors we monitor implemented 35 rate revisions:  18 increases, 10 decreases, and seven that were revenue neutral.  These revisions
continue the trend we noted during the fourth quarter of 2005 and the first quarter of 2006 of rate increases outnumbering rate decreases among
competitors� rate filings.

          The Florida Office of Insurance Regulation has proposed rules making it more difficult for insurers to use credit as a rating variable.  We
are monitoring litigation challenging the legality of this proposed rule.

          On August 1, 2006, we launched our Select 2.0 product in Florida.  We designed this product to be broadly competitive.  We used
advanced statistical techniques to create a new rating algorithm for this latest version of our Select product.  Additionally, we are employing our
own proprietary credit model and vehicle symbol set in the rating process.

          In Michigan, our third largest state, gross written premium for the second quarter of 2006 declined by $2.7 million to $17.6 million from
$20.3 million for the second quarter of 2005.  We attribute this decline in volume principally to rate increases that we implemented in January
and April 2006 in response to increasing severity of personal injury protection (�PIP�) claims in Michigan.  For the second quarter of 2006, we
tracked 10 rate revisions by companies with which we compete in Michigan, of which seven were increases and three were decreases.
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          The Michigan legislature has not considered the legislation proposed by the governor of that state that would decrease automobile
insurance rates by 20%, eliminate the use of credit as a rating variable, and seek changes in the law to make it easier for claimants to file tort
claims.

          At this time, we cannot determine the outcome of the regulatory developments in California, Florida, and Michigan discussed above, and
their impact on the insurance industry and our business.

          In Pennsylvania, our gross written premium for the second quarter of 2006 grew by $3.1 million to $7.2 million from $4.1 million for the
second quarter of 2005, an increase of 76%.  New business application volume in Pennsylvania for the second quarter of 2006 was 127% higher
than for the second quarter of 2005.  Some of our key competitors raised rates during the second quarter of 2006 which we believe had a
favorable effect on our new business production in this state.  During the second quarter of 2006, we saw 24 rate revisions by competitors we
monitor:  six were increases, 11 were decreases, and seven were revenue neutral.  As with each state in which we do business, we are closely
monitoring and analyzing our business in Pennsylvania, and we are satisfied with the trends to date.

          In Texas, our gross written premium for the second quarter of 2006 grew by $0.3 million to $5.9 million from $5.6 million for the
comparable quarter of 2005.  For the second quarter of 2006, we observed four rate revisions in this state, three of which were increases and one
a decrease.  In June 2006, we introduced our Select 2.0 product in Texas.  As noted above, this product employs increased pricing segmentation
and makes use of our own proprietary credit model and vehicle rating factors.  The new product has been well received.  In the 17 days after the
date of introduction to the end of the second quarter of 2006, we observed a 77% increase in our new business policy counts as compared to the
preceding 17 days.

          To date, we have now introduced the Select 2.0 product in four of the states in which we operate, and it appears to have been well received
in each.  We introduced Select 2.0 in the Colorado market in February 2006.  For the second quarter of 2006, our gross written premium in
Colorado grew by $1.0 million, or 59%, to $2.7 million from $1.7 million for the second quarter of 2005.  We also introduced the Select 2.0
product in the Oregon market in April 2006 and in the Florida market in August 2006.  We plan to deploy this product in South Carolina,
Wisconsin, Pennsylvania, Michigan, Maine, and Indiana by year-end, and expect to have introduced it in all of the states in which we operate by
mid-2007, with the exception of any states where regulatory constraints would prohibit us from introducing the product.  The preliminary results
of the Select 2.0 product appear to be satisfactory; nevertheless, we will continue to monitor its performance closely.

          One of our objectives is to increase our geographic diversification over time.  Although California continues to be our largest state, our
mix of premium writings has become more geographically diverse.  For the second quarter of 2006, we derived 42% of our gross written
premium from California, down from 48% for the second quarter of 2005.  California, Florida and Michigan collectively accounted for 71% of
our gross written premium for the second quarter of 2006, down from 77% for the second quarter of 2005.

          The number of policies in force is a significant driver of our gross earned premium.  The table below shows our average number of
policies in force and gross earned premium for the three and six months ended June 30, 2006 and 2005.

Three months ended June
30, Six months ended June 30,

% %
2006 2005 Change 2006 2005 Change

(in thousands) (in thousands)
Average number of policies in force 407.1 459.3 -11.4% 408.8 467.3 -12.5%
Gross earned premium $ 147,775 $ 166,228 -11.1% $ 294,554 $ 335,977 -12.3%

For the second quarter of 2006, the average number of policies in force decreased by 11% compared to the same quarter of 2005, while gross
earned premium similarly decreased by 11%.  At June 30, 2006, we had 404,000 policies in force, a decrease of 10% compared to 451,000 at
June 30, 2005 and a decrease of less than one-half of one percent compared to 406,000 at December 31, 2005.
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Operations

          We continue to emphasize productivity and efficiency by closely managing our staffing levels in relation to volume in our claims and
policy service divisions.  At June 30, 2006, our staff count was down to 1,181 compared to 1,263 at June 30, 2005 and 1,213 at December 31,
2005.  We employ various metrics to evaluate service performance to ensure that service levels are meeting or exceeding our benchmarks.  We
have modified rates 33 times thus far in 2006.  Nine such modifications were increases, 11 were revenue neutral, nine were decreases, and four
were new product introductions.  The overall effect of these modifications was to increase our overall rates by 0.6%.   We continuously monitor
in great detail the profitability of our business.  We seek rate changes based on indicated profitability related to our targets.  We believe we can
continue to improve our product structure by filing class plan changes that lower rates for certain market segments that produce favorable results
relative to our average in a given state and raise rates for other poorer performing segments.

          In the aggregate, we have now deployed point-of-sale underwriting in 18 states, and we utilized point-of-sale underwriting to process over
99% of our new business applications in the first two quarters of 2006.  We have fully deployed OneStep® in South Carolina, California, Ohio,
Texas, Mississippi, Tennessee, Florida, Indiana, Pennsylvania, and Michigan for both new business and endorsements.  Additionally, we are in
the process of deploying OneStep in Arizona and Wisconsin.  OneStep Raptor® has been deployed in all but three of our other states.

Reinsurance

          We agreed with National Union Fire Insurance Company of Pittsburgh, PA, a subsidiary of American International Group, Inc. (AIG), to
terminate our 2005 quota share reinsurance agreement on a cut-off basis and commute the balances effective January 1, 2006.  The termination
and commutation resulted in the reinsurer�s release from all future liability and the settlement of the net balance due to us, including commission
and profit commission receivable, ceded loss reserves, and ceded unearned premiums less amounts payable to the reinsurer.  We received the net
balance of $11.0 million on January 31, 2006.  The termination and commutation had no impact on reported net income or retained earnings. 
The termination and commutation resulted in the following increases/(decreases) to our balance sheet accounts in 2006:

Cash $ 11,004
Reinsurance recoverable on paid and unpaid losses and loss adjustment expenses (16,429)
Prepaid reinsurance (18,287)
Ceding commission receivable (8,928)
Reinsurance payables (28,067)
Deferred policy acquisition costs 4,573

          We have not purchased any voluntary reinsurance for 2006.  However, we continue to cede premium to the Michigan Catastrophic Claims
Association (�MCCA�), a mandatory facility that provides excess of loss coverage for personal injury protection in Michigan.  Earned premium
ceded to the MCCA was $2.5 million for the second quarter of 2006 compared to $2.3 million for the second quarter of 2005.
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Results of Operations

          The table below provides summary information about our operations:

Three Months Ended June 30, Six Months Ended June 30,

2006 2005 2006 2005

(dollars in thousands, except per share data)
Statement of Operations Data:
Revenue:
Net earned premium $ 145,290 $ 153,536 $ 289,568 $ 316,995
Net investment income 5,098 4,402 10,065 8,035
Realized gain (loss) on investments, net (25) (25) 43 (26)
Policy service fee revenue 13,434 16,512 27,270 34,278
Other income 750 678 1,484 1,426

Total revenue 164,547 175,103 328,430 360,708

Costs and Expenses:
Losses and loss adjustment expenses incurred 98,277 103,553 195,935 211,318
Commissions and other underwriting expenses 38,436 40,796 75,962 81,611
Other operating and general expenses (a) 10,884 9,138 21,267 18,809
Interest expense 1,281 1,034 2,487 2,002

Total costs and expenses 148,878 154,521 295,651 313,740

Income before income taxes 15,669 20,582 32,779 46,968
Income taxes 5,323 7,461 11,243 17,026

Net Income $ 10,346 $ 13,121 $ 21,536 $ 29,942

Per Share Data:
Net income per common share - Basic $ 0.35 $ 0.42 $ 0.73 $ 0.96
Net income per common share - Diluted $ 0.34 $ 0.41 $ 0.69 $ 0.92
Operating Data:
Gross written premium $ 143,187 $ 157,780 $ 300,374 $ 328,130
Net written premium 140,841 140,442 313,859 397,137
Gross earned premium 147,775 166,228 294,554 335,977
Ratios:
Loss ratio 67.6% 67.4% 67.7% 66.7%
Expense ratio (a) 24.2% 21.3% 23.6% 20.4%

Combined ratio 91.8% 88.7% 91.3% 87.1%

(a) Per SEC Staff Accounting Bulletin 107, Topic 14.F, �Classification of Compensation Expense Associated with Share-Based Payment
Arrangements,� stock-based compensation expense should be presented in the same lines as cash compensation.  As such, stock-based
compensation expense is no longer presented separately, and our expense ratio now includes this expense item.  Prior period amounts have been
reclassified to conform to the 2006 presentation.
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Overview of Operating Results

          Net income for the three months ended June 30, 2006 was $10.3 million compared to $13.1 million for the three months ended June 30,
2005, a decrease of 21%.  During the most recent quarter, we incurred pre-tax losses of $430,000 associated with an extra-contractual verdict in
California and $375,000 from hail storms in the Midwest.  During the quarter ended June 30, 2005, we incurred pre-tax expenses of $935,000
related to previously reported regulatory inquiries concerning our reinsurance agreements.  Net income, excluding the after-tax effect of these
items in the respective periods, was $10.9 million for the quarter ended June 30, 2006 compared to $13.7 million for the quarter ended June 30,
2005.

          Net income for the six months ended June 30, 2006 was $21.5 million compared to $29.9 million for the six months ended June 30, 2005,
a decrease of 28%.  During the first six months of 2006, we incurred pre-tax losses of $430,000 associated with an extra-contractual verdict in
California, $375,000 from hail storms in the Midwest, and $168,000 related to Hurricane Wilma claims.  Net income, excluding the after-tax
effect of the aforementioned losses associated with an extra-contractual verdict in California, hail storms in the Midwest, and Hurricane Wilma,
as well as expenses related to the regulatory inquiries in the respective periods, was $22.1 million for the six months ended June 30, 2006
compared to $30.5 million for the six months ended June 30, 2005.

          The following table summarizes the after tax amounts of the items enumerated above that impacted our net income for the three and six
months ended June 30, 2006 and 2005.

Three months ended
June 30,

Six months ended
June 30,

2006 2005 2006 2005

(in thousands) (in thousands)
Loss due to extra-contractual verdict in California, net of related tax effects $ 283 $ �  $ 283 $ �  
Loss due to hail storms in the Midwest, net of related tax effects 246 �  246 �  
Hurricane losses, net of related tax effects �  �  110 �  
Costs associated with regulatory inquiries, net of related tax effects �  596 �  596

Total, net of related tax effects $ 529 $ 596 $ 639 $ 596

Three Months and Six Months Ended June 30, 2006 compared to Three Months and Six Months Ended June 30, 2005

Revenues

          The following table shows gross, ceded, and net written and earned premium for the three and six months ended June 30, 2006 and 2005.
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Three months ended June 30, Six months ended June 30,

2006 2005 2006 2005

(dollars in thousands) (dollars in thousands)
Gross written premium $ 143,187 $ 157,780 $ 300,374 $ 328,130
Ceded written premium:
Other reinsurance 2,346 17,338 4,802 37,303
Effect of reinsurance commutation �  �  (18,287)(1) (106,310)(2)

Total ceded written premium 2,346 17,338 (13,485) (69,007)

Net Written Premium $ 140,841 $ 140,442 $ 313,859 $ 397,137

% Ceded, excluding effect of reinsurance commutation 1.6% 11.0% 1.6% 11.4%

Gross Earned Premium $ 147,775 $ 166,228 $ 294,554 $ 335,977
Ceded Earned Premium 2,485 12,692 4,986 18,982

Net Earned Premium $ 145,290 $ 153,536 $ 289,568 $ 316,995

% Ceded 1.7% 7.6% 1.7% 5.6%

(1)   Amount represents the unearned premium previously ceded under our 2005 quota share resinsurance agreement, which we
received as a result of the termination and commutation of this agreement.

(2)   Amount represents the unearned premium previously ceded under our 2002-2004 quota share reinsurance agreement, which
we received as a result of the termination and commutation of this agreement.

          Gross Written Premium.  Gross written premium was $143.2 million for the three months ended June 30, 2006 compared to $157.8
million for the same period of 2005, a decline of 9%.  For the six months ended June 30, 2006, gross written premium was $300.4 million
compared to $328.1 million for the same period of 2005, a decline of 8%.  The decline in gross written premium emanated primarily from
California and Michigan where written premium declined by a combined $14.7 million and $32.6 million, respectively, for the three and six
months ended June 30, 2006 compared to the corresponding periods of 2005.  Our gross written premium in the other states in which we do
business grew in the aggregate by 13% and 9%, respectively, during the same periods.  For a detailed discussion of market conditions, see
�Operating Results � Key States.�

          We provide for expected policy cancellations in order to adjust written premium to amounts we expect to ultimately collect and earn (see
�Operating Results � Key States�).  During the three months ended June 30, 2006, we reduced the provision by $1.1 million, which added less than
1% to our reported gross written premium for the quarter.  During the quarter ended June 30, 2005, we reduced the provision by $8.5 million. 
The larger reduction in the second quarter of 2005 was principally the result of an improvement in the rate of expected cancellation to 23.1% as
of June 30, 2005 compared to 24.7% as of March 31, 2005.  Cancellation experience has continued to improve:  The expected rate was 20.6% as
of June 30, 2006.  Because the cancellation rate was virtually unchanged compared to the rate as of March 31, 2006, most of the reduction in the
provision during the second quarter of 2006 related to the decline in unearned premiums.  For the six months ended June 30, 2006, we reduced
the provision by $1.8 million, which again represented less than 1% of our reported gross written premium for the six-month period.

          Net Written Premium.  Net written premium for the three months ended June 30, 2006 was $140.8 million compared to $140.4 million for
the same period of 2005.  Net written premium was essentially unchanged despite the decline in gross written premium because we had no
voluntary quota share reinsurance in 2006.  Net written premium for the three months ended June 30, 2005 was reduced by $14.9 million ceded
pursuant to a 10% quota share reinsurance agreement in place during that time.  We had no similar agreement in 2006.  We continued to cede
premium to the MCCA, the amount and impact of which were not material to the change in net written premium for the second quarter of 2006
compared to the second quarter of 2005. 
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          For the six months ended June 30, 2006, net written premium decreased to $313.9 million compared to $397.1 million for the comparable
period of 2005, a decline of $83.2 million.  The decrease resulted primarily from the termination of quota share reinsurance agreements during
the first quarters of both 2006 and 2005.  Upon termination of the reinsurance agreements, we �recaptured� the previously ceded unearned
premium, which added to our net written premium.  We recaptured $106.3 million in the first quarter of 2005 compared to $18.3 million in the
first quarter of 2006, a decrease of $88.0 million.  Our net written premium, exclusive of the effect of these terminations, was $295.6 million for
the first six months of 2006 compared to $290.8 million for the first six months of 2005.  Net written premium for the six months ended June 30,
2005 was reduced by $32.4 million ceded pursuant to a 10% quota share reinsurance agreement in place during that time.  We had no similar
agreement in 2006.

          Net Earned Premium.  Net earned premium for the three months ended June 30, 2006 was $145.3 million compared to $153.5 million for
the corresponding period of 2005, a decrease $8.2 million, or 5%.  Net earned premium for the three months ended June 30, 2005 was reduced
by $10.4 million ceded pursuant to a 10% quota share reinsurance agreement in place during that time.  We had no similar agreement in 2006. 
Net earned premium, excluding the effect of the 2005 quota share reinsurance, decreased by $18.6 million, or 11%, for the second quarter of
2006 compared to the second quarter of 2005.  Net earned premium for the six months ended June 30, 2006 was $289.6 million compared to
$317.0 for the same period of 2005, a decrease of $27.4 million, or 9%.  Net earned premium for the six months ended June 30, 2005 was
reduced by $14.5 million ceded pursuant to a 10% quota share reinsurance agreement in place during that time.  We had no similar agreement in
2006.  Net earned premium, excluding the effect of the 2005 quota share reinsurance, decreased by $41.9 million, or 13%, for the first six
months of 2006 compared to the first six months of 2005.  We attribute these declines in net earned premium primarily to the competitive market
conditions we observed in some of our key states (see �Operating Results � Key States�) which resulted in declines in gross earned premium of 11%
and 12% for the three and six months ended June 30, 2006 compared to the corresponding periods of 2005.

          Net Investment Income.  Net investment income for the three months ended June 30, 2006 increased 16% to $5.1 million compared to $4.4
million for the same period of 2005.  Net investment income for the six months ended June 30, 2006 increased 26% to $10.1 million compared
to $8.0 million for the same period of 2005.  The increases in net investment income were due to higher investment yields on the portfolio in the
second quarter and first six months of 2006 compared to the corresponding periods of 2005.  The pre-tax equivalent book yield of our fixed
maturity portfolio increased to 4.73% at June 30, 2006 from 4.27% at June 30, 2005.  The increase in net investment income for the first
six-month period is also attributable to a larger invested asset base, which averaged $455.5 million for the first six months of 2006 compared to
$357.6 million for the first six months of 2005.

          Policy Service Fee Revenue.  Policy service fee revenue was $13.4 million for the three months ended June 30, 2006 as compared to $16.5
million for the same period of 2005, a decrease of $3.1 million or 19%.  For the six months ended June 30, 2006, policy service fee revenue was
$27.3 million compared to $34.3 million for the same period of 2005, a decline of $7.0 million or 20%.  These declines in fee income are
primarily the result of reduced installment fees and the decline in our California business, where our fees are higher than for the rest of our
business.  A greater percentage of our customers are signing up for electronic funds transfer (�EFT�) payment plans, on which we charge lower
installment fees.  The EFT business is more persistent, produces a lower loss ratio and is less expensive to administer.  The portion of our
policyholders who utilize EFT increased to 15% for the second quarter of 2006 compared to 5% for the second quarter of 2005.

Costs and Expenses

          Losses and Loss Adjustment Expenses.  Net losses and loss adjustment expenses incurred for the three months ended June 30, 2006 were
$98.3 million compared to $103.6 million for the same period of 2005.  Net losses and loss adjustment expenses incurred for the six months
ended June 30, 2006 were $195.9 million compared to $211.3 million for the same period in 2005.

The following table displays our net incurred losses and loss adjustment expenses (�LAE�) related to the current accident year (losses and
LAE occurring in the current fiscal year) and prior accident years (losses and LAE recognized in the current fiscal year related to accidents
which took place in a prior fiscal year).
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Three months ended June 30, Six months ended June 30,

2006 2005 2006 2005

(dollars in thousands) (dollars in thousands)

Losses and LAE incurred - current accident year $ 97,857 $ 103,579 $ 195,180 $ 211,456
Losses and LAE incurred - prior accident years 420 (26) 755 (138)

Total losses and LAE incurred $ 98,277 $ 103,553 $ 195,935 $ 211,318

Loss ratio - current accident year 67.3% 67.4% 67.4% 66.7%
Loss ratio - prior accident years 0.3% 0.0% 0.3% 0.0%

Total loss ratio 67.6% 67.4% 67.7% 66.7%

          Our loss ratio was little changed at 67.6% for the three months ended June 30, 2006 compared to 67.4% for the comparable quarter of
2005.  For the six months ended June 30, 2006, our loss ratio of 67.7% compared to 66.7% for the corresponding period of 2005, an increase of
1.0 point.  Adverse development on prior years� loss and LAE reserves, primarily attributed to an extra-contractual verdict in California and
Hurricane Wilma claims, contributed $0.8 million to net losses and LAE incurred for the six months ended June 30, 2006, or 0.3 points of the
increase over the comparable period of 2005.  Loss development occurs when reserves for losses and LAE established for prior accident years
prove to be redundant or inadequate, and management adjusts those reserves to reflect the updated estimate of the ultimate losses and LAE
related to such accident years.  We record changes to reserves established in prior years in losses and LAE incurred in the period in which we
make the change.  During the second quarter of 2006, we also incurred $0.4 million of losses related to hail storms in the Midwest, which
contributed 0.1 points of the increase during the six months ended June 30, 2006 compared to the same period of 2005.  The remainder of the
increase in the loss ratio is attributed to an increase in our claims adjustment expense ratio.  The ratio has increased as premium volume has
declined because a portion of our costs are fixed or semi-fixed and cannot be adjusted readily in response to changes in volume.

          Commissions and Other Underwriting Expenses.  Commissions and other underwriting expenses for the three months ended June 30, 2006
were $38.4 million compared to $40.8 million for the same period of 2005.  For the six months ended June 30, 2006, commission and other
underwriting expenses were $76.0 million as compared to $81.6 million for the same period of 2005.  Most of the decrease was the result of
lower earned premium in the three and six months ended June 30, 2006 compared to the corresponding periods of 2005.  The ratio of gross
commission expense to gross earned premium for the six months ended June 30, 2006 was 14.7% compared to 14.8% for the same period of
2005, while the premium tax rate for the six months ended June 30, 2006 was also little changed from the comparable period of 2005. 

          The following table provides detail of our commissions and other underwriting expenses before and after the impact of our quota share
reinsurance agreements.

Three months ended June 30, Six months ended June 30,

2006 2005 2006 2005

(in thousands) (in thousands)

Gross commissions $ 21,549 $ 24,445 $ 43,258 $ 49,843
Premium tax expense 3,146 3,639 6,332 7,612
Other underwriting expenses 13,682 15,570 26,306 28,233

Gross expenses 38,377 43,654 75,896 85,688

Ceding commission (expense) income (59) 2,858 (66) 4,077

Commissions and other underwriting expenses $ 38,436 $ 40,796 $ 75,962 $ 81,611
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          Other Operating and General Expenses.  Other operating and general expenses for the three months ended June 30, 2006 were $10.9
million compared to $9.1 million for the same period of 2005, an increase of $1.8 million, or 20%.  For the six months ended June 30, 2006,
other operating and general expenses were $21.3 million compared to $18.8 million for the same period of 2005, an increase of $2.5 million or
13%.  For the three and six months ended June 30, 2005, we incurred pre-tax expenses of $0.9 million related to previously reported regulatory
inquiries concerning our reinsurance agreements, while we incurred an insignificant amount of such expenses in the corresponding periods of
2006.  Stock-based compensation expense contributed $0.3 million and $0.6 million, respectively, of the increases noted for the three and
six-month periods of 2006 compared to the same periods of 2005.  Pursuant to Financial Accounting Standards Board (�FASB�) Statement of
Financial Accounting Standards No. 123, Share-Based Payments (revised 2004), (�SFAS No. 124R�), and SEC Staff Accounting Bulletin 107,
Topic 14.F, �Classification of Compensation Expense Associated with Share-Based Payment Arrangements,� stock-based compensation is no
longer presented as a separate financial statement line item.  See �Recent Accounting Pronouncements� in this section below.  Also contributing to
the increases in other operating and general expenses was depreciation expense, primarily related to enterprise software, which was higher by
$0.2 million and $0.3 million, respectively, for the three and six-month periods of 2006 compared to the same periods of 2005.

          Interest Expense.  Interest expense for the three months ended June 30, 2006 was $1.3 million compared to $1.0 million for the same
period of 2005, an increase of $0.3 million.  Interest expense for the six months ended June 30, 2006 was $2.5 million compared to $2.0 million
for the same period of 2005, an increase of $0.5 million.  The increases are attributable to increasing interest rates.  The rate we pay on our credit
facility debt is variable and is tied to the London Interbank Offered Rate (�LIBOR�).  The average LIBOR rate was higher during the three and six
months ended June 30, 2006 than in the comparable periods of 2005.  The aggregate weighted average interest rate was 6.6% during the three
months ended June 30, 2006 compared to 4.8% during the three months ended June 30, 2005, and 6.4% during the six months ended June 30,
2006 compared to 4.6% during the six months ended June 30, 2005.  As of June 30, 2006, we had $68.0 million of outstanding credit facility
debt as compared to $71.9 million at June 30, 2005.

          Income Taxes.  Income taxes for the three months ended June 30, 2006 were $5.3 million compared to $7.5 million for the comparable
period of 2005.  For the six months ended June 30, 2006, income taxes were $11.2 million, representing an effective tax rate of 34.3%.  The
effective tax rate comprises 31.7% for federal income taxes and 2.6% for state income taxes.  Income taxes for the six months ended June 30,
2005 were $17.0 million, representing an effective tax rate of approximately 36.25%.  The effective rate for the six months ended June 30, 2005
comprised 32.9% for federal income taxes and 3.35% for state income taxes.

          Ratios.  The table below displays the key components of the combined ratio:

Three months ended June
30, Six months ended June 30,

2006 2005 2006 2005

Loss ratio 67.6% 67.4% 67.7% 66.7%
Direct commission ratio 14.8% 15.9% 14.9% 15.7%
Ceding commission (income) ratio 0.0% -1.9% 0.0% -1.3%
Underwriting expense ratio 11.6% 12.5% 11.3% 11.3%
Other operating and general expense ratio 7.5% 6.0% 7.3% 5.9%
Fee (income) ratio -9.7% -11.2% -9.9% -11.2%

Net expense ratio 24.2% 21.3% 23.6% 20.4%

Combined ratio 91.8% 88.7% 91.3% 87.1%

          Our combined ratio was 91.8% for the three months ended June 30, 2006, higher by 3.1 points compared to 88.7% for the same period of
2005.  The increase is primarily attributable to the expense ratio, which increased 2.9 points to 24.2% for the three months ended June 30, 2006
compared to 21.3% for the same period of 2005.  Lower fee and other income during the three months ended June 30, 2006 compared to the
same period of 2005 contributed 1.4 points of the increase in the expense ratio.  In addition, 1.9 points of the increase to the expense ratio was
caused by the absence of ceding commission income in the three months ended June 30, 2006 compared to the same period of 2005 as a result of
the termination of our voluntary quota share reinsurance.
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          Our combined ratio for the six months ended June 30, 2006 was 91.3% compared to 87.1% for the corresponding period of 2005, an
increase of 4.2 points.  The increase is attributable to a 1.0-point increase in the loss ratio and a 3.2-point increase in the expense ratio.  The
increased loss ratio was partially due to 0.3 points of adverse development on prior years� loss and LAE reserves, primarily attributed to an
extra-contractual verdict in California and Hurricane Wilma claims.  In addition, we also incurred $0.4 million of losses related to hail storms in
the Midwest during the six months ended June 30, 2006, which contributed 0.1 points of the increase.  The increased expense ratio was partially
due to lower fee and other income in the six months ended June 30, 2006 compared to the corresponding period of 2005, which accounted for
1.3 points of the increase.  Lower ceding commission income for the six months ended June 30, 2006 compared to the same period of 2005, as a
result of the termination of our voluntary quota share reinsurance agreements, accounted for an additional 1.3 points of the increase.  Increased
other operating and general company expenses in the six months ended June 30, 2006 compared to the same period of 2005 added 1.4 points to
the expense ratio. For the six months ended June 30, 2006, we incurred an insignificant amount of expenses related to previously reported
regulatory inquiries concerning our reinsurance agreements compared to $0.9 million before taxes during the corresponding period of 2005,
which mitigated the increase to the expense ratio by 0.3 points.

          The table below displays our gross, ceded, and net underwriting results, as well as the related gross, ceded and net loss, expense and
combined ratios.
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Three Months Ended June 30, Six Months Ended June 30,

2006 2005 2006 2005

Underwriting Results Before Reinsurance
Revenues
Gross earned premium $ 147,775 $ 166,228 $ 294,554 $ 335,977
Expenses
Losses and adjustment expenses incurred 103,760 112,499 206,059 224,669
Commissions 21,549 24,445 43,258 49,843
Other underwriting expenses 16,828 19,209 32,638 35,845
Other operating and general expenses 10,884 9,138 21,267 18,809

Total underwriting expenses 153,021 165,291 303,222 329,166

Gross underwriting result (5,246) 937 (8,668) 6,811
Fee and other income 14,184 17,190 28,754 35,704

Pretax underwriting income $ 8,938 $ 18,127 $ 20,086 $ 42,515

Gross loss ratio 70.2% 67.7% 70.0% 66.9%
Gross expense ratio 23.7% 21.4% 23.2% 20.5%

Gross combined ratio 93.9% 89.1% 93.2% 87.4%

Reinsurance Ceded Results
Revenues
Ceded earned premium $ 2,485 $ 12,692 $ 4,986 $ 18,982
Expenses
Ceded losses and adjustment expenses incurred 5,483 8,946 10,124 13,351
Ceding commissions (59) 2,858 (66) 4,077

Total underwriting expenses 5,424 11,804 10,058 17,428

Ceded underwriting (loss) income $ (2,939) $ 888 $ (5,072) $ 1,554

Ceded loss ratio 220.6% 70.5% 203.0% 70.3%
Ceded expense ratio -2.4% 22.5% -1.3% 21.5%

Ceded combined ratio 218.2% 93.0% 201.7% 91.8%

Net Underwriting Results
Revenues
Net earned premium $ 145,290 $ 153,536 $ 289,568 $ 316,995
Expenses
Net losses and loss adjustment expenses incurred 98,277 103,553 195,935 211,318
Commissions - net of reinsurance 21,608 21,587 43,324 45,766
Other underwriting expenses 16,828 19,209 32,638 35,845
Other operating and general expenses 10,884 9,138 21,267 18,809

Total underwriting expenses 147,597 153,487 293,164 311,738

Net underwriting result
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