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PART |

ltem 1. Business.

Cener al

Harl eysville Goup Inc. (the "Conpany") 1is an insurance
hol ding conpany headquartered in Pennsylvania which engages,
through its subsidiaries, in the property and casualty insurance
busi ness on a regional basis. As used herein, "Harleysville G oup"
refers to Harleysville Goup Inc. and its subsidiaries.

The Conpany is a Delaware corporation formed by Harleysville
Mutual I nsurance Conpany (the “Mitual Conpany”) in 1979 as a
whol | y- owned subsi diary. In May 1986, the Conpany conpleted an
initial public offering of its comon stock, reducing the
percentage of outstanding shares owned by the Mtual Conpany to
approximately 70% In April 1992, the Mitual Conpany conpleted a
secondary public offering of a portion of the Conpany's comon
stock then owned by it, further reducing the percentage of
out standi ng shares owned by the Mitual Conpany. At Decenber 31,
2002, the Mutual Conpany owned approximately 56% of the Conpany’s
out st andi ng shares.

Harl eysville G oup and the Mutual Conpany operate together as
a network of regional insurance conpanies that underwite a broad
line of personal and comercial coverages. These insurance
coverages are nmarketed primarily in the eastern and mdwestern
United States through approximately 1,700 insurance agencies.
Regional offices are maintained in GCeorgia, |Indiana, Mryland,
Massachusetts, M chigan, Mnnesota, New Jersey, New York, North
Carolina, Pennsylvania, Tennessee, and Virginia. The Conpany's
property and casualty insurance subsidiaries are: Harl eysvil | e-
Atlantic Insurance Conpany ("Atlantic"), Harleysville Insurance
Conpany ("HC'), Harleysville Insurance Conpany of New Jersey
("HNJ"), Harleysville Insurance Conpany of New York ("H C New
York"), Harleysville Insurance Conpany of Gio ("HC Chio"),
Harleysville Lake States Insurance Conpany ("Lake States"),
Harl eysville Preferred | nsur ance Conpany ("Preferred"),
Harl eysville Wrcester Insurance Conpany ("Wrcester"), and Md-
Anerica | nsurance Conpany.

The Conpany has followed a regional strategy. Managenent
believes that the Conpany's regional organization permts each
regional operation to benefit from economes of scale provided by
centralized support while encouraging | ocal narketing autonony and
manageri al entrepreneurship. Services which directly involve the
insured or the agent (i.e., underwiting, clains and narketing)



generally are perfornmed regionally in accordance w th Conpany-w de
standards to pronote high quality service, while actuarial
investnment, Jlegal, data processing and simlar services are
performed centrally. The Conpany's network of regional insurance
conpani es has expanded significantly in the |last eighteen years. In
1983, the Conpany acquired Wrcester, a property and casualty
i nsurer whi ch has conducted business in New England since 1823. In
1984, HNJ was forned by the Conpany and began underwriting property
and casualty insurance in New Jersey. In 1987, the Conpany
acquired Atlantic, a property and casualty insurer which has
conducted business in the southeastern United States since 1905
In 1991, the Conpany acquired Md-Amrerica (fornmerly named
Connecticut Union Insurance Conpany), which conducted business in
Connecticut, and H C New York, which conducts business in upstate
New Yor k. In 1993, the Conpany acquired Lake States, which
primarily conducts business in M chigan. In 1994, the Conpany
formed HHC Onhio which began underwiting property and casualty
i nsurance in Onio. In 1997, the Conpany acquired H C, which
primarily conducts business in Mnnesota and nei ghbori ng st ates.

The Conpany's property and casualty subsidiaries participate
in an interconpany pooling arrangenent whereby these subsidiaries
cede to the Miutual Conpany all of their net premuns witten and
assunme from the Mitual Conpany a portion of the pool ed business
whi ch includes substantially all of the Mitual Conpany's property
and casualty insurance business. See "Business - Pooling
Arrangenent . "

Busi ness Segnent s.

Harl eysville Goup has three segnents which consist of the
personal |ines of insurance, the commercial |ines of insurance and
the investnment function. Financial information about these segnents
is set forth in Note 14 of the Notes to Consolidated Financial
St at ement s.

Narrative Description of Business.
Property and Casualty Underwiting

Harl eysville Goup and the Miutual Conpany together underwite
a broad line of personal and commercial property and casualty
coverages, including autonobile, honeowners, comercial nulti-peri
and workers conpensati on. The Miutual Conpany and the Conpany's
i nsurance subsidiaries participate in an interconpany pooling
arrangenent under which such subsidiaries and the Mitual Conpany
conbi ne their property and casual ty busi ness.



Harl eysvill e G oup and the Miutual Conpany have a pool ed rating
of "A" (excellent) by A M Best Conpany, Inc. ("Best's") based upon
2001 statutory results and operating performance. Best's ratings
are based upon factors relevant to policyholders and are not
directed toward the protection of investors. Managenent believes
that the Best's rating is an inportant factor in marketing
Harl eysville Goup's products to its agents and custoners.

The followwing table sets forth ratios for the Conpany's
property and casualty subsidiaries, prepared in accordance wth
accounting principles generally accepted in the United States of
Arerica ("GAAP') and with statutory accounting practices ("SAP")
prescribed or permtted by state insurance authorities. The
statutory conbined ratio is a standard neasure of underwiting
profitability. This ratio is the sumof (i) the ratio of incurred
| osses and |oss settlenent expenses to net earned premum ("l oss
ratio"); (ii) the ratio of expenses incurred for conm ssions,
premum taxes, admnistrative and other underwiting expenses to
net witten premum ("expense ratio"); and (iii) the ratio of
dividends to policyholders to net earned premum ("dividend
ratio"). The GAAP conbined ratio is calculated in the same nanner
except that it is based on GAAP anounts and the denom nator for
each conponent is net earned premum Wen the conbined ratio is
under 100% underwiting results are generally considered

profitable. Conversely, when the conbined ratio is over 100%
underwiting results are generally considered unprofitable. The
conbined ratio does not reflect investnent incone, federal incone
taxes or other non-operating income or expense. Harl eysville

G oup's operating incone is a function of both underwiting results
and i nvestnent incone.



HARLEYSVI LLE GROUP BUSI NESS ON\LY
Year Ended Decenber 31,

2002 2001 2000
GAAP conbined ratio 102. 2% 104. 7% 106. 2%
Statutory operating rati os:
Loss ratio 68. 2% 71. 2% 71. 7%
Expense and dividend ratios 33. 7% 33. 0% 34. 4%
Statutory conbined ratio 101. 9% 104. 2% 106. 1%

The followng table sets forth the net witten premuns and
conbi ned ratios by line of insurance, prepared in accordance wth
statutory accounting practices prescribed or permtted by state
insurance authorities, for Harleysville Goup for the periods
i ndi cat ed:

HARLEYSVI LLE GROUP BUSI NESS ONLY

Year Ended Decenber 31,

2002 2001 2000
(dol l ars i n thousands)

Net Premuns Witten

Conmrer ci al :
Aut onobi | e $199, 511 $171, 106 $142, 589
Wr kers conpensati on 114, 565 117, 583 108, 473
Conmercial multi-peril 224,709 183, 216 159, 679
Q her conmer ci al 57,272 43, 955 35, 978
Total conmerci al 596, 057 515, 860 446, 719
Per sonal :
Aut onobi | e 125, 593 151, 270 168, 116
Honeowner s 67, 831 70, 679 75, 551
QG her personal 8, 369 9,778 11, 086
Tot al personal 201, 793 231, 727 254, 753
Total Harleysville
G oup Busi ness $797, 850 $747, 587 $701, 472
Conbi ned Rati o0s
Conmrer ci al :
Aut onobi | e 91. 6% 96. 6% 106. 9%
Wr kers conpensati on 127. 4% 105. 7% 102. 2%
Conmercial multi-peril 93. 7% 100. 2% 105. 8%
Q her conmer ci al 86. 3% 95. 5% 95. 2%
Total conmerci al 99. 5% 100. 0% 104. 5%
Per sonal :
Aut onobi | e 115. 8% 112. 8% 106. 0%
Homeowner s 97. 6% 117. 8% 117. 4%
O her personal 74. 1% 85. 2% 91. 2%
Total personal 108. 1% 113. 1% 108. 7%
Total Harleysville
G oup Busi ness 101. 9% 104. 2% 106. 1%



Pool i ng Arrangenent

The Conpany's property and casualty subsidiaries participate
in an interconpany pooling arrangenent with the Miutual Conpany. The
underwiting pool is intended to produce a nore uniform and stable
underwiting result fromyear to year for all conpanies in the pool
than they would experience individually and to reduce the risk of
loss of any of the pool participants by spreading the risk anong
all the participants. Each conpany participating in the pool has
at its disposal the capacity of the entire pool, rather than being
limted to policy exposures of a size commensurate with its own
capital and surplus. The additional capacity exists because such
policy exposures are spread anong all the pool participants which
each have their own capital and surplus. Regulation is applied to
t he individual conpanies rather than to the pool.

Pursuant to the terns of the pooling agreenent with the Mt ual
Conpany, each of the Conpany's subsidiary participants cedes
prem uns, |osses and expenses on all of its business to the Mitual
Conpany which, in turn, retrocedes to such subsidiaries a specified
portion of premuns, |osses and expenses of the Mutual Conpany and
such subsidiaries. Under the ternms of the interconpany pooling
agreenent whi ch becane effective January 1, 1986, Preferred and HNJ
ceded to the Mutual Conpany all of their insurance business witten
on or after January 1, 1986. Al of the Mitual Conpany's property
and casualty insurance business witten or in force on or after
January 1, 1986, was also included in the pool ed business. The
pool i ng agreenent provides, however, that Harleysville Goup is not
liable for any losses occurring prior to January 1, 1986. The
pooling agreenent does not legally discharge Harleysville Goup
from its primary liability for the full amunt of the policies
ceded. However, it nmakes the Mutual Conpany liable to Harleysville
Goup to the extent of the business ceded.

The followng table sets forth a chronology of the changes
that have occurred in the pooling agreenent since it becane
effective on January 1, 1986.



Chr onol ogy of Changes in Pooling Agreenent

Harl eysville Mut ual

G oup Conpany
Dat e Per cent age Per cent age Event

January 1, 1986 30% 70% Current pooling agreenent began
with Preferred and HNJ as
participants wth the Mitual
Conpany.

July 1, 1987 35% 65% Atlantic acquired and included in
t he pool.

January 1, 1989 50% 50% Worcester included in the pool.

January 1, 1991 60% 40% HC New York and Md-Anerica
acquired and included in the pool
and the Mitual Conpany forned
Pennl and (not a pool participant)
to wite Pennsylvania personal
aut onobi | e busi ness.

January 1, 1996 65% 35% Pennl and i ncluded in the pool.

January 1, 1997 70% 30% Lake States included in the pool.

January 1, 1998 2% 28% H C i ncluded in the pool.

Effective as of January 1, 1992, Harleysville-Garden State
| nsurance Conpany (Garden State), a subsidiary of the Mitual
Conpany, began insuring new and renewal New Jersey personal
aut onobi | e i nsurance policies that had been included in the pooling
arr angenent . Garden State is not a participant in the pooling
arrangenent.

When pool participation percentages increased as described
above, cash and investnents equal to the net increase in
liabilities assunmed less a ceding commssion related to the net
increase in the liability for unearned premuns, was transferred
from the Miutual Conpany to Harleysville G oup. See Managenent's
D scussion and Analysis of Financial Condition and Results of
Qper at i ons.

Al premuns, |osses, loss settlenent expenses and other
underwiting expenses are prorated anong the parties to the pooling
arrangenent on the basis of their participation in the pool. The
met hod of establishing reserves is set forth under "Business -
Reserves." The pooling agreenment nmay be anended or termnated by
agreenent of the parties. Termnation may occur only at the end of
a cal endar year. The Boards of Directors of the Conpany and the
Mut ual Conpany maintain a coordinating commttee which reviews and
eval uates, and when changes are warranted, approve the pooling

arrangenents between the Conpany and the Mitual Conpany. See
"Busi ness-Rel ationship wth the Mitual Conpany." In evaluating
pool participation changes, t he



coordinating commttee considers current and proposed acqui sitions,
the relative capital positions and revenue contributions of the
pool participants, and growh prospects and ability to access
capital markets to support that growh. Harleysville G oup does not
intend to termnate its participation in the pooling agreenent.

The followng table sets forth the net premuns witten and
conbined ratios by line of insurance for the total pool ed business
after elimnation of nanagenent fees, prepared in accordance wth
statutory accounting practices prescribed or permtted by state
i nsurance authorities, for the periods indicated.

TOTAL POOLED BUSI NESS
Year Ended Decenber 31,
2002 2001 2000
(dollars in thousands)

Net Premuns Witten

Commer ci al :
Aut onobi | e $ 277,807 $ 238,262 $198,579
Wr kers conpensati on 159, 118 163, 310 150, 657
Commercial multi-peril 317, 657 259, 082 225, 960
Q her 81, 152 62, 324 51, 154
Total commerci al 835, 734 722,978 626, 350
Per sonal :
Aut onobi | e 175, 076 210, 834 234, 347
Honmeowner s 96, 504 100, 685 107, 632
O her 11, 631 13, 588 15, 406
Total personal 283, 211 325, 107 357, 385

Total pool ed business $1,118,945 $1,048,085 $983, 735

Conbi ned Rati os‘?

Conmrer ci al :
Aut onobi | e 91. 4% 96. 7% 107. 3%
Wr kers conpensati on 127. 9% 105. 5% 102. 8%
Conmercial multi-peril 91. 9% 99. 1% 104. 6%
Q her 84. 5% 94. 4% 93. 3%
Total conmerci al 98. 6% 99. 5% 104. 2%

Per sonal :

Aut onobi | e 115. 8% 113. 2% 106. 2%
Hormeowner s 95. 6% 121. 9% 117. 4%
Q her 73. 9% 85. 3% 91. 2%
Tot al personal 107. 3% 114. 7% 108. 9%
Tot al pool ed busi ness 101. 0% 104. 4% 105. 9%

‘YSee the definition of conbined ratio in "Business-Property and
Casualty Underwiting".



The conbined ratio for the total pooled business differs from
Harl eysville Goup’s conbined ratio primarily because of the effect
of the aggregate catastrophe reinsurance agreenent with the Mitual
Conpany. See Note 2(a) of the Notes to Consolidated Financial
Stat enment s and Busi ness—Rei nsur ance.

Reser ves. Loss reserves are estimates at a given point in
time of what the insurer expects to pay to claimants for clains
occurring on or before such point in tine, including clains which
have been incurred but not yet been reported to the insurer. These
are estimates, and it can be expected that the ultimate liability
will exceed or be less than such estinmates. During the 1oss
settlenent period, additional facts regarding individual clains may
becone known, and consequently it often becones necessary to refine
and adjust the estimates of liability.

Harleysville Goup maintains reserves for estimates of the
ultimate unpaid cost of all losses incurred, including |osses for
clainms which have been incurred but have not yet been reported to
Harl eysvill e G oup. Loss settlenent expense reserves are intended
to cover the ultimate costs of settling all «clains, including
investigation and litigation costs relating to such clains. The
amount of | oss reserves for reported clains is based primarily upon
a case-by-case evaluation of the type of risk involved and
knowl edge of the circunstances surrounding each claim and the
insurance policy provisions relating to the type of loss. The
amounts of loss reserves for incurred but unreported clains and
loss settlenent expense reserves are determned utilizing
historical information by line of insurance as adjusted to current
conditions. Inflation is inplicitly provided for in the reserving
function through analysis of costs, trends and reviews of
historical reserving results. Reserves are closely nonitored and
are reconputed periodically using the nost recent information on
reported clains and a variety of actuarial techniques. Wth the
exception of reserves relating to sone workers conpensation |ong-
termdisability cases, |oss reserves are not discounted.
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The following table sets forth a reconciliation of beginning
and ending net reserves for wunpaid |losses and |oss settlenent
expenses for the years indicated for the total pool ed business on a
statutory basis.

TOTAL POOLED BUSI NESS
Year Ended Decenber 31,
2002 2001 2000
(i n thousands)

Reserves for | osses
and | oss settl enent
expenses, begi nni ng
of the year $1, 147,517 $1, 136, 848 $1, 181, 066

I ncurred | osses and | oss
settl enent expenses:
Provi sion for insured
events of the current
year 730, 924 756, 289 759, 471
Decrease in provision
for insured events of

prior years (3,816) (22, 444) (65, 319)

Total incurred
| osses and | oss
settl enent expenses 727,108 733, 845 694, 152

Paynment s:
Losses and | oss
settl enent expenses
attributable to
i nsured events of
the current year 277,603 327, 615 346, 846
Losses and | oss
settl enent expenses
attributable to
i nsured events of
prior years 372,642 395, 561 391, 524

Total paynents 650, 245 723,176 738, 370
Reserves for | osses and

| oss settlenent expenses,
end of the year $1, 224, 380 $1, 147,517 $1, 136, 848
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The follow ng table sets forth the devel opnment of net reserves
for unpaid |osses and |oss settlenent expenses from 1992 through
2002 for the pool ed busi ness of the Miutual Company and Harleysville
Goup on a statutory basis. "Reserve for losses and |oss
settl ement expenses" sets forth the estimated liability for unpaid
| osses and | oss settlenent expenses recorded at the bal ance sheet
date for each of the indicated years. This liability represents
the estimated anmount of |osses and |oss settlenment expenses for
clainms arising in the current and all prior years that are unpaid
at the balance sheet date, including losses incurred but not
report ed.

The "Reserves reestimated" portion of the table shows the
reestimated anmount of the previously recorded liability based on
experience of each succeeding year. The estimate is increased or
decreased as paynents are nmade and nore information becones known
about the severity of remaining unpaid clains. For exanple, the
1992 liability has devel oped a redundancy after ten years, in that
reestimated | osses and | oss settlenment expenses are expected to be
lower than the initial estimated liability established in 1992 of
$784.5 mllion by $33.5 mllion, or 4.3%

The "CQumul ative anmount of reserves paid' portion of the table
shows the cumulative losses and loss settlenment expense paynents
made in succeeding years for losses incurred prior to the bal ance

sheet date. For exanple, the 1992 colum indicates that as of
Decenber 31, 2002, paynents of $691.1 mllion of the currently
reestimated ultimate liability for losses and |oss settlenent

expenses had been nade.

The "Redundancy" portion of the table shows the cunulative
redundancy at Decenber 31, 2002 of the reserve estimate shown on
the top line of the corresponding colum. A redundancy in reserves
means that reserves established in prior years exceeded actual
| osses and |oss settlenment expenses or were reevaluated at |ess
than the original reserved anount.

The following table includes all 2002 pool participants as if
they had participated in the pooling arrangenment in all years
i ndi cated except for acquired pool participant conpanies, which are
included from their date of acquisition. Under the terns of the
pooling arrangenent, Harleysville Goup is not responsible for
| osses on the pool ed business occurring prior to January 1, 1986.
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TOTAL POOLED BUSINESS

Year Ended December 31,

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

(dol1Tars in thousands)

Reserve for losses and
loss settlement

expenses $784,514  $825,028  $855,305 $900,336 $1,033,376 $1,124,910 $1,172,664 $1,181,066 $1,136,848 $1,147,517 $1,224,380
Reserves reestimated:
One year later 781,746 819,494 837,255 856,493 995,656 1,068,687 1,090,640 1,115,747 1,114,404 1,143,701
Two years later 778,064 802,213 817,330 820,894 961,228 1,005,208 1,042,183 1,097,544 1,124,881
Three years later 774,420 800,129 800,365 799,191 918,006 972,318 1,027,968 1,106,107
Four years later 776,687 792,901 790,234 768,704 894,015 961,721 1,028,927
Five years later 770,420 786,731 768,815 748,667 887,697 962,861
Six years later 767,777 771,015 753,928 743,859 890,713
Seven years later 756,912 759,080 750,226 747,954
Eight years later 749,287 755,744 753,753
Nine years later 746,889 760,274
Ten years later 750,994

Cumulative amount
of reserves paid:

One year later 244,210 255,078 246,935 273,744 328,691 338,377 358,526 391,524 395,561 372,642
Two years later 402,394 403,601 406,944 448,497 523,307 540,522 562,908 609,016 609,777

Three years later 503,309 511,281 525,840 566,804 656,234 674,740 695,315 753,893

Four years later 572,656 587,900 599,336 643,451 741,013 756,502 777,204

Five years later 616,940 629,908 645,271 690,301 790,902 801,602

Six years later 639,186 657,570 677,668 720,664 821,164

Seven years later 656,913 677,123 698,652 740,151

Eight years later 671,091 691,518 712,800

Nine years later 682,514 702,435

Ten years later 691,098

Redundancy 33,520 64,754 101,552 152,382 142,663 162,049 143,737 74,959 11,967 3,816
Redundancy

expressed as a
percent of year

end reserves 4.3% 7.8% 11.9% 16.9% 13.8% 14.4% 12.3% 6.3% 1.1% 0.3%
Cumulative redundancy

excluding

pre-1986 reserve

development @ 58,819 89,026 124,163 171,452 156,988 171,463 150,664 80,354 14,975 5,997

@ Excludes years not included in pooling arrangement with Harleysville Group.



Harl eysville G oup's reserves primarily are derived fromthose
established for the total pooled business. The terns of the
pooling agreenment provide that Harleysville Goup is responsible
only for pooled losses incurred on or after the effective date,
January 1, 1986. The GAAP | oss reserve experience of Harleysville
Goup, as reflected in its financial statenents, is shown in the
followi ng table which sets forth a reconciliation of beginning and
ending net reserves for unpaid | osses and | oss settlenent expenses
for the years indicated for the business of Harleysville G oup
only.

HARLEYSVI LLE GROUP BUSI NESS ONLY
Year Ended Decenber 31,
2002 2001 2000
(i n thousands)

Reserves for | osses and
| oss settlenent expenses,
begi nni ng of the year $800, 861 $792, 584 $823, 914

I ncurred | osses and | oss
settl enent expenses:
Provi sion for insured
events of the current
year 526, 265 537,172 541, 738
Decrease in provision
for insured events of
prior years (4, 648) (17, 350) (48, 937)

Total incurred | osses
and | oss settl enent
expenses 521, 617 519, 822 492, 801

Paynment s:
Losses and | oss settl enent
expenses attributable to
i nsured events of the
current year 199, 874 229, 435 244,978
Losses and | oss settl enent
expenses attributable to
i nsured events of prior
years 265, 422 282,110 279, 153

Total paynents 465, 296 511, 545 524, 131

Reserves for | osses and | oss
settl enent expenses, end
of the year $857, 182 $800, 861 $792, 584

See page 16 for reconciliation of net reserves to gross reserves.

14



Harl eysvill e G oup recogni zed a decrease in the provision for
insured events of prior years (favorable developnent) of $4.6,
$17.4 and $48.9 mllion in 2002, 2001, and 2000, respectively. The
favorabl e devel opnent for 2002 primarily relates to |ower-than-
expected claim severity in the comercial and personal I|ines of
busi ness. The favorabl e devel opnent for 2001 primarily relates to
| ower -t han- expected | oss adjusting expenses and, for 2000, | ower-
t han- expected claim severity in the comercial and personal |ines
of busi ness. The 2001 and 2000 favorable devel opnent includes
$14.8 mllion and $20.2 mllion of reductions in |loss settlenent
expenses. In both years, such reductions are related to benefits
frominitiatives to reduce costs of adjusting clains and to the
favorabl e devel opnent on | osses.

The followng table sets forth the devel opnent of net reserves
for unpaid |osses and |oss settlenment expenses for Harleysville
G oup. The effect of changes to the pooling agreenent
participation is reflected in this table. For exanple, the January
1, 1996 increase in Harleysville Goup's pooling participation from
60% to 65% is reflected in the first line of the 1996 colum.
Amounts of assets equal to increases in net liabilities was
transferred to Harleysville Goup from the Mtual Conpany in
conjunction wth each respective pooling change. The anount of the
assets transferred has been netted against and has reduced the
cunul ative amounts paid for years prior to the pooling changes
For exanple, the 1995 columm of the "Cunul ati ve anount of reserves
paid" portion of the table reflects the assets transferred in
conjunction with the 1996 increase in the pooling percentage from
60% to 65% as a decrease netted in the "one year later" line. The
cumul ative anobunts paid are reflected in this manner to maintain
conparability. This is because when Harleysville Goup pays clains
subsequent to the date of a pool participation increase, the
anounts paid are greater, however, the prior year's reserve anounts

are reflective of a lower pool participation percentage. By
reflecting pooling participation increases in this nanner, |o0ss
devel oprent IS not obscur ed. Loss devel opnent reflects

Harl eysville Goup's share of the total pooled business |oss
devel opnent since January 1, 1986 when Harleysville Goup began
participation, plus |oss developnent of any subsidiary not
participating in the pooling agreenent.

Loss devel oprnent information for the total pooled business is

presented on pages 12 to 14 to provide greater analysis of
underlyi ng cl ai ns devel opnent .
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HARLEYSVILLE GROUP BUSINESS

Year Ended December 31,

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
(do1Tars in thousands)
Reserve for losses
and Tloss settlement
expenses $437,883 $499,272  $535,452 $576,653 $718,700 $793,563  $813,519 $823,914 $792,584 $800,861 $857,182
Reserves reestimated:
One year later 438,135 496,057 524,565 541,654 688,972 750,956 753,987 774,977 775,234 796,213
Two years later 435,005 483,635 507,090 513,555 662,393 704,157 717,324 761,234 781,117
Three years later 430,728 477,164 491,919 496,138 630,170 678,757 706,491 765,816
Four years later 429,125 468,804 482,834 473,084 611,179 670,534 705,615
Five years later 421,408 462,571 466,309 456,940 606,037 669,789
Six years later 417,715 450,152 453,934 452,885 606,642
Seven years later 408,789 439,842 450,675 454,267
Eight years later 401,582 436,846 451,648
Nine years later 399,261 438,538
Ten years later 400,647
Cumulative amount
of reserves paid:
One year Tlater 144,465 161,557 164,849 105,774 200,907 228,622 252,972 279,153 282,110 265,422
Two years later 234,991 254,840 219,225 204,030 330,158 371,624 397,685 433,901 434,579
Three years later 292,381 290,667 283,816 281,546 423,337 465,897 491,274 536,547
Four years later 314,848 329,830 330,705 334,204 482,016 523,050 548,696
Five years later 335,411 355,338 361,250 365,574 516,221 553,984
Six years later 347,731 372,727 382,214 385,720 536,473
Seven years later 357,966 384,443 395,607 398,214
Eight years later 365,812 393,092 404,257
Nine years later 372,321 399,416
Ten years later 376,965
Redundancy 37,236 60,734 83,804 122,386 112,058 123,774 107,904 58,098 11,467 4,648
Redundancy
expressed as
a percent of
year end reserves 8.5% 12.2% 15.7% 21.2% 15.6% 15.6% 13.3% 7.1% 1.4% 0.6%
Gross reserve $486,608 $560,811 $603,088 $645,941 $796,820 $868,393  $893,420 $901,352 $864,843 $879,056 $928,335
Ceded reserve 48,725 61,539 67,636 69,288 78,120 74,830 79,901 77,438 72,259 78,195 71,153
Net reserve $437,883 $499,272  $535,452 7 $718,700 $813,519 2 14 $792,58 $800,861 $857,182
Gross re-estimated  $452,444 $509,519 $522,302 $525,397 $685,556 $748,266 $785,044 $858 086 $889,122 $893,981
Ceded re-estimated 51,797 70,981 70,654 71,130 ,914 78,477 79,429 270 108,005 97,768
Net re-estimated $400,647 4 $451,648 $454,267 $606, 642 $669, 89 §$7 05,6 5 $7 65,8 6 $781,117 $796,213

Note: The amount of cash and investments received equal

$93,966,000, $28,318,000, and $12,392,000 for the changes in pool participation in 1996, 1997,

to the increase in liabilities for unpaid losses and loss settlement expenses was

and 1998,

respectively.



Rei nsur ance. Harl eysville Goup follows the customary
industry practice of reinsuring a portion of its exposures and
paying to the reinsurers a portion of the premuns received.
I nsurance is ceded principally to reduce the net liability on
individual risks and to protect against catastrophic |osses.
Rei nsurance does not legally discharge an insurer fromits primary
liability for the full anount of the policies, although it does
make the assumng reinsurer liable to the insurer to the extent of
the reinsurance ceded. Therefore, a ceding conpany is subject to
credit risk with respect to its reinsurers.

The reinsurance described below is mintained for the
Conpany's subsidiaries and the Miutual Conpany and its whol | y-owned
subsidiaries. Reinsurance premuns and recoveries are allocated to
participants in the pooling agreenent according to pooling
per cent ages.

Rei nsurance for property and auto physical danage |osses is
currently maintained under a per risk excess of loss treaty
affording recovery to $8.5 mllion above a retention of $1.5
mllion. Harleysville Goup's 2002 pooling share of such recovery
would be $6.1 mllion above a retention of $1.1 million. I n
addi tion, the Conpany's subsidiaries and the Muitual Conpany and its
whol | y-owned subsidiaries are reinsured under a catastrophe
rei nsurance treaty effective for one year from July 1, 2002 which
provi des coverage ranging from 84.8% to 94.3% of up to $140.0
mllion in excess of a retention of $30.0 mllion for any given
catastrophe. Harleysville Goup's 2002 pooling share of this
coverage would range from84.8%to 94.3%of up to $100.8 mllion in
excess of a retention of $21.6 mllion for any given catastrophe.
Accordingly, pursuant to the terns of the treaty, the naxi num
recovery would be $126.5 nmillion for any catastrophe involving an
insured loss equal to or greater than $170.0 mllion. Harleysville
Goup's pooling share of this maxi mum recovery would be $91.1
mllion for any catastrophe involving an insured loss of $122.4
mllion or greater. The treaty includes reinstatenment provisions
providing for coverage for a second catastrophe and requiring
payment of an additional premum in the event of a first
cat astrophe occurring. Mst terrorismlosses would not be covered
by the treaty. Harl eysville Goup has not purchased funded
catastrophe covers. Harleysville Goup and Mitual have purchased
property per risk excess of |oss reinsurance which covers certain
terrorismlosses and provides for recovery of up to $8.5 mllion in
excess of $1.5 million of terrorism|osses for any one risk under
certain circunstances. The maxi mum recovery by Harleysville G oup
on a terrorismloss occurrence is $27.0 mllion.

Casualty reinsurance (including liability and workers
conpensation) is currently nmaintained under an excess of |oss
treaty affording recovery to $38.0 nmllion above a retention of
$2.0 mllion for each |oss occurrence. Harl eysville Goup s 2002
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pooling share of a recovery would be up to $25.9 mllion above a
retention of $1.4 mllion. In addition, there is reinsurance to
protect Harleysville Goup from |arge workers conpensation | osses
in 2002. For unbrella liability coverages, reinsurance protection
up to $14.0 million is provided over a retention of $1.0 mllion
Harl eysville Goup's 2002 pooling share would provide for recovery
of $10.1 nmillion over a retention of $0.7 mllion. The casualty
rei nsurance prograns provide coverage for a terrorist event with no
rei nst at enment provi sion.

Harl eysvill e G oup has a reinsurance agreenent with the Mitua
Conpany whereby the  Mitual Conpany reinsures accunul ated
catastrophe losses in a quarter up to $14.4 nillion in excess of
$3.6 mllion in return for a reinsurance premum The agreenent
excludes catastrophe losses resulting from earthquakes or
hurricanes. This agreenent was anended effective July 1, 2002 to
exclude terrorism losses in order to reflect current reinsurance
mar ket conditi ons. The premum rate and other terns were not
changed.

The terns and charges for reinsurance coverage are typically
negoti ated annually. The reinsurance mnarket 1is subject to
conditions which are simlar to those in the direct property and
casualty insurance nmarket, and there can be no assurance that
reinsurance will remain available to Harleysville Goup to the sane
extent and at the sane cost currently maintained.

Harleysville Goup considers nunerous factors in choosing
reinsurers, the nost inportant of which are the financial stability
and credit worthiness of the reinsurer. Harleysville Goup has not
experienced any material collectibility problens for its
rei nsurance recover abl es.

Conpetition. The property and casualty insurance industry is
hi ghly conpetitive on the basis of both price and service. There
are numerous conpanies conpeting for the categories of business
underwitten by Harleysville Goup in the geographic areas where
Harl eysvill e G oup operates, many of which are substantially |arger
and have considerably greater financial resources than Harleysville
Goup. In addition, because the insurance products of Harleysville
Goup and the Mitual Conpany are mnarketed exclusively through
i ndependent i nsurance agencies, nost of which represent nore than
one conpany, Harleysville Goup faces conpetition wthin each
agency.

18



Marketing. Harleysville Goup nmarkets its insurance products
t hr ough i ndependent agencies and nonitors the performance of these
agencies relative to many factors including profitability, growth
and retention. At Decenber 31, 2002, there were approximately
1, 700 agenci es.

| nvest nent s

An inportant elenment of the financial results of Harleysville
Goup is the return on invested assets. An investnent objective of
Harl eysville Goup is to maintain a wdely diversified fixed
maturities portfolio structured to nmaximze after-tax investnent
incone while mnimzing credit risk through investnments in high
quality instrunents. An objective also is to provide adequate
funds to pay clains without forced sales of investnents. At
Decenber 31, 2002, substantially all of Harleysville Goup’s fixed
maturity investnment portfolio was rated at investnent grade and the
investnent portfolio did not contain any real estate or nortgage
| oans. Harl eysville Goup also invests in equity securities with
the objective of capital appreciation.

Harleysville Goup has adopted and follows an investnent
phi | osophy which precludes the purchase of non-investnent grade
fixed income securities. However, due to uncertainties in the
econom c environnent, it is possible that the quality of
investnents held in Harleysville Goup's portfolio nmay change.
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The following table shows the conposition of Harleysville
Goup's fixed maturity investnent portfolio at anortized cost,
excluding short-term investnents, by rating as of Decenber 31,
2002:

Decenber 31, 2002
Anount Per cent
(dollars i n thousands)

Rat i ng'"
U S. Treasury and U S. agency bonds‘? $ 282,652 19. 7%
Aaa 492, 091 34.3
Aa 410, 895 28.6
A 220, 223 15. 3
Baa 27,481 1.9
Ba 3, 282 0.2
C 418 0.0
Tot al $1, 437, 042 100. 0%

(D Ratings assigned by Mody's |nvestors Services, |nc.
(D1 ncludes GNVA pass-through obligations and collateralized
nort gage obligati ons.

Harl eysville Goup invests in both taxable and tax-exenpt
fixed income securities as part of its strategy to maxi mze after-
tax income. Such strategy considers, anong other factors, the
impact of the alternative mninum tax. Tax-exenpt bonds nade up
approxi mately 44% 40% and 45% of the total investnent portfolio at
Decenber 31, 2002, 2001 and 2000, respectively.

The following table shows the conposition of Harleysville
Goup's investnent portfolio at carrying value, excluding short-
terminvestnents, by type of security as of Decenber 31, 2002:

Decenmber 31, 2002
Anpunt Per cent
(dollars i n thousands)

Fi xed maturities:

U.S. Treasury obligations $ 41,557 2. 6%
U.S. agency obligations 33, 888 2.1
Mor t gage- backed securities 228, 367 14. 1

ol igations of states and

political subdivisions 703, 558 43.5
Corporate securities 502, 661 31.1
Total fixed maturities 1,510,031 93.4
Equity securities 107,177 6. 6

Tot al $1,617, 208 100. 0%
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Investment results of Harleysville Goup's fixed maturity
i nvestnment portfolio are as shown in the follow ng table:

Year Ended Decenber 31,
2002 2001 2000
(dollars in thousands)

| nvest ed asset s(¥ $1, 416, 294 $1, 379,551 %1, 361, 310
| nvest ment i ncone® $ 84,438 $ 83,191 $ 83,958
Aver age yield 6. 0% 6. 0% 6. 2%

(D Average of the aggregate invested anmounts at anortized cost at
t he begi nning and end of the period.

(® I nvestnment incone does not include investment expenses, realized
i nvestment gains or | osses or provision for income taxes.

The follow ng table indicates the conposition of Harleysville
Goup's fixed maturity investnment portfolio at carrying value,
excluding short-term investnents, by tine to maturity as of
Decenber 31, 2002:

Decenmber 31, 2002
Anpunt Per cent
(dollars i n thousands)

Due i n'Y
1 year or |ess $ 124,689 8. 3%
COver 1 year through 5 years 435, 433 28.8
Over 5 years through 10 years 601, 700 39.9
Over 10 years 119, 842 7.9
1, 281, 664 84.9
Mor t gage- backed securities 228, 367 15.1
Tot al $1, 510,031 100. 0%

(D Based on stated maturity dates with no prepaynent assunptions.
Actual maturities may differ because borrowers may have the
right to call or prepay obligations with or wthout call or
prepaynent penalties.
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The average expected life of Harleysville Goup's investnent
portfolio as of Decenber 31, 2002 was approxinmately 4.6 years.

Regul ati on

| nsurance conpani es are subject to supervision and regul ation
in the states in which they transact business. Such supervi sion
and regulation relate to nunerous aspects of an insurance conpany's
busi ness and financial condition. The primary purpose of such
supervision and regulation is the protection of policyholders. The
extent of such regulation varies, but generally derives fromstate
statutes which delegate regulatory, supervisory and admnistrative
authority to state insurance departnents. Accordingly, the
authority of the state insurance departnents includes the
establishnment of standards of solvency which nust be net and
mai ntained by insurers, the licensing to do business of insurers
and agents, the nature of and limtations on investnments, prem um
rates for property and casualty insurance, the provisions which
insurers nmust nake for current losses and future liabilities, the
deposit of securities for the benefit of policyholders and the
approval of policy fornms. Such insurance departnents al so conduct
periodic examnations of the affairs of insurance conpanies and
require the filing of annual and other reports relating to the
financial condition of insurance conpani es.

All of the states in which Harleysville Goup and the Mitua
Conpany do business have guaranty fund |aws under which insurers
doi ng business in such states can be assessed up to 2% of annua
premuns witten by the insurer in that state in order to fund
policyhol der liabilities of insolvent insurance conpanies. Under
these laws in general, an insurer is subject to assessnent,
depending upon its market share of a given line of business, to
assist in the paynment of policyholder and third party clains
agai nst insolvent insurers.

State laws also require Harleysville Goup to participate in
i nvoluntary insurance prograns for autonobile insurance, as well as
other property and casualty lines, in states in which Harleysville
Goup wites such lines. These prograns include joint underwiting
associ ations, assigned risk plans, fair access to insurance
requirenments ("FAIR') plans, reinsurance facilities and wind storm
pl ans. These state |laws generally require all conpanies that wite
lines covered by these prograns to provide coverage (either
directly or through reinsurance) for insureds who cannot obtain
insurance in the voluntary market. The legislation creating these
prograns usually allocates a pro rata portion of risks attributable
to such insureds to each conpany on the basis of direct witten
prem uns or t he nunber of aut onobi | es i nsur ed.
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Cenerally, state law requires participation in such prograns as a
condition to doing business. The loss ratio on insurance witten
under involuntary prograns generally has been greater than the | oss
ratio on insurance in the voluntary mnarket.

State 1insurance holding conpany acts regulate insurance
hol di ng conpany systens. Each insurance conpany in the holding
conpany system is required to register wth the insurance
supervisory agency of its state of domcile and furnish certain
informati on concerning transactions between conpanies wthin the
hol di ng conpany system that may materially affect the operations,
managenent or financial condition of the insurer wwthin the system
i ncluding the paynent of dividends fromthe insurance subsidiaries
to the Conpany.

| nsurance hol ding conpany acts require that all transactions
involving any insurer within the hol ding conpany system i ncl uding
those involving the Mitual Conpany and the Conpany's insurance
subsidiaries, nust be fair and equitable to that insurer. Further,
approval of the applicable insurance comm ssioner is required prior
to the consummation of a transaction affecting the control of an
i nsurer.

The Terrorism R sk Insurance Act of 2002 (TRIA), signed into
| aw on Novenber 26, 2002, provides a federal backstop for |osses
related to the witing of the terrorismperil in property casualty
i nsurance policies. Under TRIA the Conpanies had until February
24, 2003, to notify commercial policyhol ders about requirenents of
the law, let them know that the Conpany was required to offer
coverage for acts of terrorism certified under TRIA and let them
know how t he coverage woul d be pri ced.

Harl eysville Goup distributed the nmandated disclosure which
explained the Act and notified policyholders of their coverage
options. The terrorismrating plan, with rates that vary based on
geographical and risk-type factors, will begin to go into effect in
2003. The plan will charge commercial policies a nomnal terrorism
premumin nost territories to encourage coverage acceptance while
m nimzing the admni strative costs.

The property and casualty insurance industry has been subject
to significant public scrutiny and comrent primarily due to
concerns regardi ng sol vency issues, rising insurance costs, and the
industry's nethods of operations. Accordingly, regulations and
legislation may be proposed to bring the insurance industry
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under federal control; to strengthen state oversight, particularly
in the field of solvency and investnents; to further restrict an
insurer's flexibility in underwiting and pricing risks; and to
i npose new taxes and assessnents. It is not possible to predict
whether, in what form or in what jurisdictions any of these
proposals mght be adopted or the effect, if any, on Harleysville
G oup.

The Conpany's insurance subsidiaries generally are restricted
by the insurance |laws of their respective states of domcile as to
the anmount of dividends they may pay to the Conpany w thout the
prior approval of the respective state regulatory authorities.
Cenerally, the maxi num dividend that nmay be paid by an insurance
subsidiary during any year wthout prior regulatory approval is
limted to a stated percentage of that subsidiary's statutory
surplus as of a certain date, or adjusted net incone of the
subsidiary, for the preceding year. Applying the current
regul atory restrictions as of Decenber 31, 2002, $11.0 mllion
would be available for distribution to Harleysville Goup Inc.
without prior approval until OCctober 1, 2003, after which $52.9
mllion would be available for distribution to Harleysville Goup
Inc. without prior approval. The Conpany's insurance subsidiaries
pai d dividends of $12.0 mllion in 2002, $10.0 in 2001 and, $20.0
mllion in 2000 to Harleysville Goup Inc. An additional $42.0
mllion in aggregate dividends were declared by the Conpany’s
i nsurance subsidiaries in 2002 and remain as a receivable on the
books of the Conpany at Decenber 31, 2002.

Various states have adopted the National Association of
| nsurance Comm ssioners (NAIC) risk-based capital (RBC) standards
that require insurance conpanies to calculate and report statutory
capital and surplus needs based on a fornula neasuring
underwiting, investnent and other business risks inherent in an
i ndi vidual conpany's operations. These RBC standards have not
affected the operations of Harleysville Goup since each of the
Conpany's insurance subsidiaries has statutory capital and surplus
i n excess of RBC requirenents.

Various states have adopted the NAIC s Codi fication of
Statutory Accounting Principles which were effective January 1,
2001. The codified principles are intended to provide a basis of
accounting recogni zed and adhered to in the absence of, conflict
with, or silence of, state statutes and regul ations. The inpact of
the codified principles on the January 1, 2001 statutory capita
and surplus of the Conpany's insurance subsidiaries ranged from a
decrease of $0.4 million to an increase of $6.4 mllion and was an
increase of $21.0 mllion on a consolidated basis.
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Harl eysville Goup is required to file financial statenents
for its subsidiaries, prepared by wusing statutory accounting
practices, with state regulatory authorities. SAP differs from
GAAP primarily in the recognition of revenue and expense. The
adjustnents necessary to reconcile net incone and sharehol ders’
equity determned by using SAP to net inconme and sharehol ders’
equity determned in accordance with GAAP are as foll ows:

Net | ncome Shar ehol ders' Equity
Year Ended Decenber 31, Decenmber 31,
2002 2001 2000 2002 2001

(1 n thousands)

SAP anount s $42,338 $41, 095 $48, 412  $509, 344 $538, 878
Adj ust nent s:
Deferred
pol i cy
acqui sition
costs 8, 820 1, 317 1,218 94, 896 86, 076
Deferred
i ncone
t axes (708) 3,626 1, 608 357 6, 093
Unreal i zed
i nvest nent
gai ns 72,985 26, 857
QG her, net (3,925) (2,443) (2,109) (6, 768) 3,526
Hol di ng
conpany‘? (270) (102) (437) (38,702 (71, 132)

GAAP anount s $46, 255 $43, 493 $48,692 $632, 112 $590, 298

() Represents the GAAP income and equity amounts for Harleysville
Goup Inc., excluding the earnings of and investnent in
subsi di ari es.

Rel ati onship with the Mitual Conpany

Harleysville Goup's operations are interrelated with the
operations of the Miutual Conpany due to the pooling arrangenent and
ot her factors. The Mitual Conpany owed approximately 56% of the
i ssued and outstanding common stock of Harleysville Goup Inc. at
Decenber 31, 2002. Harleysville Goup enployees provide a variety
of services to the Mitual Conpany and its wholly-owned
subsi di ari es. The cost of facilities and enployees required to
conduct the business of both conpanies is charged on a cost-
al located basis. Harleysville Goup al so nmanages the operations of
the Miutual Conpany and its whol|ly-owned subsidiaries pursuant to a
managenent agreenent which commenced January 1, 1993 under
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which Harleysville Goup received a nmanagenent fee. Harl eysville
G oup also nanages the operations of Berkshire Mitual |nsurance
Conpany, a small property and casualty insurance conpany, pursuant
to a nmanagenent services agreenent. Harl eysville Goup received
$6.8 nmillion, $7.3 mllion, and $7.4 mllion for the years ended
Decenber 31, 2002, 2001 and 2000, respectively, for all such
managenent servi ces.

Al of the Conpany's officers are officers of the Mitual
Conpany, and six of the Conmpany's nine directors are directors of
the Mutual Conpany. A coordinating conmttee exists to review and
evaluate the pooling agreenment and other material transactions
between Harleysville Goup and the Mitual Conmpany and is
responsible for matters involving actual or potential conflicts of
interest between the two conpanies. The coordinating commttee
consists of six non-enployee directors, three from Harleysville
Goup Inc. and three from the Mitual Conpany all of whom are not
menbers of both Boards and one, a non-voting Chairman, who is a
menber of both Boards. The decisions of the coordinating commttee
are binding on the two conpanies. No interconpany transaction can
be aut horized by the coordinating commttee unless at |east two of
three of the Conpany's commttee nenbers conclude that such
transaction is fair and equitable to Harleysville G oup. For
informati on concerning the nenbers of the coordinating commttee,
see "Board and Commttee Meetings" section on pages 8 to 10 of the
Conpany's proxy statenment relating to the annual neeting of the
shareholders to be held April 23, 2003 which is incorporated by
reference in this Form 10-K Report.

The Mitual Conpany |eases the honme office from Harleysville
Goup with which it shares nost of the facility. Rental 1ncone
under the lease was $3.5 mllion for 2002 and 2001 and $3.4 mllion
for 2000. Harleysville Goup believes that the |ease terns are no
less favorable to it than if the property were leased to a non-
affiliate.

In connection with the acquisition of Md-Anmrerica and H C New
York, the Conpany borrowed approximately $18.5 mllion from the
Mut ual Conpany. See Note 8 of the Notes to Consolidated Financial
St at enent s. For addi ti onal information with respect to
transactions with the Mitual Conpany, see Note 2 of the Notes to
Consol i dated Fi nanci al Statenents.

Enpl oyees

Al enployees are paid by Harleysville Goup Inc. and,
accordingly, are considered to be enployees of Harleysville Goup
Inc. As of Decenber 31, 2002, there were 2,413 enpl oyees. They
provide a variety of services to the Mitual Conpany and its wholly-
owned subsidiaries. See "Business-Relationship with the Mitual
Conpany” and Note 2 of the Notes to Consolidated Financial
St at enent s.
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Avail abl e I nformati on

The Conpany naintains a website at ww. harl eysvill egroup. com
Qur annual report on Form 10-K, quarterly reports on Form 10-Q and
current reports on Form 8-K, and anmendnents to those reports, filed
or furnished pursuant to Section 13(a) or 15(d) of the Securities
Exchange Act of 1934, are available free of charge on our website
as soon as practicable after electronic filing of such nmaterial
with, or furnishing it to, the Securities and Exchange Conm ssi on.

ltem 2. Properties.

The buildings which house the headquarters of Harleysville
G oup and the Mutual Conpany are leased to the Miutual Conpany by a
subsidiary of Harleysville Goup. See "Business-Relationship with
the Mutual Conpany."” The Mutual Conpany charges Harl eysville G oup
for an appropriate portion of the rent wunder an interconpany
al l ocation agreenent. The buil dings containing the headquarters of
Harl eysville Goup and the Mtual Conpany have approximmately
220,000 square feet of office space. Harleysville Goup also rents
office facilities in certain of the states in which it does
busi ness.

|tem 3. Legal Proceedings.

In 2001, CE Reinsurance Corporation (GE Re) sought rescission
of a reinsurance agreenent between Miutual and GE Re relating to
certain autonobile insurance policies witten in California through
a managi ng general agent beginning in 1999. On Decenber 13, 2002,
Mitual and GE Re settled this matter by agreeing to a commutation
and termnation of the reinsurance agreenent effective Decenber 31
2002. The settlenent agreement did not nmaterially inpact
Harl eysvill e Goup’s financial statenents.

l[tem 4. Subnission of Matters to a Vote of Security Hol ders.

No matter was submtted to a vote of the security holders
during the fourth quarter of 2002.
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PART 1|

ltem 5. Market for the Registrant's Common Stock and Rel ated
St ockhol der Matters.

The "Market for Common Stock and Related Security Hol der
Matters" section from the Conpany's annual report to stockhol ders
for the year ended Decenber 31, 2002, which is included as Exhibit
(13)(E) to this Form 10-K Report, 1is incorporated herein by
ref erence.

ltem 6. Sel ected Fi nanci al Dat a.

The "Sel ected Consolidated Financial Data" section from the
Conpany's annual report to stockhol ders for the year ended Decenber
31, 2002, which is included as Exhibit (13)(A) to this Form 10-K
Report, is incorporated herein by reference.

l[tem 7. Managenent's Discussion and Analysis of Financial Condition
and Results of perations.

The "Managenent's Discussion and Analysis of Results of
Qperations and Financial Condition"™ section from the Conpany's
annual report to stockholders for the year ended Decenber 31, 2002,
which is included as Exhibit (13)(B) to this Form 10-K Report, is
i ncor porated herein by reference.

ltem 7A. Quantitative and Qualitative D sclosures About NMarket
R sk.

The "Quantitative and Qualitative D sclosures About Market
Ri sk" section fromthe Conpany's annual report to stockhol ders for
the year ended Decenber 31, 2002, which is included as Exhibit
(13)(© to this Form 10-K Report, 1is incorporated herein by
ref erence.

ltem 8. Financial Statenents and Suppl enentary Data.

The consolidated financial statenments from the Conpany's
annual report to stockholders for the year ended Decenber 31, 2002,
which is included as Exhibit (13)(D) to this Form 10-K Report, are
i ncor porated herein by reference.

ltem 9. Changes in and D sagreenents with Accountants on Accounting
and Fi nanci al D scl osure.

None.
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PART 111

ltem 10. Directors and Executive Oficers of the Reqgi strant.

The "Election of Drectors”" and “Qher Executive Oficers”
sections, which provides information regarding the Conpany's
directors and executive officers, on pages 13 to 16 and the
"Section 16 Reporting Conpliance" section on page 36 of the
Conpany's proxy statenent relating to the annual neeting of
stockhol ders to be held April 23, 2003, are incorporated herein by
ref erence.

ltem 11. Executive Conpensati on.

The information set forth on pages 29 to 34 and the
"Conpensation of Directors" section on pages 11 and 12 of the
Conpany's proxy statenent relating to the annual neeting of
stockhol ders to be held April 23, 2003, are incorporated herein by
ref erence.

ltem 12. Security Omership of Certain_ Beneficial Omwmers and
Managenent .

The "Ownership of Common Stock” section on page 21 of the
Conpany's proxy statenent relating to the annual neeting of
stockhol ders to be held April 23, 2003, is incorporated herein by
ref erence.

ltem 13. Certain Relationships and Rel ated Transactions.

The "Transactions with Harleysville Mitual" section on pages
35 and 36 of the Conpany's proxy statenent relating to the annua
meeting of stockholders to be held April 23, 2003, is incorporated
herei n by reference.

ltem 14. Controls and Procedures

The Conpany has procedures in place for accumulating and
evaluating information which enable it to prepare and file reports
with the Securities and Exchange Conm ssion. As a result of
procedures required by the Sarbanes-Oxley Act of 2002, the Conpany
has fornmed a commttee that includes certain nenbers of senior
managenent and key officers to ensure that all information required
to be disclosed in the Conpany’'s reports is accunulated and
comuni cated to those individuals responsible for the preparation
of the reports, and to our principal executive and financial
officers, in a manner that wll allow tinely decisions regarding
requi red di scl osures.
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Wthin the 90 days prior to the date of this annual report,
the Conpany carried out an evaluation, under the supervision and
with the participation of nmanagenent, including the chief executive
officer and chief financial officer, of the effectiveness of the
desi gn and operation of disclosure controls and procedures. Based
on that evaluation of these disclosure controls and procedures, the
chi ef executive officer and chief financial officer concluded that
Harl eysville Goup Inc.’s disclosure controls and procedures were
effective as of the date of such eval uation.

The chief executive officer and chief financial officer also
have concluded that there were no significant changes in the
Conpany’s internal <controls or in other factors that could
significantly affect the internal controls subsequent to the date
that the Conpany conpleted its eval uation
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PART |V

ltem 15. Exhibits, Financial Statenent Schedules and Reports on
Form 8- K.

(a) (1) The followi ng consolidated financial statenents are filed as a
part of this report:

Consol i dated Fi nanci al Statenents Page
Consol i dat ed Bal ance Sheets as of
Decenber 31, 2002 and 2001 31*

Consol i dated Statenents of | ncone for

Each of the Years in the Three-year

Peri od Ended Decenber 31, 2002 32*
Consol i dated Statenents of Sharehol ders'

Equity for Each of the Years in the Three-

year Period Ended Decenber 31, 2002 33*
Consol i dated Statenents of Cash Fl ows

for Each of the Years in the Three-year

Peri od Ended Decenber 31, 2002 34*
Notes to Consolidated Financial Statenents 35*
I ndependent Auditors' Report 45*

(2) The follow ng consolidated financial statenent
schedul es for the years 2002, 2001 and 2000
are submtted herewth:

Fi nanci al St atenment Schedul es

Schedul e 1. Summary of Investnments - Q her

Than I nvestnents in Rel ated

Parties 40
Schedul e 11. Condensed Fi nanci al | nformation

of Parent Conpany 41
Schedule I11. Suppl enent ary | nsurance

I nf ormati on 44
Schedul e V. Rei nsur ance 45
Schedul e V. Suppl ement al | nsurance | nformation

Concerning Property and Casual ty

Subsi di ari es 46

I ndependent Auditors' Consent and Report on Schedul es
(filed as Exhibit 23)

Al'l other schedules are omtted because they are not applicable or
the required information is included in the financial statenents or
not es thereto.

*Refers to the respective page of Harleysville Goup Inc.'s 2002

Annual Report to Stockhol ders. The Consolidated Financial Statenents
and | ndependent Auditors' Report, which are included as Exhibit (13)(D),
are incorporated herein by reference. Wth the exception of the

portions of such Annual Report specifically incorporated by reference in
this Item and Itens 5, 6, 7 and 8, such Annual Report shall not be
deenmed filed as part of this Form 10-K or otherwi se subject to the
liabilities of Section 18 of the Securities Exchange Act of 1934.
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(3)

Exhi bi t
No

Exhibits

Description of Exhibits

( 3(A

( 3)(B)

(4

*(10) (A)

*(10)(B)

*(10) (Q

*(10) (D

Amended and restated Certificate of Incor-
poration of Registrant - incorporated herein by
reference to Exhibit (4)(A) to the Registrant's
Form S-8 Registration Statenent No. 333-03127
filed May 3, 1996.

Amended and Restated By-laws of Registrant -
incorporated herein by reference to Exhibit
4(B) to the Post-Effective Arendnent No. 12 of
Regi strant's Form S 3 Registration Statenent
No. 33-90810 filed QOctober 10, 1995.

| ndenture between the Registrant and CoreStates
Bank, N A, dated as of Novenber 15, 1993 -
incorporated herein by reference to Exhibit (4)
to the Registrant's Annual Report on Form 10-K
for the year ended Decenber 31, 1993.

St andar d Def erred Conpensati on Pl an for

Directors of Harleysville Mitual | nsur ance
Conpany and Harleysville Goup Inc. Amended
and Restated Novenber 17, 1999 - incorporated

herein by reference to Exhibit 10(A) to the
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1999.

Harl eysville | nsur ance Conpani es D rector
Deferred Conpensation Plan Approved by the
Board of Directors Novenber 25, 1987 -
incorporated herein by reference to Exhibit
10(B) to the Registrant's Form S 3 Registration
Statenment No. 33-28948 filed May 25, 1989.

Harl eysville Goup Inc. Non-qualified Deferred
Conpensation Plan Arended and Restated Novenber
17, 1999 - incorporated herein by reference to
Exhibit 10(C) to the Registrant's Annual Report
on Form 10-K for the year ended Decenber 31,
1999.

Pension Plan of Harleysville Goup Inc. and
Associ at ed Enpl oyers dated Decenber 1, 1994 and
amendnent dated February 6, 1995 - incorporated
herein by reference to Exhibit 10(D) to the
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1994.
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Exhi bi t
No.

Description of Exhibits

*(10) (B)

(10) (F)

*(10)(Q

(10) (H

(10) (1)

Harl eysville Mut ual | nsur ance Conpany/
Harleysville Goup Inc. Seni or Managenent
I ncentive Conpensation Plan As Anmrended and
Restated Novenber 17, 1999 - incorporated
herein by reference to Exhibit 10(E) to the
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1999.

Proportional Reinsurance Agreenent effective as
of January 1, 1986 anong Harleysville Mitual
| nsurance Conpany, Huron Insurance Conpany and
Harl eysvill e | nsurance Conpany of New Jersey -
incorporated herein by reference to Exhibit
10(N) to the Registrant's Form S 1 Registration
Statement No. 33-4885 declared effective My
23, 1986.

Equity Incentive Plan of Registrant, as anended
- incorporated herein by reference to Exhibit
(4) (O to t he Regi strant's Form S8
Regi stration Statenment No. 333-25817 filed
April 25, 1997.

Tax Allocation Agreenent dated Decenber 24,
1986 anong Harleysville Insurance Conpany of
New Jersey, Huron |nsurance Conpany, Wrcester
| nsurance Conpany, MAl ear Associates, Inc. and
the Registrant - incorporated herein by
reference to Exhibit 10(Q to the Registrant's
Annual Report on Form 10-K for the year ended
Decenber 31, 1986.

Amended and Restated Financial Tax Sharing
Agreenent dated WMarch 20, 1995 anong Huron

| nsur ance Conpany, Harl eysville | nsur ance
Conpany of New Jersey, W rcester |Insurance
Conpany, Harl eysville-Atlantic | nsur ance

Conpany, New York Casualty Insurance Conpany,
Connecti cut Union |Insurance Conpany, Geat QCaks
| nsurance  Conpany, Lakes States Insurance
Conpany and the Registrant - incorporated
herein by reference to Exhibit (10)(L) to the
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1994.
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Exhi bi t
No.

Description of Exhibits

(10) (J)

(10) (K)

(10) (L)

(10) (M

Amendnent, effective July 1, 1987, to the
Proportional Reinsurance Agreenent effective
January 1, 1986 anong Harleysville Mitual
| nsurance Conpany, Huron Insurance Conpany,
Harl eysville Insurance Conpany of New Jersey
and Atlantic Insurance Conpany of Savannah -
incorporated herein by reference to the
Regi strant's Form 8-K Report dated July 1,
1987.

Amendnent, effective January 1, 1989, to the
Proportional Reinsurance Agreenent effective
January 1, 1986 anong Harleysville Mitual
| nsurance Conpany, Huron |Insurance Conpany,
Harl eysvill e Insurance Conpany of New Jersey,
Atlantic Insurance Conpany of Savannah and
Wrcester Insurance Conpany - incorporated
herein by reference to Exhibit 10(U to the
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1988.

Amendnent, effective January 1, 1991, to the
Proportional Reinsurance Agreenent effective
January 1, 1986 anong Harleysville Mitual
| nsurance Conpany, Huron |Insurance Conpany,
Harl eysvill e Insurance Conpany of New Jersey,
Atlantic | nsur ance Conpany of Savannah,
Wrcester Insurance Conpany, Phoenix GCeneral
| nsurance Conpany and New York Casualty
| nsurance Conpany - incorporated herein by
reference to Exhi bi t (10) (O to t he
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1990.

Amrendnents, effective January 1, 1995 and 1993,
respectively, to the Proportional Reinsurance
Agreenent effective January 1, 1986 anong
Harl eysville Mitual |nsurance Conpany, Huron
| nsur ance Conpany, Harl eysville | nsur ance
Conpany of New Jersey, Harleysville-Atlantic
| nsurance Conpany, Wrcester |nsurance Conpany,
Connecticut Union |nsurance Conpany, New York
Casualty Insurance Conpany and Geat Qaks
| nsurance Conpany - incorporated herein by
ref erence to Exhi bi t (10) (P) to t he
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1994.
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Exhi bi t
No.

Description of Exhibits

(10) (N)

(10) (O

(10) (P)

Amendnent, effective January 1, 1996 to the
Proportional Reinsurance Agreenent effective
January 1, 1986 anong Harleysville Mitual
| nsurance Conpany, Huron |Insurance Conpany,
Harl eysvill e Insurance Conpany of New Jersey,
Harl eysville-Atlantic | nsur ance Conpany,
Wrcester Insurance Conpany, Connecticut Union
| nsurance Conpany, New York Casualty |nsurance
Conpany, Geat Qaks Insurance Conpany and
Pennl and | nsurance Conpany - i ncor por at ed
herein by reference to Exhibit (10)(O to the
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1995.

Amendnent, effective January 1, 1997 to the
Proportional Reinsurance Agreenent effective
January 1, 1986 anong Harleysville Mitual
| nsurance Conpany, Huron |Insurance Conpany,
Harl eysvill e Insurance Conpany of New Jersey,
Harl eysville-Atl antic | nsur ance Conpany,
Wr cest er | nsur ance Conpany, M d- Areri ca
| nsurance Conpany, New York Casualty I|nsurance
Conpany, G eat Qaks |nsurance Conpany, Pennland
| nsurance Conpany and Lake States I|nsurance
Conpany - incorporated herein by reference to
Exhibit (10)(P) to the Registrant's Annual
Report on Form 10-K for the year ended Decenber
31, 1996.

Amendnent, effective January 1, 1998 to the
Proportional Reinsurance Agreenent effective
January 1, 1986 anong Harleysville Mitual
| nsurance Conpany, Huron |Insurance Conpany,
Harl eysvill e Insurance Conpany of New Jersey,
Harl eysville-Atlantic | nsur ance Conpany,
Wr cest er | nsur ance Conpany, M d- Areri ca
| nsurance Conpany, New York Casualty |nsurance
Conpany, Geat Qaks Insurance Conpany, Pennland
| nsurance  Conpany, Lake States | nsur ance
Conpany and M nnesota Fire and Casual ty Conpany
- incorporated herein by reference to Exhibit
(10)(Q to the Registrant's Annual Report on
Form 10-K for the year ended Decenber 31, 1997.
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Exhi bi t
No.

Description of Exhibits

(10) (Q

*(10) (R

*(10) (9)

(10) (T)

(10) (Y

Lease and anendnent effective January 1, 2000
between Harleysville, Ltd. and Harleysville
Mut ual | nsurance Conpany - incorporated herein
by reference to Exhibit 10(R to the
Regi strant's Annual Report on Form 10-K for the
year ended Decenber 31, 1999.

1995 Directors' 