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PART I
Item 1. Business.
(a) General Development of Business.

Harleysville Group Inc. (the "Company") i1is an insurance
holding company headgquartered in Pennsylvania which engages,
through its subsidiaries, in the property and casualty insurance
business on a regional basis. As used herein, "Harleysville
Group" refers to Harleysville Group Inc. and its subsidiaries.
Harleysville Mutual Insurance Company (the "Mutual Company") owns
approximately 56% of the issued and outstanding common stock of
the Company.

Harleysville Group and the Mutual Company operate together as
a network of regional insurance companies that underwrite a broad
line of personal and commercial coverages. These insurance
coverages are marketed primarily in the eastern and midwestern
United States through approximately 14,500 independent insurance
agents associated with approximately 1,900 insurance agencies.
Regional offices are maintained in Georgia, Indiana, Maryland,
Massachusetts, Michigan, Minnesota, New Jersey, New York, North
Carolina, Pennsylvania, Tennessee, and Virginia. The Company's
property and casualty insurance subsidiaries are: Harleysville-
Atlantic Insurance Company ("Atlantic"), Harleysville Insurance
Company ("HIC," formerly Minnesota Fire and Casualty Company),
Harleysville Insurance Company of New Jersey ("HNJ"), Harleysville
Insurance Company of New York ("HIC New York," formerly New York
Casualty Insurance Company), Harleysville Insurance Company of
Ohio ("HIC Ohio," formerly Great Oaks Insurance Company),
Harleysville Lake States Insurance Company ("Lake States,"
formerly Lake States Insurance Company), Harleysville Preferred
Insurance Company ("Preferred," formerly Huron Insurance Company),
Harleysville Worcester Insurance Company ("Worcester," formerly
Worcester Insurance Company) and Mid-America Insurance Company.

The Company has followed a regional strategy. Management
believes that the Company's regional organization permits each
regional operation to benefit from economies of scale provided by
centralized support while encouraging local marketing autonomy and
managerial entrepreneurship. Services which directly involve the
insured or the agent (i.e., underwriting, claims and marketing)
generally are performed regionally in accordance with Company-wide
standards to promote high quality service, while actuarial,
investment, legal, data processing and similar services are
performed centrally. The Company's network of regional insurance
companies has expanded significantly in the last eighteen years.
In 1983, the Company acqguired Worcester, a property and casualty



insurer which has conducted business in New England since 1823. In
1984, HNJ was formed by the Company and began underwriting
property and casualty insurance in New Jersey. In 1987, the
Company acquired Atlantic, a property and casualty insurer which
has conducted business 1in the southeastern United States since
1905. In 1991, the Company acquired Mid-America (formerly named
Connecticut Union Insurance Company), which conducted business in
Connecticut, and HIC New York, which conducts business in upstate

New York. In 1993, the Company acquired Lake States, which
primarily conducts business in Michigan. In 1994, the Company
formed HIC Ohio which began underwriting property and casualty
insurance 1in Ohio. In 1997, the Company acquired HIC, which

primarily conducts business in Minnesota and neighboring states.

The Company's property and casualty subsidiaries participate
in an intercompany pooling arrangement whereby these subsidiaries
cede to the Mutual Company all of their net premiums written and
assume from the Mutual Company a portion of the pooled business,
which includes all of the Mutual Company's property and casualty
insurance Dbusiness except for new and renewal Pennsylvania
personal automobile insurance insured after January 1, 1991 by a
subsidiary of the Mutual Company, Harleysville Pennland Insurance
Company ("Pennland") and new and renewal New Jersey personal
automobile insurance insured after January 1, 1992 by another
subsidiary of the Mutual Company, Harleysville-Garden State
Insurance Company ("Garden State"). Beginning January 1, 1996,
Harleysville Group's participation in the pooling arrangement
increased from 60% to 65% and Pennland became a participant in the
pooling arrangement. Beginning January 1, 1997, Harleysville
Group's participation in the pooling arrangement increased from
65% to 70% and Lake States became a participant in the pooling
arrangement. Beginning January 1, 1998, Harleysville Group's
participation in the pooling arrangement increased from 70% to 72%
and HIC became a participant 1in the pooling arrangement. See
"Business - Narrative Description of Business - Pooling
Arrangement."

The Company 1s a Delaware corporation formed in 1979 as a
wholly-owned subsidiary of the Mutual Company. In May 1986, the
Company completed an initial public offering of its common stock,
reducing the percentage of outstanding shares owned by the Mutual
Company to approximately 70%. In April 1992, the Mutual Company
completed a secondary public offering of a portion of the
Company's common stock then owned by it, further reducing the
percentage of outstanding shares owned by the Mutual Company. At
December 31, 2001, the Mutual Company owned approximately 56% of
the Company’s outstanding shares.



(b) Financial Information About Segments.

Harleysville Group has three segments which consist of the
personal lines of insurance, the commercial lines of insurance and
the investment function. Financial information about these
segments 1s set forth in Note 15 of the Notes to Consolidated
Financial Statements.

(¢) Narrative Description of Business.
Property and Casualty Underwriting

Harleysville Group and the Mutual Company together underwrite
a broad line of personal and commercial property and casualty
coverages, including automobile, homeowners, commercial multi-
peril and workers compensation. The Mutual Company and the
Company's insurance subsidiaries participate in an intercompany
pooling arrangement under which such subsidiaries and the Mutual
Company combine their property and casualty business. Garden
State has not participated in the pooling arrangement. On January
1, 1996, Pennland began participation in the pooling arrangement
and Harleysville Group's participation increased to 65%. Beginning
January 1, 1997, Harleysville Group's participation in the pooling
arrangement increased from 65% to 70% and Lake States became a
participant in the pooling arrangement. Beginning January 1,
1998, Harleysville Group's participation in the pooling
arrangement increased from 70% to 72% and HIC became a participant
in the pooling arrangement.

Harleysville Group and the Mutual Company have a pooled
rating of "A" (excellent) by A.M. Best Company, Inc. ("Best's")
based upon 2000 statutory results and operating performance.
Best's ratings are based upon factors relevant to policyvholders
and are not directed toward the protection of i1nvestors.
Management believes that the Best's rating is an important factor
in marketing Harleysville Group's products to 1ts agents and
customers.

The following table sets forth ratios for the Company's
property and casualty subsidiaries, prepared in accordance with
accounting principles generally accepted in the United States of
America ("GAAP") and with statutory accounting practices ("SAP")
prescribed or permitted by state insurance authorities. The
statutory combined ratio i1s a standard measure of underwriting
profitability. This ratio is the sum of (i) the ratio of incurred
losses and loss settlement expenses to net earned premium ("loss
ratio"); (ii) the ratio of expenses incurred for commissions,



premium taxes, administrative and other underwriting expenses to

net written premium ("expense ratio"); and (iii) the ratio of
dividends to policvholders to net earned premium ("dividend
ratio"). The GAAP combined ratio is calculated in the same manner

except that it is based on GAAP amounts and the denominator for
each component is net earned premium. When the combined ratio is
under 100%, underwriting results are generally considered
profitable. Conversely, when the combined ratio i1s over 100%,
underwriting results are generally considered unprofitable. The
combined ratio does not reflect investment income, federal income
taxes or other non-operating income or expense. Harleysville
Group's operating income 1is a function of both underwriting
results and investment income.



HARLEYSVILLE GROUP BUSINESS ONLY

Year Ended December 31

2001 2000 1999

GAAP combined ratio 104.7% 106.2% 108.3%
Statutory operating ratios:

Loss ratio 71.2% 71.7% 73.9%

Expense and dividend ratios 33.0% 34.4% 33.9%

Statutory combined ratio 104.2% 106.1% 107.8%

The following table sets forth the net written premiums and
combined ratios by line of insurance, prepared in accordance with
statutory accounting practices prescribed or permitted by state
insurance authorities, for Harleysville Group for the periods
indicated:

HARLEYSVILLE GROUP BUSINESS ONLY

Year Ended December 31,

2001 2000 1999
(dollars in thousands)

Net Premiums Written

Commercial:
Automobile $171,106 $142,589 $144,095
Workers compensation 117,583 108,473 114,235
Commercial multi-peril 183,216 159,679 155,667
Other commercial 43,955 35,978 34,549
Total commercial 515,860 446,719 448,546

Personal:
Automobile 151,270 168,116 185,477
Homeowners 70,679 75,551 78,755
Other personal 9,778 11,086 11,561
Total personal 231,727 254,753 275,793
Total Harleysville
Group Business $747,587 $701,472 $724,339
Combined Ratios

Commercial:
Automobile 96.6% 106.9% 116.4%
Workers compensation 105.7% 102.2% 88.2%
Commercial multi-peril 100.2% 105.8% 118.0%
Other commercial 95.5% 95.2% 110.9%
Total commercial 100.0% 104.5% 109.2%

Personal:
Automobile 112.8% 106.0% 99.4%
Homeowners 117.8% 117.4% 121.4%
Other personal 85.2% 91.2% 96.3%
Total personal 113.1% 108.7% 105.6%
Total Harleysville

Group Business 104.2% 106.1% 107.8%



Pooling Arrangement

The Company's property and casualty subsidiaries participate
in an intercompany pooling arrangement with the Mutual Company.
The underwriting pool is intended to produce a more uniform and
stable underwriting result from year to year for all companies 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
among all the participants. Each company participating in the
pool has at its disposal the capacity of the entire pool, rather
than being limited to policy exposures of a size commensurate with
its own capital and surplus. The additional capacity exists
because such policy exposures are spread among all the pool
participants which each have their own capital and surplus.
Regulation is applied to the individual companies rather than to
the pool.

Pursuant to the terms of the pooling agreement with the
Mutual Company, each of the Company's subsidiary participants
cedes premiums, losses and expenses on all of its business to the
Mutual Company which, in turn, retrocedes to such subsidiaries a
specified portion of premiums, losses and expenses of the Mutual
Company and such subsidiaries. Under the terms of the
intercompany pooling agreement which became effective January 1,
1986, Preferred and HNJ ceded to the Mutual Company all of their
insurance business written on or after January 1, 1986. All of
the Mutual Company's property and casualty insurance business
written or in force on or after January 1, 1986, was also included
in the pooled business. The pooling agreement provides, however,
that Harleysville Group 1is not liable for any losses occurring
prior to January 1, 1986. The pooling agreement does not legally
discharge Harleysville Group from its primary liability for the
full amount of the policies ceded. However, it makes the Mutual
Company liable to Harleysville Group to the extent of the business
ceded.

The following table sets forth a chronology of the changes
that have occurred in the pooling agreement since it became
effective on January 1, 1986.



Chronology of Changes in Pooling Agreement

Harleysville Mutual

Group Company
Date Percentage Percentage Event

January 1, 1986 30% 70% Current pooling agreement began
with Preferred and HNJ as
participants with the Mutual
Company .

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

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

January 1, 1991 60% 40% HIC New York and Mid-America
acquired and included in the pool
and the Mutual Company formed
Pennland (not a pool participant)
to write Pennsylvania personal
automobile business.

January 1, 1996 65% 35% Pennland included in the pool.

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

January 1, 1998 72% 28% HIC included in the pool.

Effective as of January 1, 1992, Garden State began insuring
new and renewal New Jersey personal automobile insurance policies
that had been included in the pooling arrangement. Garden State
is not a participant in the pooling arrangement.

When pool participation percentages increased as described
above, cash and investments equal to the net increase 1in
liabilities assumed less a ceding commission related to the net
increase in the liability for unearned premiums, was transferred
from the Mutual Company to Harleysville Group. See Management's
Discussion and Analysis of Financial Condition and Results of
Operations.

All premiums, losses, 1loss settlement expenses and other
underwriting expenses are prorated among the parties to the
pooling arrangement on the basis of theilr participation in the

pool. The method of establishing reserves 1is set forth under
"Business - Reserves." The pooling agreement may be amended or
terminated by agreement of the parties. Termination may occur

only at the end of a calendar vyear. The Company and the Mutual
Company maintain a coordinating committee which reviews and
evaluates the pooling arrangements between the Company and the

Mutual Company. See "Business-Relationship with the Mutual
Company. " In evaluating ©pool participation changes, the
coordinating committee considers current and proposed
acquisitions, the relative capital positions and revenue



contributions of the pool participants, and growth prospects and
ability to access capital markets to support that growth.
Harleysville Group does not intend to terminate its participation
in the pooling agreement.

The following table sets forth the net premiums written and
combined ratios by line of insurance for the total pooled business
after elimination of management fees, prepared in accordance with
statutory accounting practices prescribed or permitted by state
insurance authorities, for the periods indicated.

TOTAL POOLED BUSINESS
Year Ended December 31,

2001 2000 1999
(dollars in thousands)
Net Premiums Written
Commercial:
Automobile S 238,262 $198,579 200,678
Workers compensation 163,310 150, 657 158,660
Commercial multi-peril 259,082 225,960 220,410
Other 62,324 51,154 49,177
Total commercial 722,978 626,350 628,925
Personal:
Automobile 210,834 234,347 258,463
Homeowners 100, 685 107,632 112,203
Other 13,588 15,406 16,066
Total personal 325,107 357,385 386,732
Total pooled business $1,048,085 $983,735 $1,015,657
Combined Ratios‘’’
Commercial:
Automobile 96.7% 107.3% 116.4%
Workers compensation 105.5% 102.8% 88.5%
Commercial multi-peril 99.1% 104.6% 117.7%
Other 94 .4% 93.3% 108.6%
Total commercial 99.5% 104.2% 109.1%
Personal:
Automobile 113.2% 106.2% 99.3%
Homeowners 121.9% 117.4% 120.6%
Other 85.3% 91.2% 96.2%
Total personal 114.7% 108.9% 105.4%
Total pooled business 104.4% 105.9% 107.7%

Wsee the definition of combined ratio in "Business-Property and
Casualty Underwriting".
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The combined ratio for the total pooled business differs from
Harleysville Group’s combined ratio primarily because of the
effect of the aggregate catastrophe reinsurance agreement with the
Mutual Company. See Note 2(a) of the Notes to Consolidated
Financial Statements and Business—Reinsurance.

Reserves. Loss reserves are estimates at a given point in
time of what the insurer expects to pay to claimants for claims
occurring on or before such point in time, including claims which
have 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 estimates. During the loss settlement period,
additional facts regarding individual claims may become known, and
consequently it often becomes necessary to refine and adjust the
estimates of liability.

Harleysville Group maintains reserves for the eventual
payment of losses and loss settlement expenses with respect to
both reported and unreported claims. Loss settlement expense
reserves are intended to cover the ultimate costs of settling all
claims, including investigation and litigation costs relating to
such claims. The amount of loss reserves for reported claims 1is
based primarily upon a case-by-case evaluation of the type of risk
involved and knowledge of the circumstances surrounding each claim
and the insurance policy provisions relating to the type of loss.
The amounts of 1loss reserves for unreported claims and loss
settlement expense reserves are determined on the basis of
historical information by line of insurance as adjusted to current
conditions. Inflation is implicitly provided for in the reserving
function through analysis of costs, trends and reviews of
historical reserving results. Reserves are closely monitored and
are recomputed periodically by Harleysville Group and the Mutual
Company using new information on reported claims and a variety of
statistical techniques. With the exception of reserves relating
to some workers compensation long-term disability cases, 1loss
reserves are not discounted.

11



The following table sets forth a reconciliation of beginning

and ending net reserves

for unpaid losses and loss settlement

expenses for the years indicated for the total pooled business on

a statutory basis.

TOTAL POOLED BUSINESS

Reserves for losses
and loss settlement
expenses, beginning
of the year

Incurred losses and loss
settlement expenses:

Provision for insured
events of the current
year

Decrease in provision
for insured events of
prior years

Total incurred
losses and loss
settlement expenses

Payments:

Losses and loss
settlement expenses
attributable to
insured events of
the current year

Losses and loss
settlement expenses
attributable to
insured events of
prior years

Total payments
Reserves for losses and

loss settlement expenses,
end of the vyear

Year Ended December 31,

2001 2000 1999
(in thousands)
$1,136,848 $1,181,066 $1,172,664
756,289 759,471 816,931
(22,444) (65,319) (82,024)
733,845 694,152 734,907
327,615 346,846 367,979
395,561 391,524 358,526
723,176 738,370 726,505
$1,147,517  $1,136,848  $1,181,066

12



The following table sets forth the development of net
reserves for unpaid losses and loss settlement expenses from 1991
through 2001 for the pooled business of the Mutual Company and
Harleysville Group. "Reserve for 1losses and loss settlement
expenses" sets forth the estimated liability for unpaid losses and
loss settlement expenses recorded at the balance sheet date for
each of the indicated vyears. This 1liability represents the
estimated amount of losses and loss settlement expenses for claims
arising in the current and all prior years that are unpaid at the
balance sheet date, including losses incurred but not reported.

The "Reserves reestimated" portion of the table shows the
reestimated amount of the previously recorded liability based on
experience of each succeeding year. The estimate is increased or
decreased as payments are made and more information becomes known
about the severity of remaining unpaid claims. For example, the
1991 liability has developed a redundancy after ten years, in that
reestimated losses and loss settlement expenses are expected to be
lower than the initial estimated liability established in 1991 of
$743.0 million by $14.3 million, or 1.9%.

The "Cumulative amount of reserves paid" portion of the table
shows the cumulative losses and loss settlement expense payments
made in succeeding years for losses incurred prior to the balance
sheet date. For example, the 1991 column indicates that as of
December 31, 2001, payments of $664.1 million of the currently
reestimated ultimate 1liability for losses and loss settlement
expenses had been made.

The "Redundancy" portion of the table shows the cumulative
redundancy at December 31, 2001 of the reserve estimate shown on
the top 1line of the corresponding column. A redundancy in
reserves means that reserves established in prior years exceeded
actual losses and loss settlement expenses or were reevaluated at
less than the original reserved amount.

The following table includes all 2001 pool participants as if
they had participated in the pooling arrangement in all vyears
indicated except for acquired pool participant companies, which
are included from their date of acquisition. Under the terms of
the pooling arrangement, Harleysville Group i1s not responsible for
losses on the pooled business occurring prior to January 1, 1986.

13
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Harleysville Group's reserves primarily are derived from
those established for the total pooled business. The terms of the
pooling agreement provide that Harleysville Group 1is responsible
only for pooled losses incurred on or after the effective date,
January 1, 1986. The GAAP loss reserve experience of Harleysville
Group, as reflected in its financial statements, 1is shown in the
following table which sets forth a reconciliation of beginning and
ending net reserves for unpaid losses and loss settlement expenses
for the vyears indicated for the business of Harleysville Group

only.

HARLEYSVILLE GROUP BUSINESS ONLY
Year Ended December 31

2001 2000 1999
(in thousands)
Reserves for losses and
loss settlement expenses,
beginning of the year $792,584 $823,914 $813,519
Incurred losses and loss
settlement expenses:
Provision for insured
events of the current
year 537,172 541,738 582,534
Decrease in provision
for insured events of
prior years (17,350) (48,937) (59,532)
Total incurred losses
and loss settlement
expenses 519,822 492,801 523,002
Payments:
Losses and loss settlement
expenses attributable to
insured events of the
current year 229,435 244,978 259,635
Losses and loss settlement
expenses attributable to
insured events of prior
years 282,110 279,153 252,972
Total payments 511,545 524,131 512,607
Reserves for losses and loss
settlement expenses, end
of the year $800,861 $792,584 $823,914

See page 17 for reconciliation of net reserves to gross reserves.
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Harleysville Group recognized a decrease in the provision for
insured events of prior vyears (favorable development) of $17.4,
$48.9 and $59.5 million in 2001, 2000 and 1999, respectively. The
favorable development for 2001 primarily relates to lower-than-
expected loss adjusting expenses and, for 2000 and 1999, lower-
than-expected claim severity in the workers compensation and

automobile 1lines of Dbusiness. The 2001 and 2000 favorable
development includes $14.8 million and $20.2 million of reductions
in loss adjustment expenses. In both years, such reductions are

related to benefits from initiatives to reduce costs of adjusting
claims and to the favorable development on losses.

The following table sets forth the development of net reserves
for unpaid losses and loss settlement expenses for Harleysville
Group. The effect of changes to the pooling agreement
participation 1is reflected in this table. For example, the
January 1, 1996 increase 1n Harleysville Group's pooling
participation from 60% to 65% is reflected in the first line of
the 1996 column. Amounts of assets equal to increases in net
liabilities was transferred to Harleysville Group from the Mutual
Company in conjunction with each respective pooling change. The
amount of the assets transferred has been netted against and has
reduced the cumulative amounts paid for years prior to the pooling
changes. For example, the 1995 column of the "Cumulative amount
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 vyear
later" line. The cumulative amounts paid are reflected in this
manner to maintain comparability. This 1s Dbecause when
Harleysville Group pays claims subsequent to the date of a pool
participation increase, the amounts paid are greater, however, the
prior vyear's reserve amounts are reflective of a lower pool
participation percentage. By reflecting pooling participation
increases in this manner, loss development is not obscured. Loss
development reflects Harleysville Group's share of the total
pooled business 1loss development since January 1, 1986 when
Harleysville Group began participation, plus loss development of
any subsidiary not participating in the pooling agreement.

Loss development information for the total pooled business is

presented on pages 12 to 14 to provide greater analysis of
underlying claims development.
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Reinsurance. Harleysville Group follows the customary
industry practice of reinsuring a portion of its exposures and
paying to the reinsurers a portion of the premiums received on all

policies. Insurance 1is ceded principally to reduce the net
liability on individual risks and to protect against catastrophic
losses. Reinsurance does not legally discharge an insurer from

its primary liability for the full amount of the policies,
although it does make the assuming reinsurer liable to the insurer
to the extent of the reinsurance ceded. Therefore, a ceding
company is subject to credit risk with respect to its reinsurers.

The reinsurance described Dbelow 1is maintained for the
Company's subsidiaries and the Mutual Company and its wholly-owned
subsidiaries. Reinsurance premiums and recoveries are allocated
to participants in the pooling agreement according to pooling
percentages.

Reinsurance for property and auto physical damage losses 1is
currently maintained wunder a per risk excess of loss treaty
affording recovery to $4,250,000 ($9,250,000 effective October 1,
2001), above a retention of $750,000. Harleysville Group's 2001
pooling share of such recovery would be $3,060,000 ($6,660,000
effective October 1, 2001) above a retention of $540,000.
Effective January 1, 2002, the coverage on this treaty was changed
to provide for recovery of $8,500,000 in excess a retention of
$1,500,000. Harleysville Group's 2002 pooling share of a recovery
would be $6,120,000 above a retention of $1,080,000. In addition,
the Company's subsidiaries and the Mutual Company and its wholly-
owned subsidiaries are reinsured under a catastrophe reinsurance
treaty effective for one year from July 1, 2001 which provides
coverage ranging from 85.5% to 95% of up to $137 million in excess
of a retention of $30 million for any given catastrophe.
Harleysville Group's 2001 pooling share of this coverage would
range from 85.5% to 95% of up to $99 million 1in excess of a
retention of $21.6 million for any given catastrophe. Pursuant to
the terms of the treaty, the maximum recovery would be $124
million for any catastrophe involving an insured loss equal to or
greater than $167 million. Harleysville Group's pooling share of
this maximum recovery would be $89 million for any catastrophe
involving an insured loss of $120 million or greater. The treaty
includes reinstatement provisions providing for coverage for a
second catastrophe and requiring payment of an additional premium
in the event of a first catastrophe occurring. Harleysville Group
has not purchased funded catastrophe covers.

Casualty reinsurance (including liability and workers
compensation) 1is currently maintained under an excess of 1loss
treaty affording recovery to $18,750,000 above a retention of
$1,250,000 for each loss occurrence. Harleysville Group's 2001
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pooling share of such recovery would be $13,500,000 above a
retention of $900,000. Effective January 1, 2002, the retention
on this program was increased to $2,000,000. In addition, a new
layer of coverage was obtained affording recovery to 90% of
$20,000,000 in excess of $20,000,000. Harleysville Group's 2002
pooling share of a recovery would be up to $25,920,000 above a
retention of $1,440,000. In addition, there is reinsurance to
protect Harleysville Group from large workers compensation losses
in 2001. For umbrella liability coverages, reinsurance protection
up to $14,000,000 is provided over a retention of $1,000,000.
Harleysville Group's 2001 pooling share would provide for recovery
of $10,080,000 over a retention of $720,000.

Harleysville Group has a reinsurance agreement with the
Mutual Company whereby the Mutual Company reinsures accumulated
catastrophe losses in a quarter up to $14,400,000 in excess of
$3,600,000 in return for a reilinsurance premium. The agreement
excludes catastrophe losses resulting from earthguakes or
hurricanes.

The terms and charges for reinsurance coverage are typically
negotiated annually. The reinsurance market 1is subject to
conditions which are similar to those in the direct property and
casualty insurance market, and there can be no assurance that
reinsurance will remain available to Harleysville Group to the
same extent and at the same cost currently maintained.

Harleysville Group considers numerous factors in choosing
reinsurers, the most important of which are the financial
stability and credit worthiness of the reinsurer. Harleysville
Group has not experienced any material collectibility problems for
its reinsurance recoverables.

Competition. The property and casualty insurance industry is
highly competitive on the basis of both price and service. There
are numerous companies competing for this Dbusiness in the
geographic areas where Harleysville Group operates, many of which
are substantially larger and have considerably greater financial
resources than Harleysville Group. In addition, because the
insurance products of Harleysville Group and the Mutual Company
are marketed exclusively through independent insurance agencies,
most of which represent more than one company, Harleysville Group
faces competition within each agency.
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Investments

An important element of the financial results of Harleysville
Group 1is the return on invested assets. An investment objective
of Harleysville Group is to maintain a widely diversified fixed
maturities portfolio structured to maximize after-tax investment
income while minimizing credit risk through investments in high
quality instruments. An objective also 1s to provide adequate
funds to pay claims without forced sales of investments.
Harleysville Group has invested in equity securities with the
objective of capital appreciation. At December 31, 2001,
approximately 100% of the fixed maturity investment portfolio was
rated at investment grade. The investment portfolio did not
contain any real estate or mortgage loans.

Harleysville Group has adopted and follows an investment
philosophy which precludes the purchase of non-investment grade
fixed income securities. However, due to uncertainties in the
economic environment, it 1is possible that the quality of
investments held in Harleysville Group's portfolio may change.
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The following table shows the composition of Harleysville
Group's fixed maturity investment portfolio at amortized cost,
excluding short-term investments, by rating as of December 31,
2001:

December 31, 2001
Amount Percent
(dollars in thousands)

Rating‘®

U.S. Treasury and U.S. agency bonds" $ 234,276 16.8%

Aaa 430,499 30.9

Aa 426,913 30.6

A 260,186 18.6

Baa 43,672 3.1
Total $1,395,546 100.0%

' Ratings assigned by Moody's Investors Services, Inc.
@ Tncludes GNMA pass-through obligations and collateralized
mortgage obligations.

Harleysville Group invests in both taxable and tax-exempt
securities as part of its strategy to maximize after-tax income.
Such strategy considers, among other factors, the impact of the
alternative minimum tax. Tax-exempt bonds made up approximately
40%, 45% and 46% of the total investment portfolio at December 31,
2001, 2000 and 1999, respectively.

The following table shows the composition of Harleysville
Group's investment portfolio at carrying wvalue, excluding short-
term investments, by type of security as of December 31, 2001:

December 31, 2001
Amount Percent
(dollars in thousands)

Fixed maturities:

U.S. Treasury obligations S 39,816 2.5%
U.S. agency obligations 33,237 2.1
Mortgage-backed securities 168,169 10.7
Obligations of states and
political subdivisions 623,405 39.6
Corporate securities 559,136 35.5
Total fixed maturities 1,423,763 90.4
Equity securities 150,686 9.6
Total $1,574,449 100.0%
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Investment results of Harleysville Group's fixed maturity
investment portfolio for each of the three years ended December
31, 2001 are shown in the following table:

Year Ended December 31
2001 2000 1999
(dollars in thousands)

Invested assets' $1,379,551 $1,361,310 $1,356,853
Investment income? $ 83,191 $ 83,958 ¢ 83,457
Average vyield 6.0% 6.2% 6.2%

Average of the aggregate invested amounts at amortized cost at
the beginning and end of the period.

Investment i1ncome does not include investment expenses,
realized investment gains or losses or provision for income
taxes.

The following table indicates the composition of Harleysville
Group's fixed maturity investment portfolio at carrying wvalue,
excluding short-term investments, by time to maturity as of
December 31, 2001:

December 31, 2001
Amount Percent
(dollars in thousands)

Due in®’
1 year or less S 76,572 5.4%
Over 1 year through 5 years 410,824 28.8
Over 5 years through 10 years 664,271 46.7
Over 10 vyears 103,927 7.3
1,255,594 88.2
Mortgage-backed securities 168,169 11.8
Total $1,423,763 100.0%

Based on stated maturity dates with no prepayment assumptions.
Actual maturities may differ because borrowers may have the
right to call or prepay obligations with or without call or
prepayment penalties.
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The average expected life of Harleysville Group's investment
portfolio as of December 31, 2001 was approximately 5.3 years.

Regulation

Insurance companies are subject to supervision and regulation
in the states in which they transact business. Such supervision
and regulation relate to numerous aspects of an insurance
company's business 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 from state statutes which delegate regulatory,
supervisory and administrative authority to state insurance
departments. Accordingly, the authority of the state insurance
departments includes the establishment of standards of solvency
which must be met and maintained by insurers, the licensing to do
business of insurers and agents, the nature of and limitations on
investments, premium rates for property and casualty insurance,
the provisions which insurers must make for current losses and
future liabilities, the deposit of securities for the benefit of
policyholders and the approval of policy forms. Such insurance
departments also conduct periodic examinations of the affairs of
insurance companies and require the filing of annual and other
reports relating to the financial <condition of insurance
companies.

All of the states in which Harleysville Group and the Mutual
Company do business have guaranty fund laws under which insurers
doing business in such states can be assessed up to 2% of annual
premiums written by the insurer in that state in order to fund
policyholder liabilities of insolvent insurance companies. Under
these 1laws 1in general, an insurer 1is subject to assessment,
depending upon its market share of a given line of business, to
assist 1in the payment of policyholder and third party claims
against insolvent insurers.

State laws also require Harleysville Group to participate in
involuntary insurance programs for automobile insurance, as well
as other property and casualty 1lines, 1in states in which
Harleysville Group operates. These programs include Jjoint
underwriting associations, assigned risk plans, fair access to
insurance requirements ("FAIR") plans, reinsurance facilities and
wind storm plans. These state laws generally require all
companies that write lines covered by these programs to provide
coverage (either directly or through reinsurance) for insureds who
cannot obtain insurance in the voluntary market. The legislation
creating these programs usually allocates a pro rata portion of
risks attributable to such insureds to each company on the basis
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of direct written premiums or the number of automobiles insured.
Generally, state law requires participation in such programs as a
condition to doing business. The loss ratio on insurance written
under involuntary programs generally has been greater than the
loss ratio on insurance in the voluntary market.

State insurance holding company acts regulate insurance
holding company systems. Each insurance company in the holding
company system 1s required to register with the insurance
supervisory agency of its state of domicile and furnish certain
information concerning transactions between companies within the
holding company system that may materially affect the operations,
management or financial condition of the insurer within the
system, including the payment of dividends from the insurance
subsidiaries to the Company.

Insurance holding company acts require that all transactions
within the holding company system affecting the Mutual Company and
the Company's insurance subsidiaries must be fair and equitable.
Further, approval of the applicable insurance commissioner 1is
required prior to the consummation of transactions affecting the
control of an insurer.

The property and casualty insurance industry has been subject
to significant public scrutiny and comment primarily due to
concerns regarding solvency issues, rising insurance costs, and
the industry's methods of operations. Accordingly, regulations
and legislation may be proposed to bring the insurance industry
under federal control; to strengthen state oversight, particularly
in the field of solvency and investments; to further restrict an
insurer's ability to underwrite and price risks; and to impose new
taxes and assessments. It is not possible to predict whether, in
what form or in what jurisdictions any of these proposals might be
adopted or the effect, if any, on Harleysville Group.

The Company's insurance subsidiaries generally are restricted
by the insurance laws of their respective states of domicile as to
the amount of dividends they may pay to the Company without the
prior approval of the respective state regulatory authorities.
Generally, the maximum dividend that may be paid by an insurance
subsidiary during any year without prior regulatory approval is
limited to a stated percentage of that subsidiary's statutory
surplus as of a certain date, or adjusted net income of the
subsidiary, for the preceding vyear. Applying the current
regulatory restrictions as of December 31, 2001, $54.0 million
would be available for distribution to Harleysville Group Inc.
without prior approval during 2002. The Company's insurance
subsidiaries paid dividends of $10.0 million (another $12.0
million 1s receivable from the subsidiaries) in 2001, $20.0
million in 2000 and $15.0 million in 1999 to Harleysville Group
Inc.
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The National Association of Insurance Commissioners (NAIC)
has adopted risk-based capital (RBC) standards that require
insurance companies to calculate and report statutory capital and
surplus needs based on a formula measuring underwriting,
investment and other business risks inherent in an individual
company's operations. These RBC standards have not affected the
operations of Harleysville Group since each of the Company's
insurance subsidiaries has statutory capital and surplus in excess
of RBC requirements.

The NAIC has adopted the Codification of Statutory Accounting
Principles which were effective January 1, 2001. The codified
principles are intended to provide a Dbasis of accounting
recognized and adhered to in the absence of, conflict with, or
silence of, state statutes and regulations. The impact of the
codified principles on the January 1, 2001 statutory capital and
surplus of the Company's insurance subsidiaries ranged from a
decrease of $0.4 million to an increase of $6.4 million and was an
increase of $21.0 million on a consolidated basis.
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Harleysville Group 1s required to file financial statements
for its subsidiaries, prepared by using statutory accounting
practices, with state regulatory authorities. SAP differs from
GAAP primarily in the recognition of revenue and expense. The
adjustments necessary to reconcile net income and shareholders'
equity determined by using SAP to net income and shareholders'
equity determined in accordance with GAAP are as follows:

Net Income Shareholders' Equity
Year Ended December 31, December 31,
2001 2000 1999 2001 2000
(in thousands)
SAP amounts $41,095 $48,412 $38,710 $538,878 $515,679
Adjustments:
Deferred
policy
acqguisition
costs 1,317 1,218 4,557 86,076 84,759
Deferred
income
taxes 3,626 1,608 2,652 6,093 21,593
Unrealized
investment
gains 26,857 23,635
Other, net (2,443) (2,109) (6,255) 3,526 (3,911)
Holding
company "’ (102) (437) 249 (71,132) (75,174)

GAAP amounts $43,493 $48,692 $39,913 $590,298 $566,581

) Represents the GAAP income and equity amounts for Harleysville

Group Inc., excluding the earnings of and investment in
subsidiaries.

Relationship with the Mutual Company

Harleysville Group's operations are interrelated with the
operations of the Mutual Company due to the pooling arrangement
and other factors. The Mutual Company owns approximately 56% of
the issued and outstanding common stock of Harleysville Group Inc.
Harleysville Group employees provide a variety of services to the

Mutual Company and its wholly-owned subsidiaries. The cost of
facilities and employees required to conduct the business of both
companies 1s charged on a cost-allocated basis. Harleysville

Group also manages the operations of the Mutual Company and its
wholly-owned subsidiaries pursuant to a management agreement which
commenced January 1, 1993 under which Harleysville Group receives
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a management fee. Harleysville Group also manages the operations
of Berkshire Mutual Insurance Company, a small property and
casualty 1nsurance company, pursuant to a management services
agreement. Harleysville Group received $7.3 million, $7.4
million, and $7.3 million for the years ended December 31, 2001,
2000 and 1999, respectively, for all such management services.

All of the Company's officers are officers of the Mutual
Company, and six of the Company's eight directors are directors of
the Mutual Company. A coordinating committee exists to review and
evaluate the pooling agreement and 1s responsible for matters
involving actual or potential conflicts of interest between the
two companies. The decisions of the coordinating committee are
binding on the two companies. No intercompany transaction can be
authorized by the coordinating committee unless at least two of
three of the Company's committee members conclude that such
transaction 1is fair and equitable to Harleysville Group. The
coordinating committee consists of six non-employee directors,
three from Harleysville Group Inc. and three from the Mutual
Company all of whom are not members of both Boards and one, a non-
voting Chairman, who is a member of both Boards. For information
concerning the members of the coordinating committee, see "Board
and Committee Meetings" section on pages 9 to 11 of the Company's
proxy statement relating to the annual meeting of the shareholders
to be held April 24, 2002 which is incorporated by reference in
this Form 10-K Report.

The Mutual Company leases the home office from Harleysville
Group with which it shares most of the facility. Rental income
under the lease was $3.5 million for 2001, $3.4 million for 2000
and $2.8 million for 1999. Harleysville Group believes that the
lease terms are no less favorable to it than if the property were
leased to a non-affiliate.

In connection with the acquisition of Mid-America and HIC New
York, the Company borrowed approximately $18.5 million from the
Mutual Company. See Note 8 of the Notes to Consolidated Financial
Statements. For additional information with  respect to
transactions with the Mutual Company, see Note 2 of the Notes to
Consolidated Financial Statements.

Employees

All employees are palid by Harleysville Group Inc. and,
accordingly, are considered to be employees of Harleysville Group
Inc. As of December 31, 2001, there were 2,450 employees. They
provide a variety of services to the Mutual Company and its
wholly-owned subsidiaries. See "Business-Relationship with the
Mutual Company" and Note 2(c) of the Notes to Consolidated
Financial Statements.
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Item 2. Properties.

The buildings which house the headgquarters of Harleysville
Group and the Mutual Company are leased by the Mutual Company from
a subsidiary of Harleysville Group. See "Business-Relationship
with the Mutual Company." The Mutual Company charges Harleysville
Group for an appropriate portion of the rent under an intercompany
allocation agreement. The buildings containing the headquarters
of Harleysville Group and the Mutual Company have approximately
220,000 sqgquare feet of office space. Harleysville Group also
rents office facilities in certain of the states in which it does
business.

Item 3. Legal Proceedings.

On December 31, 2001, Mutual received a written request for
arbitration from GE Reinsurance Corporation (GE Re) of a
reinsurance agreement between Mutual and GE Re relating to certain
automobile insurance policies written in California through a

managing general agent beginning in 1999. The notice indicates
that GE Re intends to seek rescission of the agreement and
reimbursement for its losses. Harleysville Group's share of

underwriting losses, assumed under the pooling agreement, that
have been ceded to GE Re was $33,220,000 from inception through
December 31, 2001. GE Re's claims are apparently based on alleged
non-disclosures by Mutual at the time the agreement was entered
into in 1999. GE Re terminated payments under the agreement in
January 2002.

On January 8, 2002, Mutual gave written notice of its
election pursuant to the agreement to have GE Re's claims heard in
the U.S. District Court in Philadelphia and, on January 11, 2002,
Mutual filed an action for breach of contract against GE Re in the
U.S. District Court in Philadelphia. GE Re filed motions to
compel arbitration and to dismiss Mutual's complaint and such
motions were denied by the court.

Since 2000, only renewal business as required by law has been
written by Mutual through the managing general agent. Harleysville
Group's pooling share of the written premium ceded by Mutual under
the agreement was $13,897,000, $22,389,000 and $24,502,000 in
2001, 2000 and 1999, respectively, and 1is 1likely to decline
further in 2002.
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Both Mutual and the Company believe GE Re's claims to be
wholly without merit and are litigating the matter wvigorously.
While the Company does not expect this matter to materially affect
its financial condition or results of operations, there can be no
assurance of any particular outcome.

Harleysville Group 1s a party to numerous other lawsuits
arising in the ordinary course of its insurance business.
Harleysville Group believes that the resolution of these lawsuits
will not have a material adverse effect on its financial
condition.

Item 4. Submission of Matters to a Vote of Security Holders.

No matter was submitted during the fourth quarter of 2001 to
a vote of holders of the Company's Common Stock.

29



Executive Officers of the Company

All of the persons listed below are executive officers of
Harleysville Group Inc. or its affiliates. There are no family
relationships between any of the Company's executive officers and
directors, and there are no arrangements or understandings between
any of these officers and any other person pursuant to which the
officer was selected as an officer.

Name Age Position
Walter R. Bateman, II 54 Chairman of the Board, President,
Chief Executive Officer and
Director
Mark R. Cummins 45 Executive Vice President, Chief

Investment Officer and Treasurer

M. Lee Patkus 50 Executive Vice President
Douglas A. Gaudet 48 Executive Vice President
Roger A. Brown 53 Senior Vice President, Secretary

and General Counsel

Bruce J. Magee 47 Senior Vice President and
Chief Financial Officer

E. Wayne Ratz 56 Senior Vice President and Chief
Information Officer

Catherine B. Strauss 54 Senior Vice President

Robert G. Whitlock, Jr. 45 Senior Vice President and Chief
Actuary

Roger J. Beekley 59 Vice President and Controller

Walter R. Bateman, II has been Chairman of the Board since
August 1998 and has been Chief Executive Officer since January 1,
1994. He has been President and Director of Harleysville Group
Inc. and the Mutual Company since 1992.
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Mark R. Cummins is Executive Vice President, Chief Investment
Officer and Treasurer of Harleysville Group Inc. and the Mutual
Company, and has been 1in charge of the investment and treasury
function since 1992.

M. Lee Patkus has been Executive Vice President in charge of
the field and subsidiary operations of Harleysville Group Inc. and

the Mutual Company since November 1999. From 1994 to 1999 he
worked for St. Paul Insurance Companies and 1its predecessor,
USF&G, and was in charge of wvarious regional operations. Most

recently he was Regional President of the Southeast Commercial
Region.

Douglas A. Gaudet has been Executive Vice President in charge
of claims and underwriting since November 2000. From May 1999 to
November 2000 he was Managing Director/Chief Underwriting Officer
for Crum and Forster. From 1991 to 1999 he was employed by Zurich
Group, most recently as President, Service and Technology for
Zurich Commercial.

Roger A. Brown has been Senior Vice President, Secretary and
General Counsel of Harleysville Group Inc. and the Mutual Company
since 1995. He was Assistant General Counsel from 1986 until
assuming his present position.

Bruce J. Magee has been Senior Vice President and Chief
Financial Officer of Harleysville Group Inc. and the Mutual
Company since January 1, 1994. From 1986 to 1993 he was Vice
President and Controller of Harleysville Group Inc.

E. Wayne Ratz has Dbeen Senior Vice President and Chief
Information Officer of Harleysville Group Inc. and the Mutual
Company since February 1997.

Catherine B. Strauss has been Senior Vice President since
April 1998 and has been in charge of human resources since 1996.

Robert G. Whitlock, Jr. has been Senior Vice President and
Chief Actuary of Harleysville Group Inc. and the Mutual Company
since February 1995. He was Vice President and Actuary before
assuming his present position and was 1in charge of wvarious
actuarial functions since 1991.

Roger J. Beekley has been Vice President and Controller of
Harleysville Group Inc. since January 1, 1994 and 1is Vice
President and Controller of the Mutual Company, a position he has
held since 1982.
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PART II

Item 5. Market for the Registrant's Common Stock and Related
Stockholder Matters.

The "Market for Common Stock and Related Security Holder
Matters" section from the Company's annual report to stockholders
for the year ended December 31, 2001, which is included as Exhibit
(13) (E) to this Form 10-K Report, 1is incorporated herein by
reference.

Item 6. Selected Financial Data.

The "Selected Consolidated Financial Data" section from the
Company's annual report to stockholders for the vyear ended
December 31, 2001, which is included as Exhibit (13) (A) to this
Form 10-K Report, 1s incorporated herein by reference.

Item 7. Management's Discussion and BAnalysis of Financial
Condition and Results of Operations.

The "Management's Discussion and Analysis of Results of
Operations and Financial Condition" section from the Company's
annual report to stockholders for the vyear ended December 31,
2001, which is included as Exhibit (13)(B) to this Form 10-K
Report, is incorporated herein by reference.

Item 7A. Quantitative and Qualitative Disclosures About Market
Risk.

The "Quantitative and Qualitative Disclosures About Market
Risk" section from the Company's annual report to stockholders for
the year ended December 31, 2001, which is included as Exhibit
(13) (C) to this Form 10-K Report, 1is incorporated herein by
reference.

Item 8. Financial Statements and Supplementary Data.

The consolidated financial statements from the Company's
annual report to stockholders for the vyear ended December 31,
2001, which is included as Exhibit (13) (D) to this Form 10-K
Report, are incorporated herein by reference.

Item 9. Changes in and Disagreements with Accountants on
Accounting and Financial Disclosure.

None.
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PART III

Item 10. Directors and Executive Officers of the Registrant.

The "Election of Directors" section, which  provides
information regarding the Company's directors, on pages 7 and 8
and the "Section 16 Reporting Compliance" section on page 28 of
the Company's proxy statement relating to the annual meeting of
stockholders to be held April 24, 2002, are incorporated herein by
reference.

The information concerning executive officers called for by

Item 10 of Form 10-K is set forth in Part I of this Annual Report
on Form 10-K.

Item 11. Executive Compensation.

The information set forth on pages 21 to 26 and the
"Compensation of Directors" section on pages 11 and 12 of the
Company's proxy statement relating to the annual meeting of
stockholders to be held April 24, 2002, are incorporated herein by
reference.

Item 12. Security Ownership of Certain Beneficial Owners and
Management.

The "Ownership of Common Stock" section on pages 13 and 14 of
the Company's proxy statement relating to the annual meeting of
stockholders to be held April 24, 2002, is incorporated herein by
reference.

Item 13. Certain Relationships and Related Transactions.

The "Transactions with Harleysville Mutual" section on pages
27 and 28 of the Company's proxy statement relating to the annual
meeting of stockholders to be held April 24, 2002, is incorporated
herein by reference.
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PART IV

Item 14. Exhibits, Financial Statement Schedules and Reports on
Form 8-K.

(a) (1) The following consolidated financial statements are filed as a
part of this report:

Consolidated Financial Statements Page
Consolidated Balance Sheets as of
December 31, 2001 and 2000 24 *

Consolidated Statements of Income for

Each of the Years in the Three-year

Period Ended December 31, 2001 25%
Consolidated Statements of Shareholders'

Equity for Each of the Years in the Three-

yvear Period Ended December 31, 2001 26%
Consolidated Statements of Cash Flows

for Each of the Years in the Three-year

Period Ended December 31, 2001 27*
Notes to Consolidated Financial Statements 28%*
Independent Auditors' Report 39%

(2) The following consolidated financial statement
schedules for the years 2001, 2000 and 1999
are submitted herewith:

Financial Statement Schedules

Schedule I. Summary of Investments - Other

Than Investments in Related

Parties 43
Schedule II. Condensed Financial Information

of Parent Company 44
Schedule IIT. Supplementary Insurance

Information 47
Schedule IV. Reinsurance 48
Schedule VI. Supplemental Insurance Information

Concerning Property and Casualty

Subsidiaries 49

Independent Auditors' Consent and Report on Schedules
(filed as Exhibit 23)

All other schedules are omitted because they are not applicable or

the required information is included in the financial statements or
notes thereto.

*Refers to the respective page of Harleysville Group Inc.'s 2001

Annual Report to Stockholders. The Consolidated Financial Statements
and Independent Auditors' Report, which are included as Exhibit (13) (D),
are incorporated herein by reference. With the exception of the

portions of such Annual Report specifically incorporated by reference in
this Item and Items 5, 6, 7 and 8, such Annual Report shall not be
deemed filed as part of this Form 10-K or otherwise subject to the
liabilities of Section 18 of the Securities Exchange Act of 1934.
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Exhibits

Description of Exhibits

(3)
Exhibit
No.
( 3)(a)
( 3)(B)
(4)
*(10) (a)
*(10) (B)
*(10) (C)
*(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 Statement
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 Amendment No. 12 of
Registrant's Form S-3 Registration Statement
No. 33-90810 filed October 10, 1995.

Indenture between the Registrant and
CoreStates Bank, N.A., dated as of November
15, 1993 - incorporated herein by reference to

Exhibit (4) to the Registrant's Annual Report
on Form 10-K for the year ended December 31,
1993.

Standard Deferred Compensation Plan for
Directors of Harleysville Mutual Insurance
Company and Harleysville Group Inc. Amended
and Restated November 17, 1999 - incorporated
herein by reference to Exhibit 10(A) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1999.

Harleysville Insurance Companies Director
Deferred Compensation Plan Approved by the

Board of Directors November 25, 1987 -
incorporated herein by reference to Exhibit
10(B) to the Registrant's Form S-3

Registration Statement No. 33-28948 filed May
25, 1989.

Harleysville Group Inc. Non-qualified Deferred
Compensation Plan Amended and Restated
November 17, 1999 - incorporated herein by
reference to Exhibit 10(C) to the Registrant's
Annual Report on Form 10-K for the year ended
December 31, 1999.

Pension Plan of Harleysville Group Inc. and
Associated Employers dated December 1, 1994
and amendment dated February 6, 1995 -
incorporated herein by reference to Exhibit
10(D) to the Registrant's Annual Report on
Form 10-K for the vyear ended December 31,
1994.
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Exhibit
NO.

Description of Exhibits

*(10) (E)

(10) (F)

Harleysville Mutual Insurance Company/
Harleysville Group Inc. Senior Management
Incentive Compensation Plan As Amended and
Restated November 17, 1999 - incorporated
herein by reference to Exhibit 10(E) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1999.

Proportional Reinsurance Agreement effective
as of January 1, 1986 among Harleysville
Mutual Insurance Company, Huron Insurance
Company and Harleysville Insurance Company 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 May 23, 1986.

Equity Incentive Plan of Registrant, as
amended - incorporated herein by reference to
Exhibit (4) (C) to the Registrant's Form S-8
Registration Statement No. 333-25817 filed
April 25, 1997.

Tax Allocation Agreement dated December 24,
1986 among Harleysville Insurance Company of
New Jersey, Huron Insurance Company, Worcester
Insurance Company, McAlear 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
December 31, 1986.

Amended and Restated Financial Tax Sharing
Agreement dated March 20, 1995 among Huron

Insurance Company, Harleysville Insurance
Company of New Jersey, Worcester Insurance
Company, Harleysville-Atlantic Insurance

Company, New York Casualty Insurance Company,
Connecticut Union Insurance Company, Great
Oaks Insurance Company, Lakes States Insurance
Company and the Registrant - incorporated
herein by reference to Exhibit (10) (L) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1994.
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Exhibit

Description of Exhibits

No.
(10) (J)
(10) (K)
(10) (L)
(10) (M)

Amendment, effective July 1, 1987, to the
Proportional Reinsurance Agreement effective
January 1, 1986 among Harleysville Mutual
Insurance Company, Huron Insurance Company,
Harleysville Insurance Company of New Jersey
and Atlantic Insurance Company of Savannah -
incorporated herein by reference to the
Registrant's Form 8-K Report dated July 1,
1987.

Amendment, effective January 1, 1989, to the
Proportional Reinsurance Agreement effective
January 1, 1986 among Harleysville Mutual
Insurance Company, Huron Insurance Company,
Harleysville Insurance Company of New Jersey,
Atlantic Insurance Company of Savannah and
Worcester Insurance Company - incorporated
herein by reference to Exhibit 10(U) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1988.

Amendment, effective January 1, 1991, to the
Proportional Reinsurance Agreement effective
January 1, 1986 among Harleysville Mutual
Insurance Company, Huron Insurance Company,
Harleysville Insurance Company of New Jersey,
Atlantic Insurance Company of Savannah,
Worcester Insurance Company, Phoenix General
Insurance Company and New York Casualty
Insurance Company - incorporated herein by
reference to Exhibit (10) (0) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1990.

Amendments, effective January 1, 1995 and
1993, respectively, to the Proportional
Reinsurance Agreement effective January 1,
1986 among Harleysville Mutual Insurance
Company, Huron Insurance Company, Harleysville
Insurance Company of New Jersey, Harleysville-
Atlantic Insurance Company, Worcester
Insurance Company, Connecticut Union Insurance
Company, New York Casualty Insurance Company
and Great Oaks Insurance Company -
incorporated herein by reference to Exhibit
(10) (P) to the Registrant's Annual Report on
Form 10-K for the vyear ended December 31,
1994.
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Exhibit
NO.

Description of Exhibits

(10) (N)

Amendment, effective January 1, 1996 to the
Proportional Reinsurance Agreement effective
January 1, 1986 among Harleysville Mutual
Insurance Company, Huron Insurance Company,
Harleysville Insurance Company of New Jersey,
Harleysville-Atlantic Insurance Company,
Worcester Insurance Company, Connecticut Union
Insurance Company, New York Casualty Insurance
Company, Great 0Oaks Insurance Company and
Pennland Insurance Company - incorporated
herein by reference to Exhibit (10) (O) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1995.

Amendment, effective January 1, 1997 to the
Proportional Reinsurance Agreement effective
January 1, 1986 among Harleysville Mutual
Insurance Company, Huron Insurance Company,
Harleysville Insurance Company of New Jersey,

Harleysville-Atlantic Insurance Company,
Worcester Insurance Company, Mid-America
Insurance Company, New York Casualty Insurance
Company, Great Oaks Insurance Company,
Pennland Insurance Company and Lake States
Insurance Company - incorporated herein by
reference to Exhibit (10) (P) to the

Registrant's Annual Report on Form 10-K for
the year ended December 31, 1996.

Amendment, effective January 1, 1998 to the
Proportional Reinsurance Agreement effective
January 1, 1986 among Harleysville Mutual
Insurance Company, Huron Insurance Company,
Harleysville Insurance Company of New Jersey,

Harleysville-Atlantic Insurance Company,
Worcester Insurance Company, Mid-America
Insurance Company, New York Casualty Insurance
Company, Great Oaks Insurance Company,
Pennland Insurance Company, Lake States
Insurance Company and Minnesota Fire and
Casualty Company - 1incorporated herein by
reference to Exhibit (10) (Q) to the

Registrant's Annual Report on Form 10-K for
the year ended December 31, 1997.
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Exhibit

Description of Exhibits

No.
*(10) (Q)
(10) (R)
*(10) (S)
*(10) (T)
(10) (U)
(10) (V)

Long-Term Incentive Plan for senior officers
of Harleysville Mutual Insurance Company and
Registrant - incorporated herein by reference
to Exhibit 10(V) to the Registrant's Annual
Report on Form 10-K for the vyear ended
December 31, 1988.

Lease and amendment effective January 1, 2000
between Harleysville, Ltd. and Harleysville
Mutual Insurance Company - incorporated herein
by reference to Exhibit 10(R) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1999.

1995 Directors' Stock Option Program of
Registrant - incorporated herein by reference
to Exhibit (10) (S) to the Registrant's Annual
Report on Form 10-K for the vyear ended
December 31, 1993.

Harleysville Group Inc. Year 2000 Directors’
Stock Option Program of Registrant -
incorporated herein by reference to Exhibit
(4) (C) to the Registrant’s Form S-8
Registration Statement No. 333-85941, filed
August 26, 1999.

Loan Agreement dated as of March 19, 1998 by
and Dbetween Harleysville Group Inc. and
Harleysville Mutual Insurance Company -
incorporated herein by reference to Exhibit
(10) (V) to the Registrant's Annual Report on
Form 10-K for the vyear ended December 31,
1997.

Form of Management Agreements dated January 1,
1994 Dbetween Harleysville Group Inc. and
Harleysville Mutual Insurance Company,
Harleysville-Garden State Insurance Company,
Mainland Insurance Company, Pennland Insurance
Company, Berkshire Mutual Insurance Company
and Harleysville Life Insurance Company -
incorporated herein by reference to Exhibit
(10) (U) to the Registrant's Annual Statement
on Form 10-K for the year ended December 31,
1993.
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Exhibit

Description of Exhibits

No.
(10) (w)
(10) (X)
*(10) (Y)
*(10) (Z)
*(10) (AA)
*(10) (AB)

Form of Salary Allocation Agreements dated
January 1, 1993 Dbetween Harleysville Group
Inc. and Harleysville Mutual Insurance
Company, Harleysville-Garden State Insurance
Company, Mainland Insurance Company, Pennland
Insurance Company, Berkshire Mutual Insurance
Company and Harleysville Life Insurance
Company - i1ncorporated herein by reference to
Exhibit (10) (U) to the Registrant's Annual
Report on Form 10-K for the vyear ended
December 31, 1992.

Equipment and Supplies Allocation Agreement
dated January 1, 1993 between Harleysville
Mutual Insurance Company and Harleysville
Group Inc. - incorporated herein by reference
to Exhibit (10) (V) to the Registrant's Annual
Report on Form 10-K for the vyear ended
December 31, 1992.

Form of Change of Control Employment
Agreements dated July 1, 1999 - incorporated
herein by reference to Exhibit 10(z) to the
Registrant's Annual Report on Form 10-K for
the year ended December 31, 1999.

1992 Incentive Stock Option Plan for Employees
Amended and Restated August 26, 1992 -
incorporated herein by reference to Exhibit
(10) (W) to the Registrant's Annual Report on
Form 10-K for the vyear ended December 31,
1992.

Harleysville Group Inc. Supplemental Retirement
Plan Amended and Restated November 17, 1999 -
incorporated herein by reference to Exhibit
10(AB) to the Registrant's Annual Report on
Form 10-K for the year ended December 31, 1999.

1996 Directors' Stock Purchase Plan of
Registrant - incorporated herein by reference
to Exhibit (4) (C) to the Registrant's Form S-8
Registration Statement No. 333-03127 filed May
3, 1996.
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Exhibit

Description of Exhibits

No.
*(10) (AC)
*(10) (AD)
*(10) (AE)

(13) (A)
(13) (B)
(13) (C)
(13) (D)
(13) (E)

Directors Equity Award Program of Registrant -
incorporated herein by reference to Exhibit
(4) (C) to the Registrant's Form S-8
Registration Statement No. 333-09701 filed
August 7, 1996.

Excess Stock Purchase Plan of Registrant -
incorporated herein by reference to Exhibit
4.3 to the Registrant's Form S-8 Registration
Statement No. 333-37212 filed May 17, 2000.

Long Term Incentive Plan of Registrant -
incorporated herein by reference to Exhibit
4.3 to the Registrant's Form S-8 Registration
Statement No. 333-37386 filed May 19, 2000.

Selected Consolidated Financial Data from the
Company's 2001 annual report to stockholders.

Management's Discussion and Analysis of
Results of Operations and Financial Condition
from the Company's 2001 annual report to
stockholders.

Quantitative and Qualitative Disclosures About
Market Risk from the Company's 2001 annual
report to stockholders.

Consolidated financial statements from the
Company's 2001 annual report to stockholders.

Market for Common Stock and Related Security

Holder Matters from the Company's 2001 annual
report to stockholders.
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Exhibit

No. Description of Exhibits
(21) Subsidiaries of Registrant.
(23) Independent Auditors' Consent and Report on
Schedules.
(99) Form 11-K Annual Report for the Harleysville

Group Inc. Employee Stock Purchase Plan for
the year ended December 31, 2001.

* A management contract, compensatory plan or arrangement required
to be separately identified by reason of the provision of Item
14 (a) (3) .

(b) Reports on Form 8-K

A Form 8-K dated January 8, 2002 was filed disclosing a
dispute involving a reinsurance agreement with GE Reinsurance
Corporation.
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HARLEYSVILLE GROUP

SCHEDULE I - SUMMARY OF INVESTMENTS -
OTHER THAN INVESTMENTS IN RELATED PARTIES

Type of Investment

December 31, 2001
(in thousands)

Cost

Value

Fixed maturities:

United States
government and
government agencies
and authorities

States, municipalities
and political
subdivisions

Mortgage-backed
securities

All other corporate
bonds

Total fixed
maturities

Equity securities:

Common stocks:
Banks, trust and
insurance companies
Industrial,
miscellaneous and
all other

Total equities

Short-term
investments

Total investments

S 69,953

611,659

164,443

549,491

S 73,325

634,539

168,169

567,819

1,395,546

18,657

92,146

1,443,852

24,418

126,268

110,803

150,686

36,695

$1,543,044

43

Amount

at Which
Shown in
the Balance
Sheet

$ 73,053
623,405
168,169
559,136
1,423,763
24,418
126,268
150,686
36,695

51,611,144



HARLEYSVILLE GROUP INC.
SCHEDULE II - CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY

CONDENSED BALANCE SHEETS
(in thousands, except share data)

December 31,

2001 2000
ASSETS

Short-term investments S 6,377 S 6,343
Fixed maturities:

Available for sale, at fair

value (cost $52 and $10) 53 10
Investments in common

stock of subsidiaries

(equity method) 661,430 641,755
Accrued investment income 16 35
Due from affiliate 3,636 7,454
Dividends receivable from

subsidiaries 12,000 10,000
Other assets 14,521 11,031

Total assets $698,033 $676,628

LIABILITIES AND SHAREHOLDERS' EQUITY

Debt $ 93,500 $ 93,500
Accounts payable and

accrued expenses 12,564 12,480
Federal income taxes payable 1,671 4,067

Total liabilities 107,735 110,047
Shareholders' equity:

Preferred stock, $1 par value;

authorized 1,000,000 shares,

none issued
Common stock, $1 par value;

authorized 80,000,000 shares;

issued 2001, 30,444,678 and

2000, 30,001,852 shares; outstanding

2001, 29,444,678 and 2000,

29,001,852 shares 30,445 30,002
Additional paid-in capital 140,065 131,537
Accumulated other

comprehensive income 44,265 56,010
Retained earnings 391,088 364,597
Treasury stock, at cost,

1,000,000 shares (15,565) (15,565)
Total shareholders' equity 590,298 566,581
Total liabilities and

shareholders' equity $698,033 $676,628
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HARLEYSVILLE GROUP INC.
SCHEDULE II - CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY

CONDENSED STATEMENTS OF INCOME
(in thousands)

Year Ended December 31,

2001 2000 1999
Revenues S 7,782 S 7,631 S 7,565
Expenses:
Interest 6,102 6,468 6,274
Expenses other than interest 1,828 1,823 1,688
(148) (660) (397)
Income tax benefit (46) (223) (646)
Income (loss) before equity in
income of subsidiaries (102) (437) 249
Equity in income of subsidiaries 43,595 49,129 39,664
Net income $43,493 $48,692 $39,913
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HARLEYSVILLE GROUP INC.
SCHEDULE II - CONDENSED FINANCIAL INFORMATION OF PARENT COMPANY

CONDENSED STATEMENTS OF CASH FLOWS
(in thousands)

Year Ended December 31

2001 2000 1999
Cash flows from operating
activities:
Net income S 43,493 S 48,692 S 39,913
Adjustments to reconcile
net income to net cash
used by operating activities:
Equity in undistributed
earnings of subsidiaries (43,595) (49,129) (39,664)
(Increase) decrease in
accrued investment income 19 (16) 20
Increase (decrease) in
accrued income taxes (2,396) 3,209 (2,143)
Other, net 1,723 (3,984) 3,805
Net cash provided (used)
by operating activities (756) (1,228) 1,931
Cash flows from investing activities:
Purchases of fixed maturity
investments (52)
Maturities of fixed maturity
investments 10
Net sales (purchases) or
maturities of short-term
investments (34) (4,646) 3,665
Net cash provided (used)
by investing activities (76) (4,646) 3,665
Cash flows from financing activities:
Issuance of common stock 7,807 6,419 5,425
Dividends from subsidiaries 10,027 20,030 15,015
Dividends paid (17,002) (15,864) (15,182)
Purchase of treasury stock (4,711) (10,854)
Net cash provided (used)
by financing activities 832 5,874 (5,596)
Change in cash - - -
Cash at beginning of year
Cash at end of year S - S - s -
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HARLEYSVILLE GROUP
SCHEDULE IV - REINSURANCE

Years Ended December 31, 2001, 2000 and 1999
(in thousands)

Assumed Percentage
Ceded From of Amount
Gross to Other Other Net Assumed
Amount Companies Companies Amount to Net
Year ended
December 31, 2001
Property and
casualty
premiums $658,166 $694,643 S766,366 $729,889 105.0%
Year ended
December 31, 2000
Property and
casualty
premiums $647,300 $679,770 $720,800 $688,330 104.7%
Year ended
December 31, 1999
Property and
casualty
premiums $638,604 $670,669 $739,265 $707,200 104.5%

Note: The amounts ceded and assumed include the amounts ceded and
assumed under the terms of the pooling arrangement.
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HARLEYSVILLE GROUP

SCHEDULE VI - SUPPLEMENTAL INSURANCE INFORMATION CONCERNING

PROPERTY AND CASUALTY SUBSIDIARIES

Years Ended December 31, 2001, 2000 and 1999
(in thousands)

Losses and Loss

Liability Settlement Expenses
for Unpaid Discount, (Benefits) Incurred
Losses and If Any, Related to Paid Losses
Loss Deducted and Loss
Settlement from Current Prior Settlement
Expenses Reserves'‘’ Year Years Expenses
Year ended:
December 31,
2001 $879,056 $8,007 $537,172 $(17,350) $511,545
December 31,
2000 $864,843 $7,774 $541,738 $(48,937) $524,131
December 31,
1999 $901,352 $8,992 $582,534 $(59,532) $512,607
Notes: (1) The amount of discount relates to certain long-term

disability workers'

compensation cases.

A discount rate

of 3.5% (5% on New Jersey cases) was used.

(2) Information required by remaining columns is contained

in Schedule IIT.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the
Securities Exchange Act of 1934, the Registrant has duly caused this
report to be signed on its behalf by the undersigned thereunto duly
authorized.

Harleysville Group Inc.

Date: March 22, 2002 By: /s/ WALTER R. BATEMAN
Walter R. Bateman
Chairman of the Board,
President and
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of
1934, this report has been signed by the following persons on behalf of
the Registrant in the capacities and on the dates indicated.

Signature Title Date

Chairman of the Board,

President,
Chief Executive Officer
/s/ WALTER R. BATEMAN and a Director March 22, 2002

Walter R. Bateman

Senior Vice President
and Chief Financial
Officer (principal financial
officer and principal
/s/ BRUCE J. MAGEE accounting officer) March 22, 2002
Bruce J. Magee
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Signature

SIGNATURES

/s/ LOWELL R. BECK

Lowell R. Beck

/s/ MICHAEL L. BROWNE
Michael L. Browne

/s/ ROBERT D. BUZZELL
Robert D. Buzzell

/s/ MIRIAN M. GRADDICK-WETIR

Mirian M. Graddick-Weir

/s/ JOSEPH E. MCMENAMIN

Joseph E. McMenamin

/s/ FRANK E. REED

Frank E. Reed

/s/ JERRY S. ROSENBLOOM

(Continued)
Title Date
Director March 22, 2002
Director March 22, 2002
Director March 22, 2002
Director March 22, 2002
Director March 22, 2002
Director March 22, 2002
Director March 22, 2002

Jerry S. Rosenbloom
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