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Key Indicators

Harleysville Group Inc.[1]
2009 2008 2007 2006 2005

Total Assets ($ Mil.) $ 3,302 $ 3,155 $ 3,072 $ 2,991 $ 2,905
Equity ($ Mil.) $ 773 $ 653 $ 759 $ 712 $ 614
Net Income ($ Mil.) $ 86 $ 42 $ 100 $ 111 $ 61
Gross Premiums Written ($ Mil.) $ 968 $ 1,057 $ 930 $ 926 $ 934
Net Premiums Written ($ Mil.) $ 852 $ 950 $ 838 $ 839 $ 839
High Risk Assets % Shareholders' Equity 24.4% 15.6% 10.1% 10.0% 29.3%
Reinsurance Recoverables % Shareholders' Equity 35.6% 38.9% 27.2% 28.7% 46.1%
Goodwill & Intangibles % Shareholders' Equity 14.5% 16.9% 13.4% 14.4% 17.0%
Gross Underwriting Leverage 3.6x 4.4x 3.3x 3.4x 4.0x
Return on Capital (1 yr.) 10.4% 5.1% 11.7% 14.2% 8.5%
Sharpe Ratio of ROC (5 yr.) 291.6% 246.6% --- --- ---
Adv/(Fav) Dev. % Beg. Reserves (1 yr.) -2.3% -2.3% -1.7% -1.5% -1.5%
Adjusted Financial Leverage 20.9% 25.0% 16.8% 19.2% 23.0%
Total Leverage 20.9% 25.0% 16.8% 19.2% 23.0%
Earnings Coverage (1 yr.) 11.9x 5.0x 17.0x 17.3x 9.4x
Cashflow Coverage (1 yr.) 14.7x 9.0x 15.8x 16.9x 9.4x

[1] Information based on GAAP financial statements

Opinion

SUMMARY RATING RATIONALE

Moody's A3 insurance financial strength ratings on members of the Harleysville Insurance intercompany pool and Baa2 rating on the senior debt
of Harleysville Group Inc. (HGIC) consider Harleysville's established regional presence in small business commercial lines insurance, its strong
reserve position, its high-quality investment portfolio and good cash flows, as well as its conservative financial leverage. Additionally, HGIC has a
good geographic spread of risk, which has been achieved over time through a combination of internal growth and acquisitions. The company's
application of predictive modeling, especially to its small business customer segment, also has contributed to improved underwriting
performance and risk selection. These strengths are tempered by an intensely competitive environment in business insurance which is likely to
continue to constrain profitability, the company's relatively high expense ratio, by its relatively limited scale in personal lines, and by above-
average regional exposures to losses arising from natural catastrophes - primarily North Atlantic windstorms. HGIC writes a broad range of
standard commercial lines (approximately four-fifths of net premiums written) and personal lines coverages through independent agents in the
eastern and midwestern US. Approximately half of Harleysville's commercial insurance operations pertain to the middle-market segment, which
comprises somewhat larger accounts that tend to be subject to a higher degree of market price competition.



Credit Strengths

- Established regional presence with strong agency network in the small business commercial insurance market

- Geographic diversification has improved through internal growth and acquisitions

- High-quality investment portfolio, with strong liquidity and operating cash flows

- Very good capitalization with conservative parent company leverage

Credit Challenges

- Limited scale in an increasingly competitive environment in small business commercial and personal lines

- Exposures to natural catastrophe losses arising from regional underwriting concentrations

- Relatively lagging - though improving - core earnings and underwriting performance, in recent years, when compared to peer group

Rating Outlook

The outlook for the insurance financial strength ratings of the members of the Harleysville intercompany pool and the debt ratings of HGIC is
stable. Moody's also expects that the company will continue to deliver sustained improvement in operating results and achieve an overall
combined ratio of below 100% in the medium term.

What Could Change the Rating - Up

The following could lead to a rating upgrade:

- Enhanced scale and market presence in the company's chosen agency-based small business and personal lines insurance markets;

- Reduced gross and net catastrophe underwriting exposure profile, relative to total capitalization;

- Sustained underwriting profitability (e.g. combined ratios around 100% or better through the cycle), with improved underwriting margins in the
group's flagship business insurance segment;

- A sustained reduction in the company's expense ratio (e.g. to approximately 30%), contributing to improved efficiency;

- Adjusted financial leverage below 20%.

What Could Change the Rating - Down

The following could lead to a rating downgrade

- Combined ratios of 105% or greater;

- A decrease in capitalization of 10% or more over a 1-year period resulting from catastrophe losses and/or adverse loss reserve development;

- Adjusted financial leverage in excess of 30%;

- Operating leverage (NPW to surplus) in excess of 2 times;

- Interest coverage in the low single-digit range.

Notching Considerations

Harleysville Mutual Insurance Company owns approximately 53% of publicly-traded HGIC. The mutual ownership structure provides additional
financial flexibility to HGIC, which is reflected in the two notch spread between the insurance financial strength and senior debt ratings, rather
than the customary three-notch spread for insurers and their holding companies. Harleysville Mutual's relationship with HGIC also includes
participation in the group's intercompany pooling agreement.

Recent Results and Developments

For the first quarter of 2010, Harleysville report net income of $8.1 million and net premiums earned of $209 million, as compared to $17.3 million
and $218 million, respectively for the same period in 2009. The decline in quarterly earnings primarily reflected significant 1Q2010 winter and rain
storm losses, particularly in the Northeastern states. In 2009, Harleysville reported GAAP net income of $86.3 million, as compared with income
of $42.3 million in 2008. Results in 2009 included an overall combined ratio of approximately 100%, with personal and commercial lines
contributing combined ratios of approximately 97% and 101%, respectively. The group's statutory underwriting expense ratio, at just over 34% in
2009, remains essentially unchanged. Client retention trends appear to remain stable. Unlike many of its industry peers, Harleysville Group has
reported only very nominal investment-related impairments during the recent credit crisis, reflecting the very high quality of its investment
portfolio.

DETAILED RATING CONSIDERATIONS

Moody's rates Harleysville Mutual Insurance Company and members of its inter-company pool A3 for insurance financial strength, which is in line
with the adjusted rating indicated by the Moody's insurance financial strength rating scorecard.

Insurance Financial Strength Rating

Factor 1: Market Position, Brand and Distribution: Baa



HGIC has a strong regional franchise in eastern and midwestern states with good brand recognition among its independent agents,
notwithstanding its relatively small overall market share, which is the basis of our view of the company's overall franchise position being
consistent with expectations for Baa-rated insurers. The company had strategically shifted its focus toward small to medium-sized commercial
lines business and away from what had been its less profitable personal lines business several years ago. In the most recent years, the
company's personal lines business has grown somewhat through targeted expansion with the improved profitability of that business. One of
HGIC's key competitive advantages is its established relationships with independent agents, which it continues to strengthen through significant
investments in technology to standardize underwriting processes and improve agents' ease of doing business with the company.

HGIC was an early adopter of predictive modeling technology, enabling it to develop the expertise for refined risk segmentation and pricing ahead
of other regional carriers - a significant competitive advantage in the small commercial lines market. Although Moody's believes HGIC will be
challenged to compete effectively over the longer term against the better-scale efficiencies and superior technology of several larger
competitors, the company's focus and established position in the regional small business insurance segment, its long-standing agency
relationships and its favorable regional underwriting presence should help sustain its competitive position in the near term.

HGIC's expense ratio is slightly higher relative to similarly rated peers mainly because of the company's focus on providing a high level of
customized services, especially to its middle-market commercial lines customers. Going forward, as the company rolls out its agent portal and
other tools for integrating and automating the production process, we expect some improvement in the expense ratio.

Factor 2: Product Risk and Diversification: A

HGIC has good product diversification and fairly broad geographic diversification across the eastern and mid-western states. The company's
three largest segments are commercial multi-peril, commercial automobile and workers' compensation, which together account for more than
three-quarters of net premiums written. A potential source of earnings volatility is HGIC's dependence on medium-sized commercial accounts,
which comprise a significant proportion of commercial lines net premiums written. Personal lines insurance provides an important element of
diversification against the more volatile long-tail commercial lines business and the company has been gradually increasing its presence in
personal lines in recent years as it has improved the quality and profitability of its overall business.

HGIC's product diversification benefits are somewhat tempered by the geographic concentration of over half of its business being in New York,
New Jersey and Pennsylvania, the first two of which have challenging regulatory and legal environments.

Factor 3: Asset Quality: Aa

HGIC has a very high-quality investment portfolio comprised primarily of investment grade, fixed-income securities, as reflected in the fact that
high-risk assets, as defined by Moody's accounted for less than 8% of invested assets at year-end 2009. Equity securities, comprising 7% of the
portfolio as of year-end 2009, should enhance long-term capital appreciation without adding undue volatility to the group's capitalization.
Harleysville's credit exposures to sub-prime and other distressed asset classes is modest, primarily reflecting the company's focus on
underwriting profitability as the source of most of its internal capital generation, together with maintaining a high quality and liquid investment
portfolio to support its insurance and reinsurance liabilities.

The group's conservative use of reinsurance is a further credit strength, and with over 90% of its reinsurers rated excellent or better, HGIC's
recoverables are generally of very good credit quality. There are no intangible assets associated with goodwill. Overall, Moody's views the
company's overall asset quality indication as being more consistent with a Aa-rated insurer, reflecting some degree of credit and market risk in
its investment portfolio.

Factor 4: Capital Adequacy: A

HGIC's capital adequacy is supported by modest GAAP gross underwriting leverage of 3.6 times at year-end 2009, and good risk-adjusted
capitalization, as measured by Moody's Risk-Adjusted Capital model. HGIC has exposure to catastrophe losses primarily hurricanes, tornadoes
and hailstorms, and to a lesser degree, earthquakes. The company manages its catastrophe exposures through the use of sophisticated
modeling tools, policy limits on coastal business and the use of reinsurance.

The company seeks to limit the after-tax net impact to a one-in-250-year event to no more than 40% of policyholders' surplus. Notwithstanding
Harleysville's solid risk-adjusted capitalization, Moody's considers this benchmark to be somewhat high for an A-rated insurer, and it - together
with gross catastrophe exposures that are likewise outsized relative to similarly-rated peers - is therefore a meaningful consideration in the
group's overall rating profile. We also note that the impact of unrealized investment losses on Harleysville's capital at year-end 2008 and 2009
was nominal, reflecting the group's very conservative investment profile.

Factor 5: Profitability: A

With a five-year average return on capital of 10.0% and some volatility in earnings growth due to adverse loss development in prior years,
Moody's considers HGIC's historical profitability track record to be on par with expectations for A-rated competitors, notwithstanding the group's
break-even combined ratios. In recent years, HGIC's underwriting profitability for both personal and commercial lines has demonstrated
improvement, driven by favorable reserve development, renewed underwriting discipline and management efforts to improve operational
efficiency and performance. Consequently, we expect the company to perform consistently with expectations for A-rated insurers on a go-
forward basis. We expect that HGIC will maintain its underwriting discipline and strong relationships with agents, although underwriting margins
will likely narrow.

Factor 6: Reserve Adequacy: A

HGIC benefits from strong reserve adequacy, as evidenced by favorable reserve development over the past three years. Moody's believes that
core reserves are within a reasonable range. We expect HGIC's current reserve cushion to diminish going forward, as market conditions
deteriorate and pricing competition intensifies.

Although HGIC has some exposure to A&E claims, its focus on small commercial risks significantly lessens the likelihood of large judgments
against the group. Furthermore, since the intercompany pooling agreement pertains to post-1986 business, the group has not incurred
significant A&E losses. Consequently, we view exposure to latent liabilities as not being a meaningful consideration with respect to the group's
overall credit profile.



Factor 7: Financial Flexibility: A

HGIC's 21% adjusted financial leverage ratio is relatively low in comparison with similarly rated peers. Included in the debt figure is approximately
$118.5 million debt securities issued, as well as other adjustments for pension underfunding (about $60 million at year-end 2009) and lease
obligations. Additionally, the company's very strong cash flow coverage and good earnings coverage of interest expense underscore its strong
earnings and liquidity position, which are at levels that are characteristic of Aa-rated insurers. HGIC's publicly traded status provides the
company with access to both debt and equity capital. However, Moody's believes the mutual holding company structure and majority ownership
by Harleysville Mutual effectively places limits on the group's financial flexibility, relative to larger and entirely publicly-held companies, hence we
consider HGIC's financial flexibility to be a positive credit factor, but at a level commensurate with expectations for A-rated insurers.

Earnings and cash flow coverage metrics have been likewise strong, reflecting the healthy dividend capacity of the group's principal subsidiaries
(approximately $91 million for 2010, without prior approval, based on capital as reported on December 31, 2009) as well as modest holding
company fixed charges.

Rating Factors

Harleysville Group Inc.[1]
                                                                      
                                                                                          

Financial Strength Rating Scorecard Aaa Aa A Baa Ba B Caa Score [2]Adjusted
Score

                                                                                          
Business Profile                                                                       Baa Baa
Market Position, Brand and Distribution
(25%)

                                                                      Baa Baa

Relative Market Share Ratio                               X                                                   
Underwriting Expense Ratio % Net Premiums
Written

                                        X                                         

Product Risk and Diversification (10%)                                                                       Aa A
Product Risk           X                                                                       
P&C Insurance Product Diversification                     X                                                             
Geographic Diversification           X                                                                       

                                                                                          
Financial Profile                                                                       Aa A
Asset Quality (10%)                                                                       Aaa Aa
High Risk Assets % Shareholders' Equity 24.4%                                                                                
Reinsurance Recoverables % Shareholders'
Equity

          35.6%                                                                       

Goodwill & Intangibles % Shareholders' Equity 14.5%                                                                                
Capital Adequacy (15%)                                                                       A A
Gross Underwriting Leverage                     3.6x                                                             
Profitability (15%)                                                                       Aa A
Return on Capital (5 yr. avg)           10.0%                                                                       
Sharpe Ratio of ROC (5 yr. avg)                     291.6%                                                            
Reserve Adequacy (10%)                                                                       Aaa A
Adv./(Fav.) Loss Dev. % Beg. Reserves (5 yr.
avg.)

-2.0%                                                                                 

Financial Flexibility (15%)                                                                       Aa A
Adjusted Financial Leverage           20.9%                                                                       
Total Leverage           20.9%                                                                       
Earnings Coverage (5 yr. avg.) 12.1x                                                                                 
Cashflow Coverage (5 yr. avg.) 13.2x                                                                                 
Operating Environment (0%)                                                                       Aaa -

A
Aaa - A

Aggregate Profile                                                                       A1 A3

[1] Information based on GAAP financial statements [2] The Scorecard rating is an important component of the company's published rating,
reflecting the stand-alone financial strength before other considerations (discussed above) are incorporated into the analysis

© 2010 Moody’s Investors Service, Inc. and/or its licensors and affiliates (collectively, "MOODY'S"). All rights reserved.



CREDIT RATINGS ARE MOODY'S INVESTORS SERVICE, INC.'S ("MIS") CURRENT OPINIONS OF THE
RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. MIS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS
CONTRACTUAL, FINANCIAL OBLIGATIONS AS THEY COME DUE AND ANY ESTIMATED FINANCIAL LOSS
IN THE EVENT OF DEFAULT. CREDIT RATINGS DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT
NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK, OR PRICE VOLATILITY. CREDIT RATINGS ARE
NOT STATEMENTS OF CURRENT OR HISTORICAL FACT. CREDIT RATINGS DO NOT CONSTITUTE
INVESTMENT OR FINANCIAL ADVICE, AND CREDIT RATINGS ARE NOT RECOMMENDATIONS TO
PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES. CREDIT RATINGS DO NOT COMMENT ON THE
SUITABILITY OF AN INVESTMENT FOR ANY PARTICULAR INVESTOR. MIS ISSUES ITS CREDIT RATINGS
WITH THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY
AND EVALUATION OF EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR
SALE.

ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO,
COPYRIGHT LAW, AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED,
REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD,
OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN PART, IN ANY FORM OR
MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT MOODY'S PRIOR WRITTEN
CONSENT. All information contained herein is obtained by MOODY'S from sources believed by it to be accurate and
reliable. Because of the possibility of human or mechanical error as well as other factors, however, all information
contained herein is provided "AS IS" without warranty of any kind. MOODY'S adopts all necessary measures so that
the information it uses in assigning a credit rating is of sufficient quality and from sources Moody's considers to be
reliable, including, when appropriate, independent third-party sources. However, MOODY'S is not an auditor and
cannot in every instance independently verify or validate information received in the rating process. Under no
circumstances shall MOODY'S have any liability to any person or entity for (a) any loss or damage in whole or in part
caused by, resulting from, or relating to, any error (negligent or otherwise) or other circumstance or contingency within
or outside the control of MOODY'S or any of its directors, officers, employees or agents in connection with the
procurement, collection, compilation, analysis, interpretation, communication, publication or delivery of any such
information, or (b) any direct, indirect, special, consequential, compensatory or incidental damages whatsoever
(including without limitation, lost profits), even if MOODY'S is advised in advance of the possibility of such damages,
resulting from the use of or inability to use, any such information. The ratings, financial reporting analysis, projections,
and other observations, if any, constituting part of the information contained herein are, and must be construed solely
as, statements of opinion and not statements of fact or recommendations to purchase, sell or hold any securities.
Each user of the information contained herein must make its own study and evaluation of each security it may
consider purchasing, holding or selling. NO WARRANTY, EXPRESS OR IMPLIED, AS TO THE ACCURACY,
TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE OF ANY
SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY MOODY'S IN ANY FORM OR
MANNER WHATSOEVER.

MIS, a wholly-owned credit rating agency subsidiary of Moody’s Corporation ("MCO"), hereby discloses that most
issuers of debt securities (including corporate and municipal bonds, debentures, notes and commercial paper) and
preferred stock rated by MIS have, prior to assignment of any rating, agreed to pay to MIS for appraisal and rating
services rendered by it fees ranging from $1,500 to approximately $2,500,000. MCO and MIS also maintain policies
and procedures to address the independence of MIS’s ratings and rating processes. Information regarding certain
affiliations that may exist between directors of MCO and rated entities, and between entities who hold ratings from MIS
and have also publicly reported to the SEC an ownership interest in MCO of more than 5%, is posted annually at
www.moodys.com under the heading "Shareholder Relations — Corporate Governance — Director and Shareholder
Affiliation Policy."

Any publication into Australia of this document is by MOODY'S affiliate, Moody's Investors Service Pty Limited ABN 61
003 399 657, which holds Australian Financial Services License no. 336969. This document is intended to be provided
only to "wholesale clients" within the meaning of section 761G of the Corporations Act 2001. By continuing to access
this document from within Australia, you represent to MOODY’S that you are, or are accessing the document as a
representative of, a "wholesale client" and that neither you nor the entity you represent will directly or indirectly
disseminate this document or its contents to "retail clients" within the meaning of section 761G of the Corporations
Act 2001.
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