The Plymouth Rock Company
695 Atlantic Avenue
Boston, Massachusetts 02111

Chairman’s Letter

February 21, 2003

To Our Shareholders:

This was, as anticipated, a reasonably good year at Plymouth Rock. Net income for the group in
the year ended December 31, 2002 was just under $11.8 million, up 14.5% from last year’s
equivalent. Growth in premiums, excluding the New Jersey premiums not written in a Plymouth
Rock owned company, was about 11%, almost all of this from additional units rather than rate
increases. The omission of managed New Jersey business from these numbers, though, is
especially significant this past year because the lion’s share of our growth effort in 2002 was
concentrated there. The highlight of that story, which I prefer to tell separately because of
Palisades’ reciprocal structure, is that premiums rose by 36%, with an even greater growth rate in
2003 already assured.

Shareholders’ equity on a GAAP basis rose by $11.5 million over the equivalent number for
year-end 2001. On a per share basis, the increase in book value was from $551 to $603. As you
well know by now, this book value represents only a part, perhaps about half, of your
Company’s economic net worth before applying any valuation multiple. The value of the
contract Plymouth Rock holds to manage the Palisades reciprocal in New Jersey is not
recognized for balance sheet purposes by generally accepted accounting principles, though it has
an obvious commercial value. Substantial gains in Palisades’ capital this year, for the same
reason, are not reflected in the GAAP book value increase described above. Also outside GAAP
purview are the unrealized gains on our real estate portfolio and, in the cases of Homesite Group
and Response Insurance, where Plymouth Rock 1s a substantial common shareholder, any value
in excess of our cost less a proportional share of operating losses. I am confident that economic
book value of the Plymouth Rock enterprise is now over $1000 per share.

Another metric not apparent in GAAP financial reports, and which this letter always tries to
supply, is an estimate of the scale of our business enterprise. To perform the required
calculation, we add the net premiums earned, from the top line of Plymouth Rock’s income
statement, which were $141 million in 2002, to the change in premiums which the Company has
written but not yet earned. Then we add in the business that is ours but which we ceded as
reinsurance to Commonwealth Automobile Reinsurers (CAR) and General Re. Next we add in
the business which is not ours but which we manage for others, including the New Jersey
personal lines premiums now at Palisades and the automobile insurance premiums handled at
Pilgrim Insurance. From this is netted a few items that would otherwise be double counted and
business that is not ours but is assumed as a part of our statutory obligation to CAR, which
serves as the Massachusetts residual market mechanism. The grand total is $329 million, an



increase of about 20% since last year and more than two and a quarter times the top line of the
financials. 1 find this number more instructive as to our workload, employment needs, and profit
potential than the netted GAAP equivalent on the income statement. For a reality check, try
adding the Gross Premiums Collected on the Consolidated Statements of Cash Flows to the
managed premium amounts and subtract the CAR assumed premium; this will yield a number
similar to mine. It looks as though enterprise scale may approach $400 million in 2003 and Hal
Belodoff is boldly predicting haif a billion by 2005. Cumulative book value return on
capitalization from inception now stands at 17.6%.

Hal has an expanding leadership role throughout all of the Plymouth Rock operating companies,
but he has an extra measure of hands-on responsibility for Plymouth Rock Assurance, still our
largest company, and he is executing that responsibility very well indeed. This was the first year
in quite a while that the combined ratio was held below 100%. Of course, given Massachusetts’s
unique degree of regulation over this business, success here requires satisfactory external
conditions as well as excellent management skills. The Massachusetts automobile insurance
environment today is neither the best nor the worst we have seen. Following many years of
approximate adequacy, state-set premium rates are probably falling a bit behind cost trends. On
the other hand, nobody seems to be asserting that the gap is a forbidding one. The
Commissioner announced a rate increase at year-end that was billed as 2.7%. She was
immediately criticized by consumer groups for giving the industry too much. In fact, she gave
very little. This is the first time in my memory that a Commissioner has made an increase look
larger, and therefore more controversial, than it actually was. Most of the 2.7%, it tums out,
represents a statutorily mandated assessment to pay for the insolvency of Trust Insurance a few
years ago and a formulaic reconciliation of the industry’s Safe Driver Incentive Program. These
are just repayments of moneys we and all other insurers pay out by law, and their mandatory
recoupments could easily have been described separately from the true rate increase. The actual
increase with which the companies can pay for claims and other cost inflation in 2003 looks to
be close to zero. That may be an opportunity lost for the industry, since the year in which a new
Governor is about to take office is a particularly good one for a Commissioner to grant necessary
catch-ups in costs without undue political consequences.

One stated goal of the Commissioner is to make Massachusetts more attractive as a venue for
national companies. Consistent with this, the Insurance Department is seeking a rationalization
of the residual market mechanism, so that it does not disproportionately favor one company over
another as much as it seems to today. There is merit to that objective, which the Commissioner
shares with the Massachusetts Attorney General and a number of companies, but there is a risk
as well. Plymouth Rock will support changes in CAR to this end -- but only if the changes
maintain two elements of the current system that are working well for the public. One is a
flattening by degree of the relative premium differentials across territories which is then
compensated for in the marketplace by the residual market credit mechanism. This helps remove
a large and unfair burden placed on city dwellers by urban crime and commuting patterns. The
other is the high level of individual responsibility that companies have under the present
formulas for settling their claims efficiently, rather than pooling the results and thus lessening the
incentives for careful investigation. This discipline helps keep overall rate levels for everyone
lower. Our state has kept peace between its insurance consumers and the companies for years
now by maintaining these two principles of sound public policy. Plymouth Rock will oppose



any attempt to raise inner city premium relativities to unaffordable levels or to pool and share
risks such that individual companies hold the industry’s claims pen without accountability for
how the money is spent.

Among the most interesting events of this past year was a dance that Plymouth Rock had
previously decided to sit out -- and which we, therefore, just watched in 2002. Our competitor,
Safety Insurance, announced and postponed a public offering of its shares, announced and
postponed again, and finally went forward with a successful offering. In the fall of 2001, Safety
Insurance was sold by its founder to a private equity investor group. For us to have acquired
Safety at the time would have been inconsistent with our goal of becoming a more diversified
enterprise, and we did not want to take on the debt that probably would have been required to
consummate the purchase. We saw the price paid by the new owner, however, as a genuine
bargain. The new owner has now proven that proposition this year by taking Safety public at a
price a good bit higher — though still below that company’s book value.

If you are asking whether Safety’s pricing in the public market suggests that Plymouth Rock,
too, is worth less than book value, let me offer a bit of comfort. Three differences in valuation
are evident right away. The first is in the diversification by state that we have worked so hard to
accomplish. Safety is, without question, more dependent on the exigencies of auto insurance in
Massachusetts, and its related politics, than is Plymouth Rock. The second is that, at least
according to an independent study commissioned by the Massachusetts Attorney General,
Plymouth Rock has a five-year Return on Earned Premiums (defined in the A.G.’s report as
earned premiums plus investment income minus losses and expenses, all as a percentage of
earned premiums) of 9.5% versus Safety’s 1.7% over the same period. We have not verified
these numbers ourselves, but I am not surprised there is some difference in this favorable
direction. Finally, Plymouth Rock has diversified its distribution arrangements and has a number
of stabilizing multi-year arrangements with its agents, while Safety is more traditional in its
approach to agency contracts. Taking all of these factors into account and comparing your
Company not just to Safety, but to all of its Massachusetts peers, Plymouth Rock looks pretty
strong. But, then again, [ am biased.

The greater rate adequacy problem in recent years has not been state-set rates but company
discounts. It looks as though this coming year the discounts will remain approximately stable,
having been gradually but significantly reduced over the last four years. This is good news for
us, given the disappointing rate announcement. Our loss ratio is good and there is every reason
to believe it will remain so. The Plymouth Rock Assurance net pure loss ratio improved to about
60% in 2002, after full proviston for all residual market assessments. The expense ratio, which
has traditionally been a greater challenge for our service-oriented culture, also improved. As we
like to measure it, on a gross basis and including investment expenses and loss adjustment
expenses, it came to 38.8% in 2002, even after provision for considerable IT systems
improvements -- including a much upgraded new data imaging system.

Don Southwick continues to manage BCS Holdings for us, where Plymouth Rock owns outright
several agencies where the proprietors found a sale to us to be the most attractive perpetuation
plan. Don also helps us manage relationships with other agencies with which we have special
relationships, and he is regularly meeting with new acquisition candidates in Massachusetts, New



Hampshire and Connecticut. The agencies under Don earned about $600,000 for our group last
year in profits, but, of course, their value in steering good business to the Company is many
times that amount.

Last year I reported Eric Neely's prediction that he could generate $5 million in premium for us
in our maiden year in Connecticut. That year now over, I must now acknowledge that Eric and I
were a little overly optimistic about timing. Actual volume for our first year in Connecticut was
closer to $3 million, but Eric has signed up enough agents now that he is predicting a return to
the original fast track with a bit more than $10 million year in 2003. Sometimes, when a
company enters a new state, it must accept a few years of poor loss ratio to gain its foothold.
That does not seem to be the case for Plymouth Rock in Connecticut. The first year pure loss
ratio appears to be comfortably in the 60’s, because the bulk of the business so far has been
seasoned agency business transferred from other carriers. As we improve our visibility and
reputation for service in Connecticut, we should get more such transfers. Connecticut agents
seem to be feeling a bit abandoned by their traditional agency carriers, so the situation for a high-
service entrant, like us, is extremely attractive.

Eric splits his time these days between Connecticut and New Hampshire, stopping off in between
at our headquarters in Boston. He is now the president of Mt. Washington Assurance, where he
has had product management responsibility for over a year. Mt. Washington has not been a
financial winner for us so far. Despite some noble efforts by some fine leaders in the past, it has
always suffered from insufficient scale to achieve a decent expense ratio. That company’s
volume has now grown to $15 million, and it projects premium revenues of $20 million in 2003.
Mt. Washington finished the year 2002 with a nice improvement over the preceding year. Eric
says he can get the combined ratio below 100% for the first time in that company’s history
during 2003. He is not yet able to predict when Mt. Washington will meet the first two of the
three goals I set years ago for all Plymouth Rock start-ups: that each earn for the group at least a
15% return on capital, that its profits exceed a million dollars, and that it be an enterprise we are
proud to be associated with. We’ll just have to take one step at a time but, at this pace,
realization of the numerical goals should not be far away. We are already proud of Mt.
Washington for its high quality of staff, its excellent agency force, and its solid service.

Bunker Hill Insurance, the homeowners specialty carrier in our group, has a new president of
exceptional credentials. John Tierney was the head of the Property and Casualty Actuarial
Practice at Tillinghast-Towers Perrin for some years before a relatively short stint as an
executive at another company, from which he came to us. There is a pleasant touch of irony to
his joining us as president of Bunker Hill. Already familiar with his fine technical reputation
twenty years ago, I sought him out as a consulting actuary to help me with our very first
homeowners rates and forms filing in 1984. He adds a dimension of expertise to our whole
group as well as providing leadership at Bunker Hill. Shortly after John’s armval here, Hal and
John and I agreed upon a set of new objectives for John and Bunker Hill. We all felt that, due to
risk adjustment, the appropriate return on capital target for a homeowners writer should be closer
to 20% than the 15% we aim for in auto insurance. And reinsurance should be sufficient to
withstand the worst Atlantic storm likely to occur within a 250 year period.



John quickly and correctly determined that Bunker Hill’s current economics did not meet this
standard. To get there, he commenced a program to cut that company’s expenses in every
category, and to raise its premium rates and reduce exposure to risks that were particularly
expensive to reinsure (especially in coastal areas) -- but not to abandon any geographical area of
the state. He has also begun to buy that company’s reinsurance more strategically. Results in
2002 remained sub-par, with net income just under $500,000 on $29 million in premiums. Just
as important, Bunker Hill’s protection against catastrophes currently falls short of the one year in
250 standard. Putting in place the proper catastrophe protection is a task John feels he can
accomplish during 2003. At the same time, and despite the greater reinsurance cost this strategy
implies, John predicts that he can more than double the net income in 2003. We won’t quite
reach the 20% return on capital target even then, but Bunker Hill will be well on its way.

This was an extremely important year for Palisades. The reciprocal’s capital and premiums are
not recorded on our financials, since the policyholders own the reciprocal, but the more business
there is at Palisades the greater is the fee income we can earn for managing it well. This past
year, the New Jersey group thrived on its existing book and then supplemented those results with
three replacement deals, in which Palisades accepted a capital contribution in each case from an
exiting carrier in exchange for absorbing that carrier’s policyholders in a non-disruptive fashion.
Assuring that there is no market disruption when a company exits is a requirement placed on the
industry by New Jersey law. In 2002, the Harleysville Group, the Great American Financial
Group and the Hartford (other than for its AARP business) exited New Jersey auto, and in each
case left business and capital behind with Palisades. The total capital added to the reciprocal
amounted to $32 million, which more than doubles the capitalization of that enterprise, and the
business Palisades promised to absorb in 2002 and 2003 amounted to $60 million, close to 90%
growth over the volume a year ago. This is why I can say that the 2002 premium growth of $24
million, only half of which reflects replacement business, will certainly be exceeded next year,
when the vast bulk of the acquiréd volume goes on the books, along with any new business the
existing and new agents generate. Premium in New Jersey for 2003 will predictably approach
$150 million, making Palisades the second largest independent agency automobile carrier in that
state. Watch out Plymouth Rock Assurance. Gerry Wilson is determined to make Palisades the
largest company in the extended family.

The profit picture is also promising, although the new business — which we were effectively paid
to take -- will not carry as favorable a loss ratio as the existing book for some years. The
expense ratio is now approaching the point where I will no longer be able to chide Gerry for
being less efficient than Plymouth Rock Assurance. Gerry inherited a fine team at Palisades, and
has augmented it with other strong leaders. The newest Palisades officer is Marc Buro, who has
been immensely helpful at every stage of each replacement transaction. Gerry and his staff
planned the 2002 victories in mid-2001 and executed them without a serious glitch at any point.
It is no small chore to double a company, as Gerry will have done in a two-year period, and
uphold a standard of excellence in operations and service at the same time, but the New Jersey
team is doing exactly that. It helps that the business comes in gradually over the year, that
Palisades is having less trouble than it anticipated in filling new staff positions, and that 98% of
the transferred business can come to Palisades in an automated fashion with no manual
intervention.
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There are always risks in a political and pervasively regulated environment like New Jersey. The
state’s battle with State Farm is still unresolved, leaving hundreds of millions of doliars in
premium overhanging the market. There is an active coalition of industry giants, lobbying to
deregulate the New Jersey auto insurance market in ways that often appear to us unrealistic. The
coalition has run ads implying that more and more carriers will leave if deregulation is not
implemented. The powerful trial lawyers association, meanwhile, is hankering to repeal or
weaken the no-fault laws. The New Jersey Insurance Department has, so far, been level headed
and moderate in its approach to all of this turmoil but it is under constant pressure to make
concessions to keep companies from bolting. At some point, enough of these concessions can
create a bumpy and uneven playing field that is very hard to correct. We are open to reform of
the system, and particularly the rate change approval mechanism, but our worries for New Jersey
spring from the same sources as our concern about proposed Massachusetts reforms. No matter
what is done, traffic density and ingrained habits will always cause New Jersey to be an
expensive state in terms of average premium level. The disparity between rich suburbs and
poorer cities in the Garden State is particularly pronounced, and a purely free market solution in
this compulsory product market would be unfair to urban residents as well as unworkable. In
New Jersey, the political powers have never created an effective credit system which would
allow reasonable rate flattening without making the cities unattractive to the carriers. Unless
they do so, we fear that any significant movement toward deregulation will make the urban
availability problem thornier and give rise to ad-hoc solutions that are inconsistent and
potentially unfair. Palisades is now, however, a major domestic writer. The one thing you can
be sure of is that it will remain in New Jersey, and therefore it will always seek to be a
constructive force in helping the regulators create a level playing field for a meaningfully
competitive industry that serves the New Jersey public well. The growth in the works for
* Palisades transforms that company from a start-up to a mid-sized institution. What more could
we have asked for ten short years ago when Hal and I started to design a New Jersey company
for the Plymouth Rock family? Happy Tenth Birthday, Palisades.

The most disappointing event of 2002 was the discovery at Pilgrim Insurance, our insurance
services company, of an accounting error that had caused the profits for the past four years to be
overstated. There were several parts to the error, but the most significant was that certain
accruals related to our CAR business were never trued up as the actual numbers became known.
The odd thing is that our auditors, internal as well as independent, our management, and our
Board were all aware that Pilgrim had some imprecision in these numbers, but no one believed
that the magnitude of the necessary adjustment was as great as it turned out to be. The problem
is behind us now, but Pilgrim, which should have earned $1.5 million for our group in 2002,
instead earned a negligible profit after the write-downs.

In a sense, the errors arc a cost of our decentralized management. The Plymouth Rock
Assurance accounting department, now led by Peter Phelps, had far more sophisticated controls
for such entries in use right in the same building. Keeping “each tub on its own bottom”, in the
words Harvard uses to describe the university’s organizational structure, brings both benefits and
drawbacks. In the future, the Internal Audit staff, which operates across company lines in our
group, will take more responsibility for seeing that best practices are universally applied. The
sitver lining here is two-fold. One is that the scrubbing done by Pilgrim’s new, and excellent,
accounting chief was thorough and the other small companies in the group will benefit by



application of a similar scrub. The other is that the results at Pilgrim on a current basis were
actually fine. Hal and I would be very surprised if that company earns less than $1.5 million
next year, representing a 25% return on the capital Plymouth Rock deploys for Pilgrim’s
business. Near the end of the year, Vin Nieroda, who has run Pilgrim for many years now and
built most of its present business, told us that he plans to retire from that job later this year. Vin
1s planning a model exit, with the business in good shape and, if possible, a successor trained.
We will miss Vin, and it won’t be easy to find a comparable replacement.

The Plymouth Rock positions in Response Insurance and in Homesite Group are much on my
mind at this time. Our 2002 goals for Response, a national direct response auto carrier from
New York to California, included taming the loss ratio, tightening expenses, and further
strengthening the top management team. The prior year, 2001, had been a year of rapid growth.
This was a year of improved metrics, at the explicit sacrifice of growth. It will be nice when
Response can accomplish both in one year, but that was too great a risk to attempt in 2002. ITam
pleased to report that Mory Katz and his team achieved all of Response’s 2002 goals to a
satisfactory degree, with good groundwork laid for more progress in 2003.

Response began the year as roughly a $75 million company, which was well behind its original
business plan scale target. We attribute the shortfall over the six years since. Response’s
founding to two major causes. One was a decision by the industry’s giant, State Farm, to reduce
rates for huge numbers of drivers even to the point of costing that company billions of dollars.
Getting the right people to switch was very difficult when they were enjoying unprecedented
decreases in premiums. The other was a liability claims cost crisis in New York, which by our
own deciston was Response’s most important state. This cost everyone writing in New York
dearly; for Response, which was virtually a New York-only company at first, it was particularly
painful. The published loss ratio for 2001 was 88% and the general expense ratio was around
40%. The numbers Response will be publishing for calendar 2002 show the loss ratio of about
70%, finally reaching the range that can sustain a successful direct writer. A portion of the
improvement came from the 2001 acquisitions, a portion came from a recapture of some 2001
over reserving, and a third contributor was substantially enhanced product sophistication and
targeted pricing increases. The last was made possible, in part, by the fulfillment of Response’s
managerial objective. John Javaruski, an actuary by background who oversaw the successful
turnaround a few years ago of the Kemper Direct loss ratio, joined Response as Mory’s number
two. His impact is plainly visible.

On the expense ratio side, there was also good progress, but it takes some explaining to find it in
the published numbers. Response left its expensive Westchester headquarters behind and
consolidated its operations at the Connecticut offices of its subsidiary, Connecticut Life and
Casualty. There was an accompanying reduction in staffing. While the general expense ratio for
2002 will look even worse than the prior year’s number, that comparison blurs the distinction
between on-going costs and restructuring costs. At least five million dollars have been removed
from the company’s run rate expenses. This is a step in the right direction, but another step of
much greater significance was taken just after year-end. Response announced in January that it
will be purchasing the direct response auto insurance substdiaries of Great American Financial
Group. This acquisition, when approved, will assure that 2003 can be a rapid growth year once
again. On a pro forma basis, we can think of Response as a $125 million company now, among



the 100 largest auto insurers in the country and one of the fifteen largest direct response carriers.
Its leaner expense base and the increased scale, taken together, allow Mory to predict a much
improved expense ratio for 2003. It appears that Response will finally reach renewal breakeven.

I have long thought in terms of three milestones a direct response auto writer must pass. The
first 1s renewal breakeven, where revenues from the renewed book of business exactly cover
losses and expenses on that book. The second is passed when the renewal profit is sufficient to
fund a reasonable growth rate for new business. This requires a more profitable renewal book
than the first marker, because the new business written inevitably runs at a substantial first-year
loss. The third milestone, and a breakthrough for investor valuation, occurs when there is a
moderate profit even at a handsome growth rate or a handsome profit at a moderate growth rate.
To fund first-year losses on rapid growth, and still have something left over for the owners,
requires a generous margin on a large block of renewed business. Only the first milestone is now
in sight for Response, but this is no small event. Once that is passed, it takes time, hard work
and competence to reach the other milestones, but the capital of the business should be secure.
More scale and a proven engine for generating internal growth at solid metrics are the next
challenges for Response. While getting there more slowly than Peter Wood and 1 had hoped
when we founded Response means that the rate of return on our 1995 Response investment may
disappoint, I will consider getting there at all to be a success. The signs at least are now pointing
the right way.

Homesite Group’s story may look similar on the financial statements, but it is actually quite a
different situation. While that company, a national homeowners writer, is behind its original
growth plan too, the reasons have little in common. Where Response needs a large call center
infrastructure and marketing budget to generate its new business, Homesite gets its volume from
partners who already have access to the customers. The call center cost requirements are much
smaller and the branding expense is virtually nil. Whereas Response has to season new business
to achieve a decent loss ratio, Homesite’s business has been running a pure loss ratio near 50%
from the start. Whereas Response has yet to build a reliable internal growth engine, Homesite’s
partnership relationships already in place should provide at least 60% growth next year. Fabian
Fondriest could use a COO, bat, all in all, he and his management team are as strong as I have
ever seen in a five-year-old company.

‘The Homesite partners, supplying the business to supplement their own auto insurance products,
include General Motors, General Electric, Metropolitan, Prudential, and Nationwide — with more
well known names to come. Reinsurance is not proving a problem. In fact, in the aftermath of
September 11, the familiar lines of domestic property catastrophe coverage, especially in the
personal lines, are welcomed by new and old reinsurers alike at reasonable rates. Homesite’s
only serious issue is that it hasn’t yet the scale to pay for its general expenses, but it is getting
close, and all of the other key metrics for the business are good enough already. I am very happy
with Plymouth Rock’s investment in Homesite. While the financials display none of this, the
investment has probably increased in value this year, not just because of the company’s progress,
but because the founders, among whom Plymouth Rock is the largest holder, have acquired from
certain of the original investors call options that became ours when those investors decided not to
participate in a long-scheduled round of financing. These calis, if exercised, could increase the
founders’ stake from close to 20% to more than twice that by letting us buy out some of the



original investors at or near their cost bases. We have three years to decide whether to exercise
the calls, and paying out a strike price of over $50 million will make sense, of course, only if
Homesite is taking off, but my instinct says that those calls are going to enhance your investment
in a successful business.

This was another poor year for most equity investors, with the major common stock indices
having fallen by about 20% of their value. We have a portfolio for the Plymouth Rock
Companies which is close to one-third invested in equity instruments of various kinds, so we
could not escape the impact entirely. Nonetheless, we had a better year in investments than a
great many of our peers. The overall portfolio return was about 3% on a total return basis.
Bonds are still our largest portfolio component, and they had a decent year, returning us 4.7%
pre-tax in interest and another 2.6% in realized and unrealized gains. Our marketable common
stocks were down about 10.5%, which combined with a point and a half of dividends, meant a
9% loss in total return. This was a great deal better than the markets as a whole, and allowed our
from-inception IRR on marketable common stock investments to remain above 22%. Equity
alternatives and equivalents, mostly funds that own spectalized portfolios of equity type
securities, earned us 3% this past year. Our owner-occupied real estate, mostly in downtown
Boston, had its first poor year according to the appraisers. Based on the appraisals, we consider
our holdings in that category to be down about 13% for the year. This is a good estimate, no
doubt, of the trend in Boston real estate generally. I can’t resist pointing out, however, that I
may be more bullish than the experts about our 695 Atlantic Avenue headquarters building,
located exactly at the transportation hub of the city, and right where the Big Dig construction
work is being completed first. The avenue in front, after having been torn up for years, looks
beautiful already, and the building is acceptably full. We are selling the small property we have
owned in Concord, New Hampshire at a decent profit, but we are not likely to be sellers on
Atlantic Avenue.

Stock prices look a bit better to us, as investors of new money, than they did before. Plainly,
there are bargains available now that were not there just a few years ago, and we have done some
cautious and selective buying. Jim, Rick and [ would all feel better, though, if there were not
such uncertainty surrounding the U.S. fiscal picture. Tax cuts and wars aren’t necessarily a
compatible couple. Similarly, the market seems to have forgotten about the danger of additional
terrorist events, which makes its prices subject to a downward shock if a serious attack occurs. It
has taken a host of favorable factors, moreover, to keep inflation such a non-issue for so long a
period. Whether that combination will remain in place is far from certain rnight now. Having
been a financial sector regulator for eight years, I am also of the view that the corporate
governance scandals of 2002 tend to undermine market confidence. It takes good regulation and
good behavior to make a free market work well. We would, therefore, consider a strengthened
SEC, and stronger disclosure rules, bullish forces for the markets.

I mentioned last year our Company’s participation, and my own, in the new Lindsay Goldberg &
Bessemer Fund. I am pleased to report that the new fund has raised its planned $2.0 billion in
limited partnership interests. Not many investors other than Bob Lindsay and Alan Goldberg
could have accomplished that in 2002. We now look forward to making some money through
investing with LGB.



More important for our capital position, though, than anything we will do in the investment
markets is that we had in 2002 a special opportunity to repurchase some of our own shares. At
the start of the year, Progressive Casualty Insurance owned 26% of Plymouth Rock. Glenn
Renwick, the CEO of Progressive, served on the PRC Board. Over the year, Glenn expressed
increasing concern that Plymouth Rock’s emphasis on New Hampshire and Connecticut was a
harbinger that the two companies would become more and more competitive. Uncomfortable
owning so much of a competitor, or potential competitor, Progressive offered to sell back to the
Company enough shares to bring Progressive’s holdings in Plymouth Rock below 10% of the
shares outstanding. This is an important threshold because it is used by some insurance
departments to test whether there exists a presumptive control relationship.

Progressive offered to sell 40,701 shares over the next five years with a scheduled sales price
beginning at $625 for the 2003 tranche and rising thereafter. There was also a provision that, if
we completed the entire transaction before mid-year 2003, there would be a favorable discount
from the multi-year price schedule. Given that the base year offer price was roughly at GAAP
book value and considerably below appraisal value, the Board accepted the offer. Progressive
will, on completion of the repurchase, become a 9% sharcholder and the number of shares
outstanding will ultimately be reduced by nearly a fifth. Glenn has also resigned from the Board,
where he will be missed. I hope to remain corporate friends with Progressive, within the limits
defined by a conservative reading of the anti-trust laws. Theirs is the most impressive story in
my business lifetime in the personal insurance lines, and their business has been conducted with
integrity as well as acumen.

This is the only annual report letter you have ever received, or are likely to receive, written from
Paris. Sometime in the 1980°s, when Plymouth Rock was very small, I asked the investors for
the right to take a six-month sabbatical every five years. [ asked for and received a parallel
privilege from the Response and Homesite investors. The first five years at Plymouth Rock went
by, and [ waived my opportunity. The same happened after the second five years. This year, as
we approach a twentieth anniversary celebration at Plymouth Rock, I just had to take the
sabbatical. For many years now, I have had in mind to write a book, and I am hard at work
trying to do so. If [ am right about the benefits of sabbaticals, I should return to the Company in
July with a clearer head, renewed energy, and a broader perspective. If not, | will at least return
happy and extremely well fed.
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Jarhes M. Stone
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