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PART I

References in this Form 10-K Report to the “company,” “we,” “our” and “us” are to
Alleghany Corporation and its subsidiaries, unless the context otherwise requires.

In addition, unless the context otherwise requires, references to AIHL are to our insurance
holding company subsidiary Alleghany Insurance Holdings LLC, references to RSUI are
to our subsidiary RSUI Group, Inc. and its subsidiaries, “CATA" refers 1o our subsidiary
Capitol Transamerica Corporation and ifs subsidiaries, Platte River refers to our Platte
River Insurance Company subsidiary and *Darwin” refers to our subsidiary Darwin
Professional Underwriters, Inc. and its subsidiaries. Results for CATA in this Form 10-K
Report include Platte River results, unless the context otherwise requires.

Items 1 and 2. Business and Propertioes.
Business Overview

We were incorporated in 1984 under the laws of the State of Delaware. In December 1986, we
succeeded to the business of our parent company, Alleghany Corporation, a Maryland corporation
incorporated in 1929, upen its liquidation. We are engaged, through ATHL and its subsidiaries
RSUI, CATA, Darwin and Platte River, in the property and casualty and surety and fidelity
insurance business. We also own and manage properties in the Sacramento, California
region through our subsidiary Alleghany Properties LLC, or “Alleghany Properties.”

We were engaged in the industrial minerals business through World Minerals, Inc. and its
subsidiaries, or “World Minerals,” until July 14, 2005, when we sold that business to Imerys
USA, Inc. We were also engaged, through our subsidiary Heads & Threads International
LLC, or “Heads & Threads,” in the steel fastener importing and distribution business until
December 31, 2004, when Heads & Threads was merged with an acquisition vehicle formed
by a private investor group led by Heads & Threads management and Capital Partners, Inc,
As a result of our disposition of World Minerals and Heads & Threads, these businesses have
been classified as discontinued operations in this Form 10-K Report, and we no longer have
any foreign operations.

In 2005, we studied a number of potential acquisitions. We intend to continue to expand our
operations through internal growth at our subsidiaries as well as through possible operating
company acquisitions and investments. At December 31, 2005, we had 676 employees, with
661 at our subsidiarics and 15 at the parent level. Our principal executive offices are located
in leased office space of approximately 14,200 square feet at 7 Times Square Tower, New York,
New York 10036 and our telephone number is (212) 752-1356.

Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form
8-K and amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d)

of the Securities Exchange Act of 1934, as amended, or the “Exchange Act,” are available on
our website at www.alleghany.com, as soon as reasonably practicable after we electronically
file or furnish this material to the Securities and Exchange Commission. Qur Financial
Personnel Code of Ethics, Code of Business Conduct and Ethics, Corporate Governance
Guidelines and the charters for our Audit, Compensation and Nominating and Governance
Committees are also available on our website. In addition, you may obtain, free of charge,
copies of any of the above reports or documents upon request to the Secretary of our company.

We refer you to Items 7 and 8 of this Form 10-K Report for further information about
our business in 2005. Our consolidated financial statements are set forth in Item 8 of this
Form 10-K Report and include our accounts and the accounts of our subsidiaries for all
periods presented.



Property and Casualty Insurance Businesses
General Description of Business

AIHL is our holding company for our property and casualty insurance operations, which

are conducted through RSUI, headquartered in Atlanta, Georgia, CATA and Platie River,
headquartered in Middleton, Wisconsin and Darwin, headquartered in Farmington,
Connecticut. In addition, surety and fidelity operations are conducted through CATA and
Platte River. Unless we state otherwise, references to AIHL include the operations of RSUI,
CATA, Platte River and Darwin.

In general, property insurance protects an insured against financial loss arising out of loss
of property or its use caused by an insured peril. Casualty insurance protects the insured
against financial loss arising out of the insured’s obligation to others for loss or damage to
persons or property. In 2005, property insurance accounted for approximately 42.4 percent
and casualty insurance accounted for approximately 55.0 percent of AIHL’s gross premiums
written. Surety bonds, both commercial and contract, are three-party agreements in which
the issuer of the bond (the surety) joins with a second party (the principal) in guaranteeing
to a third party (the owner/obligee) the fulfillment of some obligation on the part of the
principal to the owner/obligee. Fidelity bonds cover losses arising from employee dishonesty.
In 20035, surety bonds accounted for approximately 2.4 percent and fidelity bonds
approximately 0.2 percent of ATHL's gross premiums written,

RSU!I Group, Inc.

General. RSUI, which includes the operations of its operating subsidiaries RSUI
Indemnity Company, or “RIC,” and Landmark American Insurance Company, or
“Landmark,” underwrites specialty insurance coverages in the property, umbrella/excess,
general liability, directors and officers liability, or “D&O0,” and professional liability lines of
business. RSUI writes business on an admitted basis primarily through RIC in the 47 states
and the District of Columbia where RIC is licensed and subject to form and rate regulations.
RSUI writes business on an approved, non-admitted basis primarily through Landmark,
which, as a non-admitted company, is not subject to state form and rate regulations and thus
has more flexibility in its rates and coverages for specialized or hard-to-place risks. As of
December 31, 2005, Landmark was approved to write business on a non-admitted basis in
49 states and on an admitted basis in Oklahoma. RSUI also owns Resurgens Speciality
Underwriting, Inc., or “Resurgens Specialty,” a wholesale specialty underwriting agency.

RIC and Landmark entered into a quota share arrangement, effective as of September 1,
2003, whereby Landmark cedes 90 percent of all premiums and losses, net of third party
reinsurance, to RIC. As of December 31, 2005, the statutory surplus of RIC was
approximately $738.6 million and the statutory surplus of Landmark was $114.6 million.
RIC is rated A (Excellent} by A.M. Best Company, Inc., or “A.M. Best,” an independent
organization that analyzes the insurance industry, and Landmark is rated A (Excellent) on a
reinsured basis by A.M. Best. RSUI leases approximately 115,000 square feet of office
space in Atlanta, Georgia for its headquarters and approximately 34,000 square feet of office
space in Sherman Oaks, California,

Distribution. At December 31, 2005, RSUI conducted its insurance business through
approximately 149 independent wholesale insurance brokers located throughout the United
States and three managing general agents. RSUT’s wholesale brokers are appointed on an
individual basis based on management’s appraisal of expertise and experience, and only
specific locations of a wholesale broker’s operations may be appointed to distribute RSUI’s
products. Producer agreements which stipulate premium collection, payment terms and
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commission arrangements are in place with each wholesale broker. No wholesale broker
holds underwriting, claims or reinsurance authority, with the exception of underwriting
authority arrangements with three wholesale brokers for small, specialized coverages.
RSUI’s top five producing wholesale brokers accounted for approximately 50 percent of
gross premiums written by RSUI in 2005. RSUT’s top two producing wholesale brokers,
Swett & Crawford Group and CRC Insurance Services, accounted for approximately 30
percent of AIHL’s gross premiums written in 2005, with Swett & Crawford accounting for
16 percent and CRC accounting for 14 percent.

Underwrlting. RSUT's underwriting philosophy is based on handling only product lines

in which its underwriters have strong underwriting expertise. RSUI generally focuses on
higher severity, lower frequency specialty risks that can be effectively “desk underwritten”
without the need for inspection or engineering reviews. RSUI tracks underwriting results for
each of its underwriters and believes that the underwriting systems and applications it has in
place facilitate efficient underwriting and high productivity levels. Underwriting authority is
delegated on a “top-down” basis ultimately to individual underwriters based on experience
and expertise. This authority is in writing and addresses maximum limits, excluded classes
and coverages and premium size referral. Referral to a product line manager is required for
tisks exceeding an underwriter’s authority.

Capitol Transamerica Corporation

General. CATA, primarily through its wholly-owned subsidiaries Capitol Indemnity
Corporation, or “Capitol Indemnity,” and Capitol Specialty Insurance Corporation, or
“CSIC,” operates in 49 states and the District of Columbia, with a geographic concentration
in the Midwestern and Plains states. Capitol Indemnity conducts its property and casualty
insurance business on an admitted basis except in California where it operates as an
approved, non-admitted insurer. Capitol Indemnity also writes surety and fidelity products
such as commercial surety bonds, contract surety bonds and fidelity bonds on a national
basis. Commercial surety bonds include all surety bonds other than contract surety bonds
and cover obligations typically required by law or regulation, such as license and permit
coverage. Capitol Indemnity offers contract surety bonds in the non-construction segment of
the market which secure performance under supply, service and maintenance contracts and
developer subdivision bonds. Fidelity bonds cover losses arising from employee dishonesty.
CSIC conducts its business on an approved, non-admitted basis and writes primarily specialty
lines of property and casualty insurance for certain types of businesses or activities, including
barber and beauty shops, bowling alleys, contractors, restaurants and taverns. Platte River is
licensed in 50 states and the District of Columbia and operates in conjunction with Capitol
Indemnity by providing surety and fidelity products. Platte River also offers pricing flexibility
in those jurisdictions where both Capitol Indemnity and Platte River are licensed. The
property and casualty business of CATA accounted for approximately 77 percent of its gross
premiums written in 2005, while the surety and fidelity business accounted for the remainder.

CATA continuously evaluates its lines of business and adjusts its product offerings as
appropriate. In January 2005, CATA decided to exit the construction segment of the contract
surety line of business upon completion of a strategic review and since then has not issued
additional contract surety bonds in the construction segment, except to the extent required
under applicable law or in certain other limited circumstances. CATA continues to manage
the run-off from this business line and is obligated to pay losses incurred on the construction
segment of the contract surety business written by CATA prior to exit.

As of December 31, 2005, the statutory surplus of Capitol Indemnity was approximately

$171.9 million and the statutory surplus of Platte River was approximately $33.5 million,
Capitol Indemnity and Platte River are rated A (Excellent) on a pooled basis by A.M. Best.
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CSIC, which is party to a quota share arrangement with its parent Capitol Indemnity, is rated
A (Excellent) on a reinsured basis by A.M. Best. CATA leases approximately 55,000 square
feet of office space in Middleton, Wisconsin for its and Platte River’s headquarters.

Distribution. CATA and Platte River conduct their insurance business through independent
and general insurance agents located throughout the United States, with a concentration

in the Midwestern and Plains states. At December 31, 2005, CATA and Platte River had
approximately 450 independent agents and 40 general agents licensed to write property and
casualty and surety and fidelity coverages, as well as approximately 280 independent agents
licensed only to write surety coverages. The general agents write very little surety and
fidelity business and have full quoting and binding authority within the parameters of their
agency contracts with respect to the property and casualty business that they write. Local
agents have binding authority for certain business owner policy products, including workers
compensation, and non-contract surety products. No agent of CATA or Platte River’s had
writings in excess of 10 percent of AIHL’s gross premiums written in 2005.

Underwriting. CATA and Platte River’s underwriting strategy emphasizes underwriting
profitability. Key elements of this strategy are prudent risk selection, appropriate pricing
and coverage customization. All accounts are reviewed on an individual basis to determine
underwriting acceptability. CATA and Platte River are subscribers to the Insurance Service
Organization, or “ISO,” and Surety Association of America, or “SAA,” insurance reference
resources recognized by the insurance industry. Underwriting procedures, rates and
contractual coverage obligations are based on procedures and data developed by the ISO for
property and casualty lines and by the SAA for surety lines. Underwriting acceptability is
determined by type of business, claims experience, length of time in business and business
experience, age and condition of premises occupied and financial stability. Information is
obtained from, among other sources, agent applications, financial reports and on-site loss
control surveys. If an account does not meet predetermined acceptability parameters,
coverage is declined. If an in-force policy becomes unprofitable due to extraordinary claims
activity or inadequate premium levels, a non-renewal notice is issued in accordance with
individual state statutes and rules.

Darwlin Professional Underwriters, Inc.

General. Darwin is a specialty property and casualty insurance group focused on three
broad professional liability market lines of business: D&Q, errors and omissions, or “E&0,”
and medical malpractice liability. Darwin was initially formed in March 2003 as an
underwriting manager for CATA, On May 3, 2004, ATHL acquired U.S. AEGIS Energy
Insurance Company, subsequently renamed Darwin National Assurance Company, or
“DNA,” an admitted insurance company domiciled in Delaware, from Aegis Holding Inc.
On May 2, 2005, DNA purchased Ulico Indemnity Company, subsequently renamed Darwin
Select Insurance Company, or “Darwin Select,” an excess and surplus lines insurance
company domiciled in Arkansas, from Ulico Casualty Company. These acquisitions were
intended to support future business underwritten by Darwin. As of December 31, 2005,
DNA was licensed to write business in 47 states and the District of Columbia, and Darwin
Select was licensed on an admitted basis to write business in its state of domicile and
authorized to write business on a surplus lines basis in 40 additional states. At December 31,
2005, DNA's statutatory surplus was approximately $173.6 million.

As part of our effort to transition Darwin to a stand-alone insurance underwriting group,

in November 2005 we contributed $135 million to Darwin, which in tumn contributed

this amount to DNA. This capital infusion resulted in total capitalization for the Darwin
insurance carriers of approximately $200 million and enabled them to obtain an independent
rating of A- (Excellent) from A.M. Best. In addition, effective October 1, 2005, DNA
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assumed all the risk and exposure on the specialty liability insurance policies produced
by Darwin and issued by CATA since the formation of Darwin in March 2003. Finally,
effective as of January 1, 2006, we reorganized Darwin by combining DNA and Darwin
Select under the underwriting manager Darwin Professional Underwriters. After giving
effect to the reorganization, Darwin will be owned 90 percent by ATHL and 10 percent by
Darwin management through a restricted share program. Darwin leases approximately
36,000 square fect of office space in Farmington, Connecticut for its headquarters.

Distribution. Darwin is highly selective in establishing relationships with distribution
partners. Its business development staff is responsible for selecting brokers and agents,
training them to market and sell Darwin’s products and monitoring their operations to
ensure compliance with Darwin’s production and profitability standards. Currently, Darwin
sells its products through approximately 150 distribution pariners, including two program
administrators, one of which is in Darwin’s municipal entity and public officials E&Q

class of business and the other of which is in Darwin’s psychiatrists medical malpractice
liability class of business. Darwin’s selection criteria for distribution partners and program
administrators include profitability, reputation, and shared values with Darwin. Authority
to bind policies is delegated carefully, audits by Darwin are regular and Darwin retains
responsibility for claims administration. Darwin’s distribution partners produce business
through traditional channels as well as through “i-Bind,” its web-based underwriting system.
No Darwin distribution partner had writings in excess of 10 percent of AIHL's gross
premiums wriften in 2005.

Underwriting. Darwin’s underwriting approach focuses on disciplined analysis,
appropriate pricing based on the actual risk and attachment level and the granting of
appropriate coverage, accompanied by underwriting and actuarial reviews of accounts.
Formal rating strategies and plans have been adopted for each line of business. Darwin
determines underwriting acceptability by type of business, company experience, claims
experience, experience of the insured’s management team, financial stability and other
relevant factors. Information is obtained from, among other sources, application forms,
underlying insurance coverage (if any), company policies and procedures, loss experience,
financial condition, public disclosures and interviews with the insured’s management team.
If an account does not meet acceptability parameters, coverage is declined. In connection
with renewal, claims activity is reviewed to ensure that profitability assessments were
correct and the information obtained during the prior underwriting of the insured is updated.

Changes in Historical Net Loss and LAE Reserves

The following table shows changes in historical net loss and loss adjustment expense, or
“LAE,” reserves for AIHL for each year since 2002. The first line of the upper portion of
the table shows the net reserves at December 31 of each of the indicated years, representing
the estimated amounts of net outstanding losses and LAE for claims arising during that year
and in all prior years that are unpaid, including losses that have been incurred but not yet
reported to AIHL's insurance operating units. The upper (paid) portion of the table shows
the cumulative net amounts paid as of December 31 of successive years with respect to the
net reserve liability for each year. The lower portion of the table shows the re-estimated
amount of the previously recorded net reserves for each year based on experience as of the
end of each succeeding year. The estimate changes as more information becomes known
about claims for individual years. In evaluating the information in the table, it should be
noted that a reserve amount reported in any period includes the effect of any subsequent
change in such reserve amount. For example, if a loss was first reserved in 2002 at $100,000
and was determined in 2003 to be $150,000, the $50,000 deficiency would be included in
the Cumulative Redundancy (Deficiency) row shown below for each of the years 2002
through 2005.
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Conditions and trends that have affected the development of the net reserve liability in the
past may not necessarily occur in the future. Accordingly, it is not appropriate to extrapolate
future redundancies or deficiencies based on this table.

Changes in Historical Net Reserves for Losses and LAE

Years Ended December 31
(in thousands): 2002 2003 2004 2005
Net liability as of the end of year $113,705  $275962  $640,920 $1,039,804
Cumulative amount of net liability paid as of:
One year later 47,396 72,604 239,636 —
Two years later 80,557 116,784 — —
Three years later 100,104 — — —
Net liability re-estimated as of:
One year later 133,962 268,663 633,517 —
Two years later 147,964 264,584 — —
Three years later 149,008 -- — —
Cumulative Redundancy (Deficiency) (35,003) 11,378 7,403 —
Gross Liability-End of Year $258,471  $437,994 $1,232,337 $2,581,041
Less: Reinsurance Recoverable 144,766 162,032 591,417 1,541,237
Net Liability-End of Year $113,705  $275962  $640,920 $1,039,804
Gross Re-estimated Liability-Latest $201,749  $397,737 1,226,976 —
Re-estimated Recoverable-Latest 52,741 133,153 593,459 —
Net Re-estimated Liability-Latest $149,008  $264,584  $633,517 —
Gross Cumulative Redundancy $ 56,722 § 40,257 $5,361 —

The reconciliation between the aggregate net loss and LAE reserves of AIHL reported in

the annual statements filed with state insurance departments prepared in accordance with
statutory accounting practices, or “SAP,” and those reported in AIHL's consolidated financial
statements prepared in accordance with generally accepted accounting principles in the
United States of America, or “GAAP,” for the last three years is shown below (in thousands):

Reconciliation of Reserves for Losses and LAE from SAP Basis to GAAP Basis

2005 2004 2003
Statutory reserves $1,040,682 $ 642,017 $277,281
Reinsurance recoverables * 1,541,237 591,417 162,032
Purchase accounting adjustment (878) (1,097) (1,319
GAAP reserves $2,581,041 $1,232,337 $437,994

*Reinsurance recoverables in this table include only ceded loss reserves. Amounts reflected
under the caption *Reinsurance recoverables” on our consolidated balance sheets set forth
in Item 8 of this Form 10-K Report also include ceded unearned premium reserves and paid
loss recoverables.

14



The reconciliation of beginning and ending aggregate reserves for unpaid losses and LAE of
ATHL for the last three years is shown below (in thousands):

Reconciliation of Reserves for Losses and LAE

2005 2004 2003

Reserves as of January 1 $1,232,337 $ 437,994 $258,471
Reserves acquired — — 14,573
Less: reinsurance recoverables 591,417 162,032 159,766
Net reserves 640,920 275,962 113,278
Incurred loss, net of reinsurance, related to:
Current year 755,180 547,868 229,519
Prior years (7,213) (7,299) 20,683
Total incurred loss, net of reinsurance 747,967 540,569 250,202
Paid loss, net of reinsurance, related to:
Current year 109,431 103,033 40,122
Prior years 239,652 72,578 47,396
Total paid loss, net of reinsurance 349,083 175,611 87,518
Reserves, net of reinsurance recoverables,

as of December 31 1,039,804 640,920 275,962
Reinsurance recoverables,

as of December 31# 1,541,237 591,417 162,032
Reserves, gross of reinsurance recoverables,

as of December 31 $2,581,041 $1,232,337 $437,994

*Reinsurance recoverables in this table include only ceded loss reserves. Amounts reflected under
the caption “Reinsurance recoverables” on our consolidated balance sheets set forth in Item 8 of this
Form 10-K Report also include ceded unearned premium reserves and paid loss recoverables.

Asbestos, Environmental Impairment and Mold Claims Reserves

ATHL’s reserves for losses and LAE include amounts for various liability coverages related
to asbestos and environmental impairment claims that arose from reinsurance of certain
general liability and commercial multiple peril coverages assumed by Capitol Indemnity
between 1969 and 1976. Capitol Indemnity exited this business in 1976. Promptly after
we acquired CATA in January 2002, CATA’s management commenced a program to settle,
or position for commutation, Capitol Indemnity’s assumed reinsurance treaties and make
appropriate payments on a timely basis when deemed necessary. Since January 2002,
Capitol Indemnity has experienced an increase in paid losses on its assumed reinsurance
runoff related to such treaties, which was initially attributed to this change in CATA’s
settlement philosophy. Upon completion in 2003 of an actuarial study undertaken by
management, it was determined that the increase in paid losses related to the treaties
reflected developments in the underlying claims environment, particularly with respect to
asbestos related claims, and, accordingly, CATA strengthened its reserves related to such
assumed reinsurance coverages in the amount of $20.7 million. For the year ended
December 31, 2005, the aggregate net loss and I.AE payments for asbestos and environmental
impairment claims of CATA were $0.9 million, compared with $1.7 million in 2004. As of
December 31, 2005, reserves of CATA totaled approximately $18.7 million for asbestos
liabilities and approximately $6.9 million for environmental liabilities, resulting in aggregate
asbestos and environmental reserves of $25.6 million. At December 31, 2003, the reserves
for asbestos liabilities were approximately 11.1 times the average paid claims for the prior
three-year period, compared with 12.4 times at December 31, 2004, and the reserves for
environmental impairment liabilities were approximately 19.8 times the average paid claims
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for the prior three-year period, compared with 16.2 times at December 31, 2004, Additional
information regarding the policies that Capitol Indemnity uses to set reserves for these
asbestos and environmental claims are described on page 32 of this Form 10-K Report.

The reconciliation of the beginning and ending aggregate reserves for unpaid losses and
LAE related to asbestos and environmental impairment claims of ATHL for the years 2003
through 2005 is shown below (in thousands):

Reconciliation of Asbestos-Related Claims Reserves for Losses and LAE

2005 2004 2003
Reserves as of Janvary 1 $19342 $ 24,781 $ 2,944
Losses and LAE incurred 56 {4,227) 24,985
Paid losses* (690) (1,212) (3,148)
Reserves as of December 31 $18,708 $19.342 $24,781
Type of reserves
Case $ 4,551 § 4,548 $ 4,039
IBNR 14,157 14,794 20,742
Total $18,708 $19,342 $24,781

*Paid losses include commutations and legal settlements as well as regular paid losses.

Reconciliation of Environmental Impairment Claims Reserves for Losses and LAE

2005 2004 2003
Reserves as of January 1 $ 7,118 $ 3,335 $ 4,416
Losses and LAE incurred (56) 4,227 {658)
Paid losses (178) {444) (423)
Reserves as of December 31 $ 6,884 $ 7,118 $ 3,335
Type of reserves
Case $1,674 $ 1,674 $ 3552
IBENR 5,210 5,444 2,783
Total $ 6,884 $ 7,118 $ 3,335

In 2004, CATA’s management performed a review of various assumed reinsurance treaties
and concluded that a re-allocation of reserves totaling $4.2 million should be made from the
asbestos loss claims reserve to the environmental impairment claims loss reserve. AIHL’s
subsidiaries have experienced limited mold claims to date and have exclusions for mold
claims in their policies.

Catastrophe Risk Management

AIHL’s insurance operating units, particularly RSUI, expose AIHL to losses on claims
arising out of natural or man-made catastrophes. Catastrophes can be caused by various
events, but losses are principally driven by hurricanes, other windstorms, earthquakes and
floods. The incidence and severity of catastrophes are inherently unpredictable and may
materially reduce ATHL's profitability or produce losses in a given period. The extent of
losses from a catastrophe is a function of both the total amount of insured exposure in the
affected area and the severity of the event. Most catastrophes are restricted to small
geographic areas; however, hurricanes, other windstorms, earthquakes and floods may
produce significant damage, especially in areas that are heavily populated. The geographic
distribution of AIHL’s insurance operating units subjects them to catastrophe exposure in the
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