
-I 



The Hanover Insurance Group 

The Hanover Insurance Group Hi#ghts 
The Hanover Insurance Group, Inc., based in Worcester, Mass., is the holding company for a group of insurers 
that includes The Hanover Insurance Company, also based in Worcester, Citizens Insurance Company of America, 
headquartered in Howell, Michigin, and their affiliates. The Hanover offers a wide range of property and casualty 
products and services to individuals, faniilics and businesses through an extensive network of independent agents, 
and has been meeting its obligations to its agent parhiers and their customers for more than 150 years. Taken as a 
group, The Hanover ranks among the top 35 of more than 950 property and casualty insurers in the United States. 

The Hanover Insurance Group conducts its business in two areas: Property and Casualty and Life Companies. Our 
Property and Casualty business consists of three operating segments: Personal Lines, Covnrnercial Lines, and Other 
Property and Casualtp. Together these segments account for 93% of our consolidated revenues. Our fourth operat- 
ing segment is the Life Cornpunics, which i s  a relatively small portion of our operations and is in run-off. 
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Pvrsurral Liizcs- includes such property and casualty coverage 
as personal mtomobile, homeowners and other personal policies. 

Commercial Lines-includes such property and casualty 
coverage as workers' compensation, commercial a utomobile, 
commercial multi peril and other commercial lines policies 
which include inland and ocean marine, fidelity and surety 
bonds, umbrella, general liability and fire. 

Other Property and Casualty-consists of run-off voluntary 
pools business in which we have not actively participated 
since 1995, AMGRO - our premium financing business, and !VliCS 

Opus lnvcstment Management, lnc., which markets investment 
management services to institutions, pension funds and 
other organizations. 

Life Companies-On December 30,2005, we sold our run-off variable life insurance and annuity business to 
Coldman Sauhs. After this sale, our remaining Life Cornpanics scgment, which is in run-off, now consists primarily 
of a block of traditional life insurance products, our GIC businrss, certain group retirement products m d  certain 
nun-insurance subsidiaries. 

Financial  S umnzary 
( I n  niillions, i'xrept p r  sharr) 
Year Ended December 31 2005 2004 2003 

lievenues $2,624 $2,717 $2,831 
Net (Loss) Tncomc (325) 125 87 
I ' re.' I ax Srgincnt Incomc ''1 55 136 63 
Total Asscts 10,634 23,810 25,510 
Sharrholdcrs Eqiiity 1,951. 2,340 2,220 

Per Common Share 

Nct (Loss) Incorne-Diluted $(h.02) $2.34 $1.63 
Book Vdue 36.30 43.91 41.89 



The results of our work over the past three years are 
encouraging and give us great confidence in our future. 

2005 WAS ‘3 very important year for our company as 
we continued our journey to build a world class region- 
al propt’rty and casualty coiiipaiiy. Wc. ciihaiiccd our - 

1 strategic focus bv selling our variable life insurmce and 
annuity business and rt.1wandc.d our coiiipmy, taking 
“The Ilanover Insurance Group” name. We improved 
our fiiiaiicial stwiigth, despite being tested by unprece- 
dented hurricanes that afteitrd our industry. And, wc 

continued to significantlv enhance our capabilities in 
both our Personal and Commercial Lines businesses, 

. .  .~ creating very competitive product suites for 
both markets. 

The improvements and investments we made in 2005, in addition to those made in the prior two years, 
have cnabled us to dclivcr on our proniiscs to our agents and thcir customcrs, and have crcatcd 
substantial value for our shareholders. 

In fact, T h  WaII S t ~ w t  ]ournnl in its annual Sliareholdcrs Scoreboard reported that our company 
generated the single best three-year shareholder return among all property and casualty companies 
tracked for the period through year-end 2005. Our average compound annual return for the three- 
year period was 60.9 percent-nearly three times higher than the average for all property and casualty 
companies. 

The results of our work over the past three years are encouraging and give us great confidence in our 
future. But, we know we must remain focused on improving every day if we are going to build a 
world class regioiial company. 



The Hanover Insurance Group 

We enhanced our capital position and affirmed our 

financial standing in the industry, gaining the trust 

and confidence of our key stakeholders. 

Foundational S t rength  in Place 
The significant advances we made during 2005 further strengthened our financial position, improved 
the overall risk profile of our company and increased our core earnings power. Our actions enhanced 
our company’s focus and positioned us for greater success in 2006. 

The progress we made in 2005 is not readily apparent in our financial results, however, due to the 
impact of two extraordinary events; the sale of our variable life insurance and annuity business and the 
impact of Hurricane Katrina. 

While the life sale focused our company squarely on the property and casualty business and generated 
gross proceeds of $360 million, it also resulted in an after-tax, lion-cash loss of $444 million, which 

- reduced our net income. 

Hurricane Ka trina also had a dramatic impact. While our strong reinsurance program minimized the 
impact, Katrina still generated losses of $1 62 million on a net-of-tax basis. 
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It is important to note that in spite of these two events, we enhanced our capital position and affirmed 
our financial standing in the industry, maintaining our “A-” ”Excellent” A.M. Best Co. financial strength 
ratings, and gaining the trust and confidence of our key stakcholders. 

S a l e  of t h ~  Variablr L i fc  Insurance aiid Annriify Business 

Thc sale of our variable life insurance aiid annuity business to The Goldman Sachs Group was an 
important transaction that clarified our future. 

Our life business had been placed in run-off in late 2002. Since that time, our strategy had been to pru- 
dently manage this business in order to maximize and monetize the cash flow i t  generated. Our dccision 
to sell the business was consistent with that strategy and was the best answer for our company. 

This transaction will create value for us in both the short and long term. Over the long term, we will 
bcnefi t from our enhanced focus on the property and casualty business. In the short term, the proceeds 
generattd through the sale will enable us to deliver value for our shareholders by accelerating the 
relcase of capital from c)ur life companies and providing us with considerably more financial flcxibjlity. 

Effective with the closing of the transaction at year-end, we instituted a share buyback program of up 
to $200 million, which we plan to execute through 2006. This share repurchase program complemented 
the shareholder dividend that we also reinstituted in 2005. Even after the execution of these capital 
management programs, our holding company is expected to have sufficient liquidity to cover its fixed 
obligations for several years. 



We quickly and effectively helped our agents 

and customers begin the process of rebuilding their 

1 ives a j k v  Hurricane Katrina. 

Impact of Hiivvicnnu Krztrina 

Hurricane Katrina W ~ S  an event of unparallcled magnitude for our industry and for our company. ‘This 
storm hit directly in our largest concentration of coastal business, Louisiana, and it will cost u b  more 
than any single catastrnphu in our company’s history. 

Providing for and responding to catastrophes of this 
nature is our business. It is what we must do well as a 
top-quartile company, and T am proud of the way our 
company and our people responded undcr extraordinar- 
ily difficult circumstances. 

Wc overcame tremendous challenges, quickly getting 
adjusters on thc ground in the affected areas, assessing 
damage, making advance payments and helping our 
agents and customers begin the process of rebuilding 

- - 
their lives. 

Katrina tested many in our industry, insurers and re- 
insurers alike, requiring many to raise capital in order to 
mcet their financial obligations. We passed the Katrina 

M~7rk Wclzenbut /I und jolrri Uitartkur u w  lrndirig 
our Clamis o r p i i z u t i o n  Illrough R total rcdrwgn 

tho1 siipports our lrnsirirss wrds  arid ftitanctirl 
oI1j~i.t i w s  for thr, )I t 11 w. 

._ 

test, confirming the progress we had made and the financial strength of our company. 

Despite the signi fjcant losses sustained from Hurricane Katrina, we ended the year with $54 million 
dollars in after-tax segmcn t income, and with more statu tory capital than we had at the beginning of 
thc year. Our statutory surplus increased by over $100 million during 2005, up 10% to $1.2 billion, 
and we improved our capitalization ratios and opera tjng leverage. 

Our ability to withstand the impact of Hurricane Katrina whilc generating meaningful earnings and 
increasing our capital is a testimony to the strength of the underlying earnings power in our Property 
and Casualty business. 

Catastrophes are very much a part of our business, and we manage our business with an objective 
of earning at least our cost of capital on average over time. However, given the events of 2005, i t  is 
helpful to look a t  earnings excluding catastrophes. 
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The Hanover Insurance Group 

Our ability to continue to grow Commercial Lines 
in 2006 will be driven by the strength and 

distinctiveness of the business model. 

Catastrophe losses were $304 million in 2005, compared tn $99 million in 2004. Excluding the impact of 
these catastrophes, our 2005 Property and Casualty pre-tax segment earnings were up $120 million, or 
40%, compared to 2004. On this basis, both our Personal Lines and Commercial Lines businesses recorded 
earnings improvcmcnt, with a 38%) earnings growth in Personal Lines and a 47% earnings growth in 
Commercial Lines.* 

The growing earnings power of our company clearly demonstrates that the investments and the improve- 
ments we have made in each of our business segments arc having the desired effect. 

C w a t  ing a Distinctive Posit  ion 

great progress on the strategic initiatives that we bclicvc will sustain our performance and position us 
While strengthening the foundation on which we are building our busincss, we also continued to make 

for grca tcr success going forward. 

The investments we have made in our  business have enablcd us to foster more and stronger rel~tionships 
with our agents and to meet the product and service expectations of our agents and thcir customers. We 
have begun to see these investmcnts generate growth in our business and we expect the rate of growth to 
accelerdtc as these and other enhancemcnts take hold. 

- 
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Corn me rc iu 1 L i YI es 

In Commercial Lines, our company is positioned to be 
one of the very best in the small to mid-market business 
segment, offering a distinctive operating modcl by part- 
ncring our experienced field tedm with winning agents. 
We also have developed cxpcrtise in specialty businesses 
that can be leveraged across our distribution system and 
provide opportuni ty for higher growth and improved 
margins. 

Despite competitive market conditions, we have been 
able to generate high-quality new business growth while 
improving our mix. 

We will continue to leverage our position into 2006. 
Our objcctive is to maintain the focus on growth in small 

SopJim Pliillrps arid Dick I.'t7lt Stroiburxh l iniif  driiirrr 

icynbilitrt~i p r m t l n p  rxrrllprrt bus iwss  rrwrlts ruhllt, 
strrrigflirriirig ow Cornvii~rt in1 111it-5 valur propositioii 

W X ? l l f i ( 7 f l f l t  Illl~J~lJ7l~iiif'~i~S 111 our BOHd u r d  Marmf  

._ . 

commercial and first-tier middle market, which we define '3s policies with annual premiums up to 
$200,000, where we can capitalize on our distinctive strategy and value proposition. 



In Personal Lines, our comprehensive approach to the 
needs of o u ~  agent partners and customers will make us 
a distinctive carrier in our agent's porffolio. 

Our ability to continue to grow in 2006 will be driven by the strength and distinctiveness cjf the business 
model that we have devcloped, which is aligned closely with the needs of growing mid-sized agents. 

We arc now ready to offer our agcnts a unique opportunity; what we call a "total solutions approach." 
This approacli provides our agents with a broad product portfolio, quick turnaround on quoting activity, 
partnerships with knowledgeable underwriters, and a responsive, local service team, 

We believe this business model will be a winning value proposition for our target agents and will make 
us a "must have" carrier in our agents' portfolio. 

Personal Lines 

In Personal Lines, our strategy has been to strengthen our 
foundation by improving our profitability and mix of busi- 
ness, while invwting in products and an operating model 
that will allow us to compete aggressively in the market. 

Our growth objective in Personal Lines is supported by 
Connections Auto, our new multi-variate auto product, 
and is augmented by a broad product offering. Our focus 
in this business is to providc a "total account solution," 
offering the capability to meet customers' total personal 
insurance needs, with an integrated family of products 
and witliou t gaps in coverage. At the same time, we have 
the sophistication in our product and the breadth of cov- 
erage to support the changing needs of our customers 
through their various life stages. 

Backing up our growth efforts, we have created a field presence with regional vice presidents of the 
highest caliber in our key markets and we have made many enhancements to our service model that 
make it  easy for agcnts to do business with us. 

As in Commercial Lines, it is this comprehensive approach to the needs of our agent partners and 
customers that will make us d distinctive carrier in our agent's portfolio. 

The successful launch of Connections Auto was critical to the execution of our Personal Lines strategy 
during 2005. This product was launched in April and was rolled out during the year in eight states: 
Florida, Illinois, Indiana, Maine, New York, Tenncssee, Virginia and Michigan. It represents a dramatic 
improvement in our product portfolio and positions us to profitably write a much broader spectrum 

5 



The Hanover Insurance Group 

Today, our company is in excellent financial condition, and 
we have the leadership team in place to build our business. 

of the market, with greater underwriting precision, and supports our efforts to boost penetration in our 
existing markets as well as our expansion efforts into new markets. 

The initial market response to this product has been ovcrwhclmingly positive, resulting in significant 
sales activity. Through the final eight months of 2005, we wrote more than 34,000 new Connections Auto 
policies. 

We are encouraged that this product, in combination with significantly improved service, will help 
build more and deeper partticrships with winning agents going forward, as it did during 2005, when 
previously dormant agencies began working with us again and we appointed approximately 300 
ncw Personal Lines agents. 

We fully expect to continue the growth momentum created by the Connections Auto launch, as we roll 
the product out in nine additional states during 2006. 

- 
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Our Strategy is Sound and Remains Unchanged 
Our success in 2005 has confirmed that our strategy is sound. 

Today, tlie foundation of our business is solid. Our company is in excellent financial condition, and we 
havc tlie leadership team in place to build our business. 

Success in our industry has everything to do with strong 
execution and i t  is people that make that happen. I am 
very proud of the leadership tcam that we have assembled, 
complementing existing talent with some of the finest 
talent from the industry to create a company that has thc 
capability and drive to make things happen. 

The quality of our people enabled us to achieve a great 
deal during 2005, including completing the complex 
sale of our variable life insurance and annuity business, 
responding effectively to Hurricane Katrina, and bring- 
ing Connections Auto to market in record time. 



Our company is uniquely positioned as a super regional, 
oflering our independent agent partners and their customers 
the best attributes of both national and regional companies. 

Outlook 
With competition increasing and a shakeout underway in the 
propcrty and casualty business, we have a clear vision for 
the future- to become a world class regional property and 
casualty insurance company- one that achieves top-quartile 
financial position, providcs our agent partners with top- 
quartilc products and service, and is a place where the best 
people in our business want to work. 

We entered 2006 poised to grow both our Personal and 
Commercial Lines of business. The signs of c)ur progrt:; x e  
everywhere. But, we are not done. We take pride in all we 
have accomplished, but we focus every day on what we have 
yet to achieve. 

Llan M a s h t o t a r o  and Mikr, Christiansen IIW part of om' 
$ thr, most ~~pcricvircd und rcyionsivc~ field l e~d~rs l r ip  

teanis iri tlrt brrsirwss, drivirig strong r twl t s  today ralrik 
- 

buildin<y our Irad~rship cayahililiPsfor llie fu tur f .  7 

Our immediate focus is to further improve our overall financial condition, continually strengthen our 
team, creatc morc and strongcr partnerships with our agent partners, develop better products and 
provide more responsive service. 

Our company is uniquely positioned today as a super regional, offering our independent agent partners 
and their customers the best attributes of both national m d  regional companies. In the months and years 
ahead, our goal is to exploit that competitive advantage, creating significant va luc for our shareholders 
and all of our other stakeholders, as we create d very special, truly great company. 

1 have every coiifidence we will do just that. 

Siiicerely, 

FREDERTCK H. EPPTNGER 
Pwsidpnt (and Chitf Executive Offiiw 
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Products High lights OutZook 

A full breadth of flcxible 
products that meet the needs 
of the sinall to mid-sized 
commercial ageii t . Enhanced Business 

Owners Policy 

Competitive Standard 
Products 

Commercial Package 
Product 

Workers' Compensation . Commercial Auto 

Complementa y Specialty 
Products 

' Inland Marine 

' Umbrella 

' Expmdcd Bond Offcring 

. Net written premiuni growth 
exceudcd industry average 

A distinctivc operating 
model dcsigned for thc small 
to mid-sized niarkct . Top-tier ficld executives and 
local undcrwriters supporting 
our target market of policies 
with premiums of less than 
$200 thousand 

4 Broad risk appetite and 
spccialty capabilities- true 
problem solvers 

Excellent respousiveness and 
customcr service 

A totdl solutions provider 
of standard and specialty 
products 

m Sustain growth r ~ t r s  that 
excccd industry avcrage 

Stable margins and 
improved mix 

9 Cnntinur growth nic)imun- 
tum in small to mid-sized 
cornmcrcial market, in 
policies with premiums of 
less than $200 thousand 

a Growth in complementary 

Strengthen key agency 
partncrships to achieve 
growth objectivc 

specialty business 

ki Avenues. 
Commercial Lint% Product Suite 
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The Hanover Insurance Group 

Board of Drrectors Operating Committee 

MTCHAEL I? ANGEJJNX (N) 

Chaivirran of tlw Hririvd 

Uhaivirlan arid I’rivtriev 

13owditch & Ilcwey, I,L,P 

FREDERICK H. EPPTNGER 
I’vraidrw t rind C:ltir.f E x r w t i n t ,  C I j k r b r  
The Hanover Insurance Group, Inc. 

GAIL L. HARRISON I“) 

C,recrntive Vice Presidr~irt 
I’owcII Tate 

WENDELL J. KNOX ( C ) ( N )  

Abt Associatcs 

ROBERT J.  MURRAY 
Refiuiw’ Clraiririari 
Ncw England Kusiness Service, Inc 

I’WSid(’F1t lind (:llil.f EW(Wti? l f!  C?fi!ffict’l’ 

EDWAKU J. PARRY, I11 
Exnr.liti7w Viw Pwsidrw t rind 
Chiryf I‘irrrrnciul C @ c w  
‘Ihc I lanovcr Insurance Group, hic. 

JOSEPH R. I~AMRATH (*) 

Miirmagirig Uiui,ctou 
Colchester Partners LLC 

HERBERT M. VARNUM 
Ketiurd Chairr im rind 
Chic! Exrcintiac Officer 
Quabaug Corporation 

FREDERICK H. EPPINGER 
Prrsidmt arid Chief E x t w t i v r  0,firr.r 
The Hanover Insurance Group, Inc 

EDWARD J. PAKIIY, 111 
Exrr’utinr Vice Prrsrdr.rit nrid 
Chid Firinricinl Oflicrr 

MARITA ZURAITIS 
Cxecufizie Via, Priwdr~iit rind 
I’rr’SldfYt, PI O/?t’rty l r V l d  C(lSZIL?/ty ~ ~ 1 l ~ i ~ J ~ ~ l i l ’ S  

WARREN E. BARNES 
Vicr Prcsiilerit nnd Corpornlr Coril roller 

MARK D. B~USSMAN 
Vie r’ Prrsrdriit urid Chic/ Ar t i ~ y  

Property and Casualty Companies 

JOHN W. CHANDLER 
Viw Prrsideiit arid Chirf Miirki+irig Ofircr 

MICHAEL CHRIST~ANSEN 
Rr,yiorrnl Prrsideiif 
New England 

ALAN K. ClCATER 
R q y i d  Presidrri t 
New York /New Jersey 

DAV~U J. FIRSTENBERG 
Prrsideril, Coirirrierciril Liiirs 

J. KENUALL HUBER 
Srriiur Vice Prrsidrril arid Crrierril Coirrist~l 

JAMES S .  HYATT 
President, Prrsorinl Liiirs 

RICHARD W. LAVEY 
Vicr Prrsidrnt and 
CliirjOprrntioris Oflicer 

DOUGLAS MCDONOUGH 
Rgiorial Prrsidrri t 
Southcast Region 

MARK C. MCGIVNEY 
VI(’(’ P r f w f r ~ n t ,  Jnnsurt,u llild 

Property and Casualty Comp>nirs 

ROBIN NICKS 
Riyoriral Prcsidrril 
Central Region 

Gi<hGOIiY D. TRANTER 
Vicr Presideril arid 
Chief lr$irrriatrori (3~iccr  

ANN K. Tmrr 

ClIlPf Iri7~f~stnlellt Ofl( (’I 

JOHN URANKAR 
Vicc Pursidei I f , Cla I ii i s 

Vice I1resdiwt arid 

MARK J .  WELZENBACH 
Vicc I’ui&lcri t, C h i  ni s 



Indus try  Ratings 

The Hanovcr 
Insurance C:ompiny A- BRR+ Baal 

Citizens Insurance 
Company of America A- BBBt - 

First Allmerica Financial 
Life InsLirancc Company B+ RRR- Ra.1 

Df,bt Rutirt,ys 

AI Imerica Einancinl 
Corporation Scniur Debt bbb- HH+ Hal 

Allmcrica Finmcinl 
C:orpnration Capital 
SecLirities bb B+ Rd2 

First Allmerica 
Financial Life lnsuraiicc 
Company Short-’l‘erm 
lnsu ranre Financial 
Strength Rating - ., NP 

Coinptrr\harc Trust Company, N.A 
PO Box 43076, Providence, IU 02Y40-3076 
1-800-31 7-4454 

1 n d ~ y ~  n d en t A cco u YI t 11 YI t s 
Pricrwatr.rt~ouseCoopers LLI’ 
125 High Strrc‘t, Bohton, MA 02110 

Corporatr Offices b 
Prifzcipal Subsidiaries 
‘The Hanovcr Insurancc Croup, Inc. 
440 Lincoln Strcct, Worcester, MA 01653 

The Haiiovcr Insurance Company 
440 Lincoln Strcct, Worcester, MA 01653 

Citizens Insurance Coinpiny of  hmcrim 
645 West Grand River, Howell, MI 48843 

Shareholder Infomnatjon 

Ann unl Mee t ing  of Shareholders 
The management and Board of Directors of The Hanover lnsuraiicu Group, 
Inc. invite you to attend the company’s Annual Meeting of Shareholders. 
The meeting will be held on May 16,2006, at 9:00 a.m. at The Hanovor, 
440 Lincoln Street, Worcester, Massachusetts. 

Common Stock a n d  Shareholder Ownership  Profile 
The common stock of The Hanover Insurance Group, Tnc. is traded on the 
New York Stock Exchange under the symbol “THG”. As of the end of business 
on February 28,2006, the company had 34,217 shareholders of record. On the 
same date, the trading price of the company’s common stock closed at $48.45 
per sharc. 

Common Stock Prices 
2005 High b r u  Mo( High Loeo 
Fir\t Quarter $36.50 $30 27 Fir4 Quartcr $38.25 $3084 

Second Quarter $37.29 $32.85 Second Quarter $36.10 $30.71 

Third Quarter $42 11 $37.13 Third Quarter $34.61 $26.05 

Fourth Quarter $42.03 $37.20 Fourth Quarter $33.00 $25.45 

Tnves t or Infor m a  t io n 
Call our toll-free investor information line, 1-800-407-5222, to receive addi- 
tional printed information, including Form 10-Ks or quarterly reports on Form 
10-Q filed with the Securities and Exchange Commission, and for access to fax- 
on-demand services, shareholder services, pre-recorded messages and other 
services. In addition, the company’s filings with the Securities and Exchange 
Commission are available on c)ur web site at www.hanover.com. Alternatively, 
investors may address questions to: 

Sujdta Mutalik Debra Casey, CPA 
Vice President, lnvestor Relations 
Tho Haiiover hsurance Group 

smutalik@hanover.ct,m dcasey@hanover.com 

Director, lnvestor Relations 
‘Tho Hanover Insurance Group 

t. 508-855-3457 f. 508-a53-4481 t. 508-855-6658 / f .  508-852-7588 

Corporate Governance 
Our Corpr<ite Governance Guidelines, Board Conimittee Charters, 
Code o f  Conduct and other information are available on our web site at 
www.hanover.com under ”Corporate Governance.” For a printed copy 
of any of these documents, shareholders may contact the company’s 
secretary at our corporate offices. 

Regarding the quality of our public disclosures: The Company has filed its 
CEO and CFO Section 302 certifications as exhibits to its Annual Report 
on Forin IO-K for the year ended December 31,2005. The company has also 
submitted its annual CEO certificdtion to the New York Stock Exchange, d 

copy of which is available on thc company‘s website, www.hanover.com, 
under “Corporate Governance-Certi fication.” 

http://www.hanover.com
mailto:dcasey@hanover.com
http://www.hanover.com
http://www.hanover.com
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