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Baldwin & Lyons, Inc. has, since its founding in
1930, been engaged in marketing and underwriting
casualty insurance.  Specialty markets are served
by the Company’s subsidiaries.

Protective Insurance Company, with licenses in
all 50 states and all Canadian provinces, provides
coverage for large trucking fleets which retain
substantial amounts of self-insurance as well as
for medium-sized trucking companies on a first
dollar or small deductible basis.  These trucking
products are marketed by the Baldwin & Lyons
agency organization directly to trucking clients
without broker or agent intermediaries.  The agency
operations also provide claims handling, loss
control and other insurance related services to
trucking insureds.  In addition, Protective accepts
retrocessions from reinsurance companies,
principally reinsuring against catastrophes.

Sagamore Insurance Company, which is licensed
in 45 states, markets nonstandard private passenger
automobile insurance products to individuals,
commercial automobile coverage to small trucking
fleets and workers’ compensation insurance to
small businesses.

A subsidiary is also maintained in Bermuda to
provide captive insurance company benefits to
trucking insureds.

Baldwin & Lyons, Inc.



2

Baldwin & Lyons, Inc.

Financial Highlights
Year Ended December 31

2003 2002 2001
(dollars in thousands, except per share data)

Operating revenue 1 $ 165,258 $ 124,575 $ 104,827

Revenue 175,248 108,130 109,880

Operating income 1 26,581 23,055 2,106

Net income 33,075 12,366 5,390

Per share data - diluted 2:
    Operating income $   1.81 $ 1.57 $ .14
    Realized net gains (losses) on investments .44 (.73) .21
    Net income 2.25 .84 .35

    Book value 22.00 19.43 18.98

    Dividends paid to shareholders .65 .32 .32

Return on average shareholders' equity 3: 
    Operating income 9.9% 9.0% 0.8%
    Net income 12.4% 4.8% 2.1%

Combined ratio of insurance subsidiaries (GAAP basis) 92.0% 91.3% 122.8%

1  Operating revenue and operating income exclude realized net gains or losses on investments.
2  All per share amounts reflect a five-for-four stock split, effective February 17, 2003.
3  Average shareholders' equity excludes unrealized gains or losses on investments.
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TO OUR SHAREHOLDERS . . .

Your Company had a good year in 2003.  We continued to grow with an increase in earned premiums of 40%.  We increased
profitability with operating income up 15%.  Investments were rewarding with realized and unrealized gains totaling $33.4
million pre-tax.  Book value increased by $2.57, even though dividends to shareholders increased over 100% for the year.

In last year’s letter to shareholders, we told you about excellent, increased underwriting profits and lower investment income.
This year, I will repeat.  Underwriting profits again increased, and remained excellent, supported by one of the lower combined
ratios in the industry.  In spite of healthy, positive cash flow, investment income continued to decline as our maturing investments
were reinvested at lower available yields.  However, the increase in underwriting profitability more than offset the $2 million pre-
tax decline in investment income, and operating income increased to an after tax record $26.6 million from the prior year’s $23.1
million.  On a per share basis, operating income was up from $1.57 to $1.81.

While we are proud of our second consecutive year of record operating income, the most significant change in net income from
2002 to 2003 was achieved by our investing activities.  The Company’s investment portfolio has, for several years, been weighted
more heavily to equity securities than one might find in the average insurance company.  We adopted this strategy because we
took less operating risk, with a lower than average premium to surplus ratio, and we had confidence that stocks in general, and our
selected stocks in particular, would outperform alternative uses for the invested dollars in the long run.  We are aware of the risks
that this involves from time to time.  For example, in 2002 we suffered with a bear market and, even though our results were
better than market averages, we sustained both realized and unrealized losses.  But a year can make a big difference.  In 2003, we
once again outperformed the market, but this time it was a robust market.  We earned $10 million in pre-tax realized capital gains
accompanied by $23 million of unrealized gains in the stocks we still own.  Add the realized capital gains to our operating results,
and our net income for the year 2003 was $33 million, after tax, compared with $12 million a year earlier.  Our net worth in-
creased by $40 million even though the Company paid almost $9.5 million in dividends to shareholders.  Return on beginning
book value, consisting of the year’s increase in book value plus dividends paid, was 17.3%.

Clearly, we are benefiting from an improved insurance marketplace that has seen pricing return to generally acceptable levels.
Competition is keen, but a desire for underwriting profitability seems prevalent.  This was lacking in the many years of the “soft”
market, where many chose to retain or increase market share through aggressive pricing.  Having survived that period without the
need for massive additions to cover reserve shortfalls, as was required by many companies, we can enjoy the better market we see
today with profitability from stronger pricing on increased volume flowing to the bottom line.

Baldwin and Lyons has two subsidiary insurance companies.  The larger, Protective Insurance Company primarily writes cover-
age for fleet trucking customers, usually above self-insured retentions.  In addition to our trucking insurance activities, we provide
reinsurance to other insurers and reinsurers.  Most of the reinsurance we offer provides coverage for catastrophes.  Both the fleet
trucking and reinsurance specialties did well last year.  Fleet trucking had a combined ratio of 90%.  Assumed reinsurance
reported a combined ratio of 71%, as little catastrophe activity during the year reached our coverage layers.  Protective’s earned
premium increased 53% compared to 2002.  That large increase resulted from several factors, but was mainly due to substantially
more new business, a high level of renewals, rate increases and an increase in our reinsurance retention - meaning we bought less
reinsurance and kept more premium and risk for ourselves.

We continue to write new accounts and maintain a solid renewal rate with our existing insureds.  Protective is expected to once
again increase its fleet trucking volume.  That increase can occur in any, or all, of the following ways:

·   Premium rates can increase.  We have concluded three years where premium rates increased each year.  Those increases
were required as rates had, in the mid to late 1990’s, declined to a very depressed, soft market level, although loss costs
and exposures continued to escalate.  Because of those increases and the resulting higher rates of today, there is now less
need for general rate increases.  We anticipate rate levels to remain fairly constant with increases caused mainly by
inflationary cost increases, particularly in medical costs, increases in reinsurance cost and by the insured’s individual claim
experience.

·   We plan to write more business.  Our direct sales method of marketing the fleet-trucking product added many new
accounts last year following good sales years in 2002 and 2001.  We expect this to continue in 2004 as our capacity,
pricing, experience and service appeal to the better truckers we target.

·  We could buy less reinsurance and keep more of each policy’s premium and risk on a net basis.  However, having in-
creased our reinsurance retention significantly in each of the past two years, we are less likely to again substantially
increase retentions.

·   Higher trucking revenues will translate into more premiums since insurance premiums for our fleet trucking policies are
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TO OUR SHAREHOLDERS . . .

based on the revenues of the insured.  With an expected upturn in economic activity, we hope to benefit from that increased
business activity.  More miles driven and higher revenues for the trucking companies mean additional premiums for
Protective.

Protective’s non-affiliated assumed reinsurance business grew by 39% last year.  There were some rate increases, and we signed
on to some new programs.  In 2004, we expect volume increases to continue as we write more new business, although rate
increases have slowed.  However, the premium volume from this business will be limited, as we have about reached our self-
imposed capacity for the maximum amount of loss we are willing to incur in any one catastrophe.

Above all else, while Protective will expand its volume in 2004, we intend for that expansion to be with profitable business so that
the Company’s enviable 86.8% combined ratio can be repeated or improved.

 Our other subsidiary, Sagamore Insurance Company, had an acceptable year in 2003 with a combined ratio of 99.5%.  We should
point out that, unlike some of Sagamore’s competitors, we do not include Sagamore’s net fee income in the combined ratio
calculation.  If we did, comparing apples to apples, Sagamore’s ratio would decline to 94.8%.

Sagamore has both a personal and commercial division.  The Sagamore personal division writes non-standard auto insurance in 26
states.  This division increased its non-standard auto premium 20% for the year.  The combined ratio for that product was 95.0%
or, with the inclusion of fee income, it was an even more impressive 88.3%.  With those results, there is little not to like.  Im-
provements in technology, new initiatives in marketing, and a continued high level of service should further increase our policy
count and our premium dollars.  The challenge will be to maintain the same level of profitability on the increased volume.  With
the results achieved by the division this year, we have every reason to believe this challenge will be met.

The commercial division produces the balance of Sagamore's premium.  Small fleet trucking and small business workers' compen-
sation are the offered products.  Small fleet trucking produced satisfactory results for the year.  Small business workers' compen-
sation did not.

Small fleet trucking recently converted to an Internet quoting system.  The market acceptance of that system, as well as some rate
increases by competitors, contributed to a 44% increase in premium written.  That translates into good momentum going forward.
However, this specialty remains a most competitive pocket in the marketplaces we serve.  It appears too many players are still
willing to write small fleet trucking policies for too little premium.  Around here we live by the “Baldwin Rule” which states that
we are not willing to sell $5.00 bills for $4.00, $4.50 or even $4.95.  While adherence to this rule may limit growth for this
product line in 2004, that is a result we are willing to accept.  Although the 98% combined ratio in 2003 was satisfactory given the
prevailing market conditions, we do not see a lot of downward pricing flexibility.  We remain confident in our selection, under-
writing and pricing and doubt that others can ultimately do it better or for less.  As this becomes more evident, we expect to see
more opportunities.

The year was disappointing for our small business workers' compensation line.  A combined ratio is simply defined as the cost of
claims plus underwriting expenses divided by premium.  When both the claims cost and the underwriting expenses are too high,
as they were for this product, then so is the 130% combined ratio this line reported - far too high!  At the end of 2002, we were
wrong on our estimate of the value of then outstanding claims, both known and unknown.  We corrected that $700,000 error in
2003.  That meant that in 2003, we had both the expense for claims that occurred in 2003 and the overhang of 2002 claims that
required increases.  Combined, that took us beyond profitability.  We expect no such overhang for 2004.  This specialty, which
produced our weakest results, is also the smallest in volume.  We are addressing the deficiencies before we grow the product any
further.  After a thorough review, our strategy remains the same - that we “cherry pick” the best insurance risks from the least
hazardous classes and occupations by providing agents with the latest in technology, good service and favorable commissions.
With a renewed conviction, we intend to continue building this product line.  As we see it, with in-line loss costs and as expenses
are spread over a bigger premium base, profits will follow.

The underwriting results of the insurance companies tell only part of the story of a property/casualty insurance company’s
earnings.  We also earn investment income on our reserves and capital.  Last year, we were significantly cash flow positive from
operations and realized gains.  Normally that would create a nice increase in our annual investment income.  However, because
available yields for new money invested were at 50 year lows, because the reinvestment of maturing instruments was at lower
yields than expiring and because we partially switched from taxable to non-taxable bonds, pre-tax investment income actually
declined by 14% to $13 million.  We expect better in 2004.  The rate of yield decline slowed towards the end of 2003 as the
difference in yields on maturing and new, replacement bonds narrowed.  With that difference continuing to narrow, and with more
positive cash flow, we expect the decline in investment income to stop and turn around in 2004, especially on an after tax basis.
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Gary W. Miller
Chairman & CEO

Indianapolis
February 27, 2004

TO OUR SHAREHOLDERS . . .

That prediction assumes interest rates do not continue to decline.  When interest rates increase, and we believe "when" , not "if",
the very short average maturity of our invested assets will allow reinvestment at higher yields and better growth in investment
income.

The big story in investments this year was the performance of our stock portfolio.  An overall strong market helped us, although
we outperformed that market, in achieving record realized and unrealized gains.  Our investing patience was rewarded when we
stuck with common stocks following a couple of years of dismal returns.  Total return for our equity investments, realized and
unrealized, was 33% or $34 million pre-tax.  We have confidence that our investment managers will again outperform the major
indices in 2004, and that they will again contribute substantially to our net income and book value.

Given the record operating earnings achieved in 2002 and the excellent returns on equity investments, the Directors at their
meeting in February, 2003, declared a 5 for 4 stock split while maintaining the 10 cent per share quarterly dividend.  That action
effectively increased the dividend payout by 25%.  At the meeting in November, 2003, the Board of Directors again addressed the
subject of dividends and declared a regular dividend of 10 cents and an extra dividend of 25 cents per share.  The result was that
in 2002 a holder of 100 shares of stock received dividends of $40.00.  That same holder in 2003, with a post-split 125 shares,
received dividends of $81.25, for a 103% increase.  The Board again considered dividends at its most recent meeting in February,
2004, and declared another extra dividend of 40 cents per share in addition to the regular dividend of 10 cents.  The Board intends
to address the subject of dividends at each of its future meetings considering the Company’s earnings, returns on investments and
its capital needs.

As I said earlier, 2003 was a good year.  We believe another can be expected in 2004.  Holding combined ratios at 2003 levels for
most of our products will be challenging, but possible.  Additional volume is expected in nearly every product, and if combined
ratios are similar, the additional volume will positively impact profitability.  Additional volume also produces more cash flow.
That, and the reinvestment of maturing assets at less divergent yields, should allow an increase in investment income, even
without an increase in interest rates.  We do want to point out that the larger net risk retentions we currently carry should enhance
profitability, as long as our selection and pricing are correct.  However, those larger retentions also introduce greater volatility, as
claims do not always follow forecasted patterns, amounts and/or timing as to when they will occur.  Such increased volatility can
affect operating results in any quarter or even for the year.  As it always has been, our primary goal is to manage the business to
create the most value over the long term.

We have no way of knowing whether the stock market will allow us returns similar to those enjoyed in 2003.  We are neither so
positive nor negative with our overall market outlook that we are shifting large sums in or out of equities, but we have never been
market timers.  If we can again outperform the averages, we hope, and optimistically expect in 2004, that such performance will
produce significant profitability.

Most of my discussion regarding increasing volume in this letter has referred to internally generated volume increases.  We have
previously mentioned to you that we “kick a lot of tires” in looking at external growth opportunities.  The vast majority of those
we see require “makeovers,” some “extreme makeovers,” before the acquired company would be presentable to our shareholders.
Yet, the selling price demanded and the willingness of sellers to stand behind presented numbers do not reflect the defects we see,
or the ones we do not see but which might be cause for concern.  So, nothing has come to pass in the area of external growth.  We
will keep looking, but with a caution that recognizes the history of acquisitions and mergers in the property/casualty industry is
not one of frequent success.

One of the advantages Baldwin enjoys is a long tenured, experienced executive team.  Where the ability to analyze risks means
the difference between success and failure, having a staff that is experienced in business and knowledgable in the property/
casualty insurance industry, as well as the specialty markets in which we underwrite, is invaluable.  That knowledge and experi-
ence, along with a lot of hard work, have served us well and gives us great optimism for the future.  The results achieved in 2003
were encouraging to us, and we hope to our shareholders.  We appreciate the support our shareholders have shown through the
years and will strive not to disappoint in the future.
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SELECTED FINANCIAL DATA

1  Earnings and book value per share are adjusted for the dilutive effect of stock options outstanding.

2  Data is for all coverages combined, does not include fee income and is presented based upon generally accepted accounting
principles.

3  Includes money market instruments classified with cash in the Consolidated Balance Sheets.

4  All per share amounts have been adjusted for the five-for-four stock split effective February 17, 2003.  2003 includes a $.25
extra dividend.

5  Includes $20,000 relating to the events of September 11, 2001.

Year Ended December 31
2003 2002 2001 2000 1999

(Dollars in thousands, except per share data)

Direct and assumed premiums written $ 227,614 $ 173,294 $ 120,308 $ 101,390 $ 90,376

Net premiums earned 146,153 104,392 83,138 77,439 69,114

Net investment income 12,873 14,964 17,626 19,049 18,891

Realized net gains (losses) on investments 9,990 (16,445) 5,053 12,473 5,625

Losses and loss expenses incurred 95,738 68,107 81,870 5 57,470 44,911

Net income 33,075 12,366 5,390 19,750 18,616

Earnings per share -- net income 1, 4 2.25 0.84 0.35 1.26 1.10

Cash dividends per share 4 .65 .32 .32 .32 .32

Investment portfolio 3 515,843 448,520 439,434 442,060 440,797

Total assets 763,207 644,462 601,109 552,164 530,677

Shareholders' equity 324,574 284,588 288,360 294,000 284,783

Cost of treasury shares purchased -                 8,978         2,154         17,018       11,794       

Book value per share 1, 4 22.00 19.43 18.98 19.21 17.20

Underwriting ratios 2:

   Losses and loss expenses 65.5% 65.2% 98.5% 74.2% 65.0%

   Underwriting expenses 26.5% 26.1% 24.3% 28.1% 29.6%

   Combined 92.0% 91.3% 122.8% 102.3% 94.6%
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LIQUIDITY AND CAPITAL RESOURCES

The primary sources of the Company’s liquidity are (1) funds generated from insurance operations including net
investment income, (2) proceeds from the sale of investments and (3) proceeds from maturing investments.  The
Company generally experiences positive cash flow resulting from the fact that premiums are collected on insurance
policies in advance of the disbursement of funds in payment of claims.  Operating costs of the insurance subsidiaries,
other than loss and loss expense payments, generally average less than 30% of premiums earned on a consolidated
basis and the remaining amount is available for investment for varying periods of time depending on the type of
insurance coverage provided.  Because losses are often settled in periods different from when they are incurred, at
times, operating cash flows may turn negative as loss settlements on claim reserves established in prior years exceed
net premium revenue and receipts of investment income.  During 2003, positive cash flow from operations totaled
$56.9 million compared to $38.1 million in 2002, as market conditions remained positive allowing the Company
to continue to expand its market share in all of its major lines of business.

For several years, the Company’s investment philosophy has emphasized the purchase of short-term bonds with
maximum quality and liquidity.  As interest rates have declined and yield curves have not provided a strong incentive
to lengthen maturities in recent years, the Company has maintained its short-term position with respect to the vast
majority of its fixed maturity investments.  The average life of the Company’s bond and short-term investment
portfolio was 2.8 years and 2.9 years at December 31, 2003 and 2002, respectively.  The Company also remains an
active participant in the equity securities market using capital which is not considered necessary to fund current
operations.  The long-term nature of the Company’s equity investments allows it to invest in positions where ultimate
value, and not short-term market fluctuations, is the primary focus.  Investments made by the Company’s domestic
insurance subsidiaries are regulated by guidelines promulgated by the National Association of Insurance Commis-
sioners which are designed to provide protection for both policyholders and shareholders.

The Company’s assets at December 31, 2003 included $58.4 million in short-term investments which are readily
convertible to cash without market penalty and an additional $99.4 million of fixed income investments maturing
in less than one year.  The Company believes that these liquid investments, plus the expected cash flow from current
operations, are more than sufficient to provide for projected claim payments and operating cost demands.  In
addition, the Company’s reinsurance program is structured to avoid serious cash drains that might accompany
catastrophic losses.  In the event competitive conditions produce inadequate premium rates and the Company
chooses to restrict volume, the liquidity of its investment portfolio would permit it to continue to pay claims as
settlements are reached without requiring the disposal of investments at a loss, regardless of interest rates in effect
at the time.

Net premiums written by the Company’s U.S. insurance subsidiaries for 2003 equaled approximately 40% of the
combined statutory surplus of these subsidiaries.  Premium writings of 200% to 300% of surplus are generally
considered acceptable by regulatory authorities.  Further, the statutory capital of each of the insurance subsidiaries
substantially exceeds minimum risk based capital requirements set by the National Association of Insurance
Commissioners.  Accordingly, the Company has the ability to significantly increase its business without seeking
additional capital to meet regulatory guidelines.

As more fully discussed in Note F to the consolidated financial statements, at December 31, 2003, $71.5 million,
or 22% of shareholders’ equity, represented net assets of the Company’s insurance subsidiaries which, at that time,
could not be transferred in the form of dividends, loans or advances to the parent company because of minimum
statutory capital requirements.  However, management believes that these restrictions pose no material liquidity
concerns for the Company.  The financial strength and stability of the subsidiaries permit ready access by the parent
company to short-term and long-term sources of credit.  The Company has no long-term or short-term debt
outstanding at December 31, 2003.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND THE RESULTS OF OPERATIONS
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND THE RESULTS OF OPERATIONS (CONTINUED)

RESULTS OF OPERATIONS

2003 Compared to 2002

Direct premiums written for 2003 totaled $215.6 million, an increase of $50.9 million (31%) from 2002.  This
increase is primarily attributable to increases in fleet trucking liability and private passenger automobile programs
of $32.6 million (43%) and $6.9 million (19%), respectively, from 2002 levels.  Direct premium writings from the
Company's small trucking fleet, independent contractor and small business workers' compensation programs also
increased by $4.6 million (43%), $3.5 million (10%) and $3.3 million (53%), respectively.  Large trucking fleet
volume increased primarily from the addition of new accounts during 2003 and the fact that a full year of premiums
was recorded for the new accounts added in 2002.  Increased revenues from renewal accounts and, to a lesser degree,
premium rate increases also contributed to the increase in large fleet trucking liability premiums during 2003.  The
higher premium volume from the independent contractor program resulted from the addition of contractors by
existing accounts.  Increased premium volume from the Sagamore personal automobile and commercial divisions
came largely from existing market areas resulting from improving market conditions and, to a lesser extent, from
geographic expansion.

Premiums assumed from other insurers and reinsurers totaled $11.1 million during 2003, an increase of $3.0
million (37%) from 2002.  Improved pricing in this market allowed the Company to increase its participation in
existing treaties and, to a lesser extent, add new treaties during 2003.  Premium volume for this division is limited
by the Company’s self-imposed limitation to loss from a single catastrophic event.  Further, the Company’s
participation in reinsurance assumed in the future will be restricted should pricing become less favorable.

Premiums ceded to reinsurers increased $9.7 million (15%) during 2003 to $73.5 million.  The consolidated
percentage of premiums ceded to direct premiums written decreased to 34% for 2003 from 39% for 2002.  This
decrease is reflective of the Company's increased exposure under reinsurance treaties effective in 2002 and 2003
covering large fleet trucking risks.  The Company's maximum retained loss under these treaties has increased over
the last two years and, as a result, a lower percentage of the direct premiums are ceded to reinsurers.

After giving effect to changes in unearned premiums, net premiums earned increased 40% to $146.2 million for
2003 from $104.4 million for 2002.  Excluding inter-company reinsurance arrangements, net premiums earned
from all trucking-related insurance products increased by $29.3 million (48%).  Net premiums earned from the
Company's private passenger automobile, non-affiliated reinsurance assumed and small workers' compensation
programs also increased $6.4 million (20%), $3.0 million (39%) and $2.6 million (76%), respectively.

Net investment income decreased $2.1 million (14%) during 2003 reflecting lower overall pre-tax yields while
average invested assets increased 6 %.  The average pre-tax yield on invested assets dropped to 3.3% this year from
4.1% during 2002 (18%).  The largest decline in yields occurred in the bond portfolio which averaged 3.9% during
2003 compared to 5.1% last year.  Yields on short-term investments also declined from 1.4% in 2002 to .8% in 2003.
After tax yields declined less than pre-tax because of a reallocation of the investment portfolio whereby corporate
(fully taxable) bonds were replaced with municipal (largely tax exempt) bonds.  After-tax yields were 2.4% and
2.9% for 2003 and 2002, respectively.  The short-term nature of the Company’s bond portfolio results in a rapid
recognition of changes in interest rates, either positive or negative.  As interest rates have leveled off at 50 year
historical lows, the Company has continued to remain short in the belief that interest rates have a higher probability
of increasing than decreasing or remaining at current levels.

Realized net capital gains were $10.0 million in 2003 compared to losses of $16.4 million for 2002.  The current
year’s net gain consisted of gains on equity securities of $9.3 million, gains on fixed maturities of $.5 million, and
gains on other investments of $.2 million.  The gains on equity securities include approximately $3.9 million of
gains realized by disposal of securities whose recorded value had previously been written down due to other than
temporary impairment concerns.  Partially offsetting the effect of other than temporary impairment adjustments
on securities sold was $2.4 million in unrealized losses on fixed maturity securities still owned which experienced
a decline in market value of more than 20% for more than six months and, accordingly, were reclassified as realized



9

losses during 2003.  The gains realized during 2003 reflect the improvement in the equity markets, in general,
particularly in the last quarter.

Losses and loss expenses incurred during 2003 increased $27.6 million (41%) to $95.7 million.  The increase in
losses incurred is reflective of the 40% increase in net premiums earned, as previously discussed.  The 2003
consolidated loss and loss expense ratio was 65.5% compared to 65.2% for 2002.  The Company's loss and loss

expense ratios for individual product lines
are summarized in the table insert.  The loss
and loss expense ratios for the Company's
fleet trucking and private passenger auto-
mobile programs were fairly consistent with
that experienced in 2002.  Small fleet truck-
ing experienced a 14 percentage point in-
crease in its loss and loss expense ratio due
to the increased frequency and severity of
reported claims while the loss and loss
expense ratio for reinsurance assumed
dropped by 10 percentage points, reflect-

ing the lack of major catastrophe activity affecting treaties in which the Company participates.  The loss and loss
expense ratio for the small business workers' compensation program increased to 91.4% in 2003 from 54.7% in
2002.  This significant increase is due to approximately $.7 million in adjustments to prior year losses resulting
from internal management review of the reserving methodologies for this product as well as increased frequency
and severity of 2003 losses.

Including the deficiency noted above for the small business workers' compensation product, the Company
produced an overall savings on the handling of prior year claims during 2003 of $13.6 million.  This net savings
is included in the computation of loss ratios shown in the table insert.  Because of the high limits provided by the
Company to its large trucking fleet insureds, the length of time required to settle larger, more complex claims and
the volatility of the trucking liability insurance business, the Company believes it is important to have a high degree
of conservatism in its reserving process.  As claims are settled in years subsequent to their occurrence, the
Company's claim handling process has, historically, tended to produce savings from the reserves provided.  The
Company believes that favorable loss developments are attributable to the Company's long-standing policy of
reserving for losses realistically and a willingness to settle claims based upon a seasoned evaluation of its
exposures.  Changes in both gross premium volumes and the Company's reinsurance structure for its large trucking
fleets can have a significant impact on future loss developments and, as a result, loss and loss expense ratios may
not be consistent year to year.

Other operating expenses for 2003, before credits for allowances from reinsurers, increased $10.8 million (27%)
to $50.6 million.  Gross expenses increased at a lower rate than the increase in premium volume because much of
the Company’s expense structure is fixed and does not vary directly with volume.  In general, only commissions
to independent agents, premium taxes and other acquisition costs vary directly with premium volume.  Personnel
related expenses, including amounts allocated to loss expenses and investment income, increased 26% due mainly
to employee incentives based upon Company performance in addition to a 7% increase in the number of employees
during 2003.  Direct commission expense increased $2.9 million (33%) due to growth in all of the Company's
business produced by outside agents and as the result of increased participation in voluntary reinsurance assumed
treaties.  Substantially all fleet trucking business is produced by direct sales efforts of Baldwin & Lyons, Inc.
employees and, accordingly, this business does not incur commission expense on a consolidated basis.  Instead,
the expenses of the agency operations, including salaries and bonuses of salesmen, travel expenses, etc. are
included in operating expenses.  In general, commissions paid by the insurance subsidiaries to the parent company
exceed related acquisition costs incurred in the production of fleet trucking business.  Ceding commission
allowances from reinsurers increased $2.5 million (14%), resulting from increased premium volume ceded under
reinsurance agreements covering Protective's fleet trucking business.  The ratio of net operating expenses of the

Loss and loss expense ratios:
2003 2002

Fleet trucking 68.6% 68.6%
Private passenger automobile 60.2 63.9 
Small fleet trucking 64.0 50.1 
Voluntary reinsurance assumed 51.6 61.5 
Small business workers' compensation 91.4 54.7 
All lines 65.5 65.2 
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND THE RESULTS OF OPERATIONS (CONTINUED)

2002 Compared to 2001

Direct premiums written for 2002 totaled $164.7 million, an increase of $50.4 million (44%) from 2001.  This
increase is primarily attributable to increases in fleet trucking and independent contractor programs of $35.2
million (86%) and $9.0 million (33%), respectively, from 2001 levels.  Direct premium writings from the
Company's private passenger automobile and small business workers' compensation programs also increased by
$5.4 million (18%) and $2.0 million (46%), respectively.  These increases were partially offset by a $1.2 million
(10%) decrease in direct premium written for the Company's small trucking fleet program.  Large trucking fleet
volume increased primarily from the addition of new accounts during 2002.  Premium rate increases also
contributed to higher large trucking fleet premium in 2002 although rate increases on renewals were not as
significant as in 2001.  The higher premium volume from the independent contractor program resulted from the
addition of contractors by existing accounts.  Increases in private passenger automobile and small business
workers' compensation were due primarily to geographic expansion, although modest rate increases were
implemented in both divisions during 2002.  The decrease in small trucking fleet premium resulted from continuing
competitive market pressures within that segment.

Premiums assumed from other reinsurers totaled $8.1 million during 2002, an increase of $2.5 million (43%) from
2001.  Premiums assumed for 2001 included $1.0 million of reinstatement premiums attributable to losses reported
that year.  Without these reinstatement premiums, reinsurance assumed volume would have increased 74% from
the prior year.  Improved pricing in this market allowed the Company to increase its participation via several new
treaties since the 2001 period.

Premiums ceded to reinsurers increased $26.2 million (70%) during 2002 to $63.8 million.  The percentage of
premiums ceded to direct premiums written increased to 39% for 2002 from 33% for 2001 consistent with the
increase in direct premiums written for the more heavily reinsured large trucking fleet program discussed above.
While the average ceding rate for large fleet trucking was lower in 2002, a significantly higher portion of
consolidated premium revenue was concentrated in this product line, resulting in the increase in the overall average
ceding rate.

After giving effect to changes in unearned premiums, net premiums earned increased 26% to $104.4 million for
2002 from $83.1 million for 2001.  Net premiums earned from all trucking-related insurance products increased
by $18.6 million (44%).  Net premiums earned from the Company's voluntary reinsurance assumed and small
workers' compensation programs increased $2.1 million (37%) and $.7 million (26%), respectively.  These
increases were partially offset by a $.3 million (1%) decrease in premiums earned from private passenger
automobile.

Net investment income decreased $2.7 million (15.1%) during 2002  reflecting lower overall pre-tax yields while
average invested assets increased 5%.  The average pre-tax yield on invested assets dropped to 4.1% this year from
5.0% during 2001.  The largest decline in yields came from short-term investments which averaged 1.4% during
2002 compared to 3.7% during 2001.  Average bond yields also declined from 6.0% in 2001 to 5.1% in 2002.  After-
tax yields were 2.9% and 3.6% for 2002 and 2001, respectively, in line with pre-tax yield changes.

insurance subsidiaries to net premiums earned was 26.5% during 2003 compared to 26.1% for 2002.  Including
the agency operations, and after elimination of inter-company commissions, the ratio of other operating expenses
to operating revenue was 18.4% for 2003 compared with 17.8% for 2002, with the increase primarily attributable
to the lower ratio of ceding commission income to gross acquisition costs, as less of the gross premium is ceded
to reinsurers.

The effective federal tax rate for consolidated operations for 2003 was 32.5%.  This rate is lower than the statutory
rate primarily because of tax-exempt investment income.

As a result of the factors mentioned above, net income for 2003 was $33.1 million compared to $12.4 million for
2002.  Diluted earnings per share increased to $2.25 in 2003 from $.84 in 2002.  Earnings per share from operations
before realized gains or losses on investments was $1.81 in 2003 compared to $1.57 in 2002.
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Realized net capital losses were $16.4 million in 2002 compared to gains of $5.1 million for 2001.  The current
year’s net loss consisted of losses on equity securities of $13.7 million, losses on fixed maturities of $1.9 million,
and losses on other investments of $.8 million.  The losses on equity securities include approximately $13.7 million
of losses actually realized by disposal of securities which were considered to have little potential for near-term
recovery as well as $5.8 million of gains realized on sales.  In addition, unrealized losses on securities still owned
which had experienced a decline in market value of more than 20% for more than six months were reclassified as
realized losses during 2002 in the following amounts: equity securities, $5.8 million; fixed income securities, $.9
million and other investments $1.1 million. The losses realized during 2002 reflect the continuing bear market
which has resulted from an unusual combination of factors coming together at approximately the same time.  These
factors included, in no particular order, the unwinding of one of the great speculative bubbles of all time (fueled
largely by internet and technology stocks in which the Company had zero participation), the attack of September
11, 2001 and the significant change in security measures and attendant economic friction that resulted therefrom,
an ongoing recession, a disputed U.S. Presidential election, corporate collapses and bankruptcies of historic
proportion, corporate malfeasance and fraud which has resulted in massive changes in corporate governance
regulations, evidence of wrongdoing on the part of major securities firms,  the collapse of the merchant energy
industry in the U.S. and, most recently, the imminent commencement of armed conflict with Iraq.  The largest single
losses realized on investments actually sold were $4.2 million realized on the sale of Vanguard Index Trust 500
Fund (S&P 500 index fund) and $1.6 million on Trenwick Group, Inc. common stock.  The largest single losses
reported as realized on investments still owned were $1.4 million on PICO Holdings, Inc. and $1.2 million on El
Paso Corp., both common stocks.

Losses and loss expenses incurred during 2002 decreased $13.8 million (17%) to $68.1 million.  Losses and loss
expenses for 2001 included $20 million related to the events of September 11, 2001 ("WTC loss").  Adjusting 2001
losses and loss expenses for the WTC loss, losses and loss expenses for 2002 were $6.2 million (10%) higher due
mainly to the increased premium volume during 2002.  The 2002 consolidated loss and loss expense ratio was
68.5% compared to 74.4% for 2001, after adjustment for the WTC loss.  All of the Company's individual product
lines contributed to the more favorable loss and loss expense ratio.  The improved loss and loss expense ratios for
the Company's private passenger automobile, small fleet trucking and small business workers' compensation
programs are due primarily to improved underwriting selection and rate increases.

Other operating expenses for 2002, before credits for allowances from reinsurers, increased $5.4 million (16%) to
$39.8 million.  Gross expenses increased at a much lower rate than the increase in premium volume because much
of the Company’s expense structure is fixed and does not vary directly with volume.  Personnel related expenses,
including amounts allocated to loss expenses and investment income, increased 7% due mainly to annual cost of
living and merit wage adjustments and staffing increases necessitated by the increased premium volume.  Direct
commission expense increased $1.4 million (19%) primarily as the result of increased participation in voluntary
reinsurance assumed treaties.  Ceding commission allowances from reinsurers increased $4.8 million (37%),
resulting from increased premium volume ceded under reinsurance agreements covering Protective's fleet trucking
business.  The ratio of net operating expenses of the insurance subsidiaries to net premiums earned was 26.1%
during 2002 compared to 24.3% for 2001, reflecting higher commissions including bonus commissions measured,
in part, on underwriting profitability and from slightly lower rates for ceding commissions received from
reinsurers.  Including the agency operations, and after elimination of inter-company commissions, the ratio of other
operating expenses to operating revenue was 17.8% for 2002 compared with 20.6% for 2001.

The effective federal tax rate for consolidated operations for 2002 was 30.6%.  This rate is lower than the statutory
rate primarily because of tax-exempt investment income.

As a result of the factors mentioned above, net income for 2002 was $12.4 million compared to $5.4 million for
2001.  Diluted earnings per share increased to $.84 in 2002 from $.35 in 2001.  2001 results included losses related
to the events of September 11, 2001 equal to $.84 per share.  Earnings per share from operations before realized
gains or losses on investments was $1.57 in 2002 compared to $.14 in 2001.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND THE RESULTS OF OPERATIONS (CONTINUED)

CRITICAL ACCOUNTING POLICIES

The Company’s significant accounting policies are discussed in Note A to the Consolidated Financial Statements.
The following discussion is provided to highlight areas of the Company’s accounting policies which are both
material and subject to significant degrees of estimation.

Investment Valuation

All marketable securities are included in the Company’s balance sheet at current fair market value.

Approximately 68% of the Company’s assets are composed of investments at December 31, 2003.  Less than .4%
of these investments, consisting of limited partnership investments in real estate and venture capital assets, do not
have readily determinable market values.  For these investments, we estimate fair value by reference to the
underlying assets of the limited partnerships.  In addition, approximately $19.1 million of fixed maturity
investments (3.7% of total invested assets) consists of bonds rated as less than investment grade at year end.  The
majority of this total is composed of shares in a widely diversified high yield municipal bond fund where exposure
to default by any single issuer is extremely limited.  Further, the average bond quality of assets held in this fund
at year end was BBB, which would be considered investment grade.  We have included the investment in this fund
in the total of non-investment grade bonds since, at times, the average bond quality of the fund could fall below
BBB.

In determining if and when a decline in market value below cost is other than temporary, we first make an objective
analysis of each individual security where current market value is less than cost.   For any security where the
unrealized loss exceeds 20% of original or adjusted cost, and where that decline has existed for a period of at least
six months, the decline is treated as an other than temporary impairment, without any subjective evaluation as to
possible future recovery.  The only exception exists where substantial recovery to cost has actually occurred prior
to the issuance of the financial statements.  For individual issues where the decline in value is less than 20% but
the amount of the decline is considered significant, a similar objective evaluation is conducted but, in these cases,
we will also evaluate the market conditions, trends of earnings, price multiples and other key measures for the
securities to determine if it appears that the decline is other than temporary.  For any decline which is considered
to be other than temporary, we recognize an impairment loss in the current period operating results as an addition
to realized capital losses.  Declines which are considered to be temporary are recorded as a reduction in
shareholders’ equity, net of related federal income tax credits.

It is important to note that all investments included in the Company’s financial statements are valued at current fair
market values.  The evaluation process for determination of other than temporary decline in value of investments
does not change these valuations but, rather, determines when the decline in value will be recognized in the income
statement (other than temporary decline) as opposed to a charge to shareholders’ equity (temporary decline).
Subsequent recoveries in value of investments which have incurred an other than temporary impairment
adjustment are accounted for as unrealized gains until the security is actually disposed.  At December 31, 2003,
unrealized gains include $4.3 million of appreciation on investments previously adjusted for “other than
temporary” impairment.  This evaluation process is subject to risks and uncertainties since it is not always clear
what has caused a decline in value of an individual security or since some declines may be associated with general
market conditions or economic factors which relate to an industry, in general, but not necessarily to an individual
issue.  The Company has attempted to minimize many of these uncertainties by adopting a largely objective
evaluation process which results in automatic income statement recognition of any investment which, over a six
month period, is unable to recover from a 20% decline in value from our cost basis.  However, to the extent that
certain declines in value are reported as unrealized at December 31, 2003, it is possible that future earnings charges
will result should the declines in value increase or persist or should the security actually be disposed of while market
values are less than cost.  At December 31, 2003, the total gross unrealized loss included in the Company’s
investment portfolio was less than $1.2 million.  No individual issue constituted a material amount of this total.
Had this entire amount been considered other than temporary at December 31, 2003, realized capital losses would
have increased by $.05 per share for the year.  There would, however, have been no impact on total shareholders
equity or book value per share since the decline in value of these securities was already recognized as a reduction
to shareholders equity at December 31, 2003.
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Reinsurance Recoverable

Amounts recoverable under the terms of reinsurance contracts comprise approximately 24% of total Company
assets as of December 31, 2003.  In order to be able to provide the high limits required by the Company’s trucking
company insureds, we share a significant amount of the insurance risk of the underlying contracts with various
insurance entities through the use of reinsurance contracts.  Some reinsurance contracts provide that a loss be shared
among the Company and its reinsurers on a predetermined pro-rata basis (“quota-share”) while other contracts
provide that the Company keep a fixed amount of the loss, similar to a deductible, with reinsurers taking all losses
above this fixed amount (“excess of loss”).  Some risks are covered by a combination of quota-share and excess
of loss contracts.  The computation of amounts due from reinsurers  is based upon the terms of the various contracts
and follows the underlying estimation process for loss and loss expense reserves, as described below.  Accordingly,
the uncertainties inherent in the loss and loss expense reserving process also affect the amounts recorded as
recoverable from reinsurers.  Estimation uncertainties are greatest for claims which have occurred but which have
not yet been reported to the Company.  Further, the high limits provided by the Company’s insurance policies for
trucking liability and workers’ compensation, provide more variability in the estimation process than lines of
business with lower coverage limits.

It should be noted, however, that a change in the estimate of amounts due from reinsurers on unpaid claims will
not, in itself, result in charges or credits to losses incurred.  This is because any change in estimated recovery follows
the estimate of the underlying loss.  Thus, it is the computation of the underlying loss that is critical.

As with any receivable, credit risk exists in the recoverability of reinsurance.  This is even more pronounced than
in normal receivable situations since recoverable amounts are not generally due until the loss is settled which, in
some cases, may be many years after the contract was written.  If a reinsurer is unable, in the future, to meet its
financial commitments under the terms of the contracts, the Company would be responsible for the reinsurer's
portion of the loss.  The financial condition of each of the Company’s reinsurers is initially determined upon the
execution of a given treaty and only reinsurers with the highest credit ratings available are utilized.  However, as
noted above, reinsurers are often not called upon to satisfy their obligations for several years and changes in credit
worthiness can occur in the interim period.  Reviews of the current financial strength of each reinsurer are made
continually and, should impairment in the ability of a reinsurer be determined to exist, current year operations
would be charged in amounts sufficient to provide for the Company’s additional liability.  Such charges are
included in other operating expenses, rather than losses and loss expenses incurred, since the inability of the
Company to collect from reinsurers is a credit risk rather than a deficiency associated with the loss reserving
process.

Loss and Loss Expense Reserves

The Company’s reserves for losses and loss expenses (“reserves”) are determined based on complex estimation
processes using historical experience, current economic information and, when necessary, available industry
statistics.  Our reserves are evaluated in three basic categories (1) “case basis”, (2) “incurred but not reported” and
(3) “loss adjustment expense” reserves.  Case basis reserves are established for specific known loss occurrences
at amounts dependent upon various criteria such as type of coverage, severity and the underlying policy limits, as
examples.  Case basis reserves are generally estimated by experienced claims adjusters using established Company
guidelines and are subject to review by claims management.  Incurred but not reported reserves, which are
established for those losses which have occurred, but have not yet been reported to the Company, are not linked
to specific claims but are computed on a “bulk” basis.  Common actuarial methods are used in the establishment
of incurred but not reported loss reserves using company historical loss data, consideration of changes in the
Company’s business and study of current economic trends affecting ultimate claims costs.  Loss adjustment
expense reserves, or reserves for the costs associated with the investigation and settlement of a claim, are also bulk
reserves representing the Company’s estimate of the costs associated with the claims handling process.  Loss
adjustment expense reserves include amounts ultimately allocable to individual claims as well as amounts required
for the general overhead of the claims handling operation that are not specifically allocable to individual claims.
Historical analyses of the ratio of loss adjusting expenses to losses paid on prior closed claims and study of current
economic trends affecting loss settlement costs are used to estimate the loss adjustment reserve needs related to
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FEDERAL INCOME TAX CONSIDERATIONS

The liability method is used in accounting for federal income taxes.  Using this method, deferred tax assets and
liabilities are determined based on differences between financial reporting and tax bases of assets and liabilities
and are measured using the enacted tax rates and laws that will be in effect when the differences are expected to
reverse.  The provision for deferred federal income tax was based on items of income and expense that were reported
in different years in the financial statements and tax returns and were measured at the tax rate in effect in the year
the difference originated.  Net deferred tax liabilities of $13.2 million and $5.8 million were recorded at December
31, 2003 and 2002, respectively.  The net deferred tax liability at December 31, 2003 included $5.5 million in
special tax deposits covered under Section 847 of the Internal Revenue Code, as explained in the following
paragraph, which compares to $4.6 million in special tax deposits at December 31, 2002.  Adjusted for the special
deposits, a net deferred tax liability of $18.7 million was recorded at December 31, 2003 compared to a net deferred
tax liability of $10.3 million at December 31, 2002.  The increase in deferred federal taxes payable is primarily
attributable to the increase in unrealized capital gains in the investment portfolio.

A provision in the Technical and Miscellaneous Revenue Act of 1988 created a mechanism which allows for a
recognizable deferred tax asset specifically for property and casualty loss reserves discounted for tax purposes.
Adopted as Section 847 of the Internal Revenue Code, this provision allows an insurer to take a special tax
deduction equal to the discount on post 1986 accident year loss and loss expense reserves while making “special
estimated tax payments” equal to the amount of the tax benefit derived from the special deduction.  The “special
estimated tax payments” can be carried forward for fifteen years to offset taxes arising from decreases in the special

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL

CONDITION AND THE RESULTS OF OPERATIONS (CONTINUED)

FORWARD-LOOKING INFORMATION

Any forward-looking statements in this report including, without limitation, statements relating to the Company’s
plans, strategies, objectives, expectations, intentions and adequacy of resources, are made pursuant to the safe
harbor provisions of the Private Securities Litigation Reform Act of 1995.  Investors are cautioned that such
forward-looking statements involve risks and uncertainties including, without limitation, the following:  (i) the
Company’s plans, strategies, objectives, expectations and intentions are subject to change at any time at the
discretion of the Company;  (ii) the Company’s business is highly competitive and the entrance of new competitors
into or the expansion of the operations by existing competitors in the Company’s markets and other changes in the
market for insurance products could adversely affect the Company’s plans and results of operations; and (iii) other
risks and uncertainties indicated from time to time in the Company’s filings with the Securities and Exchange
Commission.

the established loss reserves.  Each of these reserve categories contain elements of uncertainty which assure
variability when compared to the ultimate costs to settle the underlying claims for which the reserves are
established.

The reserving process requires us to continuously monitor and evaluate the life cycle of claims based on the class
of business and the nature of claims.  Our claims range from the very routine private passenger automobile “fender
bender” to the highly complex and costly third party bodily injury claim involving large tractor-trailer rigs.
Reserving for each class of claims requires a set of assumptions based upon historical experience, knowledge of
current industry trends and seasoned judgment.  The high limits provided in the Company’s trucking liability
policies provide for greater variation in the reserving process for more serious claims.  Court rulings, tort reform
(or lack thereof) and trends in jury awards also play a significant role in the estimation process of larger claims.
The Company continuously reviews and evaluates loss developments subsequent to each measurement date and
adjusts its reserve estimation assumptions, as necessary, in an effort to achieve the best possible estimate of the
ultimate remaining loss costs at any point in time.  Changes to previously established reserve amounts are charged
or credited to losses and loss expenses incurred in the accounting periods in which they are determined.  Note C
to the consolidated financial statements includes additional information relating to loss and loss adjustment
expense reserve development.
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MARKET RISK

The Company operates solely within the property and casualty insurance industry and, accordingly, has significant
invested assets which are exposed to various market risks.  These market risks relate to interest rate fluctuations,
equities market prices and, to a lesser extent, foreign currency rate fluctuations.  All of the Company's invested
assets are classified as available for sale and are listed as such in Note B to the consolidated financial statements.

The most significant of the three identified market risks relates to prices in the equities market.  Though not the
largest category of the Company's invested assets, equity securities have the greatest potential for short-term price
fluctuation.  The market value of the Company's equity positions at December 31, 2003 was $130.1 million or
approximately 25% of invested assets.  This market valuation includes $62.2 million of appreciation on original
purchase prices of the equity security investments.  Funds invested in the equities market are not considered to be
assets necessary for the Company to conduct its daily operations and, therefore, can be committed for extended
periods of time.  The long-term nature of the Company's equity investments allows it to invest in positions where
ultimate value, and not short-term market fluctuations, is the primary focus.

The Company's fixed maturity portfolio totaled $321.2 million at December 31, 2003.  Over two-thirds of this
portfolio is made up of U. S. Government and government agency obligations and state and municipal debt
securities,  95% of the portfolio matures within 5 years and the average life of the Company's fixed maturity
investments is approximately 2.8 years.  Although the Company is exposed to interest rate risk on its fixed maturity
investments, given the anticipated duration of the Company's liabilities (principally insurance loss and loss
expense reserves) relative to investment maturities, even a 100 to 200 basis point increase in interest rates would
not have a significant impact on the Company's ability to conduct daily operations or to meet its obligations.

There is an inverse relationship between interest rate fluctuations and the fair value of the Company's fixed maturity
investments.  Additionally, the fair value of interest rate sensitive instruments may be affected by the financial
strength of the issuer, prepayment options, relative values of alternative investments, liquidity of the investment
and other general market conditions.  The Company monitors its sensitivity to interest rate risk by measuring the
change in fair value of its fixed maturity investments relative to hypothetical changes in interest rates.  As

IMPACT OF INFLATION

To the extent possible, the Company attempts to recover the costs of inflation by increasing the premiums it
charges.  A majority of the Company’s premiums are charged as a percentage of an insured’s gross revenue or
payroll.  As these charging bases increase with inflation, premium revenues are immediately increased.  The
remaining premium rates charged are adjustable only at periodic intervals and often require state regulatory
approval.  Such periodic increases in premium rates may lag far behind cost increases.

To the extent inflation influences yields on investments, the Company is also affected.  The Company maintains
a sizable portion of its investment portfolio in short-term instruments and changes in current market interest rates
correspondingly affect yields on these investments.  Further, as inflation affects current market rates of return,
previously committed investments may rise or decline in value depending on the type and maturity of investment.
(See comments under Market Risk, following.)

Inflation must also be considered by the Company in the creation and review of loss and loss adjustment expense
reserves since portions of these reserves are expected to be paid over extended periods of time.  The anticipated
effect of inflation is implicitly considered when estimating liabilities for losses and loss adjustment expenses.

deduction and can be treated as regular estimated payments or refunded at the end of the carryforward period.  Based
upon the concerns regarding the recognition of deferred tax assets, the Company adopted the provisions of Section
847 for all tax years 1987 and subsequent and has taken deductions for the entire amount of discount on post-1986
loss reserves.  As mentioned above, special Section 847 estimated tax deposits totaling $5.5 million have been paid
in connection with this election.
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COMMON STOCK MARKET PRICES AND DIVIDENDS

The Company’s Class A and Class B common stocks are traded on The NASDAQ Stock Marketâ under the
symbols BWINA and BWINB, respectively.  The Class A and Class B common shares have identical rights and
privileges except that Class B shares have no voting rights other than on matters for which Indiana law requires
class voting.  As of December 31, 2003, there were approximately 400 record holders of Class A Common Stock
and approximately 500 record holders of Class B Common Stock.

The table above sets forth the range of high and low sale prices for the Class A and Class B Common Stock for
2003 and 2002, as reported by the National Association of Security Dealers, Inc. and published in the financial
press.  The quotations reflect interdealer prices without retail markup, markdown or commission and do not
necessarily represent actual transactions.  All per share amounts have been adjusted for a five-for-four stock split,
effective February 17, 2003.

The Company expects to continue its policy of paying regular cash dividends although there is no assurance as to
future dividends because they are dependent on future earnings, capital requirements and financial conditions and
are subject to regulatory restrictions as described in Note F to the consolidated financial statements.

Given the record operating earnings achieved in 2002 and the excellent returns on equity investments, the Directors
at their meeting in February, 2003, declared a 5 for 4 stock split while maintaining a 10 cent per share quarterly
dividend. That action effectively increased the dividend payout by 25%.  At the meeting in November, 2003, the

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CON-
DITION AND THE RESULTS OF OPERATIONS (CONTINUED)

previously indicated, several other factors can impact the fair values of fixed maturity investments and, therefore,
significant variations in market interest rates could produce quite different results from the hypothetical estimates
presented in the next paragraph.

We estimate that a 100 basis point increase in market interest rates would have resulted in a pre-tax loss in the fair
value of fixed maturity investments of approximately $5.3 million at December 31, 2003.  Similarly, a 100 basis
point decrease in market interest rates would have resulted in an estimated pre-tax gain in the fair value of these
instruments of approximately $5.4 million at December 31, 2003.  Note, however, that the hypothetical loss
mentioned above would only be realized if the Company was obligated to sell bonds prior to maturity, which is
extremely unlikely.  The aggregate value of money market and short-term investments, bonds maturing within
twelve months and expected positive cash flow from operations for 2004 is equal to more than 100% of net loss
and loss expense reserves at December 31, 2003.

The Company's exposure to foreign currency risk is not material.

Cash
Class A Class B Dividends

High Low High Low Declared
Year ended December 31:
2003:
Fourth Quarter $23.480 $22.000 $29.450 $23.370 $.35
Third Quarter 23.950 20.750 26.508 21.500   .10
Second Quarter 25.000 18.020 26.480 19.490   .10
First Quarter 19.850 18.256 20.750 17.832   .10

2002:
Fourth Quarter 19.488 16.192 20.799 16.792   .08
Third Quarter 18.360 15.600 19.056 15.256   .08
Second Quarter 20.144 16.608 23.072 16.944   .08
First Quarter 18.216 17.000 21.288 16.000   .08
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Shareholders and Board of Directors
Baldwin & Lyons, Inc.

We have audited the accompanying consolidated balance sheets of Baldwin & Lyons, Inc.
and subsidiaries as of December 31, 2003 and 2002, and the related consolidated statements
of income, changes in equity other than capital, and cash flows for each of the three years
in the period ended December 31, 2003.  These financial statements are the responsibility
of the Company’s management.  Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States.  Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstate-
ment.  An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements.  An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation.  We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material
respects, the consolidated financial position of Baldwin & Lyons, Inc. and subsidiaries at
December 31, 2003 and 2002, and the consolidated results of their operations and their cash
flows for each of the three years in the period ended December 31, 2003, in conformity with
accounting principles generally accepted in the United States.

Indianapolis, Indiana
February 27, 2004

REPORT OF ERNST & YOUNG LLP

   INDEPENDENT AUDITORS

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CON-
DITION AND THE RESULTS OF OPERATIONS (CONTINUED)

Board of Directors declared a regular dividend of 10 cents and an extra dividend of 25 cents per share.  The Board
again considered dividends at its most recent meeting in February, 2004, and declared another extra dividend of
40 cents per share in addition to the regular dividend of 10 cents.  The Board intends to address the subject of
dividends at each of its future meetings considering the Company’s earnings, returns on investments and its capital
needs; however, shareholders should not expect extra dividends, if any, in the future to follow any predetermined
pattern.
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See notes to consolidated financial statements.

Consolidated Balance Sheets
Baldwin & Lyons, Inc. and Subsidiaries

December 31
2003 2002

(dollars in thousands)

Assets       
Investments:
    Fixed maturities $   321,193 $   290,155
    Equity securities 130,139 105,441
    Short-term and other 36,545 9,158

487,877 404,754

Cash and cash equivalents 30,078 41,699
Accounts receivable--less allowance
   (2003, $1,127; 2002, $1,047) 37,333 33,646
Accrued investment income  3,848 4,060
Reinsurance recoverable  185,457 137,870
Deferred policy acquisition costs 5,309 4,177
Current federal income taxes - 1,701
Property and equipment--less accumulated depreciation
    (2003, $10,009; 2002, $8,718) 6,206 6,658
Notes receivable from employees 4,828 7,494
Other assets 2,271 2,403

$   763,207  $   644,462
 

Liabilities and Shareholders' Equity
Reserves:
    Losses and loss expenses $   343,724 $   277,744
    Unearned premiums 36,803 29,016

380,527 306,760

Reinsurance payable 810 1,592
Note payable  - 7,500
Accounts payable and other liabilities 43,195 38,262
Current federal income taxes 901  -
Deferred federal income taxes 13,200 5,760
  438,633  359,874
Shareholders' equity:
    Common stock, no par value:   
       Class A -- authorized 3,000,000 shares;
           outstanding -- 2003 and 2002, 2,666,666 shares 114 114
       Class B -- authorized 20,000,000 shares;
           outstanding -- 2003, 11,924,354 shares; 2002, 11,882,813 shares 509 507
    Additional paid-in capital 35,419 35,248
    Unrealized net gains on investments 44,837 29,640
    Retained earnings 243,695 219,079

324,574  284,588
$   763,207 $   644,462
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See notes to consolidated financial statements.

Consolidated Statements of Income
Baldwin & Lyons, Inc. and Subsidiaries

Year Ended December 31
2003 2002 2001

(dollars in thousands, except per share data)

Revenue:    
    Net premiums earned $   146,153  $   104,392  $   83,138
    Net investment income    12,873    14,964    17,626
    Realized net gains (losses) on investments    9,990   (16,445)    5,053
    Commissions, service fees and other income    6,232    5,219    4,063

175,248 108,130 109,880
Expenses:
    Losses and loss expenses incurred    95,738    68,107    81,870
    Other operating expenses    30,477    22,193    21,572

126,215  90,300  103,442
Income before federal income taxes 49,033  17,830  6,438

Federal income taxes    15,958    5,464    1,048
Net income $     33,075 $     12,366 $    5,390

Per share data:
Diluted earnings:
    Income before realized net gains (losses) $     1.81 $     1.57 $    .14
    Realized net gains (losses) on investments .44 ( .73) .21  

Net income  $     2.25 $       .84 $    .35

Basic earnings:
    Income before realized net gains (losses) $     1.82 $     1.58 $    .14
    Realized net gains (losses)  on investments .45 ( .73) .22

Net income  $     2.27 $       .85 $    .36

Dividends $       .65 $       .32 $    .32
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See notes to consolidated financial statements.

Consolidated Statements of Changes in Equity Other Than Capital
Baldwin & Lyons, Inc. and Subsidiaries

2003 2002 2001
(dollars in thousands)

Balances at beginning of year:
    Retained earnings $  219,079  $  219,067 $  220,698
    Unrealized gains on investments 29,640 32,377 36,237

248,719 251,444 256,935

Changes arising from income-producing activities:
    Net income 33,075 12,366 5,390

    Gains (losses) on investments:
        Holding gains (losses) arising during period,
            before federal income taxes 33,371 (20,656) (886)
        Federal income taxes (benefit) 11,680 (7,230) (310)

21,691 (13,426) (576)

        (Gains) losses realized during period included in net income,
            before federal income taxes (9,990) 16,445 (5,053)
        Federal income taxes (benefit) (3,496) 5,756 (1,769)

(6,494) 10,689 (3,284)

        Change in unrealized gains on investments 15,197  (2,737)  (3,860)

    Foreign exhange adjustment 1,011 77 (300)

Total realized and unrealized income 49,283  9,706  1,230

Other changes affecting retained earnings:
    Cash dividends paid to shareholders (9,470) (4,636) (4,850)
    Cost of treasury shares in excess of original issue proceeds - (7,795) (1,871)

(9,470) (12,431) (6,721)

Total changes 39,813 (2,725) (5,491)

Balances at end of year:
    Retained earnings 243,695  219,079 219,067
    Unrealized gains on investments 44,837 29,640 32,377

$  288,532 $  248,719 $  251,444



21

See notes to consolidated financial statements.

Consolidated Statements of Cash Flows
Baldwin & Lyons, Inc. and Subsidiaries     
 

2003 2002 2001
  
Operating activities
   Net income $ 33,075 $ 12,366 $   5,390
   Adjustments to reconcile net income to net cash
      provided by operating activities:
         Change in accounts receivable and unearned premium 4,275 (3,434) (365)
         Change in accrued investment income 213 (185) (151)
         Change in loss and loss expense reserves
            and reinsurance recoverable 18,218 4,357 17,788
         Change in other assets, other liabilities and current income taxes 7,252 7,046 (3,732)
         Amortization of net policy acquisition costs (4,431) (5,569) (3,141)
         Net policy acquisition costs deferred 3,299 4,915 3,293
         Provision for deferred income taxes (743) (2,675) (559)
         Bond amortization 2,802 1,482 578
         Loss on sale of property 17 10 8
         Depreciation 2,741 2,601 2,604
         Net realized loss (gain) on investments (9,990) 17,057 (5,668)
         Compensation expense related to discounted stock options 143 134 131

Net cash provided by operating activities 56,871  38,105  16,177

Investing activities
   Purchases of fixed maturities and equity securities (206,141) (172,806) (163,996)
   Proceeds from maturities 85,429 51,978 74,029
   Proceeds from sales of fixed maturities 34,492 32,000 11,921
   Proceeds from sales of equity securities 61,764 53,112 61,328
   Net sales (purchases) of short-term investments (27,529) 19,814 4,213
   Distributions from limited partnerships 63 632 9,896
   Decrease (increase) in principal balance of 
      notes receivable from employees 2,676 (5,036) (532)
   Purchases of property and equipment (2,437) (1,989) (1,727)
   Proceeds from disposals of property and equipment 130 161 129

Net cash used in investing activities (51,553)  (22,134)  (4,739)

Financing activities
   Dividends paid to shareholders (9,470) (4,636) (4,850)
   Proceeds from sale of common stock 31 2 3
   Drawing on line of credit - 10,000 -
   Repayment on line of credit (7,500) (2,500) (5,411)
   Cost of treasury shares - (8,978) (2,154)

Net cash used in financing activities (16,939)  (6,112)  (12,412)
Increase (decrease) in cash and cash equivalents (11,621)  9,859  (974)

Cash and cash equivalents at beginning of year 41,699 31,840 32,814
Cash and cash equivalents at end of year $ 30,078 $ 41,699 $ 31,840

Year Ended December 31

(dollars in thousands)
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Notes to Consolidated Financial Statements
Baldwin & Lyons, Inc. and Subsidiaries
(dollars in thousands, except per share data)

Note A - Summary of Significant Accounting Policies

Basis of Presentation:  The consolidated financial statements include the accounts of Baldwin & Lyons, Inc. and its wholly owned
subsidiaries ("the Company").  All significant intercompany transactions and accounts have been eliminated in consolidation.

Use of estimates:  Preparation of the consolidated financial statements requires management to make estimates and assumptions that affect
the amounts reported in the consolidated financial statements and accompanying notes.  Actual results could differ from those estimates.

Cash and cash equivalents:  The Company considers investments in money market funds to be cash equivalents.  Carrying amounts for
these instruments approximate their fair values.

Investments:  Carrying amounts for fixed maturity securities (bonds, notes and redeemable preferred stocks) represent fair value and are
based on quoted market prices, where available, or broker/dealer quotes for specific securities where quoted market prices are not available.
Equity securities (nonredeemable preferred stocks and common stocks) are carried at quoted market prices (fair value).  Other investments
are carried at either market value, cost or cost adjusted for operations of limited partnerships, depending on the nature of the investment.
All fixed maturity and equity securities are considered to be available for sale; the related unrealized net gains or losses (net of applicable
tax effect) are reflected directly in shareholders’ equity unless a decline in value is determined to be other than temporary, in which case,
the loss is charged to income.  Although the Company has classified fixed maturity investments as available for sale, it has the ability to
hold its fixed maturity investments to maturity.  Short-term investments are carried at cost which approximates their fair values.  Realized
gains and losses on disposals of investments are determined by specific identification of cost of investments sold and are included in income.

Property and Equipment:  Property and equipment is carried at cost.  Depreciation is computed principally by the straight-line method.

Reserves for Losses and Loss Expenses:  The reserves for losses and loss expenses, certain of which are discounted, are determined using
case basis evaluations and statistical analyses and represent estimates of the ultimate cost of all reported and unreported losses which are
unpaid at year end.  These reserves include estimates of future trends in claim severity and frequency and other factors which could vary
as the losses are ultimately settled.  Although it is not possible to measure the degree of variability inherent in such estimates, management
believes that the reserves for losses and loss expenses are adequate.  The estimates are continually reviewed and as adjustments to these
reserves become necessary, such adjustments are reflected in current operations.

Recognition of Revenue and Costs:  Premiums are earned over the period for which insurance protection is provided.  A reserve for unearned
premiums, computed by the daily pro-rata method, is established to reflect amounts applicable to subsequent accounting periods.
Commissions to unaffiliated companies and other acquisition costs applicable to unearned premiums are deferred and expensed as the
related premiums are earned.  If it is determined that deferred expenses will exceed the related unearned premiums, the asset representing
deferred policy acquisition costs is reduced and an expense is charged against current operations to reflect any such premium deficiency.
If the expected premium deficiency exceeds deferred policy acquisition costs, an additional liability is recorded with a corresponding
expense to current operations for the amount of the excess premium deficiency.  Anticipated investment income is considered in determining
recoverability of deferred acquisition costs.

Reinsurance premiums, commissions, expense reimbursements and reserves related to reinsured business are accounted for on bases
consistent with those used in accounting for the original policies issued and the terms of the reinsurance contracts.  Premiums ceded to other
insurers have been reported as a reduction of premium income.  Amounts applicable to reinsurance ceded for unearned premium and claim
loss reserves have been reported as reinsurance recoverable assets.  Certain reinsurance contracts provide for additional or return premiums
and commissions based upon profits or losses to the reinsurer over prescribed periods.    Estimates of additional or return premiums and
commissions are adjusted quarterly to recognize actual loss experience to date as well as projected loss experience applicable to the various
contract periods.  Reinstatement premiums on reinsurance assumed contracts covering catastrophic events are recorded concurrently with
the related loss.

Stock-based Compensation:  Accounting Principles Board Opinion No. 25, Accounting for Stock Issued to Employees, and related
Interpretations are used in accounting for stock options, stock purchases and equity appreciation rights which are, from time to time, granted
to employees and outside directors.

Federal Income Taxes:  A consolidated federal income tax return is filed by the Company and includes all wholly owned subsidiaries.
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Note A - Significant Accounting Policies (continued)

Earnings Per Share:  Diluted earnings per share of common stock are based on the average number of shares of Class A and Class B common
stock outstanding during the year, adjusted for the effect, if any, of options outstanding.  Basic earnings per share are presented exclusive
of the effect of options outstanding.  See note H.

Comprehensive Income:  The Company records accumulated other comprehensive income from unrealized gains and losses on available-
for-sale securities as a separate component of shareholders’ equity.  Foreign exchange adjustments are not material and the Company has
no defined benefit pension plan.

The enclosed Statement of Changes in Equity Other Than Capital refers to comprehensive income as Total realized and unrealized income.
Items of other comprehensive income included in this statement are referred to as Change in unrealized gains (losses) on investments and
Foreign exchange adjustment.  A reclassification adjustment to other comprehensive income is made for Gains realized during period
included in net income.

Reclassification:  Certain prior year balances have been reclassified to conform to the current year presentation.  All share amounts have
been restated for the five-for-four stock split declared in February, 2003.

The securities in an unrealized loss position are not significant.

Note B - Investments
The following is a summary of available-for-sale securities at December 31:

Cost or Gross Gross Net
Fair Amortized Unrealized Unrealized Unrealized

Value Cost Gains Losses Gains
2003:
   U. S. government obligations $ 113,359 $ 111,972 $      1,407 $         (20) $     1,387
   Mortgage-backed securities 19,198 19,139 168 (109) 59
   Obligations of states and political subdivisions 104,237 102,865 1,398 (26) 1,372
   Corporate securities 78,000 73,807 4,265 (72) 4,193
   Foreign government obligations 6,399 6,295 104 - 104
      Total fixed maturities 321,193 314,078 7,342 (227) 7,115
   Equity securities 130,139 67,929 62,805 (595) 62,210
   Short-term and other 36,545 36,890 - (345) (345)
      Total available-for-sale securities $ 487,877 $ 418,897 $    70,147 $    (1,167) 68,980

Applicable federal income taxes (24,143)

Net unrealized gains - net of tax $   44,837
2002:
   U. S. government obligations $ 116,325 $ 113,280 $      3,045 $             - $     3,045
   Mortgage-backed securities 12,817 12,240 578 (1) 577
   Obligations of states and political subdivisions 68,837 67,299 1,538 - 1,538
   Corporate securities 87,716 84,101 4,084 (469) 3,615
   Foreign government obligations 4,460 4,407 53 - 53
      Total fixed maturities 290,155 281,327 9,298 (470) 8,828
   Equity securities 105,441 68,669 40,036 (3,264) 36,772
   Short-term and other 9,158 9,158 - - -
      Total available-for-sale securities $ 404,754 $ 359,154 $    49,334 $    (3,734) 45,600

Applicable federal income taxes (15,960)

Net unrealized gains - net of tax $   29,640
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The Company recorded other than temporary writedowns of $2,394, $7,726 and $2,081 in 2003, 2002 and 2001, respectively.

The fair value and the cost or amortized cost of fixed maturity investments at December 31, 2003, by contractual maturity, are shown below.
Actual maturities may differ from contractual maturities because borrowers have, in some cases, the right to call or prepay obligations with
or without call or prepayment penalties.

Approximately 21% of purchases and 38% of sales of investments during the three years ended December 31, 2003 were made through
securities broker-dealers in which certain directors of the Company were officers, directors or owners.  Fees earned by affiliated investment
advisors were $2,820, $482 and $1,110 in 2003, 2002 and 2001, respectively.

The Company has holdings in money-market accounts which were managed by or purchased through companies affiliated with certain
directors of the Company.

Fair Value

Cost or 
Amoritzed 

Cost

One year or less $   99,443 $   97,273
Excess of one year to five years 185,013 180,300
Excess of five years to ten years 7,206 7,191
Excess of ten years 7,385 7,239
   Total maturities 299,047 292,003
Mortgage-backed securities 19,198 19,139
Redeemable preferred stock 2,948 2,936

$ 321,193 $ 314,078

Major categories of investment income for the years ended December 31 are summarized as follows:
2003 2002 2001

Fixed maturities $   11,275 $   12,744 $   13,287
Equity securities 2,367 2,813 2,739
Money market funds 354 663 1,522
Short-term and other 311 207 1,785

14,307 16,427 19,333
Investment expenses (1,434) (1,463) (1,707)

Net investment income $   12,873 $   14,964 $   17,626

Note B - Investments (continued)
Gross realized gains and losses on investments for the years ended December 31 are summarized below:

2003 2002 2001
Fixed maturities:
   Gains $    1,122 $     1,396 $         82
   Losses (584) (3,278) (2,218)
      Net gains (losses) 538 (1,882) (2,136)

Equity securities:
   Gains 15,754 5,774 15,591
   Losses (6,502) (19,520) (8,305)
      Net gains (losses) 9,252 (13,746) 7,286

Short-term and other - net gain (loss) 200 (817) (97)

      Total net gains (losses) $    9,990 $  (16,445) $    5,053
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Note C - Loss and Loss Expense Reserves
Activity in the reserves for losses and loss expenses is summarized as follows.  All amounts are shown net of reinsurance recoverable.

The reserves for losses and loss expenses, net of related reinsurance recoverables, at December 31, 2002, 2001 and 2000 were decreased
by $13,586, $10,008 and $887, respectively, for claims that had occurred on or prior to those dates.  These decreases are the result of the
settlement of claims at amounts lower than previously reserved and changes in estimates of losses incurred but not reported as part of the
normal reserving process.  Included in the above developments during 2003 and 2002, are decreases of $1,659 and $1,539, respectively,
in reserves outstanding at December 31, 2002 and 2001 for losses and loss expenses related to environmental damage claims.  The
development during 2001 was insignificant for environmental claims.  Reserves for incurred but not reported environmental losses were
$2,500 and $3,900 at December 31, 2003 and 2002, respectively.  Development during 2003 also included an increase in reinsurance
assumed loss and loss expense reserves at December 31, 2002 of $799.  Development during 2002 included a decrease in reinsurance
assumed loss reserves at December 31, 2001 of $1,305.  Development during 2001 included $2,100 of incurred losses and loss expenses
on reinsurance assumed reserves outstanding at December 31, 2000 which was partially offset by reinstatement premiums of $1,000.
Favorable loss development is influenced by the Company's long-standing policy of reserving for losses realistically and a willingness to
settle claims based upon a seasoned evaluation of its exposures.  Under terms of reinsurance agreements effective June 1, 1998, the
Company's exposure on large fleet trucking losses dropped from $1,000 to $100 per occurrence.  Effective June 1, 2001, June 1, 2002 and
June 1, 2003, terms of replacement reinsurance agreements increased the Company's maximum exposure on large fleet trucking losses to
$1,020, $1,400 and $1,625, respectively, per occurrence.  The increased net retention per occurrence is reflected in the increase in favorable
development during 2003.  These trends were considered in the establishment of the Company's reserves at December 31, 2003.

The Company has not changed its original estimate for the loss sustained as a result of the terrorist attacks of September 11, 2001.  Therefore,
there is no impact on the loss developments shown in the above table except for payments against the original established reserves.  The
Company has paid $9.8 million to date and carries a remaining reserve of $10.2 million at December 31, 2003.

The Company participates in mandatory residual market pools in various states.  The Company records the results from participation in
these pools as reported and records an additional provision in the financial statements for operating periods unreported by the pools.

Loss reserves on certain permanent total disability workers’ compensation reserves have been discounted to present value at pre-tax rates
not exceeding 3.5%.  At December 31, 2003 and 2002, loss reserves have been reduced by approximately $5,549 and $6,396, respectively.
Discounting is applied to these claims since the amount of periodic payments to be made during the lifetime of claimants is fixed and
determinable.

Loss reserves have been reduced by estimated salvage and subrogation recoverable of approximately $3,490 and $2,810 at December 31,
2003 and 2002, respectively.

Year Ended December 31,
2003 2002 2001

Reserves at the beginning of the year $144,702 $137,733 $120,206

Provision for losses and loss expenses:
   Claims occurring during the current year 109,324 78,115 82,757
   Claims occurring during prior years (13,586) (10,008) (887)
      Total incurred 95,738 68,107 81,870

Loss and loss expense payments:
   Claims occurring during the current year 37,625 30,997 33,237
   Claims occurring during prior years 39,956 30,249 31,132
      Total paid 77,581 61,246 64,369

Change in allowance for uncollectible
    amounts due from reinsurers 840 108 26
Reserves at the end of the year 163,699 144,702 137,733

Reinsurance recoverable on reserves at the end of the year 180,025 133,042 109,410
Reserves, gross of reinsurance

    recoverables, at the end of the year $343,724 $277,744 $247,143
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Note D - Income Taxes
Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial
reporting purposes and the amounts used for income tax purposes.  Significant components of the Company's deferred tax assets and
liabilities as of December 31 are as follows:

A summary of the difference between federal income tax expense computed at the statutory rate and that reported in the consolidated
financial statements is as follows:

Cash flows related to federal income taxes paid, net of refunds received, for 2003, 2002 and 2001 were $14,100, $7,250 and $5,200,
respectively, including Section 847 special tax deposits.  Future tax benefits on approximately $5,523 of deferred tax assets at December
31, 2003 arising from loss reserve discounting are assured based on Section 847 of the Internal Revenue Code.

2003 2002
Deferred tax liabilities:
   Unrealized gain on investments $  24,143 $  15,960
   Deferred acquisition costs 1,868 1,486
   Salvage and subrogation 840 621
   Other 195 247
      Total deferred tax liabilities 27,046 18,314

Deferred tax assets:
   Discounts of loss and loss expense reserves 5,523 4,554
   Other than temporary investment declines 2,018 2,532
   Deferred compensation 2,460 2,418
   Unearned premiums 2,569 2,011
   Other 1,276 1,039
      Total deferred tax assets 13,846 12,554

      Net deferred tax liabilities $  13,200 $    5,760

2003 2002 2001
Statutory federal income rate applied to
   pretax income $   17,162 $   6,240 $   2,253
Tax effect of (deduction):
   Tax-exempt investment income (1,174) (1,081) (1,241)
   Other (30) 305 36
Federal income tax expense $   15,958 $   5,464 $   1,048

Federal income tax expense consists of the following:
2003 2002 2001

Taxes (credits) on pre-tax income:
   Current $   16,701 $   8,139 $   1,607
   Deferred (743) (2,675) (559)

$   15,958 $   5,464 $   1,048

The components of the provision for deferred federal income taxes (credits) are as follows:

2003 2002 2001
Other than temporary investment declines $      514 $    (1,804) $      (725)
Discounts of loss and loss expense reserves (1,179) (256) (144)
Limited partnerships (44) (351) (153)
Unearned premium disallowance (557) (354) 35
Deferred compensation (41) (28) 537
Other 564 118 (109)

   Provision for deferred federal income tax $     (743) $    (2,675) $      (559)
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Note E - Reinsurance

The insurance subsidiaries cede portions of their gross premiums written to certain other insurers under excess and quota share treaties and
by facultative placements.  Risks are reinsured with other companies to permit the recovery of a portion of related direct losses.  The
Company also serves as an assuming reinsurer under retrocessions from certain other reinsurers.  These retrocessions include individual
risks as well as aggregate catastrophe treaties.  Accordingly, the occurrence of a major catastrophic event can have a significant impact on
the Company's operations.  In addition, the insurance subsidiaries participate in certain involuntary reinsurance pools which require
insurance companies to provide coverages on assigned risks.  The assigned risk pools allocate participation to all insurers based upon each
insurer’s portion of premium writings on a state or national level.

Detail with respect to direct premiums and premiums assumed from and ceded to other insurers and reinsurers is as follows:

The Company's Class A and Class B common stock has a stated value of approximately $.04 per share.

Shareholders’ equity at December 31, 2003 includes $310,870 representing GAAP shareholder’s equity of insurance subsidiaries, of which
$45,654 may be transferred by dividend or loan to the parent company without approval by, or notification to, regulatory authorities.  An
additional $193,723 of shareholder’s equity of such insurance subsidiaries may be advanced or loaned to the Company with prior
notification to and approval from regulatory authorities.

Components of reinsurance recoverable at December 31 are as follows:
2003 2002

Unpaid losses and loss expenses $  180,025 $  133,042
Paid losses and loss expenses 5,326 4,547
Unearned premiums 106 281

$  185,457 $  137,870

Net losses and loss expenses incurred for 2003, 2002 and 2001 have been reduced by ceded reinsurance recoveries of approximately
$96,812, $60,055 and $72,701, respectively.  Net losses and loss expenses incurred for 2003, 2002 and 2001 include approximately $5,687,
$5,165 and $24,624 relating to reinsurance assumed from non-affiliated insurance or reinsurance companies.  Losses and loss expenses
incurred for 2001 included $20,000 for the Company's exposure from reinsurance assumed treaties related to the events of September 11,
2001.  Ceded reinsurance premiums and loss recoveries for catastrophe reinsurance contracts were not material.  The Company remains
liable to the extent the reinsuring companies are unable to meet their obligations under reinsurance contracts.

2003 2002 2001 2003 2002 2001
Direct $   215,576 $   164,662 $  114,304 $   208,282 $   160,035 $  114,913
Assumed 12,038 8,632 6,004 11,547 8,147 5,931
Ceded (73,501)         (63,841)         (37,663)         (73,676)         (63,790)         (37,706)         

Net $   154,113 $   109,453 $    82,645 $   146,153 $   104,392 $    83,138

Premiums Written Premiums Earned

Note F - Shareholders' Equity
Changes in common stock outstanding and additional paid-in capital are as follows 

Additional
Class A Class B Paid-in

Shares Amount Shares Amount Capital
Balance at January 1, 2001 2,875,982 $ 123 12,337,603 $ 526 $ 36,416
   Discounted stock options issued - - - - 130
   Discounted stock options exercised - - 8,312 1 3
   Treasury shares purchased (28,600) (2) (93,500) (4) (277)
Balance at December 31, 2001 2,847,382 121 12,252,415 523 36,272
   Discounted stock options issued - - - - 134
   Discounted stock options exercised - - 7,110 - 2
   Fractional share adjustment from stock split (37) - (48) - -
   Treasury shares purchased (180,679) (7) (376,664) (16) (1,160)
Balance at December 31, 2002 2,666,666 114 11,882,813 507 35,248
   Discounted stock options issued - - - - 142
   Discounted stock options exercised - - 41,541 2 29

Balance at December 31, 2003 2,666,666 $ 114 11,924,354 $ 509 $ 35,419
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Note H - Earnings Per Share
The following is a reconciliation of the denominators used in the calculations of basic and diluted earnings per share for the years ended
December 31:

No effect on net income was considered to result from the presumed exercise of the options used in calculating diluted earnings per share.
Certain market value options, granted in 1997, were included in the computation of diluted earnings per share for 2003.  These market value
options were not included in the computation of diluted earnings per share for 2002 and 2001 because the exercise price during those years
was greater than the average market price of the Company's stock.

Note I  - Reportable Segments
The Company and its consolidated subsidiaries market and underwrite casualty insurance in five major specialty areas (reportable
segments): (1) fleet trucking, (2) nonstandard private passenger automobile, (3) small fleet trucking, (4) the assumption of reinsurance and
(5) small business workers' compensation.  The fleet trucking segment provides multiple line insurance coverage to large trucking fleets
which generally  retain substantial amounts of self-insurance and to medium-sized trucking fleets on a first dollar or small deductible basis.
The nonstandard private passenger automobile segment provides motor vehicle liability and physical damage coverages to individuals.  The
small fleet trucking segment provides commercial automobile coverages to small trucking fleets and owner/operators.  The reinsurance
assumed segment accepts retrocessions from selected reinsurance companies, principally reinsuring against catastrophes.  The small
business workers' compensation segment provides workers' compensation coverages to small businesses and other entities.

The Company's reportable segments are business units that operate in the property/casualty insurance industry and each offers products
to different classes of customers.  The reportable segments are managed separately due to the differences in underwriting criteria used to
market products to each class of customer and the methods of  distribution of the products each reportable segment provides.  Segment
information shown in the table below as "all other" includes products provided by the Company to assigned risks and residual markets as
well as the runoff of discontinued product lines.

The Company evaluates performance and allocates resources based on gain or loss from insurance underwriting operations before income
taxes.  Underwriting gain or loss does not include net investment income nor does it include realized gains or losses on the Company's
investment portfolio.  All investment-related revenues are managed at the corporate level.  Underwriting gain or loss for the fleet trucking
segment includes revenue and expense from the Company's agency operations since the agency operations serve as an exclusive direct
marketing facility for this segment.  Underwriting gain or loss also includes fee income generated by each segment in the course of its
underwriting operations.  Management does not identify or allocate assets to reportable segments when evaluating segment performance
and depreciation expense is not material for any of the reportable segments.  The accounting policies of each reportable segment are the
same as those described in the summary of significant accounting policies.

Note F - Shareholders' Equity (continued)

Net income of the insurance subsidiaries, as determined in accordance with statutory accounting practices, was $22,851, $10,318 and $5,660
for 2003, 2002 and 2001, respectively.  Consolidated statutory shareholder’s equity for these subsidiaries was $304,651 and $269,005 at
December 31, 2003 and 2002, respectively.  Minimum statutory surplus necessary for the insurance subsidiaries to satisfy statutory risk
based capital requirements was $62,571 at December 31, 2003.

2003 2002 2001

Average share outstanding for basic earnings per share 14,562,310    14,609,727    15,153,577    

Dilutive effect of options 135,659         104,168         105,104         

Average shares outstanding for diluted earnings per share 14,697,969    14,713,895    15,258,681    

Note G - Other Operating Expenses
Details of other operating expenses for the years ended December 31:

2003 2002 2001
Amortization of deferred policy acquisition costs $  15,667 $  12,072 $    9,692
Other underwriting expenses 18,329 14,158 12,878
Expense allowances from reinsurers (20,099) (17,641) (12,833)

Total underwriting expenses 13,897 8,589 9,737

Operating expenses of non-insurance companies 16,580 13,604 11,835

Total other operating expenses $  30,477 $  22,193 $  21,572
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For 2003, the above amounts for voluntary reinsurance assumed include certain intersegment reinsurance agreements.  Intersegment
premiums earned were $1,239.  Intersegment losses and loss expenses incurred were $1,357.

The following tables are reconciliations of reportable segment revenues and profits  to the Company’s consolidated revenue and income
before federal income taxes, respectively.

Note I  - Reportable Segments (continued)

The following table provides certain profit and loss information for each reportable segment for the years ended December 31:

The Company, through its subsidiaries, is licensed to do business in all 50 states of the United States, all Canadian provinces and Bermuda.
Canadian and Bermuda operations are currently not significant.

One customer of the fleet trucking segment represents approximately $47,693, $39,359 and $28,864 of the Company’s consolidated direct
and assumed premium written in 2003, 2002 and 2001, respectively.

2003 2002 2001
Direct and assumed premium written:

Fleet trucking 148,482$       112,355$       68,154$         
Non-standard private passenger automobile 42,342           35,466           30,094           
Small fleet trucking 15,086           10,514           11,722           
Voluntary reinsurance assumed 11,121           8,128             5,668             
Small business workers' compensation 9,665             6,321             4,332             
All Other 918                510                338                

Totals 227,614$       173,294$       120,308$       

Net premium earned and fee income:
Fleet trucking 82,545$         55,145$         34,824$         
Non-standard private passenger automobile 40,695           33,754           33,800           
Small fleet trucking 9,301             8,316             9,600             
Voluntary reinsurance assumed 11,994           7,739             5,636             
Small business workers' compensation 6,132             3,535             2,791             
All Other 806                414                295                

Totals 151,473$       108,903$       86,946$         

Underwriting gain (loss)
Fleet trucking 29,778$         22,718$         11,116$         
Non-standard private passenger automobile 4,476             2,527             436                
Small fleet trucking 123                1,340             -                 
Voluntary reinsurance assumed 3,463             1,586             (19,429)          
Small business workers' compensation (1,830)            157                (337)               
All Other 213                (619)               (392)               

Totals 36,223$         27,709$         (8,606)$          

2003 2002 2001
Revenue:

Net premium earned and fee income $    151,473 $   108,903 $      86,946
Net investment income 12,873           14,964           17,626           
Realized net gains (losses) on investments 9,990             (16,445)          5,053             
Other income 912                708                255                

Total consolidated revenue $    175,248 $   108,130 $    109,880

Profit:
Underwriting gain (loss) $      36,223 $     27,709 $       (8,606)
Net investment income 12,873           14,964           17,626           
Realized net gains (losses) on investments 9,990             (16,445)          5,053             
Corporate expenses (10,053)          (8,398)            (7,635)            

Income before federal income taxes $      49,033 $     17,830 $        6,438
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Note J - Stock Purchase and Option Plans

In accordance with the terms of the 1981 Stock Purchase Plan (1981 Plan), the Company is obligated to repurchase shares issued under the
1981 Plan, at a price equal to 90% of the book value of the shares at the end of the quarter immediately preceding the date of repurchase.
No shares have ever been repurchased under the 1981 Plan.  At December 31, 2003 there were 160,849 shares (Class A) and 439,708 shares
(Class B) outstanding which are eligible for repurchase by the Company.

The Company maintains stock option plans and has reserved an aggregate of 1,312,500 shares of Class B common stock for the granting
of stock options to employees and directors.  No options were granted to employees during the three year period ended December 31, 2003.
All employee options outstanding at December 31, 2003 are exercisable.  Discounted options granted to directors are generally not
exercisable for one year from the date of grant.   All options expire ten years after the date of grant.  All of the Company's option plans have
received shareholder approval.  Approximately 326,000 of such options are available for future grants.

A summary of the Company's stock option activity and related information for the years ended December 31 follows:

Exercise prices for options outstanding as of December 31, 2003 were $.80, $1.00 or $20.60.  The weighted-average remaining contractual
lives of options exercisable at $.80 and $1.00 are 4.6 years and 9.5 years, respectively.  The remaining contractual life of options exercisable
at $20.60 is 4 years.  No options have been granted since 1997 other than discounted options granted to directors in lieu of directors' fees.
The compensation cost that has been charged against income for all stock-based compensation plans, consisting of directors' fees only, was
$143, $134 and $130 for 2003, 2002 and 2001, respectively.

During 2002 and 2001, the Company offered loans to certain employees for the sole purpose of purchasing the Company's Class B common
stock in the open market.  $4,828 and $7,494 of such full-recourse loans were issued and outstanding at December 31, 2003 and 2002,
respectively, and carry interest rates ranging from 4.75% to 6%, payable annually on the loan anniversary date.  The underlying securities
serve as collateral for these loans, which must be repaid no later than 10 years from the date of issue.  This loan program was terminated
in 2002.

Note K - Note Payable

At December 31, 2002, the Company carried a note payable to bank in the amount of $7.5 million at an annual interest rate of 3.22%.  The
carrying amount of this note payable approximates fair value.  This note was repaid in 2003.

2003 2002 2001
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise

Options Price Options Price Options Price

Outstanding at beginning of year 690,162     $    17.475 689,776     $    17.480 689,665     $  17.478

Granted at exercise prices below market 6,938         .946 7,496         .800 8,423         .800
Exercised 41,539       .736 7,110         .305 8,312         .418

Outstanding at end of year 655,561     18.357 690,162     17.475 689,776     17.480

Exercisable at end of year 648,623     18.543 682,666     17.659 681,353     17.686

Weighted average fair value
   of options granted during the year
   at exercise prices below market 6,938         20.538 7,496         17.931 8,423         15.509

Note L - Employee Benefit Plans
The Company maintains a defined contribution 401(k) Employee Savings and Profit Sharing Plan ("the Plan") which covers all employees
who have completed one year of service.  The Company's contributions to the Plan for 2003, 2002 and 2001 were $978, $864 and $736,
respectively.
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Note M - Concentrations of Credit Risk

The Company writes policies of excess insurance attaching above a self-insured retention ("SIR") and also writes policies that
contain large, per-claim deductibles.  Those losses and claims that fall within the SIR or deductible are obligations of the
insured. The Company also writes surety bonds in favor of various regulatory agencies guaranteeing the insured’s payment of
claims within the SIR.  Losses and claims under a large deductible policy are payable by the Company with reimbursement
due the Company from the insured.  The Company requires collateral from its insureds to serve as a source of reimbursement
if the Company is obligated to pay claims within the SIR by reason of an insured’s default or if the insured fails to reimburse
the Company for deductible amounts paid by the Company.

Acceptable collateral may be provided in the form of letters of credit on Company approved banks, Company approved marketable
securities or cash.  At December 31, 2003, the Company held collateral in the aggregate amount of $177,847.  The amount of collateral
required of an insured is determined by the financial condition of the insured, the type of obligations guaranteed by the Company,
estimated reserves for incurred losses within the SIR or deductible that have been reported to the insured or the Company, estimated
incurred but not reported losses, and estimates for losses that are expected to occur, within the SIR or deductible, prior to the next
collateral adjustment date.  In general, the Company attempts to hold collateral equal to 100% of the ultimate losses that would be
paid by or due the Company in the event of the insured’s default.  Periodic audits are conducted by the Company to evaluate its
exposure and the collateral required.  If a deficiency in collateral is noted as the result of an audit, additional collateral is requested
immediately.  Because collateral amounts contain numerous estimates of the Company’s exposure, are adjusted only periodically
and are sometimes adjusted based on the financial condition of the insured, the amount of collateral held by the Company at a given
point in time may not be sufficient to fully reimburse the Company for all of its guarantees or amounts due in the event of an insured’s
default.  Further, the Company is not fully collateralized for the guarantees made for, or the deductible amounts that may be due from,
the Company’s largest customer, and in the event of that customer’s default, such default may have a material adverse impact on the
Company.

Note N - Quarterly Results of Operations (Unaudited)
Quarterly results of operations are as follows:

Results by Quarter
2003 2002

1st 2nd 3rd 4th 1st 2nd 3rd 4th

Net premiums earned $31,701 $36,960 $37,513 $39,979 $21,664 $25,865 $27,040 $29,823
Net investment income 3,373 3,124 2,987 3,389 3,883 3,793 3,524 3,764
Realized net gains (losses) on investments (2,452) 5,739 2,048 4,655 835 (735) (4,972) (11,573)
Losses and loss expenses incurred 20,511 23,900 24,411 26,916 13,764 17,137 17,388 19,817

Net income (loss) 4,532 10,301 8,122 10,120 5,459 4,922 2,831 (846)

Per share - diluted:
   Income (loss) before realized 
      net gains (losses) on investments $  .42 $  .45 $  .46 $  .48 $  .33 $  .37 $  .41 $  .46
   Realized net gains (losses)
      on investments (.11) .25 .09 .21 .04 (.03) (.22) (.52)
   Net income (loss) $  .31 $  .70 $  .55 $  .69 $  .37 $  .34 $  .19 $ (.06)

Note O - Stock Split
At its regular meeting in February, 2003, the Company's Board of Directors declared a 25% stock dividend in the form of a five-for-four
stock split on the Company’s Class A and Class B Common Stock.  The additional shares were distributed on March 3, 2003 to shareholders
of record on February 17, 2003.  Fractional shares were settled in cash using the closing market value on February 17, 2003.  All share and
per share references within this report have been restated to reflect the stock split.
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