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If the only securities being registered on this Form are being offered pursuant to dividend or interest reinvestment plans, please check the
following box. o

If any of the securities being registered on this Form are to be offered on a delayed or continuous basis pursuant to Rule 415 under the
Securities Act of 1933, other than securities offered only in connection with dividend or interest reinvestment plans, check the following
box. o

If this Form is filed to register additional securities for an offering pursuant to Rule 462(b) under the Securities Act, please check the
following box and list the Securities Act registration statement number of the earlier effective registration statement for the same offering. o

If this Form is a post-effective amendment filed pursuant to Rule 462(c) under the Securities Act, check the following box and list the
Securities Act registration statement number of the earlier effective registration statement for the same offering. o

If delivery of the prospectus is expected to be made pursuant to Rule 434, please check the following box. o

The Registrant hereby amends this Registration Statement on such date or dates as may be necessary to delay its effective date until
the Registrant shall file a further amendment that specifically states that this Registration Statement shall thereafter become effective in
accordance with Section 8(a) of the Securities Act of 1933, as amended, or until this Registration Statement shall become effective on
such date as the Commission, acting pursuant to said Section 8(a), may determine.
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The information in this prospectus is not complete and may be changed. We may not sell or accept offers to buy these securities until the
registration statement relating to these securities filed with the Securities and Exchange Commission is effective. This prospectus is not an
offer to sell these securities and it is not soliciting an offer to buy these securities in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED NOVEMBER 2003

PRELIMINARY PROSPECTUS

$300,000,000

The Commerce Group, Inc.

% Senior Notes due

We are offering $300,000,000 of % senior notes due , . The notes will mature on , . We will
pay interest on the notes on and of each year. The first interest payment on the notes will be made on ,
2004. We may redeem the notes, in whole or in part, at the redemption prices described in this prospectus.

The notes will be senior obligations of our company and will rank on a parity with all of our future unsecured and unsubordinated indebtedness.
As of the date of this prospectus, we do not have any indebtedness.

See Risk Factors beginning on page 7 to read about risks you should consider before buying the notes.

Per

Note Total
Public offering price(1) $ $
Underwriting discounts and commissions $ $

$ $

Proceeds, before expenses, to us
(1) Interest on the notes will accrue from , 2003 to date of delivery.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved these securities or
determined if this prospectus is truthful or complete. Any representation to the contrary is a criminal offense.

Delivery of the notes in book-entry form only through The Depository Trust Company will be made on or about , 2003.

Joint Book-Running Managers

Bear, Stearns & Co. Inc.

Merrill Lynch & Co.

The date of this prospectus is , 2003.
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You should only rely on the information contained or incorporated by reference in this prospectus. We have not authorized anyone
to provide you with different information. This prospectus is not an offer to sell these securities and is not soliciting an offer to buy these
securities in any jurisdiction where the offer or sale is not permitted. You should not assume that the information contained or
incorporated by reference in this prospectus is accurate as of any date other than the date on the cover of the prospectus, regardless of
the time of delivery of the prospectus or any sale of the notes.
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PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus and in the documents incorporated by reference. Because this
is a summary, it does not contain all of the information that may be important to you. You should read the entire prospectus and the documents
incorporated by reference carefully before you decide to invest in the notes. In this prospectus, Commerce Group refers to The Commerce
Group, Inc., and Commerce, we, us, and our refer collectively to Commerce Group and its consolidated subsidiaries.

Our Business

We provide personal and commercial property and casualty insurance in Massachusetts and, to a lesser extent, in 27 other states. We market
our products exclusively through our network of independent agents, including 628 agents in Massachusetts, 30 agents in New Hampshire, 808
agents in California and Oregon, and 30 agents in 26 other states, as of December 31, 2002. Our core product lines are personal automobile,
homeowners, and commercial automobile insurance. We have been the largest writer of personal property and casualty insurance in
Massachusetts in terms of direct premiums written since 1990. In addition to our core product lines, we write commercial multi-peril, inland
marine, fire, general liability, and personal and commercial umbrella insurance. On a consolidated basis, we were ranked the 22nd largest
personal automobile insurance group in the country by A.M. Best, based on direct premiums written as of December 31, 2002. The following
table presents our direct premiums written in 2002:

Massachusetts All Other States Total % of Total

(Dollars in thousands)

Personal Automobile $1,032,438 $155,045 $1,187,483 84.4%
Homeowners 87,634 27,376 115,010 8.2
Commercial Automobile 74,879 5,151 80,030 5.7
Other Lines 23,569 764 24,333 1.7

Total $1,218,520 $188,336 $1,406,856 100.0%
.| | .| |

In 2002, Massachusetts was the 11th largest property and casualty insurance market in the United States, with $10.3 billion in direct
premiums written, according to A.M. Best & Co. Our market share for each of our core product lines in Massachusetts, based on direct
premiums written, has increased during the period from 1998 through 2002, from 22.6% to 25.7% for personal automobile insurance, from 7.2%
to 8.2% for homeowners insurance and from 7.0% to 9.9% for commercial automobile insurance. Our market share for Massachusetts personal
automobile insurance has increased to 27.3% as of August 31, 2003, and we believe that our market share for each of our other core product
lines in Massachusetts also has continued to increase in 2003.

In addition to increasing our market share in our core product lines, we have also reported underwriting results, growth in net premiums
written, and investment returns that were superior to those of the property and casualty insurance industry as a whole for the five-year period
ended December 31, 2002, as reported by A.M. Best. Our underwriting results and premium growth have surpassed industry averages in every
year since 1998. For the five-year period ended December 31, 2002, we achieved an average annual statutory combined ratio of 98.2%, which is
lower than the 106.0% average for the property and casualty insurance industry, which we have adjusted to reflect our relative product mix as
shown in the preceding table.

Our net earnings for the nine months ended September 30, 2003 were $107.3 million, compared to net earnings of $45.3 million for the nine
months ended September 30, 2002. The increase in net earnings resulted primarily from an $87.0 million after-tax increase in our realized
investment gains to $44.7 million after-taxes for the nine months ended September 30, 2003 compared to realized investment losses of
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$42.3 million after-taxes for the comparable period of 2002. Our net realized investment gains increased primarily because of:

a change in our investment strategy to shorten the overall duration of our investment portfolio during the first half of 2003; and

the favorable impact of the decline in interest rates during 2003 on the net asset value of seven closed-end preferred stock mutual funds
that we were required to categorize as realized investment gains using the equity method of accounting.
As of the date of this prospectus, we own one fund investment that we account for using the equity method. See Management s Discussion and
Analysis of Financial Condition and Results of Operations.

Our Strengths

We attribute our financial and underwriting success primarily to the following factors:

We have a highly experienced management team with a proven track record.

We have been the largest writer of personal property and casualty insurance in Massachusetts in terms of direct premiums written since
1990.

We have achieved economies of scale in Massachusetts that we believe provide us with an expense advantage.

We have an in-depth understanding of the Massachusetts underwriting environment and its complex regulatory system as a consequence of
our long history of primarily serving the Massachusetts market and focusing on automobile insurance.

We have strong relationships with independent agencies that provide quality business to us. We focus on carefully selecting and retaining
agencies that can generate a sizable volume of business with favorable underwriting characteristics.

We are a leader in affinity group marketing arrangements. We have agreements with the four AAA clubs in Massachusetts that make us
the exclusive underwriter of personal automobile insurance for their affinity group marketing programs. In 2002, $619 million, or 44.0%,
of our total direct premiums written were attributable to our affinity group marketing arrangements with these AAA clubs.

We maintain advanced information systems with an extensive underwriting database, which we believe enables us both to manage our
underwriting risks better than many other companies in Massachusetts and to better support our agencies.

We believe that our history of maintaining a strong financial condition gives us an advantage in attracting and retaining quality business
and agents. We currently have an A.M. Best group rating of A+ ( Superior ), their second highest rating out of fifteen, and we have had a
group rating of A ( Excellent ), their third highest rating, or better since 1993.

Our Strategy

Our primary business strategy is to continue to focus on the personal automobile insurance market in Massachusetts and to enhance our
geographic diversity by increasing the proportion of our business that originates from the other states in which we currently have a significant
presence. We expect to invest a substantial portion of the offering proceeds to enhance the capital position of our insurance operating
subsidiaries in support of recent premium growth, as well as to continue diversification efforts outside of Massachusetts by our existing
subsidiaries. We expect to continue to pursue our long-term objective of furthering our relationships with the AAA clubs and expanding our
personal automobile and homeowners insurance businesses into other states where we believe the independent agent distribution channel is
strong.
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Certain Risks We Face

Our efforts to capitalize on our strengths and successfully implement our strategy entail risks. For example:

Because we are primarily a personal automobile insurance carrier, adverse developments in this industry could adversely affect us to a
greater extent as compared to insurers that are more diversified across multiple business lines;

The concentration of our business in Massachusetts makes us more susceptible to any adverse development in the prevailing regulatory,
economic, demographic, competitive and other conditions, including weather-related events, and adverse judicial decisions in
Massachusetts, and could make it more costly or difficult for us to conduct our business;

Our financial performance may be materially adversely affected by severe weather conditions or other catastrophic losses;

Because we solely market our insurance through independent agents, our business would be adversely affected if it became more difficult
or costly for us to attract and retain them;

If our affinity relationship with the AAA Clubs of Massachusetts were to be terminated, we would lose a significant avenue for offering
affinity group discounts and our sales of personal automobile insurance products in Massachusetts would likely decline, which would
adversely affect our business and results of operations;

We are subject to comprehensive regulation by Massachusetts as well as the other states in which we operate, and our ability to earn profits
may be restricted by changes to these regulations;

The success of our diversification efforts outside of Massachusetts depends primarily on our ability to expand our business in our existing
markets where we have a significant presence and, to a lesser extent, an ability to find appropriate expansion opportunities and to
successfully exploit those opportunities; and

Our failure to maintain commercially acceptable financial strength ratings would significantly and adversely affect our business and results
of operations.

For more information about these and other risks, see Risk Factors. You should carefully consider these risk factors together with all the
other information included in this prospectus.

Contact Information

Our principal executive office is located at 211 Main Street, Webster, MA 01570. Our telephone number is (508) 943-9000. See Where You
Can Find More Information; Incorporation by Reference.
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Summary of the Offering

The following is a brief summary of this offering. For a more complete description of the notes, see Description of the Notes in this
prospectus.

Issuer The Commerce Group, Inc.

Notes offered $300,000,000 of % senior notes due

Maturity The notes will mature on ,

Interest payment dates and , beginning , 2004.

Optional redemption We may redeem the notes at our option at any time, in whole or in part, in exchange for payment to

you of a specified amount. See Description of the Notes Optional Redemption for a description of the
calculation of the amount you will receive upon a redemption of your notes. We are not required to
establish a sinking fund to retire the notes prior to maturity.

Ranking The notes are unsecured and unsubordinated and will rank on a parity with all of our existing and
future unsecured and unsubordinated indebtedness. As of the date of this prospectus, Commerce
Group and its subsidiaries do not have any indebtedness for borrowed money.

In addition, we are structured as a holding company, and we conduct most of our business operations
through our subsidiaries. The notes will effectively be subordinated to all existing and future
indebtedness and other liabilities and commitments of our subsidiaries, including their obligations to
policyholders. As of September 30, 2003, our subsidiaries had aggregate liabilities of $1.88 billion that
would be structurally senior to the notes.

Covenants The indenture for the notes contains limitations on liens on and sales of common stock of our
designated subsidiaries (as defined in the indenture). These covenants are subject to important
qualifications and limitations.

Use of proceeds We estimate that the net proceeds of this offering will be $ million, based on an assumed
public offering price of $ per note. We expect to use the net proceeds from this offering for
general corporate purposes, including to enhance the capital position of our insurance operating
subsidiaries in support of recent premium growth, as well as to continue diversification efforts outside
of Massachusetts by our existing subsidiaries. See Use of Proceeds.

Risk Factors See Risk Factors beginning on page 7 for a description of risks that you should consider before you
decide to invest in the notes.
4

Table of Contents 10



Edgar Filing: COMMERCE GROUP INC /MA - Form S-3/A

Table of Contents

Summary Consolidated Financial Data

The data below should be read in conjunction with the consolidated financial statements, related footnotes, and other financial information
included or incorporated by reference in this prospectus. The financial statements for the three years ended December 31, 2002 have been
audited by Ernst & Young LLP. The data presented below as of and for the nine months ended September 30, 2003 and for the nine months
ended September 30, 2002 are derived from our unaudited condensed consolidated financial statements appearing elsewhere in this prospectus.
Such unaudited condensed consolidated financial statements have been prepared on the same basis as our audited consolidated financial
statements and, in our opinion, include all adjustments, which consist only of normal recurring adjustments, necessary for a fair presentation of
our financial condition and results of operations. Operating results for the nine month period ended September 30, 2003 are not necessarily
indicative of the results that may be expected for the entire year ending December 31, 2003.

Nine Months Ended
September 30, Year Ended December 31,
2003 2002 2002 2001 2000
(Dollars in thousands)
(Unaudited)
(Restated) (Restated)

Statement of Earnings
Data:
Direct premiums written $1,287,395 $1,088,412 $1,406,856 $1,152,407 $1,071,649

L .| .| .| .|
Net premiums written $1,213,525 $1,026,230 $1,313,014 $1,078,967 $1,008,911

L .| .| .| .|
Earned premiums $1,060,966 $ 886,259 $1,210,040 $1,043,652 $ 954,483
Net investment income 69,130 71,655 98,466 99,563 96,830
Premium finance and
service fees 20,207 15,719 21,498 17,819 15,227
Amortization of excess of
book value of subsidiary
interest over cost 3,389 3,390
Net realized investment
gains (losses) 62,650 (48,422) (82,385) (10,633) 29,550
Other income 9,500 9,500

Total revenues $1,212,953 $ 934,711 $1,257,119 $1,153,790 $1,099,480

L .| .| .| .|
Earnings before income
taxes, minority interest and
change in accounting
principle $ 139,984 $ 50,568 $ 52,026 $ 107,782 $ 170,066

Income taxes 32,598 16,669 17,063 18,392 38,306

Net earnings before

minority interest and

change in accounting

principle 107,386 33,899 34,963 89,390 131,760
Minority interest in net

(earnings) loss of

subsidiary (129) 162 555 863 320

Net earnings before change

in accounting principle 107,257 34,061 35,518 90,253 132,080
Change in accounting
principle, net of taxes 11,237 11,237
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$ 107,257 $ 45,298 $ 46,755 $ 90,253

I I I I

$ 102,324 $ 43911 $ 59,625 $ 90814

I I I I
5

$ 132,080

$ 168,570
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Nine Months Ended
September 30, Year Ended December 31,

2003 2002 2002 2001 2000

(Unaudited)
(Restated) (Restated)

Statement of
Earnings Data:
Net earnings per
common share before
cumulative effects of
change in accounting
principle:

Basic

Diluted
Net earnings per
common share from
the cumulative effects
of change in
accounting principle:

Basic

Diluted
Net earnings per
common share:

Basic

Diluted
Cash dividends per
share $ 0.95 $ 0.92 $ 1.23 $ 1.19 $ 1.15
Weighted average
number of common
shares outstanding:

Basic 31,978,794 32,926,712 32,773,519 33,608,804 34,121,047

Diluted 32,200,681 33,228,089 33,028,081 33,794,938 34,121,047
Other Data and
Ratios:
Ratio of earnings to
fixed charges (based
on GAAP)(1) 2,122.0x 755.7x 554.5x 1,135.5x 1,829.7x
Net premiums written
to policyholders
surplus 216.3%(2) 191.0%(2) 198.3% 150.7% 152.6%
Statutory loss and
LAE ratio 77.4% 75.8% 75.1% 74.5% 71.7%
Statutory underwriting
expense ratio 22.2% 22.9% 23.6% 24.2% 25.1%

3.35
3.33

1.04
1.02

1.08
1.08

2.69 $ 3.87
2.67 $ 3.87

& &H
& o
“@ &
@+ &

0.34
0.34

0.34
0.34

@+ o
& &
&~ o
&+ &
&+ o

3.35
3.33

1.38
1.36

1.43
1.42

2.69
2.67

3.87
3.87

& &H
“ o
@ &
&+ &
& &

Statutory combined
ratio 99.6% 98.7% 98.7% 98.7% 96.8%

At December 31,

At September 30,
2003 2002 2001 2000

(Dollars in thousands, except per share data)
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Balance Sheet Data:

Total investments at market value and equity
value

Total assets

Total liabilities

Minority interest

Total stockholders equity

Total stockholders equity per share

(Unaudited)

$1,779,470
2,776,978
1,915,955
4,199
856,824

$ 26.81

$

$

1,577,070
2,382,688
1,588,530
4,106
790,052
24.60

(Restated)

$

$

1,498,201
2,154,631
1,345,198

809,433
24.43

$

$

1,472,562
2,075,614
1,292,665
1,068
781,881
23.16

(1) We have computed the ratio of earnings to fixed charges by dividing earnings before income taxes plus fixed charges by fixed charges.
Fixed charges consist of the portion of rents representative of the interest factor.

(2) For the twelve months ended September 30, 2003 and 2002, respectively. This data is not available for nine-month periods.
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RISK FACTORS

Before you invest in the notes, you should carefully consider the risks involved. Accordingly, you should carefully consider the information
contained or incorporated by reference in this prospectus, including the risk factors listed below. The risks and uncertainties described below
are not the only ones facing us. Additional risks and uncertainties not presently known to us or that we currently believe to be immaterial may
also adversely affect our business. Any of the risks described below could result in a significant or material adverse effect on our business,
financial condition or results of operations and could adversely affect the value of the notes.

Risks Related to Our Business

We are primarily a personal automobile insurance carrier, and therefore our business may be adversely affected by conditions in this

industry.

Approximately 84.4% of our direct premiums written for the year ended December 31, 2002 were generated from personal automobile
insurance policies. As a result of our focus on that line of business, negative developments in the economic, competitive or regulatory conditions
affecting the personal automobile insurance industry could have a material adverse effect on our results of operations and financial condition.
Factors that negatively affect cost trends and our profitability include inflation in automobile repair costs, automobile parts costs, used car prices
and medical care. Increased litigation of claims may also adversely affect loss costs. In addition, these developments in the personal automobile
insurance industry would have a disproportionate effect on us, compared to insurers that are more diversified across multiple business lines.

We write a substantial portion of our business in Massachusetts, and therefore our business may be adversely affected by conditions and
adverse judicial decisions in Massachusetts.

Approximately 86.6% of our direct premiums written for the year ended December 31, 2002 were generated in Massachusetts. Our revenues
and profitability are therefore subject to prevailing regulatory, economic, demographic, competitive and other conditions, including
weather-related events as described below, and adverse judicial decisions in Massachusetts. Changes in any of these conditions or the rendering
of an adverse judicial decision could make it more costly or difficult for us to conduct our business. In addition, these developments would have
a disproportionate effect on us, compared to insurers that do not have such a geographic concentration. For a discussion of risks related to
regulatory developments, see ~ We are subject to comprehensive regulation by Massachusetts as well as the other states in which we operate, and
our ability to earn profits may be restricted by changes to these regulations.

Our financial performance may be materially adversely affected by severe weather conditions or other catastrophic losses.

We are exposed to the risk of severe weather conditions and other catastrophes. Catastrophes can be caused by natural events, such as
hurricanes, coastal storms, severe ice or snow storms, tornadoes, windstorms, earthquakes, hailstorms and fires, and man-made events, such as
explosions, terrorist attacks or riots. The incidence and severity of such catastrophes are inherently unpredictable and our losses from
catastrophes could be substantial. The occurrence of claims from catastrophic events is likely to result in substantial volatility in our financial
condition or results of operations for any fiscal quarter or year and could have a material adverse effect on our financial condition or results of
operations and our ability to write new business. This volatility is compounded by accounting regulations that do not permit reinsurers to reserve
for such catastrophic events until they occur.

The occurrence of severe weather conditions is inherently unpredictable. There is generally an increase in claims frequency and severity
under the personal automobile insurance we write when severe weather occurs because of a higher incidence of vehicular accidents and other
insured losses tend to occur as a result of severe weather conditions. We do not carry reinsurance for physical damage or comprehensive
catastrophic-related losses for our personal or commercial automobile product lines.
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In addition, we have exposure to an increase in claims frequency and severity under the homeowners and other property insurance we write
because property damage may result from severe weather conditions. Some catastrophes are restricted to small geographic areas; however,
hurricanes, coastal storms, tornadoes, winter storms, windstorms, earthquakes, terrorist attacks and other man-made catastrophes may produce
significant damage over large, heavily populated areas. Although we participate in a quota share reinsurance program to limit our exposure to
these types of natural catastrophes, we would have no reinsurance recoveries for a single event catastrophe to the extent that the total loss
exceeds $347 million. This calculation is based on the annual estimated amount of premiums subject to the new 65% quota share reinsurance
program effective July 1, 2003. Several limitations were added to the new quota share program regarding losses related to nuclear, chemical and
biological terrorist events. Our maximum loss recovery in case of these types of events is estimated at $26 million. Although we attempt to
manage our exposure to such events, a single catastrophic event could affect multiple geographic zones or the frequency or severity of
catastrophic events could exceed our estimates. As a result, the occurrence of one or more catastrophic events could have a material adverse
effect on our financial condition or results of operations.

We are part of a joint underwriting association that provides excess loss coverage to nuclear power plants and related facilities. Our
maximum exposure in the event of a catastrophic loss at an insured nuclear facility is $5.0 million.

If we are not able to attract and retain independent agents, it could adversely affect our business.

We market our insurance solely through independent agents. We must compete with other insurance carriers for the business of independent
agents. Additionally, most agents represent more than one company, which means we face competition within each agency. Some of our
competitors offer a larger variety of products, lower prices for insurance coverage or higher compensation. While we believe that the
compensation and services we provide to our agents are competitive with other insurers, changes in compensation, services or products offered
by our competitors could make it harder for us to attract and retain independent agents to sell our insurance products. We have not experienced
problems in the past with attracting and retaining independent agents.

If our affinity relationship with the AAA Clubs of Massachusetts were to be terminated, we would lose a significant avenue for offering
affinity discounts, and our sales of personal automobile insurance products would likely decline, which would adversely affect our
business and results of operations.

Since 1995 we have actively pursued affinity group marketing programs, which provide participating groups with a means of purchasing
discounted private passenger automobile insurance through associations and employer groups. We have agreements with the four American
Automobile Association Clubs in Massachusetts. Of our total direct premiums written in 2002, $619.0 million, or 44.0%, were written for
policyholders who participated in the AAA affinity group program. Approximately 6.1% of our total direct premiums written for 2002 were
written through insurance agencies owned by the AAA clubs. We are the exclusive underwriter of Massachusetts personal automobile group
programs for those AAA clubs. We have a rolling three-year contract with each of these AAA clubs that may be terminated by the AAA club
upon a minimum of three years written notice. Should one or more of these AAA clubs elect to terminate those exclusive agreements, we would
lose a significant avenue for offering affinity discounts, and we may not be able to achieve comparable sales through different affinity programs
or otherwise. We also expect that we would lose the business written through any insurance agency owned by a AAA club that elects to
terminate its exclusive arrangement with us. For these reasons, the termination of our exclusive arrangement with one or more of the AAA clubs
may have an adverse effect on our business and results of operations.
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If American Commerce s relationship with one or more large AAA clubs terminates, then American Commerce would lose a substantial
portion of its business, which could have a material adverse effect on our business and results of operations.

American Commerce s business is concentrated in several states. In 2002, the direct premiums written produced from the state where
American Commerce has the largest concentration totaled $30.4 million, representing 21.8% of American Commerce s direct premiums written
and 2.2% of our total direct premiums written for that year. Direct premiums written by American Commerce in the top six states in which
American Commerce does business represented $107.1 million, or 77.0% of American Commerce s direct premiums written and 7.6% of our
total direct premiums written in 2002. Furthermore, all of American Commerce s business in each of these states is generated by one or more
insurance agencies owned by a single AAA club in that state, with limited exceptions. Therefore, if American Commerce s relationship with one
or more of these AAA clubs terminates, then American Commerce would likely lose a substantial portion of its business, and that loss of
business could have a material adverse effect on our results of operations.

A deterioration or termination of any of our relationships with AAA Southern New England would likely have a material adverse effect
on our business and results of operations.

We have particularly significant relationships with AAA Southern New England that are important to various aspects of our business. Since
1995 we have maintained an exclusive affinity group marketing relationship with a Massachusetts agency controlled by AAA Southern New
England. In 2002, that agency wrote the greatest amount of our Massachusetts personal automobile business, accounting for $79.8 million, or
5.7%, of our total direct premiums written. AAA Southern New England also controls a Rhode Island insurance agency that in 2002 produced
$16.9 million of direct premiums written for our subsidiary American Commerce, representing 1.2% of our total direct premiums written for that
year. In addition, AAA Southern New England owns a 5% equity interest in ACIC Holding, the holding company of American Commerce that
is 95% owned by us. A deterioration or termination of any of our relationships with AAA Southern New England would likely be accompanied
by a deterioration or termination of the other AAA Southern New England relationships. For example, we expect that if AAA Southern New
England s Massachusetts insurance agency were to terminate its exclusive arrangement with us, American Commerce would likely lose all of its
business from AAA Southern New England s Rhode Island agency as well. A termination of those relationships with AAA Southern New
England agencies could also adversely affect American Commerce s ability to develop or maintain relationships with other AAA clubs. For these
reasons, we believe that it is likely that a deterioration or termination of any of our relationships with AAA Southern New England would
ultimately have a material adverse effect on our business and results of operations.

Established competitors with greater resources may make it difficult for us to market our products effectively and offer our products at a

profit.

We compete with various regional and domestic insurers, national agency companies and direct writers. Some of these competitors have
financial resources greater than ours. Any of these competitors could undertake actions that could adversely affect our profitability, such as
pricing automobile insurance premiums more aggressively or offering greater compensation to independent agencies. In addition to our
Massachusetts personal automobile competitors discussed below, Commerce West s principal competitors in California are Mercury General,
with a 2002 market share of 8.5% and Progressive, with a 2002 market share of 2.3%. American Commerce s principal competitors for
automobile insurance in Arizona, Ohio and Rhode Island, its three largest geographical concentrations of business, are Progressive, Travelers
and Metropolitan. In Washington, its next largest geographical concentration of business, its principal competitors are Safeco, Mutual of
Enumclaw and Kemper.

According to A.M. Best, we were the largest writer of personal automobile insurance in Massachusetts in 2002, with a 25.7% share of direct
premiums written. By comparison, Safety Insurance, Arbella Insurance Group and Premier Insurance Company of Massachusetts, a Travelers
Company, the
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second, third and fourth largest writers of personal automobile insurance in Massachusetts, had shares of direct premiums written of 10.6%,
10.5% and 7.6%, respectively, in 2002, according to A.M. Best.

We believe the Massachusetts regulatory environment has discouraged certain companies with more traditional underwriting and pricing
approaches from establishing a presence or expanding their market share in Massachusetts. The Massachusetts regulatory environment

requires personal automobile insurers to issue a policy to any eligible applicant who seeks one, known as the take all comers law,

fixes maximum personal automobile rates, which has the effect of keeping premiums artificially low on specific high risk segments of the
market, such as urban and youthful drivers, effectively imposing higher premiums on lower risk segments,

assigns certain agents that have not been able to obtain a voluntary contract with another insurer, known as Exclusive Representative
Producers, or ERPs, to servicing carriers on the basis of market share,

apportions losses incurred by the state-mandated residual market run by Commonwealth Automobile Reinsurers, known as CAR,
mandates that higher compulsory and optional coverages be offered to all eligible drivers, and

establishes minimum agency commissions.

Changes in prevailing regulatory policies could adversely affect our competitive position. We cannot assure you that such changes will not
occur.

We are subject to comprehensive regulation by Massachusetts as well as the other states in which we operate, and our ability to earn
profits may be restricted by changes to these regulations.

General Regulation. We are subject to regulation by government agencies in Massachusetts, as well as in the other states in which we
operate, and we must obtain prior approval for certain corporate actions. In Massachusetts, for example, we must comply with regulations
involving:

mandatory underwriting, commonly known as take-all-comers regulations;

transactions between an insurance company and any of its affiliates;

the payment of dividends;

the acquisition of an insurance company or of any company controlling an insurance companys;
approval or filing of premium rates and policy forms;

solvency standards;

minimum amounts of capital and surplus that must be maintained;

limitations on types and amounts of investments;

restrictions on the size of risks that may be insured by a single company;

limitations on the right to cancel or choose not to renew policies in some lines;

regulation of the right to withdraw from markets or terminate involvement with agencies;
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licensing of insurers and agents;
deposits of securities for the benefit of policyholders; and

reporting with respect to financial condition.
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The other states in which we operate have similar regulations. In addition, insurance department examiners from Massachusetts, California
and Ohio perform periodic financial and market conduct examinations of insurance companies. Such regulation is generally intended for the
protection of policyholders rather than security holders.

Massachusetts requires that all licensed property and casualty insurers bear a portion of the losses suffered by some insureds as a result of
impaired or insolvent insurance companies. In 2002 and 2001, we were assessed $4.5 million and $3.1 million, respectively, by the
Massachusetts Insurance Insolvency Fund, which we refer to as MIIF, as our portion of these losses primarily due to the insolvencies of The
Trust Insurance Company, New England Fidelity, and Credit General Insurance Company. Although we have not received an assessment for
2003, which, if an assessment is to be made, is usually communicated by MIIF in November, we are aware that an assessment is being
contemplated by MIIF and its Board of Governors. Accordingly, we have accrued for a $6.0 million assessment, which represents our best
estimate of the potential assessment. In addition, Massachusetts has established an underwriting association in order to ensure that property
insurance is available for owners of high risk property who are not able to obtain insurance from private insurers. The losses of this underwriting
association are shared by all insurers that write property and casualty insurance in Massachusetts. We are assessed from time to time to pay those
losses. The effect of these assessments could reduce our profitability in any given period and limit our ability to grow our business. Additionally,
Commerce West and American Commerce are domiciled in California and Ohio, respectively, and are both covered by similar associations in
the states where they do business. These associations operate similarly to the Massachusetts association described above.

We are unable to predict changes in the political, economic or regulatory environments in Massachusetts and other states in the future. We
cannot assure you that existing insurance-related laws and regulations will not become more restrictive in the future or that new restrictive laws
will not be enacted, and we cannot predict the potential effects on us of any such laws and regulations.

Massachusetts Personal Automobile Insurance Regulation; Commonwealth Automobile Reinsurance Program. We are subject to the
extensive regulation of the private passenger automobile insurance industry in Massachusetts, and our ability to earn profits may be restricted by
these requirements. Owners of automobiles are required to demonstrate minimum automobile insurance coverage prior to registration.

Generally, we are required by law to issue a policy to any applicant who seeks it. On the basis of our market share, we are assigned ERPs. In
addition, we are required to participate in the state-mandated reinsurance program run by CAR, to which we may cede risks that we believe are
underpriced and from which we are allocated a portion of the program s overall losses. Since its inception, CAR has annually generated hundreds
of millions of dollars in underwriting losses, primarily in the personal automobile pool. All companies underwriting automobile insurance in
Massachusetts share in the underwriting results of the CAR business for their respective product line or lines. A company s proportionate share of
the CAR personal or commercial deficit is based on its market share of the automobile risks for the particular pool, adjusted by a utilization
formula such that, in general, a company s participation ratio is disproportionately and adversely affected if its relative use of CAR reinsurance
exceeds that of the industry, and favorably affected if its relative use of CAR reinsurance is less than that of the industry. Finally, for the

personal automobile CAR pool, an insurer s participation ratio may be affected by credits received for not reinsuring through CAR automobile
risks in selected underpriced classes and territories. An insurer s participation ratio will be favorably affected if its relative use of credits exceeds
that of the Massachusetts industry. Credit values are set annually by CAR, and we cannot forecast whether the yearly changes will be beneficial
or detrimental to the results of our personal automobile insurance business.

Member companies of CAR have joint and several liabilities for the obligations of CAR. If one member of CAR fails to pay its assessments,
each of the remaining members of CAR will be required to pay its pro-rata share of the member who fails to pay its obligations. As a result of
the concentr