To Our Stockholders
Alleghany’s common stockholders’ equity per share at year-end 2005 was $236.35,
an increase of 4.4 percent over common stockholders’ equity per share of $226.50 at
year-end 2004, adjusted for stock dividends. Realized and unrealized appreciation in
our investment portfolio, as well as earnings from Capitol Transamerica Corporation,
Darwin Group, Inc. and Alleghany Properties LLC also contributed to the increase.
These positive factors were offset by a net loss at RSUI Group, Inc. due principally
to Hurricane Katrina. In total, our results were impacted by net catastrophe losses,
including reinsurance reinstatement premiums, of $215.0 million after-tax, or $27.27
per share, which amounted to 12.1 percent of our 2005 beginning book value per share.
We are pleased that despite the unusually large loss from Hurricane Katrina, we were
able to produce an increase in book value per share for the full year. For the five
years ended December 31, 2005, Alleghany’s common stockholders’ equity per share
increased at a compound annual rate of 9.6 percent, compared with a compound
annual rate of return of 0.5 percent for the S&P 500 over the same time period.
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Alleghany’s principal financial objective is to grow book value per share
at double-digit rates without employing excessive amounts of financial leverage or
taking undue amounts of operating risk. The means at our disposal to accomplish
this objective include a core platform of property and casualty companies that we
believe can produce underwriting profits over time, a balance sheet with over $3.2
billion of cash and invested assets, a demonstrated willingness and ability to make
opportunistic acquisitions and improve the operations of acquired companies and a
longstanding institutional record of successful value investing on behalf of our owners.
Over the past few years, however, it has become increasingly difficult to
find acquisition candidates that meet our criteria as a way to meet our objectives.
We compete for acquisitions with many private equity firms that have ample access
to capital, a willingness to employ significant amounts of financial leverage and a
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significant investment in research and analytical capability. This environment may
persist for quite some time, as it is partially the result of abundant global liquidity.
Nevertheless, we continue to research and evaluate many potential acquisitions each
year, knowing that we need only one or two to have a significant impact.
While we continue to pursue suitable acquisitions, we are working to
grow Alleghany’s capital by investing in public equity securities when we see
the opportunity to earn at least a 10 percent after-tax return. In recent years, our
investment activities have exceeded this benchmark by a substantial margin.
By investing a portion of our insurance subsidiaries’ equity capital in public equity
securities with superior return potential, we can enhance the economic model of our
insurance subsidiaries. Our investment approach, however, is first and foremost
downside risk in orientation; we seek a non-diversified equity portfolio in which the
core investments have measurable and limited downside, with significant potential
upside to be realized over a three- to- five year investment horizon.
Over the past three years, the market value of Alleghany’s cash and
invested assets has grown at a compound annual rate of approximately 33.5 percent.
This growth has resulted from the equity performance mentioned earlier, as well
as the strong operating cash flows of our insurance subsidiaries and the sale of our
World Minerals and Heads & Threads operations. The low interest rate environment
of the past few years has obscured somewhat the earnings potential that comes from
our growing investment portfolio, although the recent flattening of the Treasury yield
curve through higher short-term interest rates has allowed us to increase significantly
the current return generated by our fixed-income portfolio.
From an operating point of view, all three of our insurance subsidiaries
are performing adequately, but we have a significant challenge in responding to
what appears to be a new pattern of increased Atlantic basin hurricane activity.
Capitol Transamerica produced $15.6 million of underwriting profit in
2005, ending a period of disappointing underwriting results since our acquisition of
the company in 2002. Capitol Transamerica’s CEO, David Pauly, and its President,
James McIntyre, have done a terrific job in transforming this regional specialty
company into a profitable insurer. Capitol Transamerica now has a solid senior
management team, an updated and improved systems platform and new headquarters
that will allow for more efficient and effective operations.
2005 was a year of significant developments for Darwin. In just its third
year of operations, Darwin wrote $165.8 million of gross premium, consisting of
directors’ and officers’ liability insurance, errors and omissions insurance and medical
professional liability insurance. Formed as a managing agency in early 2003,
Darwin wrote professional liability insurance principally for Capitol Transamerica
group companies. In late 2005, we contributed additional capital to Darwin’s largely
dormant operating subsidiaries and transferred the business previously written for
the Capitol Transamerica group companies to Darwin’s operating subsidiaries. As a
result of these transactions, Darwin is now a stand-alone insurance underwriting
group with approximately $200 million of equity capital and a stand-alone credit
rating of A- (Excellent) from A.M. Best Company, Inc.
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RSUI Group produced an underwriting loss in 2005 principally due to
Hurricane Katrina, the most costly insured natural catastrophe in U.S. history.
RSUI’s goal in underwriting catastrophe risks is to produce gross underwriting
profits over rolling multi-year periods. While ultimately profitable over time for
RSUI and its reinsurers, this goal leads to annual results that can be irregular on a
gross and net basis. The $1.04 billion in gross losses resulting from Hurricane
Katrina were greater than RSUI expected for a hurricane of its nature. This was due
to a number of factors, including the size of this hurricane*, accumulations of large
risks in the affected areas and greater damage to specific types of structures than was
predicted by catastrophe models. RSUI manages catastrophe exposure through
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various reinsurance programs. As described in more detail in this Form 10-K Report,
the losses from Hurricane Katrina, net of facultative, per risk, and surplus share
reinsurance, exceeded RSUI’s catastrophe reinsurance program, which resulted in
RSUI retaining a larger percentage of the gross loss than expected. Although not
meeting its underwriting goal was cause for concern, RSUI was equally concerned
with the fact that its reinsurance partners sustained large losses as well.
*Hurricanes are generally characterized by their maximum sustained wind speed, but they also vary in terms of absolute size.
Hurricane Katrina was a very large hurricane; all other factors being equal, for two hurricanes with the same maximum
sustained wind speed, a hurricane that is twice the size can produce four times the damage.
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The 2004 and 2005 hurricane seasons seem to indicate that we are most
likely in a period of increased Atlantic basin hurricane activity. About half of
RSUI’s gross written premium is commercial property insurance, most of which is
hurricane-exposed. RSUI’s strategy in this environment is to reduce its exposure
on a risk-by-risk basis such that its accumulations of risk will stand up to continued,
heightened hurricane activity. RSUI is also evaluating its exposures with respect
to earthquake and terrorism risks. As is evidenced by RSUI’s performance in the
fourth quarter of 2005, it is possible for the company to produce underwriting profits
even with a large hurricane such as Hurricane Wilma hitting populated areas of the
United States. Alleghany is working closely with RSUI’s management to ensure that
its catastrophe accumulations are manageable. Since late 2005, RSUI has been
reducing its catastrophe accumulations, while also increasing its prices for property
insurance, in some cases significantly. Significantly higher prices are necessary
not only to offset higher reinsurance costs, but also to ensure that RSUI has enough
recurring profit to absorb an increased level of hurricane activity going forward.
Although these are significant challenges for RSUI, we believe that management is
up to the task.
The performance of our subsidiaries and our investments in 2005 was
adequate and was more than sufficient to offset the substantial losses from Hurricane
Katrina. We are working diligently with the management of RSUI to ensure that
future catastrophes have a less significant effect on RSUI and Alleghany. We remain
strongly capitalized, both at the parent company level and at each of our subsidiaries,
with minimal parent company debt, and are ready to capitalize on opportunities that
may emerge in the coming years.
Finally, we would like to mention a few changes. First, as you may have
already noticed, the format of our Annual Report is different this year. In light of
regulatory requirements which increased our reporting obligations while decreasing
our time for compliance, as well as for reasons of cost and efficiency, we have
combined our Annual Report to Stockholders with our Form 10-K Report. Additionally,
Roger Noall, who has been an Alleghany director since 1996, is retiring in April 2006.
We would like to thank Roger for his loyal service to Alleghany and its shareholders
during his time as a director.
Yours sincerely,

Weston M. Hicks
President
March 13, 2006
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