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UNITED STATES SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-Q
(Mark One)
b Quarterly Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934
For the quarterly period ended September 30, 2006
or
0 Transition Report Pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the transition period from to
Commission File Number: 1-9518

THE PROGRESSIVE CORPORATION
(Exact name of registrant as specified in its charter)

Ohio 34-0963169
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)
6300 Wilson Mills Road, Mayfield Village, Ohio 44143
(Address of principal executive offices) (Zip Code)

(440) 461-5000

(Registrant s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. Yesp ~ Noo

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated
filer. See definition of accelerated filer and large accelerated filer in Rule 12b-2 of the Exchange Act. (Check one):

Large accelerated filerp ~ Accelerated filero ~ Non-accelerated filer o

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yeso Nob

Indicate the number of shares outstanding of each of the issuer s classes of common stock, as of the latest
practicable date.

Common Shares, $1.00 par value 761,687,647 outstanding at September 30, 2006
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PARTI FINANCIAL INFORMATION
Item 1. Financial Statements.
The Progressive Corporation and Subsidiaries
Consolidated Statements of Income

(unaudited)

Three Months Nine Months

% %

Periods Ended September 30, 2006 2005 Change 2006 2005 Change
(millions except per share
amounts)
Revenues:
Net premiums earned $ 3,544.3 $ 3,478.9 2 $ 10,609.2 $ 10,282.7 3
Investment income 169.8 138.0 23 484.0 388.2 25
Net realized gains (losses) on
securities 2.4 “4.1) NM (24.2) 2.3 NM
Service revenues 73 9.7 25) 23.6 31.2 24)
Total revenues 3,723.8 3,622.5 3 11,092.6 10,704 .4 4
Expenses:
Losses and loss adjustment
expenses 2,367.7 2,467.8 )] 7,034.7 6,901.0 2
Policy acquisition costs 359.7 364.7 ) 1,086.7 1,087.0
Other underwriting expenses 365.7 312.2 17 1,042.2 977.8 7
Investment expenses 2.9 29 8.8 8.8
Service expenses 6.2 6.4 3) 19.3 18.4 5
Interest expense 18.5 20.7 (1) 58.4 62.2 (6)
Total expenses 3,120.7 3,174.7 2) 9,250.1 9,055.2 2
Income before income taxes 603.1 447.8 35 1,842.5 1,649.2 12
Provision for income taxes 193.5 142.5 36 595.9 536.9 11
Net income $ 409.6 $ 3053 34 $ 12466 $ 1,112.3 12
COMPUTATION OF
EARNINGS PER SHARE
Basic:
Average shares outstanding 763.2 783.1 3) 779.7 789.1 (1)
Per share $ 54 $ .39 38 $ 1.60 $ 1.41 13
Diluted:
Average shares outstanding 763.2 783.1 3) 779.7 789.1 (1)
Net effect of dilutive
stock-based compensation 9.0 11.4 2D 9.8 11.6 (16)
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Total equivalent shares 772.2 794.5 3) 789.5
Per share $ .53 $ .38 38 $ 1.58
Dividends per Share $ .00875 $ .00750 17 $ .02375
NM = Not

Meaningful

All share and per share amounts were adjusted for the May 18, 2006, 4-for-1 stock split.
See notes to consolidated financial statements.
2

$

800.7

1.39

.02250

(1)

14
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The Progressive Corporation and Subsidiaries

Consolidated Balance Sheets

(unaudited)

(millions)
Assets
Investments

Fixed maturities (amortized cost: $10,017.7, $10,420.3 and

$10,260.7)

Available-for-sale, at market:

Equity securities:

Preferred stocks (cost: $1,523.0, $1,188.2 and $1,217.0)
Common equities (cost: $1,454.9, $1,413.0 and $1,423.4)
Short-term investments (amortized cost: $1,057.3, $918.9

and $773.5)

Total investments

Cash

Accrued investment income

Premiums receivable, net of allowance for doubtful

accounts of $116.7, $105.2 and $116.3

Reinsurance recoverables, including $58.1, $52.0 and

$58.5 on paid losses
Prepaid reinsurance premiums
Deferred acquisition costs

Income taxes
Property and equipment, net of accumulated depreciation

of $585.5, $575.7 and $562.0

Other assets

Total assets

Liabilities and Shareholders Equity
Unearned premiums
Loss and loss adjustment expense reserves

Accounts payable, accrued expenses and other liabilities

Debt!

Total liabilities

Shareholders equity:

Common Shares, $1.00 par value (authorized 900.0, 600.0
and 600.0; issued 798.7, 213.1 and 213.1, including

treasury shares of 37.0, 16.0 and 15.8)

Paid-in capital

Unamortized restricted stock?
Accumulated other comprehensive income:

Table of Contents

September, 30,

2006

$ 10,0443

1,5354
2,215.9

1,057.9

14,853.5
14.5
155.5

2,698.6

387.0
98.1
477.3
36.1

941.6
184.0

$ 19,846.2
$ 4,658.1
5,724.3
1,564.3
1,1854

13,132.1

761.7
837.2

2005

$ 10,397.8

1,192.8
2,016.9

919.2

14,526.7
6.9
119.0

2,627.7

3914
114.6
477.5

65.4

695.8
130.1

$ 19,155.1

$ 45759
5,737.4
1,746.5
1,284.8

13,344.6

197.1
830.6
(68.9)

December
31,
2005

$ 10,2219

1,220.3
2,058.9

773.6

14,274.7
5.6
133.1

2,500.7

405.7
103.7
4448
138.3

758.7
133.3

$ 18,898.6

$ 43351
5,660.3
1,510.8
1,284.9

12,791.1

197.3
848.2
(62.7)
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Net unrealized gains on securities

Net unrealized gains on forecasted transactions

Retained earnings
Total shareholders equity

Total liabilities and shareholders equity

L TIncludes current
and non-current
debt. See Note
4-Debt.

2 Reclassified
pursuant to the
adoption of
SFAS 123 (R);
See Note 2
Stock-Based
Compensation
for further
discussion.

See notes to consolidated financial statements.

5204
7.8
4,587.0
6,714.1

$ 19,846.2

381.1
8.9
4,461.7
5,810.5

$ 19,155.1

$

390.1
8.6
4,726.0
6,107.5

18,898.6
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The Progressive Corporation and Subsidiaries
Consolidated Statements of Cash Flows
(unaudited)

Nine Months Ended September 30,
(millions)

Cash Flows From Operating Activities
Net income

Adjustments to reconcile net income to net cash provided by operating

activities:

Depreciation

Amortization of fixed maturities
Amortization of stock-based compensation
Net realized (gains) losses on securities
Gain on sale of property and equipment
Changes in:

Unearned premiums

Loss and loss adjustment expense reserves

Accounts payable, accrued expenses and other liabilities

Prepaid reinsurance premiums
Reinsurance recoverables
Premiums receivable
Deferred acquisition costs
Income taxes

Tax benefit from exercise/vesting of stock-based compensation!

Other, net

Net cash provided by operating activities

Cash Flows From Investing Activities
Purchases:

Fixed maturities

Equity securities

Short-term investments —auction rate securities
Sales:

Fixed maturities

Equity securities

Short-term investments —auction rate securities
Maturities, paydowns, calls and other:

Fixed maturities

Equity securities

Net (purchases) sales of short-term investments
Net unsettled security transactions

Purchases of property and equipment

Sale of property and equipment

Net cash used in investing activities
Cash Flows From Financing Activities
Proceeds from exercise of stock options

Tax benefit from exercise/vesting of stock-based compensation!

Table of Contents

other

2006

$ 1,246.6

76.0
162.9
18.7
242
(5.8)

323.0
64.0
136.5
5.6
18.7
(197.9)
(32.5)
32.0

(68.8)

1,803.2

(5,203.6)
(720.4)
(1,339.5)

4,707.3
221.5
1,351.6

546.3

165.9
(294.5)
(70.5)
(267.3)

14.0

(889.2)

31.5
274

2005
$ 11,1123

68.5
140.3

24.0

(2.3)

467.9
451.8
137.7
52
9.8)
(340.5)
(45.3)
(62.3)
31.9
(54.5)

1,924.9

(6,546.5)
(770.2)
(7,510.0)

4,591.4
35.2
7,812.5

402.9
158.7
160.2
277.1
(132.4)
36.1

(1,485.0)

35.7



Edgar Filing: PROGRESSIVE CORP/OH/ - Form 10-Q

Payment of debt
Dividends paid to shareholders
Acquisition of treasury shares

Net cash used in financing activities

Increase (decrease) in cash
Cash, January 1

Cash, September 30 $

I Reclassified
pursuant to the
adoption of
SFAS 123 (R).
See notes to consolidated financial statements.

(100.0)

(18.5)
(845.5)
(905.1)

8.9
5.6

14.5

(17.8)
(470.9)

(453.0)

(13.1)
20.0

6.9
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The Progressive Corporation and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)
Note 1 Basis of Presentation These financial statements and the notes thereto should be read in conjunction with
Progressive s audited financial statements and accompanying notes included in our Annual Report on Form 10-K for
the year ended December 31, 2005.
The consolidated financial statements reflect all normal recurring adjustments which, in the opinion of management,
were necessary for a fair statement of the results for the interim periods presented. The results of operations for the
periods ended September 30, 2006, are not necessarily indicative of the results expected for the full year.
On April 21, 2006, the Board of Directors approved a 4-for-1 stock split that was paid in the form of a stock dividend
on May 18, 2006. All applicable share and per share amounts were adjusted for the stock split.
Note 2 Stock-Based Compensation  As of January 1, 2006, we adopted the provisions of Statement of Financial
Accounting Standards 123 (revised 2004), Share-Based Payment (SFAS 123(R)), which requires the measurement and
recognition of compensation expense for all share-based payment awards made to employees and directors.
We adopted SFAS 123(R) using the modified prospective method as of January 1, 2006. As a result, our consolidated
financial statements for the nine months ended September 30, 2006, reflect the effect of SFAS 123(R), including the
reclassification of any unamortized restricted stock (i.e., unearned compensation) against paid-in capital for restricted
stock awards accounted for as equity awards and against other liabilities for the restricted stock awards accounted for
as liability awards (i.e., 2003 and 2004 restricted stock awards deferred pursuant to our deferred compensation plans).
In accordance with the modified prospective transition method, our consolidated financial statements for prior periods
have not been restated to reflect, and do not include, the effect of SFAS 123(R).
Pursuant to the modified prospective application, we are required to expense the fair value at the grant date of our
unvested outstanding stock options. No stock options have been granted after December 31, 2002. We will not incur
any additional expense relating to currently outstanding stock options in years subsequent to 2006, since the final
vesting date of stock options previously granted will be January 1, 2007. Beginning in 2003, we began issuing
restricted stock awards as our form of equity compensation to key members of management and non-employee
directors in lieu of stock options; our current equity compensation program does not contemplate the issuance of stock
options. Compensation expense for restricted stock awards is recognized over the respective vesting periods. The
current year expense for restricted stock is not representative of the effect on net income for future years since each
subsequent year will reflect expense for additional awards.
For the nine months ended September 30, 2006, the pre-tax expense of our stock-based compensation was
$18.7 million (tax benefit of $6.5 million), of which $.9 million related to our unvested outstanding stock options. We
used the modified Black-Scholes pricing model to calculate the fair value of the options awarded as of the date of
grant.

5
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The following table shows the effect on net income and earnings per share had the fair value based method been
applied to all outstanding and unvested stock option awards for the nine months ended September 30, 2005:

(millions, except per share amounts)

Net income, as reported $ 1,112.3
Deduct: Total stock-based employee compensation expense determined under the fair value based

method for all stock option awards, net of related tax effects (1.9
Net income, pro forma $ 1,1104

Earnings per share

Basic as reported $ 1.41
Basic pro forma 1.41
Diluted as reported $ 1.39
Diluted pro forma 1.39

In addition, in conjunction with the Financial Accounting Standards Board Staff Position No. FAS 123(R)-3,
Transition Election Related to Accounting for Tax Effects of Share-Based Payment Awards, we elected to adopt the
alternative transition method for calculating the tax effects of stock-based compensation pursuant to SFAS 123(R).
The alternative transition method includes simplified methods to establish the beginning balance of the additional
paid-in capital pool related to the tax effects of employee stock-based compensation, and to determine the subsequent
effect on the paid-in capital pool and the consolidated statements of cash flows of the tax effects of employee
stock-based compensation awards that were outstanding upon the adoption of SFAS 123(R).
As highlighted above, the adoption of SFAS 123(R) had minimal effect on our financial results. In 2006, under SFAS
123(R), we began to record an estimate for expected forfeitures of restricted stock based on our historical forfeiture
rates. Prior to adoption, we accounted for forfeitures as they occurred, as permitted under accounting standards then in
effect. In addition, we shortened the vesting periods of certain stock-based awards based on the qualified retirement
dates, as defined in our incentive compensation plans. The cumulative effect of adopting these changes was not
material to our financial statements for the nine months ended September 30, 2006.
Stock-Based Incentive Compensation Plans Our stock-based incentive compensation plans provide for the granting
of restricted stock awards to key members of management and the non-employee directors. Prior to 2003, we granted
non-qualified stock options as stock-based incentive compensation (see below).
Our 2003 Incentive Plan, which provides for the granting of stock-based awards, including restricted stock awards, to
key employees of Progressive, has 19.4 million shares currently authorized on a post-split basis, net of restricted stock
awards cancelled; 13.5 million shares remain available for future restricted stock grants. Our 1995 Incentive Plan and
1989 Incentive Plan have expired; however, awards made under those plans prior to their respective expirations are
still in effect.
In 2003, we began issuing restricted stock awards in lieu of stock options. The restricted stock awards are issued as
either time-based or performance-based awards. The time-based awards vest in equal installments upon the lapse of a
specified period of time, typically over three, four and five year periods. The vesting period (i.e., requisite service
period) must be a minimum of six months and one day. The performance-based awards vest upon the achievement of
predetermined performance goals. The performance-based awards are granted to approximately 50 executives and
senior managers, in addition to their time-based awards, to provide additional compensation for achieving
pre-established profitability and growth targets. Generally, the restricted stock awards are expensed pro rata over their

6
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respective vesting periods based on the market value of the awards at the time of grant. However, for restricted stock
awards granted in 2003 and 2004 that were deferred pursuant to our deferred compensation plan, we record expense
on a pro rata basis based on the current market value of Common Shares at the end of the reporting period; these
awards are accounted for as liability awards.

Prior to 2003, we granted nonqualified stock options for terms up to ten years. These options became or will become
exercisable at various dates not earlier than six months after the date of grant, and remain exercisable for specified
periods thereafter. All options granted had an exercise price equal to the market value of the Common Shares on the
date of grant and, under the then applicable accounting guidance, no compensation expense was recorded. Pursuant to
the adoption of SFAS 123(R), on January 1, 2006, we began expensing the remaining unvested stock option awards.
All option exercises are settled in Progressive Common Shares from either existing treasury shares or newly issued
shares.

A summary of all employee restricted stock activity during the period indicated follows:

Nine Months Ended
September 30, 2006
Weighted
Average
Grant
Number of Date
Fair
Nonvested restricted stock outstanding Shares Value
Beginning of period 5,442,988 $ 20.21
Add (deduct):
Granted 1,789,759 26.55
Vested (567,824) 16.60
Forfeited (450,524) 21.75
End of period 6,214,399 $ 2225
Auvailable, end of period ! 13,486,953

I Represents

shares available

under the 2003

Incentive Plan,

after the

granting of

restricted stock

awards.
There were 447,608 non-deferred restricted stock awards which vested during the nine months ended September 30,
2006. The aggregate pre-tax intrinsic value of these non-deferred awards, based on the average of the high and low
stock price on the day prior to vesting, was $5.6 million. There was no intrinsic value attributed to the 120,216
deferred restricted stock awards that vested during the nine months ended September 30, 2006, since, as previously
discussed, these awards were granted in 2003 or 2004 and, therefore, were expensed based on the current market value
at the end of each reporting period.
A summary of all employee stock option activity during the period indicated follows:

Table of Contents 12
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Nonvested stock options outstanding
Beginning of period

Add (deduct):

Vested

Forfeited

End of period

Nine Months Ended
September 30, 2006

Number of

Shares
4,232,220

(3,053,352)
(88,338)

1,090,530

Weighted
Average
Grant
Date
Fair
Value
$ 476

4.36
5.81

$ 5.82

Table of Contents
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Nine Months Ended

September 30, 2006
Weighted
Number of Average
Exercise
Options outstanding Shares Price
Beginning of period 19,621,476 $ 8.44

Add (deduct):

Exercised (3,867,095) 8.06
Forfeited (222,398) 12.07
End of period 15,531,983 $ 8.48
Exercisable, end of period 14,441,453 $ 8.14

The total pre-tax intrinsic value of options exercised during the nine months ended September 30, 2006, was

$70.5 million, based on the actual stock price at time of exercise.

During the nine months ended September 30, 2006, we recognized $18.7 million, or $12.2 million after taxes, of
compensation expense related to our outstanding unvested restricted stock and stock option awards. At September 30,
2006, the total compensation cost related to unvested awards not yet recognized was $79.3 million. This compensation
expense will be recognized into the income statement over the weighted-average period of 2.24 years.

The following employee stock options were outstanding or exercisable as of September 30, 2006:

Weighted
Weighted Aggregate Average
Intrinsic

Number of Average Value  Remaining

Exercise (in  Contractual

Shares Price millions) Life
Options outstanding 15,531,983 $ 8.48 $ 2494 3.42 years
Options exercisable 14,441,453 $ 8.14 $ 236.9 3.29 years

The aggregate intrinsic value in the preceding table represents the total pretax intrinsic value, based on our closing
stock price of $24.54 as of September 30, 2006, which would have been received by the option holders had all option
holders exercised their options as of that date. All of the exercisable options at September 30, 2006, were

in-the-money.
See Item 5-Other Information in Part II of this Form 10-Q for details regarding the restricted stock awards granted
during the third quarter 2006.
Note 3 Supplemental Cash Flow Information ~We paid income taxes of $534.0 million and $571.0 million during the
nine months ended September 30, 2006 and 2005, respectively. Total interest paid was $63.6 million for both the nine
months ended September 30, 2006 and 2005. Non-cash activity includes the liability for deferred restricted stock
compensation (prior to the adoption of SFAS 123(R)) and the changes in net unrealized gains (losses) on investment
securities.
Progressive implemented a 4-for-1 stock split in the form of a stock dividend to shareholders on May 18, 2006. We
reflected the issuance of the additional Common Shares by transferring $585.9 million from retained earnings to the
common stock account. All per share and equivalent share amounts were adjusted to give effect to the split. Treasury
shares were not split.

8
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Note 4 Debt Debt at September 30 consisted of:

2006 2005

Carrying Market Carrying Market

(millions) Value Value Value Value
7.30% Notes due 2006 $ $ $ 100.0 $ 1019
6.375% Senior Notes due 2012 348.2 366.8 347.9 375.3
7% Notes due 2013 149.1 164.0 149.0 168.0
6 5/8% Senior Notes due 2029 294.3 3235 294.2 334.1
6.25% Senior Notes due 2032 393.8 408.2 393.7 425.2
$ 1,1854 $ 1,262.5 $ 1,284.8 $ 1,404.5

Note 5 Comprehensive Income Total comprehensive income was $624.6 million and $287.5 million for the quarters
ended September 30, 2006 and 2005, respectively, and $1,376.1 million and $1,057.5 million for the nine months
ended September 30, 2006 and 2005, respectively.

Note 6 Dividends On September 30, 2006, we paid a quarterly dividend of $.00875 per Common Share to
shareholders of record as of the close of business on September 8, 2006. The dividend was declared by the Board of
Directors on August 18, 2006.

On October 13, 2006, the Board of Directors declared a quarterly dividend of $.00875 per Common Share payable
December 31, 2006, to shareholders of record at the close of business on December 8, 2006. This will be our final
quarterly dividend payment prior to moving to our annual variable dividend policy in 2007, with the first payout
expected in early 2008.

Note 7 Segment Information  Our Personal Lines business units write insurance for private passenger automobiles and
recreational vehicles. Our Commercial Auto business unit writes primary liability and physical damage insurance for
automobiles and trucks owned by small businesses. Our other-indemnity businesses primarily include writing
professional liability insurance for community banks and managing our run-off businesses. Our service businesses
include providing insurance-related services, primarily policy issuance and claims adjusting services for Commercial
Auto Insurance Procedures/ Plans (CAIP), which are state-supervised plans serving the involuntary market. All
revenues are generated from external customers.

Following are the operating results for the periods ended September 30:

Three Months Nine Months
2006 2005 2006 2005

Pretax Pretax Pretax Pretax

Profit Profit Profit Profit
(millions) Revenues (Loss) Revenues (Loss) Revenues (Loss) Revenues (Loss)
Personal Lines
Drive $1,973.0 $2237 $20104 $151.9 $ 59569 $ 723.1 $ 6,001.7 $ 702.7
Direct 1,091.2 142.6 1,036.7 118.0 3,250.4 439.2 3,028.4 385.8
Total Personal
Lines! 3,064.2 366.3 3,047.1 269.9 9,207.3 1,162.3 9,030.1 1,088.5
Commercial Auto 473.8 85.8 425.1 65.2 1,383.2 278.2 1,232.3 220.9
Other-indemnity 6.3 .9) 6.7 .9 18.7 5.1 20.3 7.5
Total
underwriting
operations 3,544.3 451.2 3,478.9 334.2 10,609.2 1,445.6 10,282.7 1,316.9
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Service

businesses 7.3 1.1 9.7 33 23.6 4.3 31.2 12.8
Investments? 172.2 169.3 133.9 131.0 459.8 451.0 390.5 381.7
Interest expense (18.5) (20.7) (58.4) (62.2)

$3,723.8 $603.1 $3,6225 $447.8 $11,092.6 §$ 1,8425 §$ 10,7044 $ 1,649.2

I Personal
automobile
insurance
accounted for
91% of the total
Personal Lines
segment net
premiums
earned in the
third quarter
2006, and 92%
for the first nine
months of 2006,
as well as both
the third quarter
and first nine
months of 2005.

2 Revenues
represent
recurring
investment
income and net
realized gains
(losses) on
securities;
pretax profit is
net of
investment
expenses.
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Progressive s management uses underwriting margin and combined ratio as primary measures of underwriting
profitability. The underwriting margin is the pretax profit (loss) expressed as a percent of net premiums earned (i.e.,
Revenues in the table above). Combined ratio is the complement of the underwriting margin. Following are the

underwriting margins/combined ratios for our underwriting operations for the periods ended September 30:

Three Months Nine Months
2006 2005 2006 2005
Under- Under- Under- Under-
writing Combined writing Combined writing Combined writing Combined
Margin Ratio Margin Ratio Margin Ratio Margin Ratio
Personal Lines

Drive 11.3% 88.7 7.6% 924 12.1% 87.9 11.7% 88.3
Direct 13.1 86.9 11.4 88.6 13.5 86.5 12.7 87.3
Total Personal Lines 12.0 88.0 8.9 91.1 12.6 87.4 12.1 87.9
Commercial Auto 18.1 81.9 15.3 84.7 20.1 79.9 17.9 82.1
Other-indemnity! NM NM NM NM NM NM NM NM
Total underwriting
operations 12.7 87.3 9.6 90.4 13.6 86.4 12.8 87.2
I Underwriting

margins/combined

ratios are not

meaningful

(NM) for our

other-indemnity

businesses due to

the insignificant

amount of

premiums earned

by such

businesses.
Note 8 Litigation One or more of The Progressive Corporation s insurance subsidiaries are named as a defendant in
various lawsuits arising out of their insurance operations. All legal actions relating to claims made under insurance
policies are considered in establishing our loss and loss adjustment expense reserves.
In addition, various Progressive entities are named as a defendant in a number of class action or individual lawsuits,
the outcomes of which are uncertain at this time. These cases include those alleging damages as a result of our total
loss evaluation methodology or handling, use of after-market parts, use of consumer reports (such as credit reports) in
underwriting and related notice requirements under the federal Fair Credit Reporting Act, charging betterment in first
party physical damage claims, the adjusting of personal injury protection and medical payment claims, the use of
preferred provider rates for payment of personal injury protection claims, the use of automated database vendors or
products to assist in evaluating certain bodily injury claims, infringement of intellectual property rights, policy
implementation and renewal procedures and cases challenging other aspects of our claims and marketing practices and
business operations.
We plan to contest the outstanding suits vigorously, but may pursue settlement negotiations where appropriate. In
accordance with accounting principles generally accepted in the United States (GAAP), we have established accruals
for lawsuits as to which we have determined that it is probable that a loss has been incurred and we can reasonably
estimate its potential exposure. Pursuant to GAAP, we have not established reserves for those lawsuits where the loss
is not probable and/or we are currently unable to estimate the potential exposure. If any one or more of these lawsuits
results in a judgment against or settlement by us in an amount that is significantly in excess of the reserve established
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for such lawsuit (if any), the resulting liability could have a material effect on our financial condition, cash flows and
results of operations.
For a further discussion on our pending litigation, see Item 3-Legal Proceedings in our Annual Report on Form 10-K
for the year ended December 31, 2005.
Note 9 Reclassifications In the Consolidated Statements of Cash Flows, short-term investments were reclassified
between auction rate securities and other for 2005 to comply with the presentation requirements under SFAS 95,

Statement of Cash Flows, and SFAS 115, Accounting for Certain Investments in Debt and Equity Securities ; there
was no impact on net cash used in investing activities.
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Note 10 New Accounting Standards The Financial Accounting Standards Board (FASB) issued FASB Interpretation
No. 48, Accounting for Uncertainty in Income Taxes, which provides guidance for recognizing and measuring the
financial statement impact of tax positions taken or expected to be taken in a tax return. This interpretation is effective
beginning January 1, 2007. Pursuant to this interpretation, Progressive has determined that it will be required to accrue
a liability and is in the process of quantifying the amount, although we currently do not expect it to have a material
effect on our results. Any such liability will be recorded as an adjustment to retained earnings effective January 1,
2007.
In February 2006, the FASB issued SFAS 155, Accounting for Certain Hybrid Financial Instruments, which amends
portions of SFAS 133, Accounting for Derivative Instruments and Hedging Activity, and SFAS 140, Accounting for
Transfers and Servicing of Financial Assets and Extinguishments of Liabilities. SFAS 155 provides guidance for
accounting for certain securities with embedded derivative instruments and is effective for financial instruments
issued or acquired after an entity s first fiscal year that begins after September 15, 2006 (January 1, 2007 for
calendar-year companies). Since this statement is applied on a prospective basis, it will not impact our historical
financial statements. To the extent we acquire any of the covered securities after January 1, 2007, the change in fair
value of such securities will be reflected in our income statement.
In September 2006, the FASB issued SFAS 157, Fair Value Measurements, and SFAS 158, Employers Accounting
for Defined Benefit Pension and Other Postretirement Plans. SFAS 157 does not require any new fair value
measurements, but provides consistency and comparability in fair value measurements and expands disclosure about
fair value measurements. This statement is effective for fiscal years beginning after November 15, 2007 (January 1,
2008 for calendar-year companies) and will not have an effect on our financial condition, cash flows or results of
operations. We also believe that SFAS 157 will not require any significant changes in our disclosure of fair value for
our investment portfolio.
SFAS 158 requires companies to recognize the over- or under-funded status of defined benefit postretirement plans as
an asset or liability in its statement of financial position and to recognize changes in that funded status in the year in
which the changes occur through comprehensive income. Progressive does not have a defined benefit pension plan,
but provides postretirement health and life benefits to all employees who met age and service requirements at
December 31, 1988. Since there are approximately 100 members in this group and the entire under-funded obligation
is currently recognized in our consolidated balance sheet, we do not expect that this standard will have a material
impact on our financial condition, cash flows or results of operations. SFAS 158 is effective for fiscal years ending
after December 15, 2006 (December 31, 2006 for calendar-year companies) for the recognition and disclosure
provisions and for fiscal years ending after December 15