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The Progressive Corporation and Subsidiaries 
Financial Highlights 

 
 Three months ended 

March 31, 
 

Years ended December 31, 
(billions - except per share amounts)      
 2005 2004 2004 2003 2002 2001

Net premiums written $3.6 $3.3 $13.4 $11.9 $9.5 $7.3  
     Growth over prior period 10% 14% 12% 26% 30% 17% 
Net premiums earned $3.4 $3.1 $13.2 $11.3 $8.9 $7.2  
     Growth over prior period 8% 19% 16% 28% 24% 13% 
Total revenues $3.5 $3.3 $13.8 $11.9 $9.3 $7.5  
 Net income  $.41 $.46 $1.65 $1.26 $.67 $.41  
       
Underwriting margin 15.0% 16.8% 14.9% 12.7% 7.6% 4.8% 
Net income per share - diluted $2.04 $2.09 $7.63 $5.69 $2.99 $1.83  

       
       

(billions - except shares outstanding and per share amounts)     
At Period-End       

 Common Shares outstanding  
(millions) 

199.6 217.5 200.4 216.4 218.0 220.3 

Book value per share  $26.53 $25.48 $25.73 $23.25 $17.28 $14.76 
Consolidated shareholders' equity $5.3 $5.5 $5.2 $5.0 $3.8 $3.3  

     Market capitalization $18.3 $19.1 $17.0 $18.1 $10.8 $11.0  
Return on average shareholders’ equity 28.4% 29.1% 30.0% 29.1% 19.3% 13.5% 
Market share1 NA NA 7.4% 7.0% 6.0% 5.1% 
Industry net premiums written2 NA NA $158.1 $151.0 $139.6 $127.9 
       

Stock Price Appreciation (Depreciation)
3      

Progressive 8.2% 4.8% 1.6% 68.7% (.1)% 44.1% 
S&P 500 (2.1)% 1.7% 10.8% 28.6% (22.0)% (11.8)% 

 
 
NA = Not Available 
 
1Represents Progressive’s Personal Lines Businesses as a percent of the U.S. personal auto insurance market. 
2Represents U.S. personal auto insurance market net premiums written as reported by A.M. Best Company, Inc.; 2004 is 
estimated. 
3
Represents average annual compounded rate of increase (decrease) and assumes dividend reinvestment.   

 
All share and per share amounts were adjusted for the April 22, 2002, 3-for-1 stock split.
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The Progressive Corporation and Subsidiaries 
Letter to Shareholders 
 
The first quarter of ’05 played out very acceptably and much as expected. Our 10% written premium 
growth and 8% earned premium growth for the quarter reflect the market conditions we have been 
reporting for some time. The quality of growth is encouraging with new customers and extended 
retention more than offsetting lower premiums per customer. Profitability of every business segment 
was very strong and each continues to operate very well. 
 
Our Personal Lines Direct Business growth rate of slightly more than 15% has been more robust in these 
soft market conditions than that of our Agency Business growth of 6%, but both are strong contributors 
to profitability. Our Commercial Auto product continues its very solid performance with 16% growth 
for the quarter and excellent margins. 
 
Net income for the quarter was $413 million, slightly more than our full-year 2001 result. However, net 
income for first quarter 2005 is less than the same period last year by some $47 million – this is not a 
surprising result. In the first quarter of 2004, we had a combined ratio of 83.2% and, while welcomed, 
not a level of profitability we expected to maintain. We continue to evaluate prudent tradeoffs of profit 
for growth and seek growth where it makes sense to do so. We see ourselves as a company that has 
considerable capacity to grow, and are taking numerous actions that we believe will make us even more 
competitive in the market and position us for future growth, especially when market conditions change. 
 
During the quarter, we continued to make progress on important initiatives:  
 
Claims quality continues to rise. Part of the reason for our financial success is a focus on increasing the 
quality and accuracy of claims settlements. We are very diligent about getting an accurate read on our 
performance, and the results continue to be directionally pleasing. Consistent claims quality and process 
allow us to more easily redeploy claims talent in situations where we have uneven geographic growth, 
allowing us to maximize these opportunities. During the first quarter, this helped in Florida, our largest 
state. 
 
We have announced a significant expansion of our concierge-level claims service, and during the quarter 
our team made considerable headway in finding suitable future sites in the right locations with 
appropriate zoning. This has been our single biggest constraint to the expansion timeline. As a result, we 
expect to more than double the number of sites in the next two years. 
 
The Agency group’s launch of the Drive Insurance from Progressive brand took on momentum during 
the quarter. Our positioning with, and commitment to, independent agents has been clarified and 
reinforced by our recent branding activities. Drive Insurance commercials are now airing nationally and 
are being well received. We are hopeful that greater brand identity that complements our product 
offerings, systems, claims and customer service will position us very well for future growth in the 
Agency channel.  In addition, we continue to evaluate the customer service model for our Agency 
customers. We have provided enhanced systems capability to our agents and are beginning to position 
them as the primary service providers, a move that maximizes their value to their customers and reduces 
the long-term servicing costs for the channel.  
 
Our Progressive Direct brand has focused on our online sales and service capabilities and we are very 
pleased with the results. Sales that involve complete or partial Internet quoting continue to be the most 
notable of our recent marketing trends.  Our Progressive Direct marketing efforts continue to emphasize 
ease of doing business and credible price comparisons for the consumer. 
 



As we build each brand and focus on the customers who prefer to buy online or by phone vs. customers 
who prefer to buy through an independent agent, we better appreciate how different these customers’ 
needs are and thus the response we must provide.  
 
With spring now underway in most parts of the country, our Special Lines products, namely motorcycle, 
motor home, boat, etc. are experiencing strong seasonal demand and posted about a 27% growth in 
written premium through the first quarter. This group of products, included with the Personal Lines 
results in both Agency and Direct, provide a more tailored product for these largely recreational-type 
vehicles than that offered by many other companies through endorsements to an auto policy. This in-
depth understanding of these vehicles leads to specialized coverage options and claims handling that is 
valued by consumers. As a result, we expect to extend our market leadership position in motorcycles 
this year.  We are also very satisfied with our boat product, even with four hurricanes last year, and hope 
to benefit from what we expect will be greater market interest. 
 
Our possible entry into the New Jersey market, announced in our 2004 Annual Report, has progressed in 
the first quarter. We are exploring rate, rule and company structure issues with the New Jersey 
Department of Banking and Insurance and currently anticipate a market entry in the second half of the 
year. 
 
It’s always good to get off to a good start, and I think we have done that, but the really exciting story for 
Progressive is our view of the future and the progress being made on the initiatives necessary to get 
there.  
 

 

Glenn M. Renwick 
President and Chief Executive Officer
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The Progressive Corporation and Subsidiaries 
Consolidated Statements of Income 
(unaudited) 
 
Three Months Ended March 31, 2005 2004 % Change  
(millions - except per share amounts)     
Revenues     
Net premiums earned $3,350.0 $3,093.5 8  
Investment income 120.4 114.9 5  
Net realized gains (losses) on securities 10.2 59.5 (83)  
Service revenues 11.2 12.6 (11)  
Other income (expense) -- (.2) NM  

Total revenues 3,491.8 3,280.3 6  
Expenses     
Losses and loss adjustment expenses 2,168.6 1,962.1 11  
Policy acquisition costs 356.1 334.0 7  
Other underwriting expenses 323.4 276.2 17  
Investment expenses 2.8 3.3 (15)  
Service expenses 5.4 5.5 (2)  
Interest expense 20.8 20.5 1  

Total expenses 2,877.1 2,601.6 11  
Net Income      
Income before income taxes 614.7 678.7 (9)  
Provision for income taxes 202.0 218.7 (8)  
Net income  $412.7 $460.0 (10)  
     
Computation of Earnings Per Share      
Basic:     
Average shares outstanding 199.0 216.4 (8)  
          Per share $2.07 $2.13 (2)  
Diluted:     
Average shares outstanding 199.0 216.4 (8)  
Net effect of dilutive stock-based compensation 2.9 3.6 (19)  
      Total equivalent shares 201.9 220.0 (8)  
           Per share $2.04 $2.09 (2)  
     
Dividends per Share $.030 $.025 20  

 
NM = Not Meaningful 
 
See notes to consolidated financial statements.        
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The Progressive Corporation and Subsidiaries 
Consolidated Balance Sheets 
(unaudited) 
 March 31,  December 31, 

 2005 2004  2004 
(millions)   (audited) 
Assets     
Investments - Available-for-sale, at market:     
     Fixed maturities (amortized cost: $9,548.0, $9,008.6 and $8,972.6) $9,505.5 $9,297.3 $9,084.3 
     Equity securities:    
           Preferred stocks (cost: $952.0, $804.7 and $749.4) 957.7 832.8 768.9 
           Common equities (cost: $1,400.2, $1,600.1 and $1,314.0) 1,898.9 2,004.0 1,851.9 
    Short-term investments (amortized cost: $1,042.3, $1,113.6 and $1,376.6)  1,042.8 1,113.6 1,376.9 

 Total investments 13,404.9 13,247.7  13,082.0 
Cash  16.8 23.1  20.0 
Accrued investment income 100.4 96.8  103.5 
Premiums receivable, net of allowance for doubtful accounts of $76.8, $62.9         

and $83.8 
 

2,469.2 
 

2,248.2 
  

2,287.2 
Reinsurance recoverables, including $53.7, $52.3 and $44.5 on paid losses 391.7 294.5  381.6 
Prepaid reinsurance premiums 121.3 120.1  119.8 
Deferred acquisition costs 450.6 434.5  432.2 
Property and equipment, net of accumulated depreciation of $584.0, $498.3 
    and $562.1 

 
660.9 

 
616.0 

  
666.5 

Other assets 107.4 81.0  91.5 
Total assets $17,723.2 $17,161.9  $17,184.3 

Liabilities and Shareholders' Equity     
Unearned premiums $4,364.3 $4,083.9  $4,108.0 
Loss and loss adjustment expense reserves 5,348.3 4,703.9  5,285.6 
Accounts payable, accrued expenses and other liabilities 1,385.9 1,386.0  1,325.0 
Income taxes 45.4 156.4  26.0 
Debt 1,284.5 1,289.9  1,284.3 

Total liabilities 12,428.4 11,620.1  12,028.9 
Shareholders' equity: 

Common Shares, $1.00 par value (authorized 600.0; issued 213.2, 230.1 and 
213.2, including treasury shares of 13.6, 12.6 and 12.8) 

 
 

199.6 

 
 

217.5 

  
 

200.4 
Paid-in capital 805.8 755.3  743.3 
Unamortized restricted stock (82.0) (65.5)  (46.0) 

     Accumulated other comprehensive income (loss):    
    Net unrealized gains on investment securities 300.6 468.5  435.1 

         Net unrealized gains on forecasted transactions 9.4 10.5  9.7 
         Foreign currency translation adjustment -- (3.9)  -- 

Retained earnings 4,061.4 4,159.4  3,812.9 
Total shareholders' equity 5,294.8 5,541.8  5,155.4 

Total liabilities and shareholders' equity $17,723.2 $17,161.9  $17,184.3 

 
 

 
 See notes to consolidated financial statements.   
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Management's Discussion and Analysis of Financial Condition and Results of Operations. 
 
OVERVIEW 
For the first quarter 2005, The Progressive Corporation and subsidiaries (the “Company”) generated 
strong profitability in each business segment and experienced modest growth as expected.  On a 
companywide basis, net premiums written increased 10% and the Company generated a combined ratio 
of 85.0 for the quarter.  For the first quarter 2005, net income was $412.7 million, or $2.04 per share.   
 
During the first quarter 2005, companywide policies in force growth remained strong at 12%.  Policy 
life expectancy, which is one measure of retention, increased in each of the Company’s auto tiers, as 
compared to the prior quarter.  In addition, the Company is experiencing a decrease in its premium per 
application on both new and renewal business, consistent with market pricing refinements in several 
states.  The Company will continue to evaluate prudent tradeoffs of profit for growth and seek growth 
where it deems appropriate.  The Company continues to take actions it believes will enhance its 
competitiveness and allow the Company to be ready for future growth if and when market conditions 
change. 
 
The favorable underwriting margins in the first quarter benefited from 3.4 points of favorable reserve 
development.  This favorable development reflects both actuarial adjustments, as well as other favorable 
development (e.g., claims settling for less than reserved).  The Company is continuing to experience low 
accident frequency.  In addition, the quality of the Company’s claims processes continues to rise.  
 
The Company made no substantial changes in the allocation of its investment portfolio during the 
quarter.  The Company’s investment portfolio produced a fully taxable equivalent total return of (.4)%, 
with negative total returns for the quarter in both fixed-income securities and common stocks.  The 
Company continued to keep its credit quality high and exposure to interest rate risk low.  At March 31, 
2005, the fixed-income portfolio duration was 2.9 years with a weighted average credit quality of AA+. 
 
FINANCIAL CONDITION 
Capital Resources and Liquidity 
The Company has substantial capital resources and believes it has sufficient borrowing capacity and 
other capital resources to support current and anticipated growth and satisfy scheduled debt and interest 
payments.  The Company’s existing debt covenants do not include any rating or credit triggers.   
 
Progressive's insurance operations create liquidity by collecting and investing premiums from new and 
renewal business in advance of paying claims.  For the three months ended March 31, 2005, operations 
generated a positive cash flow of $658.5 million.  Operating cash flows decreased 27% from the first 
quarter last year, primarily reflecting a one-time IRS refund in the first quarter 2004 and timing 
differences associated with accrued expenses.  During the first quarter 2005, the Company repurchased 
1.9 million Common Shares at a total cost of $166.4 million (average cost of $87.47 per share). 
 
Commitments and Contingencies 
The Company is currently constructing a data center in Colorado Springs, Colorado at an estimated total 
cost of $67 million.   Construction on this data center is expected to be completed in 2006.  In addition, 
the Company is converting a building purchased in Austin, Texas to a call center.  The project is 
scheduled to be completed in June 2005, at an estimated total cost of $40 million.  The Company is also 
currently pursuing the acquisition of additional land for future development to support corporate 
operations near its current corporate headquarters with the intent to begin construction in 2006.  All such 
projects, including the additional service centers discussed below, are or will be funded through 
operating cash flows.   
 
The Company currently has in operation a total of 21 centers that provide concierge-level claims 
service, including one facility opened in May 2005, the first since the first quarter 2004.  The Company 
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has announced a significant expansion of this service and is currently looking for additional sites.  The 
Company expects to more than double the number of sites in the next two years, with a total of 
approximately 50 additional facilities opened over the next several years.   
 
Off-Balance-Sheet Arrangements 
Except for the open investment funding commitment and operating leases and service agreements 
discussed in the notes to the financial statements in the Company’s Annual Report on Form 10-K for the 
year ended December 31, 2004, the Company does not have any off-balance-sheet leverage. 
 
Contractual Obligations 
During the first quarter 2005, the Company’s contractual obligations have not changed materially from 
those discussed in the Company’s Annual Report on Form 10-K for the year ended December 31, 2004. 
 
RESULTS OF OPERATIONS 
Underwriting Operations 
Growth 

 Growth over prior year 
    

Net premiums written  10%  
Net premiums earned  8%  
Policies in force  12%  

 
Companywide net premiums written represent the premiums generated from policies written during the 
period less any premiums ceded to reinsurers. Net premiums earned, which are a function of the 
premiums written in the current and prior periods, are being earned into income using a daily earnings 
convention.   
 
The Company analyzes its growth by reviewing rate levels, new policies and customers, and the 
retention characteristics of its books of business.  During the first quarter 2005, the Company filed 42 
auto rate revisions in various states.  The overall effect of these revisions was a slight decrease in rates 
for the year.  The Company will continue to assess market conditions on a state-by-state basis, will 
consider rate reductions in states where it will be able to maintain an attractive combination of profit and 
growth while still maintaining service quality, and will seek selective rate increases where it is necessary 
to maintain rate adequacy.  New business applications increased slightly in both the Company’s 
Personal Lines and Commercial Auto businesses for the quarter.   
 
Customer retention is another factor that affects growth.  One measure of improvement in customer 
retention is policy life expectancy (PLE), which is the estimate of the average length of time that a 
policy will remain in force before cancellation or non-renewal.  The Company has seen slight increases 
in PLE for its auto business in both the Agency and Direct channels, as compared to the prior quarter.  
Another way to analyze retention is through customer relationship life expectancy (i.e., focusing on the 
customer rather than the policy in force).  The Company is beginning to develop customer relationship 
life expectancy estimates for both new and renewal business at a detailed segment level under varying 
market conditions.  With an increasing percentage of the Company’s premium coming from renewal 
business, increasing retention remains an area where the Company is continuing to focus its efforts. 
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Profitability 
Profitability for the Company’s underwriting operations is defined by pretax underwriting profit, which 
is calculated as net premiums earned less losses and loss adjustment expenses, policy acquisition costs 
and other underwriting expenses.  The Company also uses underwriting profit margin, which is 
underwriting profit expressed as a percent of net premiums earned, to analyze the Company’s results.  
For the three months ended March 31, the Company’s underwriting profitability measures were as 
follows: 
 

 
(millions) 2005 2004 
 Underwriting Profit Underwriting Profit 
 $ Margin $ Margin
Personal Lines - Agency $279.8 14.2% $294.5 15.7%

       Personal Lines - Direct 132.2 13.6 138.7 16.0
Total Personal Lines 412.0 14.0 433.2 15.8
Commercial Auto  84.5 21.4 87.8 25.3
Other-indemnity 5.4 NM .2 NM
Total underwriting operations $501.9 15.0% $521.2 16.8%

 
NM = Not Meaningful 
 
Further underwriting results for the Company’s Personal Lines businesses, including its channel 
components, the Commercial Auto business and other-indemnity businesses, were as follows (details 
discussed below): 
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(dollars in millions) THREE MONTHS ENDED MARCH 31,  
 2005  2004  Change  
NET PREMIUMS WRITTEN        
                Personal Lines – Agency $2,081.8  $1,957.1  6%  
                Personal Lines – Direct 1,081.0  937.9  15%  
          Total Personal Lines 3,162.8  2,895.0  9%  
          Commercial Auto 436.3  376.2  16%  
          Other-indemnity 5.7  6.1  (7)%  
               Total underwriting operations $3,604.8  $3,277.3  10%  
NET PREMIUMS EARNED       
                Personal Lines - Agency $1,975.4  $1,871.4  6%  
                Personal Lines - Direct 972.6  865.9  12%  
          Total Personal Lines 2,948.0  2,737.3  8%  
          Commercial Auto 395.2  346.8  14%  
          Other-indemnity 6.8  9.4  (28)%  
               Total underwriting operations $3,350.0  $3,093.5  8%  
PERSONAL LINES - AGENCY        
      Loss & loss adjustment expense ratio   65.0  64.7   (.3) pts.  
      Underwriting expense ratio 20.8  19.6  (1.2) pts.  
            Combined ratio 85.8  84.3   (1.5) pts.  
PERSONAL LINES - DIRECT        
      Loss & loss adjustment expense ratio 66.8  63.6   (3.2) pts.  
      Underwriting expense ratio 19.6  20.4   .8 pts.  
         Combined ratio 86.4  84.0   (2.4) pts.  
PERSONAL LINES - TOTAL        

       Loss & loss adjustment expense ratio 65.6  64.3   (1.3) pts.  
       Underwriting expense ratio 20.4  19.9   (.5) pts.  
              Combined ratio 86.0  84.2  (1.8) pts.  
COMMERCIAL AUTO       
      Loss & loss adjustment expense ratio 58.7  56.2  (2.5) pts.  
      Underwriting expense ratio 19.9  18.5   (1.4) pts.  
               Combined ratio 78.6  74.7   (3.9) pts.  
TOTAL UNDERWRITING OPERATIONS       
        Loss & loss adjustment expense ratio 64.7  63.5   (1.2) pts.  
        Underwriting expense ratio 20.3  19.7   (.6) pts.  
                Combined ratio 85.0  83.2  (1.8) pts.  
        Accident year-Loss & loss adjustment expense ratio 68.1  62.8   (5.3) pts.  
ACTUARIAL ADJUSTMENTS1  
      Favorable/(Unfavorable) 

      

      Prior accident years $36.4  $11.4    
      Current accident year (2.9)  .1    
      Calendar year actuarial adjustment $33.5  $11.5         191%      
PRIOR ACCIDENT YEARS DEVELOPMENT  
     Favorable/(Unfavorable) 

      

     Actuarial adjustment  $36.4  $11.4    
     All other development 78.5  (34.3)    
     Total development $114.9  $(22.9)  NM  
POLICIES IN FORCE       
  (at March 31)  (thousands)        
         Agency – Auto 4,443  4,118  8%  
         Direct – Auto 2,209  1,941  14%  
         Other Personal Lines2 2,429  2,057  18%  
     Total Personal Lines 9,081  8,116  12%  
     Commercial Auto 433  380  14%  

 
NM = Not Meaningful 
1 Represents the net changes made by the Company’s actuarial staff to both current and prior accident year reserves based on regularly scheduled reviews.  
See the Company’s Report on Loss Reserving Practices, filed in the Company’s Current Report on Form 8-K on June 29, 2004, for further discussion.  
2 Includes insurance for motorcycles, recreation vehicles, mobile homes, watercraft, snowmobiles and similar items. 
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Loss and Loss Adjustment Expense Reserves 
Claims costs, the Company’s most significant expense, represent payments made, and estimated future 
payments to be made, to or on behalf of its policyholders, including expenses needed to adjust or settle 
claims.  These costs include an estimate for costs related to assignments, based on current and prior 
writings, under state-mandated automobile insurance programs.  Claims costs are influenced by changes 
in loss severity and frequency, among other factors. Accordingly, anticipated changes in these factors 
are taken into account when the Company establishes premium rates and loss reserves.   
 
During the quarter, the Company continued to report favorable loss ratios.  Auto accident frequency 
remained low.  The Company continues to experience the same frequency trends as the rest of the 
industry in nearly every coverage.  The Company will continue to analyze these trends to distinguish 
changes in its experience from external factors versus those resulting from shifts in the mix of the 
Company’s business.   
 
The Company continued to see an increase in severity during the first quarter 2005, compared to the 
same period last year.  The increase in bodily injury severity for the first quarter 2005 was less than that 
experienced by the Company in the second half of 2004, but comparable to the changes for the industry, 
as reported by the Property Casualty Insurers Association of America.  The Company’s largest increase 
in severity was in the personal injury protection coverage.  The Company plans to continue to be 
diligent about recognizing trend when setting rates. 
 
The Company monitors physical damage trend in evaluating its claims handling performance and 
capacity.  During the first quarter 2005, the Company continued to realize improvement in its claims 
quality, as indicated by the Company’s internal audit of claims files. The result of achieving more 
consistency in claims quality and process allowed the Company to more effectively deploy claims 
personnel to needed areas.   As a result, the Company has been able to maximize growth opportunities in 
certain markets and avoid restrictions on growth due to a lack of claims capacity. 
 
During the first quarter 2005, the Company experienced $114.9 million, or 3.4 points, of favorable loss 
reserve development, compared to $22.9 million, or .7 points, of unfavorable development for the same 
period last year.  The current year favorable development is comprised of $36.4 million of favorable 
adjustments based on regularly scheduled actuarial reviews and $78.5 million of favorable “all other 
development” (e.g., claims settling for more or less than reserved, emergence of unreported claims at 
rates different than reserved and changes in reserve estimates by claims representatives).  The favorable 
“all other development” reflects the continued recognition of lower severity for prior accident years than 
had been previously estimated.  The prior year loss reserve development reflected unfavorable 
development in the Company’s personal auto product, partially offset by favorable development in the 
Company’s Commercial Auto and non-auto Personal Lines businesses.  The Company continues to 
increase the analysis intensity of its loss reserves to increase accuracy and further understand its 
business.  A detailed discussion of the Company’s loss reserving practices can be found in its Report on 
Loss Reserving Practices, which was filed in a Form 8-K on June 29, 2004. 
 
Underwriting Expenses 
Other underwriting expenses and policy acquisition costs were 20.3% and 19.7% of premiums earned 
for the first quarters 2005 and 2004, respectively, primarily reflecting an increase in advertising 
spending associated with the rollout of Drive Insurance from ProgressiveSM, the new Agency brand.  In 
addition, the “other underwriting expenses,” as shown on the income statement, reflect increases in 
salaries and other infrastructure costs consistent with premium growth. 
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Personal Lines  
The Company’s Personal Lines business units write insurance for private passenger automobiles and 
recreation vehicles, and represents 88% of the Company’s total year-to-date net premiums written.  
Personal Lines net premiums written grew 9% over the first quarter 2004, and net premiums earned 
grew 8%, compared to the same period last year.  The Personal Lines business is comprised of the 
Agency Business and the Direct Business.   
 
The Agency Business 
 Growth over prior year
Net premiums written 6% 
Net premiums earned 6% 
Auto policies in force 8% 
 
The Agency Business includes business written by more than 30,000 independent insurance agencies 
that represent the Company, as well as brokerages in New York and California.  The Agency auto 
business saw a slight increase (about 2%) in new applications in the first quarter 2005, as compared to 
the same period last year.  Premiums per application were lower on both new and renewal business.  
Conversions (i.e., converting a quote to a sale) were down on a greater number of quotes.  The Company 
has seen retention lengthen slightly in all of the Agency auto tiers over the last several months.   
 
The Agency expense ratio increased 1.2 points for the first quarter 2005, as compared to the same period 
last year, primarily due to a substantial increase in advertising costs as the Company continues to roll 
out its Drive Insurance from ProgressiveSM brand.  Drive Insurance commercials are now airing 
nationally.  The Company is hopeful that greater brand identity, coupled with its product offerings, 
systems, claims and customer service, will support growth in the Agency channel. 
 
The Direct Business 
 Growth over prior year
Net premiums written 15% 
Net premiums earned 12% 
Auto policies in force 14% 
 
The Direct Business includes business written directly by the Company over the telephone and on the 
Internet.  The Direct business experienced a strong increase in new applications (about 15%) in the first 
quarter 2005.   Premiums per application were relatively flat on new business, but lower on renewals.  
The conversion rate on the Direct business is down slightly from the first quarter last year; however, the 
number of quotes has risen.  The effectiveness of the Company’s advertising campaigns seems to have 
resulted in an increase in the total quotes the Company has received.  The use of the Internet, either for 
complete or partial quoting, continues to grow and is the most significant source of the new business 
activity in the Direct channel.  Direct auto has also seen a modest lengthening in retention, as compared 
to the prior quarter.  
 
The Direct expense ratio decreased .8 points for the first quarter 2005, as compared to the same period 
last year, primarily reflecting a greater percentage of renewal business.  Advertising costs in the Direct 
business increased in the first quarter 2005, as compared to the same period last year.  The Progressive 
DirectSM marketing efforts continue to emphasize the ease of doing business with Progressive and 
credible price comparisons provided to consumers.  The Company advertises its Direct brand on a 
national basis and supplements that coverage by local market media campaigns in over 100 designated 
market areas.   
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Commercial Auto  
 Growth over prior year
Net premiums written 16% 
Net premiums earned 14% 
Auto policies in force 14% 
 
The Company’s Commercial Auto business unit writes primary liability and physical damage insurance 
for automobiles and trucks owned by small businesses, with the majority of its customers insuring three 
or fewer vehicles.  The Commercial Auto business represents 12% of the Company’s total year-to-date 
net premiums written.  Although Commercial Auto differs from Personal Lines auto in its customer base 
and products written, both businesses require the same fundamental skills, including disciplined 
underwriting and pricing, as well as excellent claims service.  The Company’s Commercial Auto 
business is primarily distributed through the independent agency channel.   
 
The Company experienced solid growth in Commercial Auto during the quarter.  Approximately 49% of 
the Company’s year-to-date Commercial Auto net premiums written were generated in the light and 
local commercial auto markets, which includes autos, vans and pick-up trucks used by contractors, such 
as artisans, landscapers and plumbers, and a variety of other small businesses.  The remainder of the 
business was written in the specialty commercial auto market, which includes dump trucks, logging 
trucks and other short-haul commercial vehicles.  There are many similarities between the Company’s 
commercial and personal auto businesses; however, since the commercial auto policies have higher 
limits (up to $1 million) than personal auto, the Company analyzes the limit differences in this product 
more closely.   
 
New applications increased slightly (about 3%) in the Commercial Auto business.  Commercial Auto is 
increasing its offering of twelve-month term policies, primarily in the specialty commercial auto market, 
which will have a favorable effect on the premiums per application.  Six-month term restrictions will 
remain in selected markets.  The expense ratio in this business increased 1.4 points from the first quarter 
last year, primarily due to involuntary market assessments. 
 
Other Businesses 
Indemnity 
The Company’s other-indemnity businesses, which represent less than .2% of year-to-date net premiums 
written, primarily include writing professional liability insurance for community banks and the 
Company’s run-off businesses.  These businesses generated an operating profit of $5.4 million for the 
first quarter 2005, compared to $.2 million for the same period last year.  The increase in operating 
profit is primarily due to favorable reserve development in the run-off products during the first quarter 
2005. 
 
Service 
The other-service businesses primarily provide policy issuance and claims adjusting services for the 
state Commercial Auto Insurance Procedures/Plans (CAIP) businesses, which are state-supervised plans 
serving the involuntary market.  These service businesses generated an operating profit of $5.8 million 
for the first quarter 2005, compared to $7.1 million for the same period last year, reflecting slower 
growth in the CAIP business. 
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Investments 
Portfolio Allocation 
The composition of the investment portfolio at March 31 was: 
 
                              

(millions) 
 

 
 

Cost 

 
Gross  

Unrealized 
Gains 

 
Gross  

Unrealized 
Losses 

 
 

Market  
Value 

 
% of 
Total 

Portfolio 

 
 

Duration 
(Years) 

 
 
 

Rating1

2005        
Fixed maturities $9,548.0 $75.8 $(118.3) $9,505.5 70.9% 3.3 AA+ 
 Preferred stocks  952.0 12.7 (7.0) 957.7 7.1 2.3 A- 
Short-term investments2 1,042.3 .5 -- 1,042.8 7.8 <1 AA 
     Total fixed income 11,542.3 89.0 (125.3) 11,506.0 85.8 2.9 AA+ 
Common equities 1,400.2 508.6 (9.9) 1,898.9 14.2 NM NM 
     Total portfolio3 $12,942.5 $597.6 $(135.2) $13,404.9 100.0% 2.9 AA+ 
2004        
Fixed maturities $9,008.6 $295.6 $(6.9) $9,297.3 70.2% 3.3 AA+ 
Preferred stocks  804.7 36.6 (8.5) 832.8 6.3 2.8 A- 
Short-term investments2 1,113.6 -- -- 1,113.6 8.4 <1 AA- 
     Total fixed income 10,926.9 332.2 (15.4) 11,243.7 84.9 3.0 AA+ 
Common equities 1,600.1 413.7 (9.8) 2,004.0 15.1 NM NM 
     Total portfolio3 $12,527.0 $745.9 $(25.2) $13,247.7 100.0% 3.0 AA+ 

 

NM = Not Meaningful 
 

1 Credit quality ratings are assigned by nationally recognized securities rating organizations.  To calculate the weighted 
average credit quality ratings, the Company weights individual securities based on market value and assigns a numeric score 
to each credit rating based on a scale from 0-5.   
2 Short-term investments include Eurodollar deposits, commercial paper, auction rate securities and other investments, which 
are expected to be liquidated within one year. 
3 The Company had net unsettled security acquisitions of $105.2 million and $62.0 million at March 31, 2005 and 2004, 
respectively.  March 31, 2005 and 2004 totals include $1.1 billion and $1.2 billion, respectively, of securities in the portfolio 
of a consolidated, non-insurance subsidiary of the holding company. 
 
As of March 31, 2005, the Company’s portfolio had $462.4 million of net unrealized gains, compared to 
$720.7 million at March 31, 2004 and $669.4 million at December 31, 2004.  During the first quarter 
2005, the fixed-income portfolio’s valuation decreased $167.8 million.  Since March 31, 2004, interest 
rates have been rising.  The increase in interest rates largely contributed to the decline in valuation of the 
fixed-income portfolio.  The common stock portfolio had a decrease of $39.2 million reflecting 
movement in the market. 
 

Fixed-Income Securities 
The fixed-income portfolio, which includes fixed-maturity securities, preferred stocks and short-term 
investments, had a duration of 2.9 years at March 31, 2005 and December 31, 2004, compared to 3.0 years 
at March 31, 2004.  After adjustments to exclude unsettled securities transactions, the allocation of fixed-
income securities at March 31, 2005, was 85.7% of the total portfolio, compared to 84.8% at March 31, 
2004. 
 
The fixed-maturity securities and short-term securities, as reported in the balance sheets, were 
comprised of the following: 
 
                             (millions) March 31, 2005 

 
March 31, 2004 

Investment-grade fixed maturities:      
    Short/intermediate term $10,365.4  98.3%  $10,026.3 96.3% 

 Long term1 103.1 1.0  122.0 1.2 
Non-investment-grade fixed maturities 79.8 .7  262.6 2.5 
   Total  $10,548.3 100.0%  $10,410.9 100.0% 

 1Long term includes securities with maturities of 10 years or greater. 
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Included in the fixed-income portfolio are $2.3 billion of asset-backed securities.  These asset-backed 
securities are comprised of residential mortgage-backed ($.6 billion), commercial mortgage-backed ($.9 
billion) and other asset-backed ($.8 billion) securities, with a total duration of 2.2 years and weighted 
average credit quality of AA+.  The largest component of other asset-backed securities are automobile 
receivable loans ($.3 billion) and home equity loans ($.2 billion).  Substantially all asset-backed securities 
are liquid with available market quotes and contain no residual interests (i.e., the most subordinated class 
in a pool of securitized assets). 
 
Common Equities 
Common equities, as reported in the balance sheets, were comprised of the following: 
 
                              (millions) March 31, 2005 

 
March 31, 2004 

 Common stocks  $1,876.3 98.8%  $1,962.1 97.9% 
 Other risk investments 22.6 1.2  41.9 2.1 
     Total common equities $1,898.9 100.0%  $2,004.0 100.0% 
 
Common equities comprised 14.3% and 15.2% of the total portfolio, excluding the net unsettled 
securities transactions, at March 31, 2005 and 2004, respectively.  Common stocks are the majority of 
the common equity portfolio and are managed externally to track the Russell 1000 index within +/- 50 
basis points.  To maintain high correlation with the Russell 1000, the Company holds 71% of the 991 
common stocks comprising the index at March 31, 2005.  Individual holdings are measured based on 
their contribution to the correlation with the index.  The Company’s common equity allocation and 
management strategy are intended to provide diversification for the total portfolio and focus on changes 
in value of the equity portfolio relative to the change in value of the index on an annual basis, as noted 
in the following table: 
 

Total Return as of 
March 31(1)

 

2005 2004
Common Stocks (1.7)% 1.9% 
Russell 1000 Index (1.9)% 1.9% 

(1) Includes gross dividends reinvested and price appreciation/depreciation. 
 
Other risk investments include private equity investments and limited partnership interests in private 
equity and mezzanine investment funds, which have no off-balance-sheet exposure or contingent 
obligations, except for the $6.4 million of open funding commitments at March 31, 2005.  
 
Trading Securities 
Trading securities are entered into for the purpose of near-term profit generation.  At March 31, 2005 
and 2004, the Company did not have any trading securities, with the exception of the derivatives 
classified as trading discussed below.  The Company had no trading security gains or losses during the 
first quarters of 2005 and 2004.  
 
Derivative Instruments 
From time to time, the Company invests in derivative instruments, which are primarily used to manage 
the risks of the available-for-sale portfolio.  This is accomplished by modifying the basis, duration, 
interest rate or foreign currency characteristics of the portfolio, hedged securities or hedged cash flows.  
The Company had no risk management derivatives at March 31, 2005 or 2004.  The Company 
recognized no gains or losses during the first quarter 2005 or 2004 on risk management derivatives. 
   
Derivative instruments may also be used for trading purposes or classified as trading derivatives due to 
characteristics of the transaction.  During the first quarter 2005, the Company had no open trading 
derivatives.  At March 31, 2004, the Company held three open credit default protection derivatives, 
which were sold on three separate issuers and were matched with Treasury securities with an equivalent 
principal and maturity to replicate cash bond positions.  These positions had a notional amount of 
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$128.5 million at March 31, 2004, and net realized gains of $.4 million during the quarter.  The results 
of these positions are immaterial to the financial condition, cash flows and results of operations of the 
Company and are reported as part of the available-for-sale portfolio. 
 
Investment Income 
Recurring investment income (interest and dividends before investment and interest expenses) increased 
5% for the first quarter 2005, compared to the same period last year, reflecting growth in the Company’s 
invested assets.    
 
The Company reports total return to more accurately reflect the management philosophy of the portfolio 
and evaluation of the investment results.  The fully taxable equivalent (FTE) total return includes 
recurring investment income, net realized gains (losses) on securities and changes in unrealized gains 
(losses) on investment securities.  The Company reported the following investment results for the period 
ended March 31: 
 
 Three Months   
 2005  2004   
Pretax recurring investment book yield 3.8%  3.8%   
Weighted average FTE book yield 4.4%  4.4%   
FTE total return:      
     Fixed-income securities (.2)%  2.2%   
     Common stocks (1.7)%  1.9%   
     Total portfolio (.4)%  2.2%   
 
Realized Gains/Losses 
The components of net realized gains (losses) were:   

 
(millions) 

Three Months Ended 
March 31, 

 2005 2004
Gross realized gains: 

Fixed maturities $18.1 $47.5
Preferred stocks -- 7.6
Common equities 6.3 16.0

       Short-term investments -- --
 24.4 71.1
Gross realized losses: 

Fixed maturities 5.7 1.1
Preferred stocks -- --
Common equities 8.5 10.4

       Short-term investments -- .1
14.2 11.6

Net realized gains (losses) on securities: 
Fixed maturities 12.4 46.4
Preferred stocks -- 7.6
Common equities (2.2) 5.6

       Short-term investments -- (.1)
               $10.2 $59.5
Per share $.03 $.18

 
The gross gains and losses were primarily the result of market driven interest rate movements, sector 
allocation changes and the rebalancing of the common stock portfolio to the Russell 1000 Index, as part 
of ordinary investment operations.  Gross realized losses also include write-downs of both fixed-income 
and equity securities determined to be other-than-temporarily impaired.  
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Other-Than-Temporary Impairment (OTI)
From time to time, realized losses include write-downs of securities determined to have an other-than-
temporary decline in market value. The Company routinely monitors its portfolio for pricing changes 
which might indicate potential impairments and performs detailed reviews of securities with unrealized 
losses based on predetermined criteria.  In such cases, changes in market value are evaluated to 
determine the extent to which such changes are attributable to (i) fundamental factors specific to the 
issuer, such as financial conditions, business prospects or other factors, or (ii) market-related factors, 
such as interest rates or equity market declines. 

 
Fixed-income and equity securities with declines attributable to issuer-specific fundamentals are 
reviewed to identify all available evidence, circumstances and influences to estimate the potential for, 
and timing of, recovery of the investment’s impairment. An other-than-temporary impairment loss is 
deemed to have occurred when the potential for, and timing of, recovery does not satisfy the guidance 
set forth in Staff Accounting Bulletin 59, “Noncurrent Marketable Equity Securities,” SFAS 115, 
“Accounting for Certain Investments in Debt and Equity Securities,” and other related guidance. 

 
For fixed-income investments with unrealized losses due to market or industry-related declines where 
the Company has the intent and ability to hold the investment for the period of time necessary to recover 
a significant portion of the investment’s original principal and interest obligation, declines are not 
deemed to qualify as other than temporary. The Company's policy for common stocks with market-
related declines is to recognize impairment losses on individual securities with losses that are not 
reasonably expected to be recovered under historical market conditions when the security has been in a 
loss position for three consecutive quarters.  
 
When a security in the Company’s investment portfolio has a decline in market value that is deemed to 
be other than temporary, the Company reduces the book value of such security to its current market 
value, recognizing the decline as a realized loss in the income statement. All other unrealized gains or 
losses are reflected in shareholders' equity. The write-down activity for the period ended March 31 is as 
follows: 
 
 Three Months 
(millions) 
                              
2005

 
Total 

Write-downs 

Write-downs  
On Securities 

Sold 

Write-downs 
On Securities 

Held at Period End 
Fixed income $1.0 $-- $1.0 
Common equities .4 -- .4 
     Total portfolio $1.4 $-- $1.4 
2004    
Fixed income $-- $-- $-- 
Common equities -- -- -- 
     Total portfolio $-- $-- $-- 

 
The following table stratifies the gross unrealized losses in the Company’s portfolio at March 31, 2005, 
by length of time in a loss position and magnitude of the loss as a percentage of book value.  The 
individual amounts represent the additional OTI the Company could have recognized in the income 
statement if its policy for market-related declines was different than that stated above. 
 
(millions)    Total Gross  Decline of Investment Value 

Total Portfolio 
 Unrealized 

Losses 
 

>15% 
 

>25% 
 

>35% 
 

>45% 
 

Unrealized Loss for 1 Quarter  $40.0  $.7  $.2  $.2  $.2  
Unrealized Loss for 2 Quarters  31.7  .7  .7  .7  .7  
Unrealized Loss for 3 Quarters  9.4  --  --  --  --  
Unrealized Loss for 1 year or longer  54.1  .1  .1  .1  --  
  $135.2  $1.5  $1.0  $1.0  $.9  
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For example, if the Company had decided to write down all securities in an unrealized loss position for 
one year or longer where the securities decline in value exceeded 25%, the Company would have 
recognized an additional $.1 million of OTI losses in the income statement.   
 
The Company also reviews securities in unrealized loss positions in accordance with Emerging Issues 
Task Force 03-1 “The Meaning of Other-Than-Temporary Impairments.”  At March 31, 2005, the gross 
unrealized loss of $135.2 million (on securities with a market value of $7,383.2 million) includes $54.1 
million of unrealized losses on securities in a loss position for one year or longer (market value of 
$2,145.6 million).  The Company determined that none of these securities met the criteria for other-than-
temporary impairment write-downs. 
 
Since total unrealized losses are already a component of the Company’s shareholders’ equity, any 
recognition of additional OTI losses would have no effect on the Company’s comprehensive income or 
book value. 
 
Repurchase Transactions 
During the quarter, the Company entered into repurchase commitment transactions, whereby the 
Company loans Treasury or U.S. Government agency securities to accredited brokerage firms in 
exchange for cash equal to the fair market value of the securities.  These internally managed transactions 
are typically overnight arrangements.  The cash proceeds are invested in AA or higher financial 
institution paper with yields that exceed the Company’s interest obligation on the borrowed cash.  The 
Company is able to borrow the cash at low rates since the securities loaned are in short supply.  The 
Company’s interest rate exposure does not increase or decrease since the borrowing and investing 
periods match.  During the three months ended March 31, 2005, the Company’s largest single 
outstanding balance of repurchase commitments was $1.1 billion open for one business day, with an 
average daily balance of $.5 billion for the quarter.  The Company had no open repurchase commitments 
at March 31, 2005 and 2004.  The Company earned income of $.5 million and $.3 million on repurchase 
commitments during the three months ended March 31, 2005 and 2004, respectively. 
 
 
 Safe Harbor Statement Under the Private Securities Litigation Reform Act of 1995: Statements in this 
quarterly report on Form 10-Q that are not historical fact are forward-looking statements that are subject to 
certain risks and uncertainties that could cause actual events and results to differ materially from those discussed 
herein. These risks and uncertainties include, without limitation, uncertainties related to estimates, assumptions 
and projections generally; inflation and changes in economic conditions (including changes in interest rates and 
financial markets); the accuracy and adequacy of the Company’s pricing and loss reserving methodologies; 
pricing competition and other initiatives by competitors; the Company’s ability to obtain regulatory approval for 
requested rate changes and the timing thereof; the effectiveness of the Company’s advertising campaigns;  
legislative and regulatory developments; disputes relating to intellectual property rights; the outcome of litigation 
pending or that may be filed against the Company; weather conditions (including the severity and frequency of 
storms, hurricanes, snowfalls, hail and winter conditions); changes in driving patterns and loss trends; acts of 
war and terrorist activities; the Company’s ability to maintain the uninterrupted operation of its facilities, 
systems (including information technology systems) and business functions; court decisions and trends in 
litigation and health care and auto repair costs; and other matters described from time to time by the Company in 
releases and publications, and in periodic reports and other documents filed with the United States Securities and 
Exchange Commission. In addition, investors should be aware that generally accepted accounting principles 
prescribe when a company may reserve for particular risks, including litigation exposures. Accordingly, results 
for a given reporting period could be significantly affected if and when a reserve is established for one or more 
contingencies. Reported results, therefore, may appear to be volatile in certain accounting periods.   
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