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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

(Mark One)
%} Quarterly Report Pursuant to Section 13 or 15(d) othe Securities Exchange Act of 193
For the quarterly period ended September 30, 2007
or
O Transition Report Pursuant to Section 13 or 15(d) bthe Securities Exchange Act of 193
For the transition period from to
Commission File Number: 1-9518
(Exact name of registrant as specified in its @rart
Ohio 34-096316¢
(State or other jurisdiction ¢ (I.R.S. Employe
incorporation or organizatiol Identification No.)
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(440) 461-5000
(Registrant’s telephone number, including area fode

Indicate by check mark whether the regist(ahbas filed all reports required to be filed byc8on 13 or 15(d) of the Securities Exchange

Act of 1934 during the preceding 12 months (ordioch shorter period that the registrant was requaodile such reports), and (2) has been
subject to such filing requirements for the pastg@s. Ye NoO

Indicate by check mark whether the registrsuatlarge accelerated filer, an accelerated fieg non-accelerated filer. See definition of
“accelerated filer and large accelerated filerRinle 12b-2 of the Exchange Act. (Check one):
Large accelerated filéd Accelerated fileE&l Non-accelerated fild

Indicate by check mark whether the registimat shell company (as defined in Rule 12b-2 ofEkehange Act). YeEl No M
Indicate the number of shares outstandingaohef the issuer’s classes of common stock, #sedfitest practicable date.
Common Shares, $1.00 par value: 698,099,8&tanding at September 30, 2007
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Item 1. Financial Statements

PART | — FINANCIAL INFORMATION

The Progressive Corporation and Subsidiaries

Consolidated Statements of Income

Three Month:

(unaudited)
Periods Ended September : 2007
(millions - except per share amoun
Revenues:
Net premiums earne $3,461.¢
Investment incom 183.¢
Net realized gains (losses) on securi 58.t
Service revenue 5.4
Total revenue 3,709.¢
Expenses:
Losses and loss adjustment expel 2,509.:
Policy acquisition cost 347.
Other underwriting expens 387.2
Investment expenst 2.9
Service expense 5.4
Interest expens 34.7
Total expense 3,287.(
Income before income tax 422.¢
Provision for income taxe 123.¢
Net income $ 299.2
COMPUTATION OF EARNINGS
PER SHARE
Basic:
Average shares outstandi 702.€
Per shart $ .43
Diluted:
Average shares outstandi 702.¢
Net effect of dilutive stoc-based
compensatiol 8.2
Total equivalent share 710.¢
Per shart $ 42

Dividends declared per sharel

NM = Not Meaningful

©®
|

1 SeeNote 8- Dividendsfor further discussior

See notes to consolidated financial statements.
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Nine Months

2007 2006
$10,464. $10,609.:
514.¢ 484.C
75.2 (24.2)
17.5 23.€
11,072.. 11,092.¢
7,398.( 7,034."
1,058.: 1,086."
1,154.; 1,042.:
10.: 8.8
15.: 19.c
74.1 58.4
9,710.. 9,250.:
1,362.: 1,842.F
415.¢ 595.¢
$ 946.¢ $ 1,246.¢
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720.€ 779.%
8.3 9.8
728.¢ 789.t
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The Progressive Corporation and Subsidiaries
Consolidated Balance Sheets

(unaudited)
September 3( December 3:
2007 2006 2006
(millions)
Assets
Investment— Available-for-sale, at fair value
Fixed maturities (amortized cost: $9,664.2, $10,05End $9,959.€ $ 9,677.: $10,044.: $ 9,958.¢
Equity securities
Preferred stock! (cost: $2,358.7, $1,523.0 and $1,76: 2,312.¢ 1,535.¢ 1,781.(
Common equities (cost: $1,388.5, $1,454.9 and $10% 2,453.: 2,215.¢ 2,368.:
Shor-term investments (amortized cost: $374.1, $1,08AB$581.0 374.1 1,057.¢ 581.2
Total investment 14,817.. 14,853.! 14,689.:
Cash 7.7 14.F 5.€
Accrued investment incorr 140.¢ 155.¢ 134.¢
Premiums receivable, net of allowance for douldftdounts of $116.0, $116.7 and $12 2,614.( 2,698.¢ 2,498.:
Reinsurance recoverables, including $45.5, $5801$32.4 on paid losst 355.¢ 387.( 433.¢
Prepaid reinsurance premiul 78.1 98.1 89.t
Deferred acquisition cos 461.1 4773 441.(
Income taxe: — 36.1 16.¢
Property and equipment, net of accumulated depieciaf $592.2, $585.5 and $55’ 990.1 941.¢ 973.¢
Other asset 201.2 184.( 200.2
Total asset $19,665.! $19,846.. $ 19,482.:
Liabilities and Shareholders’ Equity
Unearned premiurr $ 4,547.. $ 4,658.: $ 4,335.(
Loss and loss adjustment expense rese 5,920.¢ 5,724.; 5,725.(
Accounts payable, accrued expenses and otheritiied 1,629.( 1,564.: 1,390.(
Income taxe: 50.¢ — —
Debt? 2,173.! 1,185. 1,185.!
Total liabilities 14,321 13,132.: 12,635.!
Shareholder equity:
Common Shares, $1.00 par value (authorized 908s50ed 798.2, 798.7 and 798.7,
including treasury shares of 100.1, 37.0 and &£ 698.1 761.5 748.(
Paic-in capital 834.Z 837.2 847.¢
Accumulated other comprehensive incol
Net unrealized gains on securit 672.€ 520.¢ 596.¢
Net unrealized gains on forecasted transaci 28.t 7.8 7.5
Retained earning 3,110.! 4,587.( 4,646.¢
Total shareholde’ equity 5,343.¢ 6,714.. 6,846.¢
Total liabilities and sharehold¢ equity $19,665.! $19,846.. $ 19,482..

1 Includes certain hybrid securities reported at¥aiue. SedNote 2— Investmentfor further discussior

2 Consists of lon-term debt. SeNote 5- Debtfor further discussior

See notes to consolidated financial statements.
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The Progressive Corporation and Subsidiaries
Consolidated Statements of Cash Flows

(unaudited)
Nine Months Ended September . 2007 2006
(millions)
Cash Flows From Operating Activities
Net income $ 946.c $ 1,246.¢
Adjustments to reconcile net income to net caskigea by operating activitie:!
Depreciatior 80.1 76.C
Amortization of fixed maturitie 208.t 162.¢
Amortization of stoc-based compensati 20.¢ 18.7
Net realized (gains) losses on securi (75.2) 24.2
Loss (gain) on disposition of property and equiptr 3 (5.8
Changes in
Premiums receivabl (115.9 (197.9
Reinsurance recoverabl 78.5 18.7
Prepaid reinsurance premiul 11.4 5.6
Deferred acquisition cos (20.7) (32.5)
Income taxe: 14.¢ 32.C
Unearned premiurr 212.¢ 323.(
Loss and loss adjustment expense rese 195.¢ 64.C
Accounts payable, accrued expenses and otheliitied 126.1 136.5
Other, ne (6.9 (68.9)
Net cash provided by operating activit 1,677.: 1,803.:
Cash Flows From Investing Activities
Purchases
Fixed maturities (7,391.9) (5,203.6
Equity securitiet (1,076.5 (720.9
Shor-term investment— auction rate securitie (7,156.€) (1,339.9
Sales:
Fixed maturities 7,106.( 4,707.:
Equity securitie: 553.¢ 221t
Shor-term investment— auction rate securitie 7,325. 1,351.¢
Maturities, paydowns, calls and oth
Fixed maturities 466.¢ 546.:
Equity securitie: 5.1 165.¢
Net (purchases) sales of si-term investment— other 38.2 (294.5
Net unsettled security transactic 94.¢ (70.5)
Purchases of property and equiprmr (98.9) (267.9)
Sale of property and equipme 1.7 14.C
Net cash used in investing activiti (131.9) (889.2)
Cash Flows From Financing Activities
Proceeds from exercise of stock optir 16.7 31.5
Tax benefit from exercise/vesting of st-based compensatic 9.¢ 27.4
Proceeds from def! 1,021.° —
Payment of dek — (100.0
Dividends paid to shareholde (1,406.9 (18.5)
Acquisition of treasury shart (1,185.) (845.5
Net cash used in financing activiti (1,543.9) (905.0)
Increase in cas 2.1 8.9
Cash, January 5.€ 5.6
Cash, September ! $ 7.7 $ 14°F

1

Includes a $34.4 million pretax gain received uplmsing a forecasted debt issuance hedgeNote 5- Debtfor further discussior

See notes to consolidated financial statements.
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The Progressive Corporation and Subsidiaries
Notes to Consolidated Financial Statements
(unaudited)

Note 1Basis of Presentation — These financial statements and the notes theretold be read in conjunction with The Progressive
Corporation and subsidiaries’ audited financiatesteents and accompanying notes included in our AhReport on Form 10-K for the year
ended December 31, 2006.

The consolidated financial statements reflect athmal recurring adjustments which, in the opiniémanagement, were necessary for a fair
statement of the results for the interim periodsspnted. The results of operations for the peroded September 30, 2007, are not necessaril
indicative of the results expected for the full gea

Note 21 nvestments — The composition of the investment portfolio ap&enber 30 was:

(millions) Gross Gross % of
Unrealizec Unrealize« Fair Total
Cost Gains Losses Value? Portfolio
2007
Fixed maturitied $ 9,664.. $ 80.C $ (67.]) $ 9,677.. 65.2%
Equity securities
Preferred stock 2,358.° 12.4 (55.29) 2,312.¢ 15.€
Common equitie 1,388.t 1,068.: (3.5 2,453.: 16.€

Shor-term investments
Auction rate municipal obligatior — — = — —
Auction rate preferred stocl — — — — —

Other shorterm investment 374.1 — — 374.1 2.5
Total shor-term investment 374.1 — — 374.1 2.5
Total portfolio3 $13,785.! $1,160. $ (125.9 $14,817.. 100.(%
2006
Fixed maturities $10,017. $ 100.7 $ (74.]) $10,044.: 67.7%
Equity securities
Preferred stock 1,523.( 27.¢ (15.9 1,535.¢ 10.2
Common equitie 1,454.¢ 767. (6.9 2,215.¢ 14.€
Shor-term investments
Auction rate municipal obligatior 199./ — — 199./ 1.3
Auction rate preferred stocl 173.c .6 — 173.¢ 1.2
Other shorterm investment 684.€ — — 684.€ 4.€
Total shor-term investment 1,057.1 .6 — 1,057.¢ 7.1
Total portfolio3 $14,052.¢ $ 896. $ (95.9 $14,853.! 100.(%
1 Includes $19.3 million of gains on open derivatpasitions as well as $20.2 million of collateratfre form of Treasury Notes, deliver

to a counterparty on an open derivative posit

2 At September 30, 2007, preferred stocks includ$8.@ million change in fair value on certain hybsiturities (described belo
recognized as a realized loss on securi

3 Includes net unsettled security acquisitions of@s83nillion and $88.0 million at September 30, 2@®id 2006, respectivel

Our fixed maturity securities include debt secastand mandatory redeemable preferred stocks. fElferged stock portfolio includes
nonredeemable preferred stocks, which containioesturities that have call features with fixetereoupons (i.e., hybrid securities), whereby
the change in value of the call features is a carapbof the overall change in value of the preféstcks. Other short-term investments
include Eurodollar deposits, commercial paper aheérminvestments which are expected to mature withie year. Common equities include
common stock and other risk investments.
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Our securities are reported at fair value, withdhanges in fair value of these securities (othan thybrid securities) reported as a component
of accumulated other comprehensive income, neefefrted income taxes. The change in fair valudefiybrid securities discussed above is
recorded as a component of net realized gainseddss1 securities, as prescribed by current aco@ugtiidance.

Note 3Supplemental Cash Flow Information — We paid income taxes of $391.0 million and $534illion during the nine months ended
September 30, 2007 and 2006, respectively. Totatést paid was $59.9 million and $63.6 million floe nine months ended September 30,
2007 and 2006, respectively. Non-cash activityudek changes in net unrealized gains (losses)vestiment securities and dividends accrued
for restricted stock awards granted after Febr@a@@7, under which dividends are deferred untiluhderlying stock vests.

Note 41ncome Taxes—In July 2006, FASB Interpretation No. 48, “Accoungiifor Uncertainty in Income Taxes,” was issuediciviprovides
guidance for recognizing and measuring the findrsté&ement impact of tax positions taken or exgetd be taken in a tax return. This
interpretation was effective beginning JanuaryQQ72 As of January 1, 2007, we had no unrecogrteetienefits. We analyzed our tax
positions in accordance with this interpretatiod determined that it did not result in any chartgesur reserve for uncertain tax positions. As
a result, no adjustment to January 1, 2007 retadaeadings was required.

We recognize interest and penalties, if any, rdl&weunrecognized tax benefits as a componentooinme tax expense. As of January 1, 2007,
we had not accrued any interest or penalties etlateinrecognized tax benefits.

The statute of limitations remains open with respeour federal income tax returns for tax yedd82and later. The 2004 through 2006
returns are currently under examination. We havered into the Compliance Assurance Program (CAPjhe 2007 tax year. Under the CAP
program, the Internal Revenue Service begins isnéxation process for the tax year before the étxrn is filed, by examining significant
transactions and events as they occur. The gadhedEAP program is to expedite the exam process@retiuce the level of uncertainty
regarding a taxpayer’s tax filing positions.

There have been no changes to our liability foeaognized tax benefits, interest and penaltiesxdwdth the third quarter and year-to-date
period ended September 30, 2007.

Note 5Debt — Debt at September 30 consisted of:

(millions) 2007 2006
Carrying Fair Carrying Fair
Value Value Value Value
6.375% Senior Notes due 20 $ 348t $ 363.7 $ 348.2 $ 366.¢
7% Notes due 201 149.2 161.1 149.1 164.C
6 5/8% Senior Notes due 20 294.¢ 310.1 294.: 323t
6.25% Senior Notes due 20 393.¢ 396.¢ 393.¢ 408.2
6.70% Fixer-to-Floating Rate Junior Subordinated Debentures d6& 987.t 985.4 — —
$2,173.! $2,217.. $1,185.¢ $1,262.t

On June 18, 2007, we issued $1 billion of 6.70%e#&it0-Floating Rate Junior Subordinated Debentdues2067 (the “Debentures”). The
Debentures will become due on June 15, 2037, thedsded maturity date, but only to the extent thathave received sufficient net proceeds
from the sale of certain qualifying capital sedast Progressive must use its commercially readeredforts, subject to certain market
disruption events, to sell enough qualifying cdpitcurities to permit repayment of the Debentindall on the scheduled maturity date or, if
sufficient proceeds are not realized from the skuch qualifying capital securities by such dateeach interest payment date

6
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thereafter. Any remaining outstanding principalllwé due on June 15, 2067, the final maturity dake2 Debentures will bear interest at a fi
annual rate of 6.70% through, but excluding, JURe017, payable semiannually. Thereafter, the Diefoes will bear interest at a rate eque
the three-month LIBOR plus 2.0175%, payable quigrt&ubject to certain conditions, Progressive thasright to defer the payment of interest
on the Debentures for one or more periods not ekogden consecutive years each. During any sufdrdé period, among other conditions,
interest would continue to accrue, including ins¢i@n the deferred interest, and we generally waoldoe able to declare or pay any dividends
on or purchase any of our Common Shares.

Subject to the replacement capital covenant digtlbslow, the Debentures may be redeemed, in vadnafepart, at any time: (a) prior to
June 15, 2017, at a redemption price equal to thater of (i) 100% of the principal amount of theli2ntures being redeemed, or (ii) a make-
whole amount, in each case plus any accrued araidiimgerest; or (b) on or after June 15, 2013 egdemption price equal to 100% of the
principal amount of the Debentures being redeempled,any accrued and unpaid interest. In conneetitimthe issuance of the Debentures,
Progressive entered into a replacement capitalr@nten which we agreed, for the benefit of thedeod of a senior debt security, that we will
not repay, redeem, defease or purchase all ooptrte Debentures before June 15, 2047, unlesgaub certain limitations, we have recei\
proceeds from the sale of certain replacementalaggturities, as defined in the replacement cagizenant.

Prior to the issuance of the Debentures, we eniated forecasted debt issuance hedge againgsabpmrise in interest rates. Upon issuance
of the Debentures, the hedge was closed and wgmizeml, as part of accumulated other compreheisogne, an unrealized pretax gain of
$34.4 million. This gain is deferred and is beirgagnized as an adjustment to interest expensettowdi0-year fixed interest rate term of the
Debentures.

Note 6 Segment Information — Our Personal Lines segment writes insuranceriwage passenger automobiles and recreational keshiOur
Commercial Auto segment writes primary liabilitydgphysical damage insurance for automobiles arak$rowned by small businesses in the
specialty truck and light and local commercial amarkets. Our other indemnity businesses primamdjude writing professional liability
insurance for community banks and managing ouroffibusinesses. Our service businesses includedingvinsurance-related services,
primarily providing policy issuance and claims asding services for Commercial Auto Insurance Praces/Plans (CAIP), which are state-
supervised plans serving the involuntary marketrétenues are generated from external customers.

Following are the operating results for the periedded September 30:

(millions) Three Months Nine Months
2007 2006 2007 2006
Pretax Pretax Pretax Pretax
Profit Profit Profit Profit
Revenue: (Loss) Revenue: (Loss) Revenue: (Loss) Revenue: (Loss)
Personal Line
Agency $1,900.t $ 110.¢ $1,973.( $ 2237 $ 5,772 $ 406.€ $ 5,956.¢ $ 723.1
Direct 1,091.¢ 67.€ 1,091.; 142.¢ 3,285.: 284.4 3,250.¢ 439.2
Total Personal Linel 2,992.: 178.% 3,064.. 366.: 9,057.¢ 691.( 9,207.: 1,162.:
Commercial Autc 464.: 38.1 473.¢ 85.¢ 1,391.( 161.C 1,383.: 278.2
Other indemnity 5.4 1.C 6.3 (.9) 16.2 2.4 18.7 5.1
Total underwriting
operations 3,461.¢ 217.¢ 3,544.; 451.2 10,464.! 854.4 10,609.. 1,445.¢
Service businesst 5.4 — 7.3 11 17.t 2.2 23.€ 4.3
Investment2 242.¢ 239.t 172.2 169.: 590.( 579.7 459.¢ 451.(
Interest expens — (34.7) — (18.5) — (74.]) — (58.9)

$3,709.¢ $ 422.¢ $3,723.¢ $ 603.1 $11,072. $1,362.: $11,092.( $1,842.!

1 Private passenger automobile insurance accotdioit€d% of the total Personal Lines segment nehprms earned in the third quarter
and 91% in the first nine months of 2007, respetyivcompared to 91% and 92%, respectively, forstrae periods last ye:

2 Revenues represent recurring investment incomenanrkalized gains (losses) on securities; pretafitfis net of investment expens:

7
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Progressive’s management uses underwriting margircambined ratio as primary measures of undemgiprofitability. The underwriting
margin is the pretax profit (loss) expressed asragntage of net premiums earned (i.e., revenGeshbined ratio is the complement of the
underwriting margin. Following are the underwritingargins/combined ratios for our underwriting opierss for the periods ended
September 30:

Three Months Nine Months
2007 2006 2007 2006
Under Under- Under- Under-
writing Combined writing Combined writing Combined writing Combined
Margin Ratio Margin Ratio Margin Ratio Margin Ratio
Personal Line
Agency 5.8% 94.Z 11.2% 88.7 7.C% 93.C 12.1% 87.¢
Direct 6.2 93.¢ 13.1 86.¢ 8.7 91.c 13.t 86.5
Total Personal Line 6.C 94.C 12.C 88.C 7.6 92.4 12.€ 87.4
Commercial Autc 8.2 91.¢ 18.1 81.¢ 11.€ 88.4 20.1 79.¢
Other indemnity! NM NM NM NM NM NM NM NM
Total underwriting operatior 6.3 93.7 12.7 87.% 8.2 91.¢ 13.€ 86.4

1 Underwriting margins/combined ratios for our athr@lemnity businesses are not meaningful (NM) wuine low level of premiums
earned by, and the variability of losses in, suaifiesses

Note 7Comprehensive |ncome — Total comprehensive income was $353.0 million $624.6 million for the three months ended
September 30, 2007 and 2006, respectively, andt320million and $1,376.1 million for the nine mbatended September 30, 2007 and 2006,
respectively.

Note 8Dividends— In February 2006, Progressive’s Board of Dirextpproved a plan to change Progressive’s polipaging a fixed
quarterly dividend to a policy of paying an annuatiable dividend, payable shortly after the clofeach year, beginning with the 2007
dividend. This annual dividend will be based oamét percentage of afteax underwriting income, multiplied by a companywigerformanc
factor (“Gainshare factor”). For 2007, the Boarthbished that the variable dividend will be basaca target percentage of 20% of after-tax
underwriting income. The Gainshare factor can rdnga zero to two, and will be determined by conipgiour operating performance for the
year to certain predetermined profitability andwgtto objectives approved by the Board. The -to-date Gainshare factor was .77 through
September 30, 2007. Subject to declaration by tiee® the record date of the dividend is expeatdaktin December 2007, with payment
expected in February 2008.

On September 14, 2007, The Progressive Corporpt@hthe $2.00 per Common Share extraordinary dastlend, in the aggregate amoun
$1.4 billion, which was declared by the Board ofdators on June 13, 2007, and paid to sharehotdeesord as of the close of business on
August 31, 2007.

Note 9Litigation — One or more of The Progressive Corporation’siiasce subsidiaries are named as a defendant imugadwsuits arising
out of their insurance operations. All legal actigalating to claims made under insurance poliaiesconsidered in establishing our loss and
loss adjustment expense reserves.

In addition, various Progressive entities are naagedefendants in a number of class action or iddéf lawsuits, the outcomes of which are
uncertain at this time. These cases include thitsgirsg damages as a result of our total loss exsln methodology or handling, use of after-
market parts, use of consumer reports (such a# ceparts) in underwriting and related notice riegoents under the federal Fair Credit
Reporting Act, charging betterment in first partypical damage claims, the adjusting of personatyrmprotection and medical payment
claims, the use of automated database vendorodugts to assist in evaluating certain bodily ipjalaims, policy implementation and rene'
procedures and cases challenging other aspects ofadms and marketing practices and businessatipes.

8
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We plan to contest the outstanding suits vigorqusly may pursue settlement negotiations whereagiate. In accordance with accounting
principles generally accepted in the United Stafesmerica (GAAP), we have established accrualddassuits as to which we have
determined that it is probable that a loss has e=nred and we can reasonably estimate our pgatexposure. Pursuant to GAAP, we have
not established reserves for those lawsuits whneréoss is not probable and/or we are currenthplene estimate reasonably our potential
exposure. If any of these lawsuits results in @fent against or settlement by us in an amounidhsignificantly in excess of the reserve
established for such lawsuit (if any), the resgltiiability could have a material effect on ourdirtial condition, cash flows and results of
operations.

For a further discussion on our pending litigatisee “ltem 3-Legal Proceedings” in our Annual ReéporForm 10-K for the year ended
December 31, 2006, and “Part I, Item 1-Legal Pedliregs” in our Quarterly Report on Form 10-Q foe tjuarter ended March 31, 2007.

Note 10New Accounting Standards — In February 2007, the Financial Accounting Staddd@oard issued Statement of Financial Accounting
Standards 159, “The Fair Value Option for Finanéis$ets and Financial Liabilities” (SFAS 159), whijgermits entities to choose to measure
certain financial assets and financial liabilitatdair value and recognize the unrealized gainklasses on such items in earnings. SFAS 159 is
effective for fiscal years beginning after Novemb8r 2007 (January 1, 2008 for calendar year coreppriVe anticipate that SFAS 159 will

not have an impact on our financial condition, céa¥vs and results of operations based on the caitippn of our current investment portfolio.

9
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Item 2. Management'’s Discussion and Analysis of Famcial Condition and Results of Operations.
I. OVERVIEW

For the third quarter 2007, The Progressive Cotorg insurance subsidiaries generated undengritirofitability of 6.3%, while net
premiums written decreased 3%. At September 307 288mpanywide policies in force, our preferred sura of growth, increased 4% on a
yea-overyear basis. For the third quarter 2007, net incerag $299.2 million, or $.42 per share, compareb4@d.6 million, or $.53 per sha
for the same period last year. The quarter-ovesrpréar quarter decrease in net premiums writtehrest income reflects the impact of our
recent rate reductions; net income was also affdanyeunfavorable prior accident year developmeabgeized during the quarter.

Current market conditions, defined by relative gtbility or reduction, continue to influence @ggregate premium growth measure, which
was relatively flat in Direct auto, down in Agenagd Commercial Auto, and up in our special linesdprcts in the third quarter 2007,
compared to the same period last year. Changest ipramiums written can be explained by some coatigin of new business applications
(i.e., issued policies), premium per policy ané&ngéibn. On a year-over-year basis, for the thirdrtpr 2007, we saw a modest increase in both
our new and renewal application growth in our Peashines Business, primarily driven by Direct guas well as in our Commercial Auto
Business. We continue to monitor new business eqijidin growth on a state-by-state basis and evathattrade-offs between growth and
margin in these markets. For the third quarterpabmo-thirds of our states experienced new persau® application growth, with two of our
largest volume states, Florida and Texas, returtamgpsitive growth in new applications.

Having concluded that the loss trends of recentsyddven largely by reduced frequency were moggesyic than cyclical, we have been
adjusting our pricing to reflect our consistentlgted goal of growing as fast as possible at ad®@bined ratio. Our personal and commercial
auto products are priced at lower average writtemgum per policy than at this time a year ago.a@mrar-over-year basis, for the third quarter
2007, total personal auto average written premienpplicy decreased about 6% and Commercial Autoedesed about 8%. Earned premium
per earned car year, another measure of rate chimggethe written premium measure. For the thurdrter 2007, as compared to the same
period last year, earned premium per earned cardggseased about 5% in our personal auto pro@dncts % in our commercial auto produs
Although adjusting rates is a continuous processbalieve the most significant downward adjustmangésbehind us and, in general, we are
closer to our targeted margins in most states andugsts.

In light of the soft market conditions, we haveused our attention on unit growth. The rating clesnighplemented over the last year have
been an explicit trade-off of margin for longerstecustomer growth. Companywide policies in forceehgrown 4% since September 30, 2006
and 5% since year-end 2006, but have remainedvaiaflat since the end of the second quarter 2@@j€ncy auto policies in force are
slightly lower than at this time last year, whitetDirect auto counts are up 6% and Commercial Aatmts are up 7%. To continue to grow
policies in force, it is critical that we retainrozustomers for longer periods, which is why ratantontinues to be one of our most significant
initiatives. During the first nine months of 20@ve believe we made some strides in addressingighaéare keeping us from meeting the
long-term rate expectations of our customers. Retemeasures, defined as policy life expectanaypfir private passenger auto business
increased in every tier over year-end 2006. Intaadipolicy life expectancy is higher in everyrtie our Direct auto and Commercial Auto
businesses and in most tiers in our Agency autmbss than it was at the end of the third quar@&62

Profitability remains solid for each reporting seggrh The 6.3% companywide underwriting profit marfgir the quarter indicates the closur
the gap between our reaffirmed target of a 4% umdéing margin and the double-digit margins we exgeced over the last several years.
Reflected
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in our results for the third quarter 2007 are .Bsoof unfavorable prior accident year developrgrimharily being driven by our field claims
representatives’ evaluation of larger individuatittyinjury case reserves as well as uninsured nigitoase reserves. For the quarter, we
experienced relatively stable auto frequency tremdidle severity continues to increase more tharewmected, primarily driven by bodily
injury and personal injury protection severity.

During the third quarter 2007, we announced orgditnal changes designed to increase our abiligkezute on key strategies, lower our non-
claims expense ratio and foster growth through nsorapetitive pricing, improved customer retentiowl @n increased focus on brand
development. These changes will bring our Agena)Rinect auto, as well as our special lines, présitmgether under one Personal Lines
organization. We will continue to price productséd, in part, on how they are distributed to reftee applicable channel cost. We believe
structure will reduce the cost of redundancy tletatbped in areas such as product design, managemepolicy servicing, as well as

improve our ability to execute on our most sigrfit challenges. We reviewed our current segmeioitieg and determined that it was not
impacted by this organizational change.

On September 14, 2007, we paid $1.4 billion toshealders of record as of August 31, 2007, représgithe $2.00 per Common Share
extraordinary cash dividend that was part of tleap@alization plan announced in June 2007. Alsqart of this plan, in June 2007, we issued
$1 billion of 6.70% Fixed-to-Floating Rate Juniartf®rdinated Debentures due 2067. In addition, yealate through September, we have
spent $1.2 billion to repurchase our Common Sh&eeNote 5 — Deband theCapital Resources and Liquidisgction below for further
details.

We have made no substantial changes in the allotafiour investment portfolio during the quartedare well within the range establishec
our asset allocation strategy of investing betw&e¥ and 100% of our total portfolio in fixed-incorsecurities, with the balance in common
equities. Within our fixed-income portfolio, duritige quarter, we decreased our allocation to We@stiry securities and increased our
allocation to all other sectors, most notably pmefe stocks, municipal bonds and corporate bonle.change in the fixed-income sector
allocation is the result of both active additioasbn-treasury bonds, as their pricing became rattractive during the quarter, and capital
management activities. Our investment portfolioduced a fully taxable equivalent total return &%.for the quarter, with positive total
returns in both fixed-income securities and commstotks. At September 30, 2007, the fixed-incoméfplas duration was 3.4 years, with a
weighted average credit quality of AA.

During the third quarter 2007, we performed a dedaieview of our asset-backed securities to idietiie extent to which our asset values may
have been impacted by the sub-prime mortgage loasis,” as well as broader credit market eventsSéptember 30, 2007, we held
approximately $79.3 million of sub-prime mortgagmts, classified as home equity bonds. In additienheld $54.5 million of non-prime
collateralized mortgage obligations (Alt-A secw®) at quarter end. Together, these securitiesihadlized gains of $3.3 million at
September 30, 2007. During the third quarter 20@7realized $1.7 million of losses related to oftieem-temporarily impaired sub-prime
securities. In addition, we had a credit defaulagwlerivative on an investment-grade asset-bacidakiwith a notional amount of

$140 million. In conjunction with this derivativeie received $43.3 million of upfront cash, whickeefively reduced our maximum economic
exposure on this position to $96.7 million at Segier 30, 2007. For the third quarter 2007, thisvad¢ire position generated a loss of

$23.9 million.
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II. FINANCIAL CONDITION
A. Capital Resources and Liquidity

Progressive has substantial capital resources.alievb we have sufficient capital resources, céshd from operations and borrowing
capacity to support our current and anticipateavgiipscheduled principal and interest paymentsiwrdebt, expected dividends and other
capital requirements. Our existing debt covenaataat include any rating or credit triggers.

In June 2007, we announced a recapitalization p¥aich included the following components:

The payment of an extraordinary cash dividen#i200 per Common Share. This extraordinary casikeln, which aggregated
$1.4 billion, was declared by the Board on June20B;7, and was paid on September 14, 2007, tolsblders of record at the close of
business on August 31, 20(

A new Board authorization for us to repurchaseaupQ0 million of our Common Shares over the coofdbe next 24 month:
expiring June 30, 2009. This authorization wasdditon to, and after completion of, the shares thmained available for repurchase
under the Boar's April 2006 share repurchase authorizat

The issuance of $1 billion of 6.70% Fi-to-Floating Rate Junior Subordinated Debentures d6& 2be“Debenture”) on June 18
2007. The proceeds of the offering were $987.3ionij/lbefore $1.4 million of expenses related toiflselance. In addition, upon
issuance of the Debentures, we closed a forecdste#dssuance hedge, which was entered into toehadainst a possible rise in
interest rates, and recognized a $34.4 milliongxregain as part of shareholders’ equity; the gaihb& recognized as an adjustment to
interest expense and amortized over 10 years, whjmlesents the fixed rate interest period of tebdhtures. Sedote 5 — Debtor
further discussion of the terms of the Debentt

Progressive’s insurance operations create liqulgitgollecting and investing premiums from new amdewal business in advance of paying
claims. For the nine months ended September 3@, 2Z{i&rations generated a positive cash flow @%L2 million. During the third quarter
2007, we repurchased 26.2 million Common Sharagaeial cost of $561.7 million (average cost of #8lper share, representing the weighted
average price of shares repurchased before andfadteecord date of the $2.00 per Common Shara@xtinary cash dividend; see Part I,
Item 2(c)- Share Repurchases, for further inforamgtibringing the total year-tdate repurchases to 53.5 million Common Sharest@al cos

of $1,185.1 million (average cost of $22.16 persha

Beginning in 2007, we are no longer paying a quigrgividend on our outstanding Common Shares.dhrkary 2006, the Board of Directors
approved a plan to replace our previous quarteviglend policy with an annual variable dividendingsa target percentage of after-tax
underwriting income (20% for 2007) multiplied bgy@mpanywide performance factor, referred to as@snshare factor.” The Gainshare
factor, which is based on predetermined growth@oditability objectives, can range from zero tmtvBased on year-to-date results, the
Gainshare factor was .77 through September 30,.2ifce the final factor will be determined basadar results for the full year, the final
factor may vary significantly from the factor famyainterim period. Subject to declaration by theaRh the record date of the 2007 annual
dividend is expected to be in December 2007, watynpent expected in February 2008.
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B. Commitments and Contingencies

During 2007, we completed construction of four remmvice centers that provide our concierge levelafs service, including one new
facility in the third quarter 2007. Three of thenters opened this year replaced previously leasedce center locations. In total, we have 54
service centers in 41 metropolitan areas acrosgtited States serving as our primary approaclatoatie assessment and facilitation of
vehicle repairs in urban markets. In 2008, we ekpmecomplete construction of two new service cesyteoth centers will replace existing
leased facilities.

There is currently no other significant construestioder way. We own additional land in both Colar&prings, Colorado and Mayfield
Village, Ohio for future development; both propestiare near current corporate operations. In thiegspf 2008, we expect to begin a multi-
year project to construct up to three buildings timde parking garages, together with associatgtities, for corporate functions in Mayfie
Village at a currently estimated total constructimst of $200 million.

All such construction projects have been, and ealitinue to be, funded through operating cash flows

Off-Balance-Sheet Arrangements

Our off-balance-sheet leverage includes creditdefavaps, open investment funding commitments,gpetating leases and service
agreements. See tBberivative Instrumentsection of this ManagemestDiscussion and Analysis for a summary of oundgive activity sinc
yea-end 2006. There have been no material changée iather off-balance-sheet items since the dissassithe notes to the financial
statements in Progressive’s Annual Report on FA@#K for the year ended December 31, 2006.

Contractual Obligations

During the third quarter and first nine months 802, our contractual obligations have not changatenally from those discussed in our
Annual Report on Form 10-K for the year ended Ddwmem31, 2006.

[ll. RESULTS OF OPERATIONS — UNDERWRITING

A. Growth
(millions) THREE MONTHS ENDELC NINE MONTHS ENDED
SEPTEMBER 30 SEPTEMBER 30
2007 2006 % Chang 2007 2006 % Chang
NET PREMIUMS WRITTEN
Personal Line
Agency $1,908.: $1,990.: (4) $ 5,860.! $ 6,075.¢ 4)
Direct 1,131.¢ 1,127.¢ — 3,375.¢ 3,362.: —
Total Personal Line 3,039.¢ 3,118.( (©)] 9,236.¢ 9,438.( 2
Commercial Autc 437.C 457.% 4 1,435.( 1,480.: )
Other indemnity 6.3 6.C 5 17.2 19.7 (13
Total underwriting
operations $3,483.: $3,581.! (3) $10,688.! $10,937.¢ 2
NET PREMIUMS EARNEL
Personal Line
Agency $1,900.¢ $1,973.( 4 $ 5,772. $ 5,956.¢ (©)
Direct 1,091.¢ 1,091.: — 3,285.: 3,250.¢ 1
Total Personal Line 2,992.: 3,064.; 2 9,057.¢ 9,207.: 2
Commercial Autc 464.: 473.¢ 2 1,391.( 1,383.: 1
Other indemnity 5.4 6.3 (14) 16.2 18.7 (13
Total underwriting
operations $3,461.¢ $3,544.. 2 $10,464.! $10,609.: 1)




Table of Contents

Net premiums written represent the premiums geedriom policies written during the period less angmiums ceded to reinsurers. |
premiums earned, which are a function of the premiwritten in the current and prior periods, anmed as revenue over the life of the policy
using a daily earnings convention. Policies in éraur preferred measure of growth, represenisodities under which coverage is in effect as
of the end of the period specified. As of Septen@fgrour policies in force were:

(thousands 2007 2006 % Change
POLICIES IN FORCE
Personal Line

Agency autc 4,459.; 4,482« (D)
Direct auta 2,571.¢ 2,418." 6
Total auta 7,031.: 6,901.: 2
Special lined 3,140.: 2,905.! 8
Total Personal Line 10,171.! 9,806.¢ 4
Commercial Autc 540.¢ 505.¢ 7

1 Includes insurance for motorcycles, recreatimedlicles, mobile homes, watercraft, snowmobilessindlar items, as well as a personal

umbrella product

Our decline in written premiums for both the thipgiarter and first nine months of 2007 reflectedkatconditions in which rates are stable or
decreasing. Competitorattions, such as rate cutting, increased advegtibiigher commission payments to agents and brpatsa relaxatic
of underwriting standards, continue to have an ichpa the marketplace. We are continuing to foau$usther developing the Progressive
brand and will continue to work with our advertigiagencies to identify compelling ways to help eomers understand what sets Progressive
apart.

To analyze growth, we review new policies, rateeleyand the retention characteristics of our badksusiness. For the third quarter and first
nine months of 2007, new business applicationeased 5% and 3%, respectively, in our PersonablBusiness, compared to decreases of
7% and 8%, respectively, for the same periodsyleat. We also generated increases in our renevgaidrs applications of 4% for the third
guarter and 3% for the first nine months of 20@fmpared to increases of 6% and 8%, respectivelthtosame periods in 2006. In our
Commercial Auto Business, new applications incré&8 and 2% for the third quarter and year-to-@8@7, respectively, compared to a
decrease of 1% in the third quarter 2006 and arase of 4% for the first nine months of 2006. Caruial Auto renewal business increased
5% for the third quarter and 6% for the first nmenths of 2007, compared to increases of 3% and&8pectively, last year.

Recent rate reductions, coupled with shifts inrtibe of business, contributed to a 4% decreasetal éuto written premium per policy for the
nine months ended September 30, 2007, as compatkd prior year period. We saw a slight increaseur written premium per policy on
new personal auto business as we ended the thamtieq2007, indicating that most of the rate deswsave have taken are behind us. Our
current pricing levels are closely aligned with puoofitability targets. As such, future rate actonill be driven by net loss and expense trend
projections which, at this time, we view as sligtgbsitive.

Another important element affecting growth is cuséo retention. One measure of customer retentipolisy life expectancy, which is an
estimate of the average length of time that a palitl remain in force before cancellation or nenewal. We have seen a lengthening in p
life expectancy in all of our Direct and Agencyvatie passenger auto tiers when compared to yea?@btl On a year-over-year basis,
retention has lengthened in all of our Direct aigos and in our standard through ultra-preferrgecy auto tiers. The policy life expectancy
in our Commercial Auto Business increased sinch etrrend and the end of the third quarter last yearliReg the importance that retenti
has on our ability to continue to grow profitablye continue to place increased emphasis on cornveegiticing and other retention initiatives
for our current customers.
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B. Profitability

Profitability for our underwriting operations isfideed by pretax underwriting profit, which is calated as net premiums earned less losses anc
loss adjustment expenses, policy acquisition carstisother underwriting expenses. We also use umdigrgvprofit margin, which is

underwriting profit expressed as a percentage bpremiums earned, to analyze our results. Fopénmds ended September 30, our
underwriting profitability measures were as follows

Three Monthg Nine Months
(millions) 2007 2006 2007 2006
Underwriting Underwriting Underwriting Underwriting
Profit (Loss) Profit (Loss) Profit (Loss) Profit (Loss)
$ Margin $ Margin $ Margin $ Margin
Personal Line
Agency $ 110.¢ 586 $ 223.7 11.2%  $ 406.¢ 7.0% $ 723.1 12.1%
Direct 67.€ 6.2 142.¢ 13.1 284./ 8.7 439.2 13.t
Total Personal Line 178.7 6.C 366.: 12.C 691.( 7.6 1,162.: 12.€
Commercial Autc 38.1 8.2 85.¢ 18.1 161.C 11.€ 278.2 20.1
Other indemnity! 1.C NM (.9 NM 24 NM 5.1 NM
Total underwriting
operations $ 217.¢ 6.2% $ 451. 12.7% $ 854. 8.2%  $1,445. 13.€%

1 Underwriting margins for our other indemnity messes are not meaningful (NM) due to the low lef@remiums earned by, and the
variability of losses in, such business

The decrease in underwriting profitability primgrikeflects the impact of our recent rate reducti@sswell as the unfavorable prior accident
year development in both the third quarter and finse months of 200"

Further underwriting results for our Personal LiBesiness, including its channel components, the@ercial Auto Business and other
indemnity businesses, were as follows (detailsudised below):

THREE MONTHS ENDELC NINE MONTHS ENDED
SEPTEMBER 30 SEPTEMBER 30
2007 2006 Change 2007 2006 Change
UNDERWRITING PERFORMANCE
Personal Line— Agency
Loss and loss adjustment expenst
ratio 73.C 68.2 4.8 pts 71.7 67.7 4.0 pts
Underwriting expense rati 21.2 20.5 .7 pts 21.: 20.2 1.1 pts
Combined ratic 94.2 88.7 5.5 pts 93.C 87.¢ 5.1 pts
Personal Line— Direct
Loss and loss adjustment expenst
ratio 71.¢ 66.C 5.9 pts 70.2 66.3 3.9 pts
Underwriting expense rat 21.¢ 20.€ 1.0 pts 211 20.z .9 pts
Combined ratic 93.€ 86.¢ 6.9 pts 91.: 86.£ 4.8 pts
Total Personal Line
Loss and loss adjustment expe
ratio 72.€ 67.2 5.2 pts 71.2 67.2 4.0 pts
Underwriting expense rat 214 20.€ .8 pts 21.2 20.z 1.0 pts
Combined ratic 94.C 88.C 6.0 pts 92.4 87.4 5.0 pts
Commercial Autc
Loss and loss adjustment expe
ratio 72.5 62.7 9.6 pts 68.1 60.¢ 7.3 pts
Underwriting expense rat 19.5 19.2 .3 pts 20.2 19.1 1.2 pts
Combined ratic 91.¢ 81.¢ 9.9 pts 88.4 79.€ 8.5 pts
Total Underwriting Operation?
Loss and loss adjustment expe
ratio 72.5 66.¢ 5.7 pts 70.7 66.2 4.4 pts
Underwriting expense rati 21.2 20.5 .7 pts 211 20.1 1.0 pts
Combined ratic 93.7 87.2 6.4 pts 91.¢ 86.4 5.4 pts
Accident yea— Loss and los
adjustment expense ra 72.C 68.¢ 3.2 pts 70.1 68.€ 1.5 pts



1 Combined ratios for the other indemnity businessemot presented separately due to the low Idvyalemniums earned by, and t
variability of losses in, such businesses. Thesilesses generated an underwriting profit (los§1dd million and $(.9) million for the
three months ended September 30, 2007 and 20@@&ctesely, and $2.4 million and $5.1 million foretinine months ended September 30,
2007 and 2006, respective
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Losses and L oss Adjustment Expenses (LAE)

(millions) Three Months Ende Nine Months Ende:
September 3( September 3(
2007 2006 2007 2006
Change in net loss and LAE reser $ 92t $ 37.C $ 247.¢ $ 82:
Paid losses and LA 2,416.¢ 2,330." 7,150.¢ 6,952.¢
Total incurred losses and LA $2,509.. $2,367." $7,398.( $7,034."

Claims costs, our most significant expense, repitgs@yments made, and estimated future paymerus toade, to or on behalf of our
policyholders, including expenses needed to adjusettle claims. These costs include an estintatedsts related to assignments, based on
current business, under state-mandated automaisileance programs. Claims costs are defined bysssrity and frequency and are
influenced by inflation and driving patterns, amanper factors. Accordingly, estimated change$@sé factors are taken into account when
we establish premium rates and loss reserves. Regolld differ if different assumptions were made.

We experienced an increase in total auto paid ggwdrabout 2% for the third quarter 2007 and apmately 3.5% for the trailing 12-month
period, compared to the same periods last yearindnease was primarily in our bodily injury andgenal injury protection coverages, while
we have seen a decrease in severity for collision.

Auto accident frequency was relatively flat in betle third quarter 2007 and the trailing 12-morghiqgd ending September 30, 2007, as
compared to the same periods last year. Althougguiency for the trailing 12 months is less thanpttier year periods, the rate of change is
below that experienced in the prior two years. \Wenot predict the degree or direction of frequerttgnge that we will experience in the
future. We continue to analyze trends to disting@isanges in our experience from external factersus those resulting from shifts in the mix
of our business.

The table below presents the actuarial adjustrmiemilemented and the loss reserve development eqped in the following periods:

(millions) Three Months Ende Nine Months Ende
September 3( September 3(
2007 2006 2007 2006
ACTUARIAL ADJUSTMENTS
Favorable/(Unfavorable
Prior accident yeal $ (.9 $ 28:c $ 32¢ $ 123.(
Current accident ye: (4.7 11.€ (6.9 33.2
Calendar year actuarial adjustm $ (49 $ 39.¢ $ 26.€ $ 156.:

PRIOR ACCIDENT YEARS DEVELOPMEN"
Favorable/(Unfavorable

Actuarial adjustmer $ (.9 $ 28.:c $ 32¢ $ 123.(
All other developmen (17.9 41.C (92.9) 118.7

Total developmer $ (18.9 $ 69.: $ (599 $ 2417
(Increase) decrease to calendar year combined (.5) pts. 2.0 pts (.6) pts. 2.3 pts
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Total development consists both of actuarial adjesits and “all other development.” The actuarigistthents represent the net changes made
by our actuarial department to both current andr@accident year reserves based on regularly stdedeviews. “All other development”
represents claims settling for more or less thaarked, emergence of unrecorded claims at rateseatit than reserved and changes in reserve
estimates on specific claims. Although we belichat the development from both the actuarial adjestsiand “all other development”
generally results from the same factors, as digclbslow, we are unable to quantify the portiothefreserve adjustments that might be
applicable to any one or more of those underlyaxjdrs.

As reflected in the table above, we experiencedvorfible total development through the first nirenths of 2007, compared to favorable
development in the same period last year. The 2@d@lopment primarily reflects unfavorable develepirfrom accident years greater than
one year old (i.e., accident year 2005 and prisiiacussed below. The total prior accident ydass reserve development experienced in the
nine month period ended September 30, 2007, whioteased the reported combined ratio by .6 pdiad,no effect on our total Personal
Lines Business, but was unfavorable in our Comrakruito Business (both the specialty truck andtligid local products). The unfavorable
Commercial Auto development in 2007 primarily refed a higher than expected number of large casevwe changes associated with prior
accident years, as well as an increase in the nuarizkseverity of late reported claims in excessusforiginal estimate.

Changes in our estimate of severity, from what wegimally expected when establishing the resereesttat we are observing in the data as it
develops, is the principal cause of prior accidear development. In the first nine months of 2060& experienced unfavorable reserve
development after several years of recognizingriave development. The unfavorable developmen00v¥2vas driven by the settlement of
several pending lawsuits, the emergence of hidter expected losses from prior years and reviewargér bodily injury severity and
uninsured motorist exposures.

In 2006, we saw severity estimates develop morerébly than what was originally expected when nesemwere set. Although we were una

to quantify the contribution of each factor to theerall favorable reserve development, we belibe¢ the favorable changes in these estimates
were related to factors as diverse as improvedcleekifety, more conservative jury awards, bettard control and tenure of our claims
personnel.

Our analysis of the current situation and histdriends leads us to believe that cost increaskdevimore directly related to things such as
medical costs and litigation settlements. We aegngeseverity trend reach historically more norteskls. We continue to focus on our loss
reserve analysis, attempting to enhance accuratyoafiurther our understanding of our loss costdefailed discussion of our loss reserving
practices can be found in oReport on Loss Reserving Practigashich was filed in a Form 8-K on June 28, 2007.

Underwriting Expenses

Our companywide underwriting expense ratio incrdagepoints and 1.0 points for the third quarted &rst nine months of 2007, respectively,
as compared to the same periods last year. Theasemprimarily reflects lower earned premium duetent rate reductions, increases in our
infrastructure costs (salaries, benefits and infdiom technology) and an increase in advertisingeasitures, primarily in our Direct channel.
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C. Personal Lines

Progressive’s Personal Lines Business writes imagréor private passenger automobiles and recrestiehicles, and represented
approximately 87% of both our third quarter andrnteadate 2007 and 2006 net premiums written. Reiy@ssenger auto represented
approximately 90% of our total Personal Lines mehgums written in the third quarter and first nimenths of both 2007 and 2006, with the
special lines products (e.g., motorcycles, watérarad RV’s) making up the balance. Net premiumitem for private passenger auto
decreased 3% for both the third quarter and first months of 2007, while net premiums writtenpedal lines increased 5% for both the
same periods. Policies in force grew 2% in auto&¥dn special lines from September 30, 2006 ta&aper 30, 2007.

Total Personal Lines generated combined ratiogidf 8nd 92.4 for the third quarter and first ninenths of 2007, respectively, compared to
88.0 and 87.4 for the same periods last year,atéilg our recent rate reductions. Since the spéinied products are normally used more in the
warmer weather months, we typically experience éidbss costs during those periods. As such, ®third quarter 2007, the special lines
results had an unfavorable effect on the totaldteisLines combined ratio of about 1 point, but hddsser unfavorable effect in the third
quarter last year. We believe the greater impastydar was partially due to milder weather in $egder 2007 in the northeastern and
midwestern part of the United States. For the filse months of both 2007 and 2006, the speciasliesults had a favorable impact of abo
points on the total Personal Lines combined ratio.

The Agency Business

The Agency business includes business written &yrtbre than 30,000 independent insurance agemaesepresent Progressive, as well as
brokerages in New York and California. New businast® applications for the Agency business increéatightly for both the third quarter and
first nine months of 2007, as compared to the saeneds last year; renewal applications were nedditiflat for both periods. By quarter end,
we saw hew Agency auto application growth in 2%staincluding Texas and Florida, two of our largelume states. On the other hand, some
of our other big states have not yet seen this tirotlwus hindering our overall Agency auto growfritten premium per policy on total

Agency auto business was down about 5% on a quaregrprior-year quarter basis and down 4% ovenjaar on a year-to-date basis, driven
by a decrease of written premium per policy in bativ and renewal auto business.

For the third quarter and first nine months of 200@ rate of conversion (i.e., converting a quota sale) was down on a significant increa:
the number of auto quotes. Within the Agency bussnee are continuing to see a shift from tradél@agent quoting, where the conversion
rate is remaining stable, to quotes generated grthird-party comparative rating systems, wheeedbnversion rate is lower. Agency auto
policies in force decreased 1% as compared to Bdyee30, 2006. Retention increased in each of tiendy auto risk tiers when compared to
year-end 2006 and was up in the standard through phegerred tiers when compared to the end of the tpiarter 2006.

The Direct Business

The Direct business includes business written tiréy Progressive online and over the phone. Rerthird quarter and first nine months of
2007, the Direct business experienced a solid asarén both new and renewal auto applicationsnAgiency auto, Texas and Florida, along
with 36 other states, saw an increase in new agjits by quarter end. For the same periods, thiere decreases in written premium per
policy for both new and renewal business; totakBirauto written premium per policy was down abéton a quarter-over-prior-year quarter
basis and down 6% on a year-over-year basis.

For both the third quarter and the first nine merdh2007, the overall Direct business conversaia increased while the number of total
guotes decreased. Although the rate of conversioreased on both
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Internet-initiated and phone-initiated business,rdite of change was greater for Internet thapliones. Policies in force increased 6% as of
the end of the third quarter 2007, compared testmee period last year. Direct auto has seen aedserin retention in each tier for the third
guarter when compared to year-end 2006 and thefethe third quarter 2006.

D. Commercial Auto

Progressive’s Commercial Auto Business writes printiability and physical damage insurance for astdiles and trucks owned by small
businesses, with the majority of our customersringtthree or fewer vehicles. For both the thiréuger and first nine months of 2007 and
2006, the Commercial Auto Business representedappately 13% of our total net premiums written.el®@ommercial Auto Business, which
is distributed through both the independent agemadd/direct channels, operates in the specialtktand light and local commercial auto
markets. The specialty truck commercial auto mankbtch accounts for slightly more than half of tbéal Commercial Auto premiums and
approximately 40% of the vehicles we insure in thisiness, includes dump trucks, logging trucks, ttoicks, local cartage and other short-
haul commercial vehicles. The remainder is in ifltland local commercial auto market, which inésiwutos, vans and picip-trucks used t
artisans, such as contractors, landscapers andplsirand a variety of other small businesses.

Policies in force for the Commercial Auto Busingsseased 7% as of September 30, 2007, as compmatled same period last year. New
business applications increased modestly for tind tjuarter 2007 and increased to a lesser exttip-date, while renewal applications
increased modestly for both periods, as compardtketsame periods last year. In January 2007, tezexhMassachusetts with our Commel
Auto product, bringing the total number of statesvhich we write Commercial Auto insurance to 4@; @o not currently write Commercial
Auto in Hawaii. Written premium per policy in botlur new and renewal businesses experienced desreagbe third quarter and the first
nine months of 2007; total Commercial Auto writfemium per policy was down about 8% on a quarter-prior-year quarter basis and 5%
year-over-year. Retention measures in each tier hasre@sed since both year-end 2006 and the end dfitkdequarter 2006.

Although Commercial Auto differs from Personal Léneuto in its customer base and products writteth businesses require the same
fundamental skills, including disciplined undenwrg and pricing, as well as excellent claims sexvRince the Commercial Auto policies have
higher limits (up to $1 million) than Personal Linauto, we analyze the large loss trends and riegervmore detail to allow us to react
quickly to changes in this exposure.

E. Other Indemnity

Progressive’s other indemnity businesses, whictesgmted less than 1% of our year-to-date net presiearned as of September 30, 2007,
primarily include writing professional liability surance for community banks and our nffibusinesses. The underwriting profit (loss)hege
businesses may fluctuate widely due to the low jaremvolume, variability in losses, and the run-oéiture of some of these products.
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F. Service Businesses

Our service businesses include providing insuraeta@ed services. Our principal service businegsadsiding policy issuance and claims
adjusting services for the Commercial Auto InsueaRcocedures/Plans (CAIP), which are state-supahptans serving the involuntary
market. These service businesses represent lesd%haf our year-to-date revenues. The significkatrease in service business revenues
reflects the continuing cyclical downturn in thedtuntary commercial auto market.

G. Income Taxes

Income taxes are comprised of net income taxeshpaypad net deferred tax assets and liabilitiedeferred tax asset/liability is a tax
benefit/expense that will be realized in a futue teturn. Progressive@income tax position was a net liability at Sedten30, 2007, compart
to a net asset at both September 30, 2006 and ecedh, 2006. The movement in the income tax balérmen September 30, 2006 and
December 31, 2006, primarily reflects larger urnizesl gains in our investment portfolios, which ie&sed the deferred tax liability.
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IV. RESULTS OF OPERATIONS — INVESTMENTS
A. Portfolio Allocation

The composition of the investment portfolio at ®epber 30 was:

($ in millions) % of
Fair Total Duration
Value Portfolio (Years) Rating?
2007
Fixec-income securities
Fixed maturities $ 9,677.: 65.2% 4.0 AA+
Preferred stock 2,312.¢ 15.€ 1.6 A-

Shor-term investments
Auction rate municipal obligatior — — — —
Auction rate preferred stocl = — — —
Other shorterm investment 374.] 2.5 <1 AA-

Total shor-term investment 374.1 2.5 <1 AA-
Total fixec-income securitie 12,364.: 83.4 34 AA
Common equitie 2,453.! 16.€ na na
Total portfolio23 $14,817.. 100.(% 3.4 AA
2006
Fixec-income securities
Fixed maturities $10,044.: 67.7% 3.7 AA+
Preferred stock 1,535.¢ 10.2 1.6 A-
Shor-term investments
Auction rate municipal obligatior 199.¢ 1.3 <1 AAA -
Auction rate preferred stocl 173.¢ 1.2 <1 A+
Other shorterm investment 684.€ 4.6 <1 A+
Total shor-term investment 1,057.¢ 7.1 <1 AA-
Total fixec-income securitie 12,637.¢ 85.1 3.1 AA
Common equitie 2,215.¢ 14.€ na na
Total portfolio23 $14,853.! 100.(% 3.1 AA

na = not applicabl

1 Credit quality ratings are assigned by nationadlyognized securities rating organizations. To datetthe weighted average credit qua
ratings, we weight individual securities based @arkat value and assign a numeric score to eaclit ca¢idg based on a scale fror-5.

2 Includes net unsettled security acquisitions of@$&3nillion and $88.0 million at September 30, 2@id 2006, respectivel

3 September 30, 2007 and 2006 totals include $illi@rband $2.1 billion, respectively, of securdié the portfolio of a consolidated, non-
insurance subsidiary of the holding compe

Unrealized Gains and Losses

As of September 30, 2007, our portfolio had $1,034illion of net unrealized gains, recorded as pagccumulated other comprehensive
income, compared to $800.6 million at Septembe2806 and $918.2 million at December 31, 2006. mythe third quarter 2007, the total
portfolio’s unrealized gain position increased BB million resulting from an increase of $55.6lion in the fixed-income portfolio, due to a
decrease in interest rates during the quarteragandcrease in the common stock portfolio of $28illion, reflecting movement in the market.
SeeNote 2 — Investmentsr a further break-out of our gross unrealizedhgaind losses.
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Fixed-Income Securities

The fixed-income portfolio, which includes fixed-tagty securities, short-term investments and prefiéstocks, had a duration of 3.4 years at
September 30, 2007, compared to 3.1 years at beterbber 31, 2006, and September 30, 2006. The-firadrity securities and short-term
securities, as reported in the balance sheets, soenprised of the following:

($ in millions) September 30, 20C September 30, 20(
Investmer-grade fixed maturities
Short/intermediate teri $ 9,598.¢ 95.5% $10,867.! 97.%
Long term? 109.: 11 36.7 3
Non-investmer-grade fixed maturitie? 343.( 3.4 198.( 1.8
Total $10,051.: 100.(% $11,102.: 100.%

1 Long term includes securities with expected liigtion dates of 10 years or greater. Asset-backedrisies are reported at their weighted
average maturity based upon their projected castsfl All other securities that do not have a sirpected maturity date are reported at
their average maturity

2 These securities are r-rated or have a quality rating of BB+ or low

Included in the fixed-income portfolio are assetk®d securities, which were comprised of the foltaypat September 30:

(% in millions) % of Asse-Backed Duration
Fair Value Securities (years) Rating
2007
Collateralized mortgage obligatio? $ 7311 27.1% 14 AAA -
Commercial mortga¢-backed obligation 921t 34.¢ 2.8 AA
Commercial mortga¢-backed obligations: intere-only 824.¢ 31.2 1.9 AAA -
Subtotal commercial mortga-backed obligation 1,746. 66.1 2.4 AA+
Other ass«-backed securitie:
Automobile — — — —
Home equity? 79.2 3.C A A+
Other 83.C 3.2 1.2 A
Subtotal other ass-backed securitie 162.: 6.2 T A+
Total asse-backed securitie $ 2,639.¢ 100.(% 2.C AA+
2006
Collateralized mortgage obligatio? $ 493t 23.5% 1.9 AAA
Commercial mortga¢-backed obligation 703.7 33.c 34 AAA -
Commercial mortga¢-backed obligations: intere-only 767.3 36.8 2.2 AAA -
Subtotal commercial mortga-backed obligation 1,471. 69.€ 2.7 AAA -
Other ass«-backed securitie:
Automobile A4 — Nl AAA
Home equity? 43.7 2.1 A4 AAA
Other 105.1 5.C 1.C A+
Subtotal other ass-backed securitie 149.2 7.1 .9 AA-
Total asse-backed securitie $ 2,113.° 100.(% 24 AAA -

1 Includes $54.5 million of A-A, nor-prime bonds (low document/no document or-conforming prime loans) with a net unrealized log
$.3 million and a credit quality of AAA for 2007006 includes $68.9 million of Alt-A with a net ualezed loss of $.3 million and a credit
quality of AAA.

2 Represents sub-prime bonds with a net unreafjiagtdof $3.6 million for 2007 and a net unrealitess of $.3 million for 2006; these bonds
are unrelated to the as-backed derivative position discussed bel
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Common Equities

Common equities, as reported in the balance sheets, comprised of the following:

($ in millions) September 30, 20C September 30, 20C

Common stock $2,438." 99.4% $2,200." 99.5%

Other risk investment 14.4 .6 15.2 7
Total common equitie $2,453.: 100.(% $2,215.¢ 100.(%

Common stocks are managed externally to track thes&l 1000 Index with an anticipated annual tnaglarror of +/- 50 basis points. To
maintain high correlation with the Russell 1000, lvetd 657 out of 1,013, or approximately 65%, @& tommon stocks comprising the inde:
September 30, 2007. Our individual holdings arectell based on their contribution to the corretatidth the index. Our common equity
allocation and management strategy are intendpdotdde diversification for the total portfolio afidcus on changes in value of the equity
portfolio relative to the change in value of thdém on an annual basis. For the first nine monti2067 and 2006, the GAAP basis total return
(not fully taxable equivalent adjusted) was witthie designated tracking error.

Other risk investments include private equity inweants and limited partnership interests in privegaity and mezzanine investment funds,
which have no off-balancgheet exposure or contingent obligations, excep$.@ million of open funding commitments at Sepib@m30, 200’

Trading Securities

Trading securities may be entered into from timén for the purpose of near-term profit generatd/e have not entered into any trading
securities during the last two years.

Derivative | nstruments

From time to time, we invest in derivative instrumtse At September 30, 2007, we held interest natgps on 5-year and 10-year Treasury
Notes, with a combined notional value of $1 billiém extend the investment portfc's overall duration. For the third quarter andtfimgne
months of 2007, the interest rate swap positiomegded holding period realized gains of $19.9iamland $18.7 million, respectively. Total
net realized gains, including net interest expewsee $19.7 million and $18.5 million for the thigdarter and year-to-date 2007. We had no
interest rate swaps during 2006.

During the third quarter 2007, we bought creditadéifprotection using a credit default swap deiisabn a corporate non-investment-grade
index, with a notional amount of $75 million. Dugithe third quarter 2007, we also closed $135 omilbf notional credit default exposure on a
corporate non-investment-grade index and $40 miltiotional exposure on a corporate investment-girediex. For the third quarter and first
nine months of 2007, the open and closed derivatgitions generated net realized gains of $2.Bami($.6 million on the open positions and
$1.7 million on the closed positions) and $8.8 imill($.6 million — open and $8.2 million — closed®spectively. We had no corporate
investment- or non-investment-grade index deriigluring 2006.

Additionally, during the second and third quartef2007, we sold credit default protection usingdir default swap derivatives on an
investment-grade asset-backed index with a credility of BBB-, comprised of approximately 20 hoeguity bonds in the sub-prime sector,
with a notional amount of $140 million. We matctiedse notional amounts with Treasury Notes withsdmae maturity and principal value to
cover our off-balance-sheet exposure. We receipfent cash payments of $43.3 million on these opeap positions, effectively reducing
our maximum exposure of loss to $96.7 million. Dgr2006, we sold credit protection in the form wfdit default swaps on three separate
corporate issuers with a notional amount of $100anj also matched with equivalent Treasury Nothesse derivatives positions were closed
by year-end 2006.
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Following is a summary of our net realized gainsgks) on the credit default protection we soldgusredit default swaps and matched with
Treasury Notes for the periods ended September 30:

(millions) Three Months Nine Months
2007 2006 2007 2006
Credit default swa $(23.9) $1.5 $(22.5) $10.C
Treasury Note 3.3 5 3.4 —
Combined gain (loss $(20.6€) $2.C $(19.0) $10.C

For all of the derivative positions discussed ahogalized holding period gains and losses aredetith any upfront cash that may be
exchanged under the contract to determine if th@aosition should be classified either as an assatliability. To be reported as a component
of the available-for-sale portfolio, the realizeairgon the derivative position at period end wduwdgle to exceed any upfront cash received (net
derivative asset). On the other hand, a net dérevéiability would reflect realized losses plugtamount of upfront cash received (or netted if
upfront cash was paid) and would be reported asrgonent of other liabilities. These net derivatesets/liabilities are not separately
disclosed on the balance sheet due to the immbgéféat on our financial condition, cash flows amedults of operations.

In addition, during the second quarter 2007, werent into a forecasted debt issuance hedge agapustsible rise in interest rates in
anticipation of issuing our $1 billion of 6.70% Etkto-Floating Rate Junior Subordinated Debentdues2067 (the “Debentures”). The hedge
was designated as and qualified for hedge accautréatment as a cash flow hedge under currenuatiog guidance. Upon issuance of the
Debentures, the hedge was closed, and we recogaigestax gain of $34.4 million, which is recordedpart of accumulated other
comprehensive income. The $34.4 million gain ieedefd and is being recognized as an adjustmenteceist expense over the 10-year fixed
interest rate term of the Debentures.

B. Investment Results

Recurring investment income (interest and dividebd$ore investment and interest expense) incre8®efbr the third quarter of 2007,
primarily related to higher average assets dubdddsuance of the $1 billion Debentures late énsticond quarter 2007, which securities were
held until the payment of the special dividend iil+8eptember. For the first nine months of 2008&,ititrease was 6%, primarily the result of
higher yields, with the remainder the result of mstty higher average assets.

We report total return to reflect more accuratély tnanagement philosophy governing the portfolid @ur evaluation of investment results.
The fully taxable equivalent (FTE) total returnlumbes recurring investment income, net realizedgébsses) on securities and changes in
unrealized gains (losses) on securities. We gezethe following investment results for the periedsled September 30:

Three Months Nine Months
2007 2006 2007 2006

Pretax recurring investment book yi¢ 4.% 4.8% 4.8% 4.6%
Weighted average FTE book yie 5.7% 5.5% 5.6% 5.2%
FTE total return

Fixec-income securitie 2.3% 3.4% 4.5% 4.5%

Common stock 2.1% 5.1% 9.8% 8.7%

Total portfolio 2.3% 3.6% 5.2% 5.1%
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Realized Gains and L osses

The components of net realized gains (losseshfoperiods ended September 30 were:

(millions) Three Months Nine Months
2007 2006 2007 2006
Gross realized gain
Fixed maturities $ 67.€ $13.¢ $ 91.7 $19.2
Preferred stock — 3 34 3
Common equitie: 13.¢ 1.7 32.1 21.C
Shor-term investments
Auction rate municipal obligatior — — A A
Auction rate preferred stocl — — — —
Other shol-term investment — — — —
Derivativest! 22.C 2.C 27.2 10.C
103.t 17.¢ 154.¢ 50.€
Gross realized losse
Fixed maturities 6.2 11.4 21.C 57.¢
Preferred stock 9.9 4.1 23.1 7.3
Common equitie 8.3 — 16.2 94
Shor-term investments
Auction rate municipal obligatior — — — a
Auction rate preferred stocl — — — A
Other shorterm investment — — — —
Derivativest 20.€ — 19.1 —
45.C 15.t 79.4 74.€
Net realized gains (losses) on securit
Fixed maturities 61.4 2.5 70.7 (38.7)
Preferred stock (9.¢ (3.9 (19.7) (7.0
Common equitie: 5.6 1.7 15.¢ 11.€
Shor-term investments
Auction rate municipal obligatior — — . —
Auction rate preferred stocl — — — (.1)
Other shorterm investment — — — —
Derivativest! 1.4 2.C 8.2 10.C
$ 58.F $24 $ 752 $(24.2)
Per share (diluted basi $ .05 $ — $ .07 $ (.02

1 Includes the effect of the Treasury Notes that weaéched with the swaps, where applica

Gross realized gains and losses were the resalistbmary investment sales transactions in oudfirReome portfolio, affected by movements
in credit spreads and interest rates, as wellasebalancing of our equity-indexed portfolio. bidéion, for the three months ended
September 30, 2007, gains and losses also reflectaies of securities to fund the $1.4 billior@otdinary dividend payment.

Gross realized losses include write-downs for géeardetermined to be other-than-temporarily imgehiin our fixed-income and/or equity
portfolios. As of September 30, 2007, gross redlipsses also included $3.0 million of losses esldb certain hybrid securities reported at
value.

OTHER-THAN-TEMPORARY IMPAIRMENT (OTI)

Realized losses may include write-downs of se@gitietermined to have had an other-than-tempoeaijneé in market value. We routinely
monitor our portfolio for pricing changes that mighdicate potential impairments, and perform dethieviews of securities with unrealized
losses based on predetermined criteria. In sudscabanges in fair value are evaluated to deterthie extent to which such changes are
attributable to (i) fundamental factors specifithe issuer, such as financial conditions, busipesspects or other factors, or (ii) markelatec
factors, such as interest rates or equity marketross.
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Fixed-income and equity securities with declingsglaittable to issuer-specific fundamentals areeeed to identify all available evidence,
circumstances and influences to estimate the pgatdat, and timing of, recovery of the investmenithpairment. An other-than-temporary
impairment loss is deemed to have occurred whepdhential for, and timing of, recovery does ndis$g the criteria set forth in the current
accounting guidance.

For fixed-income investments with unrealized losdes to market or industry-related declines wheeehave the intent and ability to hold the
investment for the period of time necessary toveca significant portion of the investment’s inmpaent and collect the interest obligation,
declines are not deemed to qualify as other thapoeary. Our policy for common stocks with markefated declines is to recognize
impairment losses on individual securities withskes that are not reasonably expected to be reabuarer historical market conditions when
the security has been in such a loss positiorhiet consecutive quarters.

When a security in our investment portfolio hasuarealized loss in fair value that is deemed tother than temporary, we reduce the book
value of such security to its current market vateepgnizing the decline as a realized loss iritbeme statement. All other unrealized gain
losses are reflected in shareholders’ equity. Ttieevdown activity for the periods ended Septenewas as follows:

(millions) Three Months Nine Months
Write- Write-downs Write- Write-downs
downs On downs On
Total On Securities Total On Securities
Write- Securities Held at Write- Securities Held at
downs Sold Period Enc downs Sold Period Enc
2007
Fixed incomet $8.5 $— $8.5 $19.2 $— $19.2
Common equitie 1.3 — 1.3 1.7 A 1.3
Total portfolio $9.8 $— $9.8 $21.C $ 4 $20.€
2006
Fixed income $ 4 $— $ 4 $ 15 $.3 $1.2
Common equitie — — — 2.4 2.C A4
Total portfolio $ .4 $— $ .4 $ 3.8 $2.3 $ 1.6

1 Includes $1.7 million related to a «-prime mortgage debt security determined to be -thar-temporarily impaired

The following table stratifies the gross unrealitesses in our portfolio at September 30, 2007dloation in a loss position and magnitude of
the loss as a percentage of the cost of the sgciilie individual amounts represent the additi@n@l loss we would have recognized in the
income statement if our policy for market-relatetithes was different than that stated above.

(millions) Total Gros
Fair Unrealizec Decline of Investment Valu
Total Portfolio Value Losses >15% >25% >35% >45%

Unrealized loss for 1 quart $1,653." $ 28.¢ $ 5 $ 2 $ — $ —
Unrealized loss for 2 quarte 846.4 26.C A4 3 — —
Unrealized loss for 3 quarte 477.1 23.C A — — —
Unrealized loss for 1 year or loncg 3,117.% 48.2 A — — —

Total $6,094.! $ 125.¢ $ 14 $ 45 $ = $ —

We determined that none of the securities repreddny the table above met the criteria for othanttemporary impairment write-downs.

Since total unrealized losses are already a coormpafi@ur shareholders’ equity, any recognitioradélitional OTI losses would have no effect
on our comprehensive income or book value.
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C. Repurchase Transactions

During the quarter, we entered into repurchase citmment transactions, whereby we loaned U.S. Trgesecurities to accredited brokerage
firms in exchange for cash equal to the fair valfithe securities. These internally managed traiwsacare typically overnight arrangements.
The cash proceeds were invested in AA or highemioal institution obligations with yields that eeatled our interest obligation on the
borrowed cash. We are able to borrow the cashnatdtes since the securities loaned are in eithert supply or high demand. Our interest
exposure does not increase or decrease since ttwnity and investing periods match. During theenimonths ended September 30, 2007, our
largest single outstanding balance of repurchaserdtments was $2.4 billion open for 4 days, withearerage daily balance of $.7 billion for
the period. We had no open repurchase commitméfspmember 30, 2007 or 2006. We earned incomé.8frillion and $1.1 million on
repurchase commitments during the three monthsde8dptember 30, 2007 and 2006, respectively, amg@&3.0 million and $3.6 million

for the nine months ended September 30, 2007 ad@, 28spectively.

Safe Harbor Statement Under the Private Securitiggation Reform Act of 1995: Statements in tkeipart that are not historical fact
are forward-looking statements that are subjeatédain risks and uncertainties that could caustiatevents and results to differ materially
from those discussed herein. These risks and wainges include, without limitation, uncertaintieslated to estimates, assumptions i
projections generally; inflation and changes in romic conditions (including changes in interesesand financial markets); the accure
and adequacy of our pricing and loss reserving méthfogies; the competitiveness of our pricing ame eéffectiveness of our initiatives to
retain more customers; initiatives by competitonsl dhe effectiveness of our response; our abititglitain regulatory approval for requested
rate changes and the timing thereof; the effectigsrof our brand strategy and advertising campaigfetive to those of competitors;
legislative and regulatory developments; disputdating to intellectual property rights; the outcerof litigation pending or that may be filed
against us; weather conditions (including the séyeand frequency of storms, hurricanes, snowfélts] and winter conditions); changes in
driving patterns and loss trends; acts of war aeddrist activities; our ability to maintain the urterrupted operation of our facilities, systems
(including information technology systems) and bess functions; court decisions and trends inditign and health care and auto repair
costs; and other matters described from time te timour releases and publications, and in our péit reports and other documents filed v
the United States Securities and Exchange Commidsi@ddition, investors should be aware that galtg accepted accounting principles
prescribe when a company may reserve for partictikks, including litigation exposures. Accordinglgsults for a given reporting peric
could be significantly affected if and when a regeis established for one or more contingenciepoRed results, therefore, may appear to be
volatile in certain accounting periods.
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Item 3. Quantitative and Qualitative Disclosures Alout Market Risk .

The duration of the financial instruments subjediterest rate risk was 3.4 years at Septembe2@®; and 3.1 years at December 31, 2006.
The weighted average beta of the equity portfolis 1.0 at both September 30, 2007 and Decemb@0886, meaning that our equity portfo
generally moved in tandem with the overall stockkat Although components of the portfolio haverdped, no material changes have
occurred in the total market risk since reporteduin Annual Report on Form 10-K for the year enBedember 31, 2006.

We use Value-at-Risk (VaR) to estimate the investrpertfolio’s exposure to short-term volatilityp@to support long-term capital planning.
The VaR quantifies the potential reductions in nearkalue of our portfolio for the subsequent 6@litng days (three-month interval) at the 99th
percentile loss. During the second quarter 2007¢hemged from reporting the 95th percentile logheo99th percentile loss to align with the
current trends in risk management; prior periodsewestated. The 99th percentile is analogousltinal 00-year event. The VaR of the total
investment portfolio is less than the sum of the t@mponents (fixed income and common equity) duéé benefit of diversification.

September 3 June 3( March 31 December 3: September 3

($ in millions) 2007 2007 2007 200¢€ 200¢
66-Day VaR
Fixec-income portfolic $(324.5) $(279.%) $(210.5) $(234.7) $(225.7)

% of portfolio (2.€)% (2.00% (1.79% (1.9% (1.89%

% of shareholde’ equity (6.1)% (5.0)% (3.0% (3.9% (3.9%
Common equity portfolic $(440.9 $(319.J) $(316.5) $(196.5) $(230.€)

% of portfolio (18.0% (12.6% (13.29% (8.9% (10.9%

% of shareholde’ equity (8.9% 5.89% (4.6)% (2.9% (3.9%
Total portfolio $(470.0) $(465.5) $(337.7) $(300.9) $(349.¢)

% of portfolio (3.2% (2.99% (2.2% (2.0% (2.4%

% of shareholde’ equity (8.9% (8.5)% (4.9% (4.9% (5.2%

Item 4. Controls and Procedures

Progressive, under the direction of the Chief ExgeuOfficer and the Chief Financial Officer, hastablished disclosure controls and
procedures that are designed to ensure that infammeequired to be disclosed by us in the repibvds we file or submit under the Securities
Exchange Act of 1934 is recorded, processed, suimetband reported within the time periods specifiethe Securities and Exchange
Commission’s rules and forms. The disclosure cd@ad procedures are also intended to ensurstlehtinformation is accumulated and
communicated to our management, including the GExefcutive Officer and the Chief Financial Officas appropriate, to allow timely
decisions regarding required disclosures.

The Chief Executive Officer and the Chief Financ€ficer reviewed and evaluated Progressive’s daale controls and procedures as of the
end of the period covered by this report. Basethahreview and evaluation, the Chief Executivei€@if and the Chief Financial Officer
concluded that Progressigadisclosure controls and procedures are effegtseiving the stated purposes as of the end giehied covered b
this report.

During the third quarter 2007, management impleeeighanges in Progressive’s internal control owemftial reporting that have materially
affected, or are reasonably likely to materiallieaf, our internal control over financial reportildanagement implemented controls in
response to a material weakness which existedriinternal control over financial reporting wheredffective controls were not maintained to
ensure that dividends were accurately accrued®déklaration date in accordance with GAAP. We dwnted the appropriate accounting
treatment for declared dividends and incorporateth iccounting treatment in the procedures appiligdeparation of all of our publicly
released financial statements. This issue wasifashin July 2007 and promptly remediated priothe filing of, and was discussed in more
detail in, our Quarterly Report on Form 10-Q foe tjuarterly period ended June 30, 2007.
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PART Il — OTHER INFORMATION

Item 1A. Risk Factors.

There have been no material changes in the rigkrathat were discussed in our Annual Report amFt0-K for the year ended

December 31, 2006.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds.

(c) Share Repurchases

ISSUER PURCHASES OF EQUITY SECURITIE

Total Number o

Total Number of Share

Maximum Number of Shares Th

2007 Shares Average Price Pai Purchased as Part of Public May Yet Be Purchased Under t
Calendar Montt Purchase per Share Announced Plans or Prograi Plans or Program

July1 4,012,17! NM 60,000,000 —

July 2 5,496,82! NM 5,496,82! 94,503,17

July - Total3 9,509,00! $22.37 NM NM

August3 9,523,63. 22.0¢ 15,020,45 84,979,54
Septembe 7,116,80! 19.5¢ 22,137,25 77,862,74

Total 26,149,43 $21.4¢

NM = Not Meaningful
1 Pursuant to the April 2006 authorization (discudseldw)
2 Pursuant to the June 2007 authorization (discuisskxiv)

3 Reflects repurchases prior to the August 31, 268rd date of the $2.00 per Common Share extraargicash dividend paid

September 2007. As a result, the average pricepaaidhare is higher than for September share ckpses
Progressive’s financial policies state that we vappurchase shares to neutralize dilution fromtgepased compensation in the year of issui

and to return underleveraged capital to investors.

In April 2006, the Board of Directors authorize@ ttepurchase of up to 60 million Common SharesuRdyases under this authorization were

completed in July 2007.

In June 2007, the Board approved a new authorizétioepurchase up to 100 million Common Sharebgtased in addition to, and after
completion of, the remaining repurchases availabler the April 2006 authorization. This new Boatdhorization will expire on June 30,

2009. Shares repurchased under this authorizatignba accomplished through open market purchasetherwise, and may include trading
plans entered into with one or more brokerage fimeccordance with Rule 10b5-1 under the Secsriiechange Act of 1934. In June 2007,
we entered into a 10b5-1 trading plan to permitiasrcertain circumstances specified in the plamrépurchase of our Common Shares during
periods that are otherwise restricted under oerinat policies; this plan expired in August 200Y August 2007, we entered into a new 10b5-1

trading plan, which is scheduled to expire in Delben2007, unless sooner terminated by us.
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Iltem 5. Other Information.

President and CEO Glenn M. Renwick’s letter to shalders with respect to our third quarter 2001ltess included as Exhibit 99 to this
Quarterly Report on Form 10-Q. The letter is alestpd on Progressive’s Web site at progressiveammualreport.

Iltem 6. Exhibits.

See exhibit index on page 32.
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SIGNATURES

Pursuant to the requirements of the Securities &xga Act of 1934, the registrant has duly causisdéport to be signed on its behalf by the
undersigned thereunto duly authorized.

THE PROGRESSIVE CORPORATIO
(Registrant)

Date: November 1, 200 BY: /s/ Brian C. Domeck
Brian C. Domeck
Vice President and Chief Financial Offic

31




Table of Contents

EXHIBIT INDEX

Exhibit Form
No. Under 10-Q
Reg. &K, Exhibit If Incorporated by Reference, Documents v
Item 601 Number Description of Exhibi Which Exhibit was Previously Filed with SE
(20)(iii) 10.1 First Amendment to The Progressive Corporation Filed herewith
Executive Separation Allowance Plan (2006 Amendment
and Restatemen
(12) 12 Computation of Ratio of Earnings to Fixed Char Filed herewitr
(32) 31.1 Rule 13i-14(a)/15+-14(a) Certification of the Princip. Filed herewitr
Executive Officer, Glenn M. Renwic
(32) 31.2 Rule 13i-14(a)/15+-14(a) Certification of the Princip. Filed herewitr
Financial Officer, Brian C. Domec
(32) 32.1 Section 1350 Certification of the Principal Exegal Filed herewitr
Officer, Glenn M. Renwicl
(32) 32.2 Section 1350 Certification of the Principal Finaal Filed herewitr
Officer, Brian C. Domecl
(99) 99 Letter to Shareholders from Glenn M. Renwick, Rtest Filed herewitr

and Chief Executive Office

32






Exhibit 10.1

First Amendment to
The Progressive Corporation
Executive Separation Allowance Plan
(2006 Amendment and Restatement)

WHEREAS The Progressive Corporation Executive Separatidomiince Plan (“Plan”) is currently maintained punsuto the 2006
Amendment and Restatement; and

WHEREAS, it is deemed desirable teeadthe Plan further;
NOW, THEREFORE, effective August 002, the Plan is hereby amended as set forth below:

1. Section 2.1 of the Plan is hereby amended by del¢ie phras“ninety (90) day” and inserting in lieu thereof the phréforty-five
(45) day”.

2. Section 2.2 of the Plan is hereby amendediligting the phrase “ninety (90) days” and inserin lieu thereof the phrase “forty-five
(45) day”.

3. Section 14 of the Separation Agreement and GeRslalase attached to the Plan as Exhibit A is heaelignded by deleting the phr
“NINETY (90) DAYS” and inserting in lieu thereof the phré FORTY-FIVE (45) DAYS".

4. The following is hereby added as new Section 2 thefPlan

“2.4 Notwithstanding anything in this Plan to thentrary, an Eligible Employee shall not be entitledeceive a separation
allowance, and any Separation Agreement and GeRetahse that such Eligible Employee previously imaye executed shall be
considered null and void, if, at any time priopyment of a separation allowance to such Eligiteoloyee, the Company
determines that the Eligible Employee has at ang fprior to such payment committed a violation afgPessive’s Code of
Business Conduct and Ethics that would have ledressive to terminate the Eligible Employee’s empient in accordance with
Progressive’s then current disciplinary practicé wespect to the type of violation in questiord e Eligible Employee still been
actively employed.”

5.  Except as expressly set forth in this Ameedinthe terms and provisions of the Plan shalkaiarantirely unchanged and continue in
full force and effect

IN WITNESS WHEREOF, the Company hageshinto caused this Amendment to be executed blylysauthorized representative as
of the 20th day of August, 2007.

The Progressive Corporation

By: /s/ Charles E. Jarret

Title: Vice President






Exhibit 12

THE PROGRESSIVE CORPORATION
COMPUTATION OF RATIO OF EARNINGS TO FIXED CHARGES

(millions)
(unaudited)
Nine Months Ende
September 3(
2007 2006
Income before income tax $1,362.: $1,842.!
Fixed Charges
Interest and amortization on indebtedn 75.5 60.5
Portion of rents representative of the interestioie 18.4 17.2
Total fixed charge 93.¢ 77.7
Interest capitalized, net of amortized intel (1.0 (1.6
Total income available for fixed charg $1,455.: $1,918.¢

Ratio of earnings to fixed charg 15.t 24.7






Exhibit 31.1

CERTIFICATION

I, Glenn M. Renwick, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of The Progressive Corporatic

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omététe a material fact necessar
make the statements made, in light of the circunt&s under which such statements were made, nigtadisg with respect to the period
covered by this repor

Based on my knowledge, the financial statement$,oéimer financial information included in this repdairly present in all materi:
respects the financial condition, results of operstand cash flows of the registrant as of, amgdtfe periods presented in this rep

The registrant’s other certifying officer anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15@))%(d internal control over financial reportirag @efined in Exchange Act Rules
13&15(f) and 15-15(f)) for the registrant and hay

(a) Designed such disclosure controls and proceduresused such disclosure controls and procedutes tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhgubsidiaries, is made known to us
by others within those entities, particularly dgyithe period in which this report is being prepa

(b) Designed such internal control over finahcgporting, or caused such internal control dwemncial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atite preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regidtsedisclosure controls and procedures and preddntthis report our conclusions about
the effectiveness of the disclosure controls andguiures, as of the end of the period coveredibyeport based on such
evaluation; ant

(d) Disclosed in this report any change inrgistrant’s internal control over financial repogtthat occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodiikbal quarter in the case of an annual repo#) tias materially affected, or is
reasonably likely to materially affect, the regast’ s internal control over financial reporting; e

The registrar's other certifying officer and | have disclosedsdrhon our most recent evaluation of internal @mver financia
reporting, to the registrant’s auditors and theittemmmittee of the registrant’s board of directfwspersons performing the equivalent
functions):

(&) All significant deficiencies and materiat@knesses in the design or operation of internmatabover financial reporting which are
reasonably likely to adversely affect the regid’s ability to record, process, summarize and refpmhcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significémin the registra’s
internal control over financial reportin

Date: November 1, 2007 /s/ Glenn M. Renwick

Glenn M. Renwick
President and Chief Executive Offic






Exhibit 31.2

CERTIFICATION

[, Brian C. Domeck, certify that:

1.
2.

| have reviewed this quarterly report on Forn-Q of The Progressive Corporatic

Based on my knowledge, this report does not comtaynuntrue statement of a material fact or omgt&ie a material fact necessar
make the statements made, in light of the circunt&ts under which such statements were made, nk#adisg with respect to the period
covered by this repor

Based on my knowledge, the financial statements$ aéimer financial information included in this repdairly present in all materi
respects the financial condition, results of operat and cash flows of the registrant as of, andtfe periods presented in this rep

The registrant’s other certifying officer anare responsible for establishing and maintaimiisglosure controls and procedures (as
defined in Exchange Act Rules 13a-15(e) and 15&))}%(nd internal control over financial reportirg @defined in Exchange Act Rules
13e-15(f) and 15-15(f)) for the registrant and hav

(@) Designed such disclosure controls and proceduregused such disclosure controls and proceduties tiesigned under o
supervision, to ensure that material informatidatieg to the registrant, including its consolidhtibsidiaries, is made known to us
by others within those entities, particularly dgrite period in which this report is being prepa

(b) Designed such internal control over finahcgporting, or caused such internal control direncial reporting to be designed under
our supervision, to provide reasonable assurargadang the reliability of financial reporting atfie preparation of financial
statements for external purposes in accordancegeitierally accepted accounting princip

(c) Evaluated the effectiveness of the regigtsadisclosure controls and procedures and predantthis report our conclusions about
the effectiveness of the disclosure controls andgulures, as of the end of the period coveredibyéport based on such
evaluation; ant

(d) Disclosed in this report any change inrégistrant’s internal control over financial repogt that occurred during the registrant’s
most recent fiscal quarter (the registrant’s fodikbal quarter in the case of an annual repost) tfas materially affected, or is
reasonably likely to materially affect, the redgist’ s internal control over financial reporting; &

The registrar's other certifying officer and | have disclosedsdmon our most recent evaluation of internal @miver financia
reporting, to the registrant’s auditors and theitacmmmittee of the registrant’s board of direct@spersons performing the equivalent
functions):

(@ All significant deficiencies and materiadaknesses in the design or operation of internatabover financial reporting which are
reasonably likely to adversely affect the regig’s ability to record, process, summarize and refpmahcial information; ant

(b) Any fraud, whether or not material, that involveamagement or other employees who have a significdain the registra’s
internal control over financial reportin

Date: November 1, 2007 /s/ Brian C. Domeck

Brian C. Domeck
Vice President and Chief Financial Offic






Exhibit 32.1

SECTION 1350 CERTIFICATION

I, Glenn M. Renwick, President and Clid&ecutive Officer of The Progressive Corporatidre(tCompany”), certify, pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, 18.0. Section 1350, that:

(1) the Quarterly Report on Form 10-Q of the Conypfan the period ended September 30, 2007 (the 6REp which this certification
accompanies, fully complies with the requiremeriitsextion 13(a) or 15(d) of the Securities Exchaageof 1934 (15 U.S.C. 78m or 780
(d)); and

(2) information contained in the Report fairly peass, in all material respects, the financial ctiodiand results of operations of the
Company.

/s/ Glenn M. Renwicl

Glenn M. Renwick

President and Chief Executive Officer
November 1, 200







Exhibit 32.2

SECTION 1350 CERTIFICATION

I, Brian C. Domeck, Vice President andeE€Rkinancial Officer of The Progressive Corporat{the “Company”), certify, pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002, 18.0. Section 1350, that:

(1) the Quarterly Report on Form 10-Q of the Conypfan the period ended September 30, 2007 (the 6REp which this certification
accompanies, fully complies with the requiremeriitsextion 13(a) or 15(d) of the Securities Exchaageof 1934 (15 U.S.C. 78m or 780
(d)); and

(2) information contained in the Report fairly peass, in all material respects, the financial ctiodiand results of operations of the
Company.

/s/ Brian C. Domec

Brian C. Domeck

Vice President and Chief Financial Officer
November 1, 200







Exhibit 99

The Progressive Corporation and Subsidiaries
Letter to Shareholders
Third Quarter 2007

The general trends we’ve seen all year persistedigin the third quarter — notable growth challerigesgency auto; midingle digit growth it
policies in force for Direct auto, Special Linesladommercial Auto; loss ratios consistent with r@tgons; and smaller prior-period loss
reserve adjustments.

Overall numbers for the quarter reflect year-oveasypolicy growth of0.5% for Agency auto, 6% for Direct auto, 8% foreSal Lines and 7¢
for Commercial Auto.

For the quarter, we saw an increase in new apicgrowth in our Personal Lines Business, prinyadiliven by Direct auto which increased
7%. The growth was reasonably distributed througtiveiU.S. and, by the quarteend, Agency auto showed gains in 29 states ameatCautc
in 38. The quarter showed a welcome return to gnavfthew applications in Texas and Florida for bAgency and Direct auto. We still have
other large states that have not yet turned theecan growth and remain a significant factor ie@H reported growth. Our Commercial Auto
Business also had 6% new application growth forthivel quarter.

Despite the encouraging new application growthri&féopresented significant challenges during thergu as the industry struggled to
anticipate the legislative response to the surfseecsonal Injury Protection (PIP) scheduled fotdber 1st. The legislature reinstated PIP in
special session on Octobei"5as a result, we expect little change in the diaxeerage premium per vehicle in our largest vaiustate.

Policy retention and extending policy life expeciamemains one of our most important initiativeeeTgains we are seeing in those initiatives,
while small, should have a positive effect on lifet earned premium and the allowable acquisiticst far new policies. Direct auto and
Commercial Auto retention gains are now reflectedigher policy life expectancy estimates in alsiness tiers versus the same time a year
ago. Agency auto is also seeing extensions in yptifee for their standard through ultra-preferrésts of business. These results are
directionally consistent with what we have reporadlier this year with the added note of year-guear gains in Direct auto.

The combined ratio for personal auto has been teabér stable for each of the three quarters th&s-yéhetween 92.5 and 93. The fluctuations
in combined ratio of our total Personal Lines dgrihe year are due, in part, to our seasonal Sdoies products, especially motorcycle. The
favorable weather in the Northeast and Midwestgdrasided an extended riding season this year artdneyele losses, while still meeting
targets, have exceeded prior years’ losses, edlyani&eptember.

Consistent with our rate actions, we are curresglying reductions in earned premium per vehicle pear-over-year basis of 5% in both
Agency and Direct auto, 4% in Special Lines andid®@ommercial Auto. Of note, however, is that venitipremium on new applications in
September was slightly up in personal auto overgllecting that most of the rate decreases we teken are behind us.

Reserving is always critical, but never more smtivien margins start to approach targets and wia begee early signs of increasing bodily
injury trend. Our actuarial adjustment for the




quarter was a $4.9 million increase, which is nigtdbllowing a sustained period of reserve redurtid_-oss development from all sources,
including paid claims, totaled $18.6 million, adgliabout 0.5 points to the calendar year combintd far the quarter. Our early observatior
bodily injury trend is that it is increasing fastean our limits profile would fully explain and well be vigilant to price and reserve for any
confirmed estimates. Severity inflation on largsskes is the most observable trend of note.

As part of the recapitalization plan announceduime] we paid the $2 per share extraordinary divddershareholders of record as of the close
of business on August 31 We also continued with our repurchase activitiepurchasing 26.2 million shares during the quabeth in the
open trading window and under our previously aniedrilOb5-1 plan. On a year-to-date basis, we hguerchased close to $1.2 billion of our
stock and returned about $1.4 billion to sharehslde the extraordinary dividend in September.

In early September, we announced a significantrorgéional change that will bring our Agency anddat auto and Special Lines groups
together under one Personal Lines organizationwiWeontinue to price products based on how theydistributed to reflect the distinct
channel cost; however, this structure will reddeinternal cost of redundancy that had developeatéas such as product design, product
management and policy servicing. This is largelyrg@rnally focused organizational change that ekelve will further reduce our costs and
create greater resource focus, improving our ghiitexecute faster on our most significant chale=n While appropriate differences exist and
will be maintained between our Agency and Direcruatels, there are many more similarities for wigjobater scale and focus opportunities
available and this change will allow us to capilimore fully on them.

Earlier this year, we repositioned the Progressame in the marketing of all our products. Ageragehresponded positively to the change.
recent survey, 66% of our independent agents sagntive that more prominently leverages the Proiyessand has improved their percep
of Progressive. We continue to make building oanbrstrength and awareness a top priority.

As we begin the fourth quarter, it feels like thie@ reductions we initiated in mid-2006 have bkggely executed. This period of reducing
margins where we believed we could achieve growthiieen challenging and our actions have not alaelyieved the growth results we
would have desired.

As we look forward, it seems clear that the futisrehaping up quite differently than the past 15:iths. Our future rate actions are much more
likely to be determined by changes in market céonst and trends. In a world of thinner marginscipg and reserve accuracy are all the more
important. And, expense management becomes evemaghan imperative to maintain a strong competifivieing position. These are all areas
we believe play to our strengths. We already haversl meaningful initiatives underway to improwe expense and productivity levels.
These initiatives, along with our continued strafgjms quality and growing experience with our derge claims service, position us well for
the future.

Glenn M. Renwick
President and Chief Executive Officer



