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December 31, 2006 2005 2004

Liberty Mutual Revenues $ 23,520 $ 21,161 $ 19,641
Group Pre-tax operating income 1,640 399 766

teN income 1,626 1,027 1,245
hsaC ?ow from operations 3,895 3,464 3,237
latoT assets 85,498 78,824 72,457

GAAP combined ratio 99.3% 105.7% 102.9%

Personal Markets Revenues $  6,695 $  6,083 $  5,931
Pre-tax operating income 782 636 613

hsaC ?ow from operations, pre-tax 1,551 869 990
latoT assets 16,653 15,271 13,810

GAAP combined ratio 92.1% 94.7% 95.5%

Commercial Markets Revenues $  4,771 $  4,437 $  4,408
Pre-tax operating income 301 191 308

hsaC ?ow from operations, pre-tax 1,127 790 960
latoT assets 23,646 22,354 21,428

GAAP combined ratio 105.4% 108.7% 105.3%

Agency Markets Revenues $  6,246 $  5,830 $  5,185
Pre-tax operating income 632 564 417

hsaC ?ow from operations, pre-tax 1,591 1,445 1,189
latoT assets 15,893 14,471 13,281

GAAP combined ratio 97.8% 98.3% 100.6%

International Revenues $  4,900 $  3,908 $  3,620
Pre-tax operating income 467 (244 273

hsaC ?ow from operations, pre-tax 848 967 768
latoT assets 17,687 14,515 12,680

GAAP combined ratio 97.2% 117.0% 97.9%

Other Revenues $  908 $  903 $  497
Pre-tax operating income (542 (748 (845

hsaC ?ow from operations (1,222 (607 (670

Financial Highlights
[DOLLARS IN MILLIONS]

Pre-tax operating income is de?ned as net income in accordance with Generally Accepted Accounting Principles (GAAP) excluding net realized gains (losses),
results from private equity investments, federal and foreign income taxes, extraordinary items, discontinued operations and cumulative effect of changes in
accounting principles. Investment income is allocated to the major businesses on a total return basis and differs from the methodology utilized in the Company’s
recent debt offering memorandum and its ?nancial reporting on the Company’s website. Pre-tax operating income is the basis used by management for
measuring operating performance internally. However, analysis of the Company’s results should be used only in conjunction with data presented in accordance
with GAAP.

Other includes discontinued operations (including asbestos and environmental), interest expense, internal reinsurance programs, net investment income after
allocations to business units, certain expenses not allocated to the business units, net realized gains and losses from domestic operations and other revenues
from corporate subsidiaries.

Personal Markets reported above includes Individual Life, which differs from the ?nancial reporting on the Company’s website where Individual Life is included in
Corporate and Other. Each business unit is reported in accordance with GAAP.
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If you were to ask Liberty Mutual employee 
Adriana Prado (on cover) or the other three 
individuals featured in this report about their 
actions, they’d say “we were just doing our 
jobs.” To their delighted customers, however, 
they far exceeded expectations. That’s what 
high-quality service is all about–honoring a 
promise of service even when the solution 
isn’t easy.

Thousands of Liberty Mutual employees put 
this belief into action every day–going that 
extra mile to make sure that we meet our 
policyholders’ needs. Why? Because it’s our 
responsibility, and it’s the right thing to do.
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Edmund F. Kelly | Chairman, President and Chief Executive Officer
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LIBERTY MUTUAL GROUP | POLICYHOLDER MESSAGE

What a difference a year–and the weather–
makes. One year ago, I wrote you about 
the negative effect of a devastating Atlantic 
and Gulf Coast hurricane season. In 2006, 
except for a few smaller, but locally costly, 
hailstorm events, we had a mild year as far 
as natural catastrophes went. The result: 
Liberty Mutual Group and its industry peers 
reported record profi ts.
Ironically, the lack of storms in 2006 may have a more signifi cant, long-term impact on the industry than a 

hurricane-heavy year – more on that later.

Looking at the numbers, 2006 was a very, very successful year for Liberty Mutual Group. While we felt 

some competitive pressure on prices, we grew all lines of business, experiencing 11 percent growth in total 

revenue, a growth rate well ahead of the industry. While growing substantially, we produced net income 

of $1.6 billion, a number that exceeds last year’s total by 58 percent, and the company’s previous record by 

31 percent. Contributing signifi cantly to these results, as it has for several years now, was our investment 

activity, as our private equity and energy investments continued to produce exceptional results.

While pleased with our earnings, our primary emphasis continued to be the quality of our balance sheet, 

which is rock solid. Nothing is more important to our policyholders, and the longer-term health of the company, 

than the confi dence that our reserves are suffi cient to satisfy all legitimate claims.

While our aggregate numbers were over-and-above expectations, perhaps more revealing are the numbers for 

our Strategic Business Units: Personal Markets, Agency Markets, Commercial Markets and Liberty International.

In Personal Markets, which sells direct under the Liberty Mutual brand, we were a major benefi ciary of the lack 

of signifi cant storm events, and reported very satisfactory earnings. We expanded our affi nity marketing 

programs and continued to be the leader in this good source of high-quality business. Voluntary policies in-

force grew by 2.5 and 3.5 percent in auto and homeowners, respectively. 

3



LIBERTY MUTUAL GROUP | POLICYHOLDER MESSAGE

Looking longer term, we began to surgically 
reduce our exposure in areas of more extreme 
weather risk. We refrained, however, from 
widespread cancellations, staying consistent 
with our philosophy of carefully managing 
risk, and providing affordable insurance 
to our policyholders while maintaining our 
profi t levels.
In Agency Markets, our organization of regional and national property and casualty insurers that distribute their 

products and services through brokers and agents, each of the franchises had a successful year. Our more 

than 6,600 independent agency partners continue to demonstrate an ability to meet customer needs, particularly 

those of small to mid-size businesses. 

In 2005, lacking a heavy concentration of property business in hurricane-prone areas, Agency Markets was 

for the most part sheltered from major weather events. That was not the case in 2006, as the hailstorms 

and similar events in the Midwest affected our Agency Markets’ policyholders. Still, Agency Markets had an 

exceptional year overall, with revenue growth of 7 percent and a 12 percent increase in pre-tax 

operating income.

In Commercial Markets, each operating unit had an excellent year. Liberty Mutual Property benefi ted from the 

combination of solid underwriting, strong pricing and lack of signifi cant storm events. Business Market, which 

sells to the middle market, added signifi cantly to its direct sales force and showed great growth and retention. 

Despite some downward pressure on prices, we are extremely pleased with business quality, as exceptional 

coverage and service continue to sell well in the market. The National Market, focused on large companies with 

more than $2.5 million in annual cost of risk, now has 20 Fortune 100 accounts. Overall, Commercial Markets 

grew revenue and pre-tax operating income by 8 and 58 percent, respectively.

Liberty International’s country-by-country operations continued to expand. We received a general insurance 

license in Vietnam, and established a branch of our Spanish company in Poland. We expect to begin issuing 

our fi rst policies by mid-year 2007. We also entered Turkey with the acquisition of Seker Sigorta A.S. Overall, 

our existing country operations in Europe, South America and Southeast Asia continued to thrive with overall 

growth and pre-tax operating income of 15 percent and $239 million, respectively.
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Liberty International’s global specialty lines insurance and reinsurance business, Liberty International Under-

writers (LIU), produced growth and pre-tax operating income of 42 percent and $228 million, respectively. 

In London, we are signifi cantly reducing our writings of U.S. property catastrophe insurance, as the pricing 

for the risk is not adequate, even with a signifi cant increase over the prior year. Elsewhere, we opportunistically 

grew LIU, which opened new offi ces in Houston, Los Angeles, Puerto Rico, Dubai and Hong Kong, and now 

operates 31 offi ces worldwide. 

Earlier I said the long-term impact of a “no-hurricane” year may prove more detrimental to the industry than 

a year with multiple hurricanes. The challenge involves regulatory politics. While rate increases in Florida, for 

example, have been substantial, they are still inadequate for the risk. However, because of the lack of storms, 

the political process only looked at the industry’s 2006 profi t, not the huge cumulative losses for prior years.  

The upshot has been the legislature putting the risk on the taxpayer, a vast increase in scope for the state-run 

Citizens Property Insurance Corp., and a mandated rate rollback. All in all, not a recipe for long-term stability 

and availability of insurance. In Connecticut, legislation that would bar insurers from requiring that policyholders 

institute certain risk reduction measures, such as the installation of hurricane shutters, is under consideration.

We will continue to grapple with these and other legislative and regulatory matters, as we see somewhat a 

reemergence of legislative behaviors that led to a crisis in insurance availability and cost in the 1980s. This trend 

obviously bears some watching.

On the competitive front, the market has been surprisingly benign. Downward pressure on prices clearly exists, 

although we anticipated more pressure than has actually emerged. This downward pressure will increase as 

the industry has plenty of capital and many of our competitors missed their growth targets in 2006, and we will 

monitor our pricing and underwriting standards carefully. For our policyholders in aggregate, we must not let 

marginal risks negatively impact the company’s overall fi nancial position. That said, we are very optimistic that 

we can grow our book of business in 2007 while maintaining an acceptable level of quality.

A very public change in 2006 was the introduction of our new advertising campaign. Its “responsibility” theme, 

drawn from interviews with Liberty Mutual employees at all levels of the organization, has struck a chord 

with our customers, our employees and the broader community. We are very pleased with the response to this 

theme, which captures our feeling about our business and the people with whom we deal every day.

As part of the responsibility positioning, we established, in conjunction with the College Football Hall of Fame, 

the Liberty Mutual Coach of the Year Award. This award recognizes, not just a coach’s professional competence 

and achievement on the fi eld, but also a coach’s commitment to the well-being and development of athletes, 

high ethical standards, and civic and charitable stewardship. I want to congratulate Coach Greg Schiano of 

Rutgers University, the fi rst recipient of this annual honor.
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I would also like to highlight the 2006 Liberty Mutual National Firemark Award recipients. In October, Oscar-

winning actress Marcia Gay Harden, who experienced a personal fi re-related tragedy, presented the awards to 

fi refi ghters Bonnie Lopez of Acton, Mass., and Omar Shareef and Albert Jason Boyd of Baltimore, Md.

This year also marked the launch of the Liberty Mutual Chairman’s Community Service Award, which recognizes 

the great work of so many Liberty employees with not-for-profi t agencies around the country. While I was aware 

that many of our employees are involved in community activities, I was astounded, while reviewing the nomina-

tions, at how much, and how deeply, our employees commit themselves to improving the communities in which 

they live and work.

In closing, it is with some sadness that I say goodbye to Liberty Mutual board member Glenn Strehle, Treasurer 

Emeritus of the Massachusetts Institute of Technology, after 28 years of service. Glenn has been a great 

advisor and, as chair of the Audit Committee, has helped us immeasurably as we voluntarily (not being a public 

company) adopted an internal control attestation process consistent with public companies’ Sarbanes-Oxley 

attestations. We are a better company for Glenn’s service. We wish Glenn and his wife Kathie well, and we 

thank him again for all he has done for Liberty.

I also thank our board of directors for their continued guidance, our various distribution partners—affi nity, 

independent agents, brokers—for their support, and our 39,000 employees worldwide for their expertise and 

dedication to our policyholders and our company.

Most importantly, I thank our policyholders and customers for their business, and for continuing to place your 

confi dence in us.

Edmund F. Kelly

Chairman, President and Chief Executive Offi cer

LIBERTY MUTUAL GROUP | POLICYHOLDER MESSAGE
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Liberty Mutual Group is a diversifi ed global 
insurer whose largest line of business is 
private passenger auto, based on 2006 net 
written premium.

On December 31, 2006, Liberty Mutual 
Group had $85.5 billion in consolidated 
assets. Liberty Mutual is the 8th-largest
personal lines writer and 4th-largest
commercial lines writer in the U.S. based 
on 2006 direct written premium.

 

LIBERTY MUTUAL GROUP | COMPANY OVERVIEW

REVENUE GROWTH
in billions

02 03 04 05 06

$14.3
$16.6

$19.6 $21.2

$23.5

PRE-TAX INCOME GROWTH
in millions

02 03 04 05 06

$611
$777

$1,219
$1,130

$2,258
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LIBERTY MUTUAL GROUP | COMPANY OVERVIEW

Headquartered in Boston, Mass., Liberty Mutual Group employs more than 39,000 people in nearly 900 offi ces

in 24 countries throughout the world.

Liberty Mutual Group has four strategic business units – Personal Markets, Commercial Markets, Agency

Markets and Liberty International – with no single unit contributing more than 30 percent of net written premium.

The company offers a wide range of insurance products and services, including private passenger automobile,

homeowners, workers compensation, commercial multiple peril/fi re, commercial automobile, general liability,

assumed reinsurance, global specialty products, group disability and surety.

Liberty Mutual Group’s revenue for 2006 was $23.5 billion, an increase of $2.4 billion from 2005. Net investment

income increased by $234 million to $2.3 billion, and cash fl ow from operations was $3.9 billion. Pre-tax

operating income for 2006 was $1.6 billion, an increase of $1.2 billion from 2005. The Group’s GAAP property

and casualty combined ratio decreased to 99.3 percent in 2006 from 105.7 percent in 2005, and policyholders’

equity increased by over $2.0 billion to $10.9 billion.

David H. Long President,

Commercial Markets

J. Paul Condrin III President,

Personal Markets
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Gary R. Gregg President,

Agency Markets

Thomas C. Ramey President,

Liberty International

A. Alexander Fontanes Executive

Vice President & Chief Investment Offi cer

Workers
Compensation

22%

Commercial
Multi-peril/Fire

8%

Private Passenger
Automobile

27%

Commercial
Automobile

6% Homeowners
9%

Other
13%

General Liability
4%

LIU Reinsurance
5%

Independent
Agents
32%

Direct Sales
Force
39%Exclusive

Agents
4%

Other
7%

Brokers
18%

International
Local Business

6%

MIX OF BUSINESS

2006 | 1995

SIGNIFICANT LINES OF BUSINESS

$20.6 b net written premium

DIVERSIFICATION BY DISTRIBUTION CHANNEL

Agency Markets
28%

Commercial
Markets
20%

International
23%

Personal Markets
29%

STRATEGIC BUSINESS UNITS

$20.6 b net written premium
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PERSONAL MARKETS | SALT LAKE CITY, UTAH

The storm seemed to take aim that morning at 
Erna Huck’s home at the base of the Wasatch 
Range, overlooking Salt Lake City. One mo-
ment the sun was shining; the next, pitch 
darkness. Within 15 minutes, the mini-storm’s 
winds destroyed her deck, downed trees and 
ripped out electrical service.
The damage was bad enough but, coming just days before Erna’s long-planned 95th birthday celebration, 

with 100 friends and family arriving from around the world, it was a personal catastrophe. Or so she thought.

In tears, the normally plucky woman – she stopped skiing at age 94 – called her son Rainer, also a Liberty Mutual

policyholder, who lived nearby. “Call the insurance company and see if they can help,” she pleaded.  

“I called Liberty Mutual, but I didn’t expect much to happen. Perhaps a check to cover damage expenses, 

but that’s about all,” said Rainer, who had rushed over to console his mother. “She had planned this party down 

to the smallest detail and cleaned the house top to bottom. She was even picking up individual leaves from 

the lawn!”

Rainer quickly found himself speaking with Andy Low, a Liberty Mutual claims adjuster. “I explained the situa-

tion to Andy and, amazingly, he had a crew of seven working that afternoon,” he said. “They removed all 

the crushed materials, cut the fallen trees to pieces and worked until 11 p.m. installing new electrical service.

All this was clearly beyond the call of duty.”

But not to Andy. “I didn’t do anything out of the ordinary with this claim,” he said. “The timing of the storm 

was unfortunate, and I just lined up someone who could accelerate the repairs. Nothing I wouldn’t do for any 

insured. We simply provided the service she paid for, and deserved, and it was nice to know her birthday 

party proceeded as planned.”

Beyond the Call
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Andy Low | Senior Property Loss Specialist
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Distribution Channels

• Direct Sales Force

• Direct Response Centers

• Internet

• Prudential Agents

By The Numbers

• 4.4 million auto and home policies

• 11,200 employees

• 9,800 affi nity relationships

• 1,600 fi eld sales representatives

• 370 telesales counselors

• 1,260 Prudential insurance agents

Private Passenger
Automobile

61% Homeowners
25%

Other
14%

PERSONAL MARKETS | AT A GLANCE

Liberty Mutual’s Personal Markets provides full lines of cover-
age for private passenger automobile, homeowners, valuable 
possessions, identity theft and personal liability through its 
own sales force in more than 350 offi ces throughout the U.S., 
two direct response centers, appointed Prudential agents and 
the internet. It also offers a wide range of traditional and vari-
able life insurance and annuity products. Personal Markets’ 
largest source of new business is its more than 9,800 spon-
sored affi nity group relationships, including employers, credit 
unions, and professional and alumni associations. Liberty 
Mutual’s affi nity program is the industry’s most-sponsored 
voluntary auto and home insurance benefi t. 

2006 2005 2004

Revenues $6.7 billion $6.1 billion $5.9 billion

Pre-tax operating income $782 million $636 million $613 million

Cash flow from operations $1.6 billion $869 million $990 million

GAAP combined ratio 92.1% 94.7% 95.5%

Policies in force 4,812,921 4,670,548 4,563,142

Financial Results

PRODUCT MIX

(% 2006 net written premium)
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