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Every Day

DAY IN AND DAY OUT,
OUR EMPLOYEES DO THE THINGS
THAT THEIR CUSTOMERS EXPECT OF

AN INSURANCE COMPANY.

WHETHER SELLING PRODUCTS AND SERVICES,
HANDLING YOUR SERVICE NEEDS OR
RESPONDING TO YOUR INQUIRIES, THEY ARE
FOCUSED ON THE SAFETY AND SECURITY
OF YOU, YOUR FAMILY, YOUR EMPLOYEES

AND YOUR BUSINESS.

TODAY, TOMORROW AND

EVERY DAY.




Liberty

AT-A-GLANTCE

Mutual

LIBERTY MUTUAL GROUP IS A DIVERSIFIED INTERNATIONAL GROUP OF INSURANCE COMPANIES AND ONE OF THE

LARGEST MULTI-LINE PROPERTY AND CASUALTY INSURERS IN NORTH AMERICA. FOUNDED IN BOSTON IN 1912, THE

GROUP HAS SSG BILLION IN CONSOLIDATED ASSETS AND 5145 BILLION IN CONSOLIDATED REVENUE. THE COMPANY

RANKS 129TH ON THE 2003 FORTUNE 500 LIST OF LARGEST CORPORATIONS IN THE UNITED STATES.

ALONG WITH BEING THE LEADING PRIVATE PROVIDER OF WORKERS COMPENSATION INSURANCE, PROGRAMS AND

SERVICES IN THE UNITED STATES FOR MORE THAN 65 YEARS, LIBERTY MUTUAL OFFERS A WIDE RANGE OF PRODUCTS

AND SERVICES, INCLUDING: GENERAL LIABILITY, COMMERCIAL AUTO AND BUSINESS PROPERTY, GROUP DISABILITY

AND LIFE, PRIVATE PASSENGER AUTO AND HOMEOWNERS INSURANCE; INTEGRATED DISABILITY MANAGEMENT; INDI-

VIDUAL LIFE INSURANCE AND ANNUITIES; STRUCTURED SETTLEMENTS; AND INTERNATIONAL PROGRAMS.

THE COMPANY EMPLOYS 36,000 PEOPLE IN MORE THAN 800 OFFICES THROUGHOUT THE WORLD.

INSURANCE FOR BUSINESSES

Liberty Mutual Group’s largest business
segment provides sophisticated risk transfer,
disability management and other related serv-
ices under such well-known brand names as
Liberty Mutual, Wausau, Helmsman, Peerless
and Indiana Insurance.

Major Business Units
National Market

Business Market

Wausau Commercial Market
Specialty Risks Market
Group Market

Regional Agency Markets

Major Operating Subsidiaries and Affiliates
America First Insurance

Colorado Casualty

Golden Eagle Insurance

Hawkeye-Security Insurance

Indiana Insurance

Liberty Northwest Insurance

Montgomery Insurance

Peerless Insurance

Summit

Wausau Insurance Companies

Products and Services

Workers Compensation Insurance

Property, Auto and Liability Insurance

Contract and Commercial Surety

Specialty Insurance Products

Claims, Managed Care and Loss
Control Services

Integrated Disability Management

Group Disability and Life Insurance

Distribution

Direct Sales Force

National and Regional Brokers
Independent Agents

Benefits Consulting Firms

INSURANCE FOR INDIVIDUALS
Liberty Mutual is one of the top providers

of personal insurance coverage for individuals
and households in the United States and
Canada, with full lines of auto, home, valu-
able possessions and personal liability insur-

ance, as well as life insurance.

Major Business Units
Personal Market
Individual Life

Regional Agency Markets

Products and Services
Auto and Home Insurance
Life Insurance

Annuities

Structured Settlements

Distribution

Direct Sales Force
Independent Agents
Telephone Sales

Affinity Marketing
E-Commerce

Financial Institutions
Structured Settlement Brokers

LIBERTY INTERNATIONAL

Liberty International provides insurance
products and services through two distinct
approaches: wholly owned local companies,
which sell predominantly personal lines
products; and Liberty International
Underwriters (LIU), which sells specialty
commercial lines worldwide.

Subsidiary Companies:

Liberty ART S.A. (Argentina)

Liberty Paulista (Brazil)

Liberty Seguros (Colombia)

Liberty International Insurance Ltd.
(Hong Kong)

Liberty Europeia (Portugal)

Liberty Insurance Pte. Ltd. (Singapore)

Liberty Seguros (Spain)

Narai Insurance (Thailand)

Liberty Seguros Caracas (Venezuela)

Products and Services

Personal Auto Insurance

Workers Compensation Insurance
Life Insurance

Health Insurance

Liberty International Underwriters (LIU):
Liberty Syndicate Management (Lloyd’s 190, 282)
Liberty Mutual Insurance Company (UK) Ltd.
LIU Australia

LIU Canada

LIU Singapore

Liberty International Insurance Ireland, Ltd.

Products and Services
Specialty Casualty and Casualty
Marine, Energy and Engineering Insurance

Reinsurance

Distribution
e Direct Sales Forces
e E-Commerce

 Brokers, Agencies and Agents
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Policyholder Message

2 00 2: A YEAR OF SIGNIFICANT IMPROVEMENT

FOR LIBERTY MUTUAL GROUP

FOLLOWING A TUMULTUOUS 2001, LIBERTY MUTUAL GROUP’S FOCUS IN 2002 ON THE FUNDAMENTALS OF ITS
PROPERTY AND CASUALTY BUSINESS BROUGHT SIGNIFICANT GROWTH AND IMPROVEMENT IN REVENUE, EARNINGS,

CASH FLOW AND FINANCIAL STRENGTH.

THIS FOCUS, DRIVEN BY SOUND UNDERWRITING AND FIRMER PRICING, PRODUCED EXCELLENT FINANCIAL
RESULTS FOR THE GROUP. PRE-TAX INCOME WAS $593 MILLION ON REVENUES OF $I45 BILLION, AND OUR

BUSINESS UNITS CONTRIBUTED $16 BILLION IN POSITIVE CASH FLOW.

IN ADDITION TO GOOD EARNINGS, WE CONTINUED TO STRENGTHEN OUR LOSS RESERVES, AN EFFORT WE
STARTED IN 2001 IN RESPONSE TO BOTH RISING WORKERS COMPENSATION LOSS COSTS, DRIVEN PRIMARILY BY

HIGH MEDICAL INFLATION, AND THE ACCELERATED PACE OF ASBESTOS CLAIMS.

THE GOOD FINANCIAL PERFORMANCE WAS BROAD-BASED AS EACH OF OUR FOUR MAJOR BUSINESS UNITS —
PERSONAL, COMMERCIAL, INTERNATIONAL AND REGIONAL AGENCY — PERFORMED WELL IN 2002, AND IS AMONG

THE LEADERS IN EACH OF ITS MARKETS.

AFTER A POOR PERFORMANCE IN 2001, OUR PERSONAL MARKET PROPERTY AND CASUALTY LINES ADDRESSED
CHANGING LOSS TRENDS AND ADJUSTED RATES ACCORDINGLY. THESE ACTIONS, ALONG WITH A LITTLE HELP FROM
MOTHER NATURE IN THE FORM OF GOOD WEATHER, RESULTED IN A DRAMATIC TURNAROUND IN PROFITABILITY.
MOST GRATIFYING WAS THAT CONTINUED HIGH CUSTOMER SATISFACTION AND RETENTION ACCOMPANIED THE

IMPROVED PROFITABILITY.

As ANTICIPATED, OUR CORE DOMESTIC COMMERCIAL MARKETS BUSINESSES ARE ON A FIRM FOUNDATION AFTER
SEVERAL YEARS OF TOUGH PRICING AND UNDERWRITING DECISIONS. AS A RESULT, 2002 WAS A TREMENDOUS

YEAR FOR THESE BUSINESSES, AND WE EXPECT MORE OF THE SAME IN 2003.

OUR FOUR-YEAR-OLD INDEPENDENT AGENCY BUSINESS, REGIONAL AGENCY MARKETS, NOW MANAGES MORE THAN
$3 BILLION IN COMMERCIAL AND PERSONAL PREMIUM SOLD ENTIRELY THROUGH INDEPENDENT AGENTS. WITH
THE ADDITION OF THE ONEBEACON BOOK OF BUSINESS, REGIONAL AGENCY MARKETS IS A TRUE NATIONAL

ORGANIZATION, WITH SEVEN REGIONAL COMPANIES SERVING 5,000 INDEPENDENT AGENCIES AND BROKERS.

FINALLY, OUR YOUNG AND GROWING INTERNATIONAL OPERATION IS NOW A $25 BILLION PLAYER. WE ARE
ONE OF THE LARGEST FOREIGN-BASED PROPERTY AND CASUALTY INSURERS IN SOUTH AMERICA; WE HAVE A
GROWING PRESENCE IN SOUTHERN EUROPE AND SOUTHEAST ASIA; AND OUR GLOBAL RISK BUSINESS HAS PUT
TOGETHER A QUALITY TEAM OF EXPERIENCED UNDERWRITERS WHO UNDERSTAND THE GLOBAL MARKET FOR

SPECIALTY COVERAGES.



EDMUN D F . KELLY

CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER
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SPECIFIC INTERNATIONAL ACHIEVEMENTS INCLUDE OUR EXPANSION INTO PORTUGAL, MAKING US THE NINTH-
LARGEST, NON-LIFE INSURER IN THAT NATION, AND RECEIPT OF THE CHINESE GOVERNMENT’S PERMISSION TO

ESTABLISH AN INSURANCE OPERATION IN THAT FAST-DEVELOPING COUNTRY.

WE MUST CONSIDER THESE ACHIEVEMENTS, HOWEVER, AGAINST THE BACKDROP OF INDUSTRY-WIDE TRENDS AND

CONCERNS —ISSUES WITH NEGATIVE IMPLICATIONS FOR THE LONG TERM, IF NOT ADDRESSED AGGRESSIVELY.

ASBESTOS LITIGATION, FOR EXAMPLE, IS A SERIOUS NATIONAL PROBLEM, WITH THE INSURANCE INDUSTRY,
AND COMPANIES ONLY PERIPHERALLY ASSOCIATED WITH ASBESTOS, FUNDING AN OUT-OF-CONTROL LITIGATION
SYSTEM. CONSERVATIVE ESTIMATES PLACE THE ULTIMATE COSTS TO BUSINESS —AS A WHOLE — AT CLOSE TO $250
BILLION, WITH THE INSURANCE INDUSTRY’'S SHARE ESTIMATED AT $70 BILLION. WITHOUT SIGNIFICANT REFORM,
SOME COMPANIES WILL NOT BE ABLE TO FUND THIS SYSTEM MUCH LONGER WITHOUT SIGNIFICANT CUTBACKS IN

ONGOING OPERATIONS, AND THOSE TRULY IMPAIRED CLAIMANTS WILL NOT RECEIVE DESERVED COMPENSATION.

TERRORISM RISK, BOTH FROM AN EXPOSURE AND PRICING PERSPECTIVE, IS ANOTHER SERIOUS PROBLEM. IN
THE AFTERMATH OF SEPTEMBER 11, 2001, THE INSURANCE INDUSTRY, WITH ITS CAPITAL SEVERELY WEAKENED,
SOUGHT TO REDUCE ITS EXPOSURE TO TERRORISM. THE BACKSTOP PROVIDED BY THE FEDERAL GOVERNMENT —
THE TERRORISM RISK INSURANCE ACT OF 2002 —1IS A WELCOME, ALBEIT PARTIAL, SOLUTION. IT STILL LEAVES
THE INSURANCE INDUSTRY CONSIDERABLY EXPOSED, MOST SIGNIFICANTLY IN THE OUT YEARS. WE BELIEVE THAT,
ULTIMATELY, TERRORISM IS AN UNINSURABLE RISK. SOCIETY WILL HAVE TO RELY ON THE FEDERAL GOVERNMENT

TO PROVIDE BOTH PHYSICAL AND FINANCIAL PROTECTION FROM TERRORISM.

IN A RELATED, BUT POSITIVE NOTE, WE ARE EXTREMELY PROUD OF OUR ROLE AS THE INSURER RESPONSIBLE FOR
THE SAFE CLEANUP OF THE WORLD TRADE CENTER SITE. THANKS TO THE PROFESSIONALISM OF OUR EMPLOYEES,
NOT ONE LIBERTY-INSURED PERSON INVOLVED IN THE WTC CLEANUP LOST HIS OR HER LIFE, OR, IN FACT, WAS

SERIOUSLY INJURED.

SO, TAKING THESE ACHIEVEMENTS AND THE EXTERNAL ENVIRONMENT INTO ACCOUNT, WHAT IS LIBERTY

MUTUAL’S COMPETITIVE POSITION TODAY?

CLEARLY WE ARE A VERY DIFFERENT COMPANY THAN WE WERE JUST A FEW YEARS AGO. WE HAVE FOUR DIVERSI-
FIED BUSINESS UNITS, EACH OPERATING WITH A CONSIDERABLE DEGREE OF INDEPENDENCE AND CONTRIBUTING
A SUBSTANTIAL SHARE OF TOTAL REVENUE. WE ARE THE EIGHTH-LARGEST PROPERTY AND CASUALTY INSURER IN

THE U.S., AND ONE OF THE FEW COMPANIES IN THE U.S. TOP TEN TO HAVE SIGNIFICANT INTERNATIONAL OPERATIONS.

AND, WHILE WE ARE AS COMMITTED AS EVER TO DIRECT SELLING, WE HAVE WELL-ESTABLISHED, MULTI-CHANNEL
DISTRIBUTION CAPABILITIES THAT GIVE OUR CUSTOMERS THE FLEXIBILITY TO DO BUSINESS WITH US THEIR WAY.
THIS GEOGRAPHIC AND DISTRIBUTION CHANNEL DIVERSIFICATION, COMBINED WITH OUR REPUTATION FOR SUPE-
RIOR CUSTOMER SERVICE, POSITIONS US WELL FOR NEW OPPORTUNITIES IN AN INCREASINGLY COMPETITIVE AND

CONSOLIDATING GLOBAL ECONOMY.

BUT IN CERTAIN FUNDAMENTAL WAYS, WE ARE THE SAME COMPANY AS WE WERE FIVE YEARS AGO, OR EVEN

WHEN FOUNDED IN 1912. EACH OF OUR BUSINESS UNITS, WHETHER SERVING A NETWORK OF INSURANCE AGENTS



IN VENEZUELA OR MONITORING SAFE WORK PRACTICES FOR A MIDDLE-MARKET MANUFACTURER IN DALLAS,

PROVIDES FOCUSED AND CONSISTENT SERVICE OVER LONG PERIODS OF TIME.

OUR BUSINESS UNITS OPERATE WITH ABSOLUTE INTEGRITY. THEY TREAT YOU FAIRLY; HANDLE YOUR CLAIMS

QUICKLY AND APPROPRIATELY; AND SHAPE THEIR PRODUCTS AND SERVICES TO BENEFIT YOU OVER THE LONG TERM.

OUR EMPLOYEES TREAT YOU, AND ONE ANOTHER, WITH DIGNITY AND RESPECT. IN THEIR DAILY INTERACTIONS,

THEY APPRECIATE THE SIGNIFICANCE AND VALUE OF THE OTHER PERSON.

FINALLY, AND PERHAPS MOST IMPORTANTLY FROM A BUSINESS PERSPECTIVE, OUR BUSINESSES ASPIRE TO
PROVIDE CONSISTENTLY SUPERIOR SERVICE AT A PRICE THAT IS FAIR TO YOU, WHILE ALLOWING THEM A

REASONABLE PROFIT.

AS WE ENTER 2003, OUR STATUS IS SOLID, AND OUR STRATEGY IS SOUND AND FOCUSED ON HOW TO SUCCEED IN

A HIGHLY UNCERTAIN GEO-POLITICAL AND ECONOMIC ENVIRONMENT.

MOST IMPORTANT, WE HAVE REMARKABLY TALENTED EMPLOYEES DEDICATED TO HELPING YOU MANAGE YOUR

PERSONAL AND BUSINESS INSURANCE COSTS AND LIVE SAFER, MORE SECURE LIVES.

As ALWAYS, I THANK YOU, OUR CUSTOMERS AND POLICYHOLDERS, FOR THE PRIVILEGE OF SERVING YOU
OVER THE PAST YEAR, AND I THANK OUR BOARD OF DIRECTORS AND OUR 29 ADVISORY BOARDS FOR THEIR
CONTINUED SUPPORT AND GUIDANCE. THEIR COLLECTIVE EXPERIENCE AND ADVICE HELPS KEEP US FOCUSED

ON SERVING YOU.

5 i 2%

EpmunD F. KELLY

CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER
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Focused & Consistent
Personal Markert

LIBERTY MUTUAL GROUP

LIBERTY MUTUAL’'S PERSONAL MARKET DELIVERS REASONABLY PRICED, HIGH-QUALITY AUTO, HOME AND
LIFE INSURANCE PRODUCTS TO MORE THAN TWO MILLION POLICYHOLDERS IN THE U.S. AND CANADA. THANKS TO
BETTER-THAN-AVERAGE WEATHER, IMPROVED UNDERWRITING AND HIGHER RATE LEVELS, THE PERSONAL MARKET

EXPERIENCED A DRAMATIC TURNAROUND IN PROFITABILITY IN 2002.

FROM A WEATHER PERSPECTIVE, THE PERSONAL MARKET EXPERIENCED 548 MILLION IN CATASTROPHE LOSSES
(TORNADOES, HURRICANES, HAIL STORMS) VERSUS 5124 MILLION IN 2001. IN ADDITION, A MILD WINTER IN THE

NORTHEAST U.S. HELPED MINIMIZE AUTOMOBILE COLLISION LOSSES.

WHILE THE PERSONAL MARKET'S LARGEST PRODUCT LINE, AUTOMOBILE INSURANCE, HAD FUELED INDUSTRY
PROFITABILITY IN THE 1990S, IT LOST MONEY IN 200TI. IN RESPONSE, ALL COMPANIES STARTED TO INCREASE
RATES TO KEEP UP WITH INFLATION AND IMPROVE PROFITABILITY. THE FOCUS WAS ON RATE INCREASES FOR THE

HISTORICALLY UNPROFITABLE HOMEOWNERS INSURANCE LINE AS WELL.

THE PERSONAL MARKET CONTINUES ITS TRADITION OF PLACING SPECIAL EMPHASIS ON QUALITY OF SERVICE,
FROM IMPROVED PRE- AND POST-SALE CUSTOMER CONTACT AND ENHANCED SERVICE REPRESENTATIVE AVAILABIL-
ITY TO BETTER ONLINE INTERNET SERVICE, EASIER-TO-UNDERSTAND POLICY PACKETS AND SIMPLIFIED RENEWAL
QUESTIONNAIRES. OUR MULTI-CHANNEL DISTRIBUTION SYSTEM, WHICH OFFERS THE CONVENIENCE OF MORE
THAN 400 LOCAL OFFICES, EXTENDED-HOUR TELESALES CENTERS, WORKSITE AND AFFINITY MARKETING, AND A

WEB SITE — WWW.LIBERTYMUTUAL.COM — CONTINUES TO DIFFERENTIATE LIBERTY MUTUAL FROM ITS COMPETITORS.

THE FORMULA FOR THE PERSONAL MARKET’S SUCCESS IS EMPLOYEES WHO DELIVER CONSISTENT, HIGH-QUALITY

PRODUCTS AND SERVICES THAT SATISFY OUR POLICYHOLDERS PERSONAL INSURANCE NEEDS.

JOHN B. CONNERS

Executive Vice President



“Our program doesn’t cost Brink’s Home Security anything, and it allows
the company to offer an extra benefit to its employees. This is especially
important at a time when many employers are looking to cut costs, but not
at the expense of losing their best employees.” CLAaUDIA ADCOCK

Liberty Mutual Account Relations Associate, Arlington, Texas.

A SUCCESS STORY

With health care costs growing at double-digit rates, few if any businesses are
in a position to invest more in their employee benefit programs. In fact, most
companies are taking a hard look at the cost of their benefits offerings to ensure

that they maintain competitive benefits while carefully watching costs.

Faced with this challenge, Brink’s Home Security, which monitors home security
systems for more than 760,000 customers in the U.S. and Canada, selected Liberty
Advantage™, a Liberty Mutual mass marketing program. Liberty Advantage
offers competitive, guaranteed rates on auto, home and other personal insurance

to Brink’s employees, backed by convenient payment options such as payroll
deduction, 24-hour claims service and Emergency Roadside Assistance. What

makes this program particularly attractive to Brink’s is the fact that it’s a volun-

tary benefit that costs the company little to nothing to offer.

“While ours is a well-designed and proven program, we still must convince
employers that this is a high-quality product, and that we back it up with superi-

or service,” said Liberty Mutual’s Claudia Adcock.

An account relations associate in Arlington, Texas, Adcock, a 34-year employee,
works with customers to promote the program internally. From on-site visits by
local Liberty Mutual sales reps to email campaigns, Adcock helps Brink’s regularly
publicize the program to its more than 2,500 employees nationwide. “Due to

the nature of their work, Brink’s employees are widely dispersed, so we need to

frequently communicate with them in a multitude of ways,” she said.

Adcock follows up these publicity and enrollment efforts with regular progress
reports to Brink’s Home Security. These reports reveal how the program is doing

and whether additional marketing efforts are needed.

“It’s a win-win-win program,” said Adcock. “Brink’s wins because we enhance
their benefits offerings at no expense; their employees win through competitive
rates and high-quality service; and we win because the program gives us direct

access to a pool of high-quality prospects — their employees.”

10

LIBERTY FOCUS

Liberty Mutual’s affinity marketing programs
let employers, credit unions, and alumni and
professional associations provide a meaningful,
voluntary benefit — comprehensive auto, home
and other personal insurance at competitive
rates — to their employees and members. Today,
sales through affinity relationships account for
almost 60 percent of Liberty Mutual’s total

person al insurance sales.

Marketed under the Group Savings Plus® and
Advantage™ names, Liberty Mutual’s affinity
marketing programs allow convenience of

purchase, because employees or members can
buy through local offices, on-site from a sales

representative, by phone or over the internet.

Liberty Mutual has sold more than 1.2 million
policies with total premium exceeding $1.3
billion through affinity marketing. More than
8,500 organizations in the U.S. and Canada use
this Liberty Mutual program, making it the
most-sponsored voluntary personal insurance

program in the industry.




Personal Market Case Study

Brink’s Home Security

O U R AFFINITY PROGRAM LETS THTIS
LEADING PROVIDER O F H O M E SECURITY SYSTEMS
M A K E A NO-COST ADDITION T O ITS

EMPLOYEE BENETFIT OFFERINGS.

II



Focused & Consistent

Commercial Markets

LIBERTY MUTUAL GROUP

ORGANIZED INTO FIVE BUSINESS UNITS —NATIONAL,
BUSINESS, WAUSAU, GROUP AND SPECIALTY RISKS —
OUR COMMERCIAL MARKETS BUSINESSES PROVIDE
A BROAD ARRAY OF RISK TRANSFER, DISABILITY MAN-
AGEMENT AND OTHER RELATED SERVICES TO COMPAN-
IES RANGING FROM MID-SIZED BUSINESSES TO GIANT
MULTINATIONALS. TOGETHER, OUR COMMERCIAL
MARKETS BUSINESSES SHOWED SOLID IMPROVEMENT
IN OPERATING RESULTS AGAINST A BACKDROP OF

INCREASING MEDICAL COSTS, AN OUT-OF-CONTROL

TORT SYSTEM AND A SLUGGISH ECONOMY.

GARY R. GREGG
OUR MIDDLE-MARKET OPERATIONS, WHICH SELL

Executive Vice President
AND SERVICE UNDER THE LIBERTY MUTUAL AND
WAUSAU BRAND NAMES, ARE NOW ON A FIRM FOUNDA-
TION THANKS TO DISCIPLINED UNDERWRITING, IMPROVED MARKETING STRATEGIES AND CONSISTENT DELIVERY

OF HIGH-QUALITY SERVICE WITH THE DEMONSTRATED ABILITY TO LOWER CUSTOMERS’ OVERALL COST OF RISK.

As DID ALL COMMERCIAL MARKETS OPERATIONS, OUR NATIONAL ACCOUNTS BUSINESS, WHICH SERVES
CUSTOMERS WITH TYPICALLY MULTI-STATE OPERATIONS AND MORE THAN 1,000 EMPLOYEES, BENEFITED FROM
INCREASED PRICING WHILE MAINTAINING ITS FOCUS ON DELIVERING SUPERIOR OUTCOMES FOR ITS CUSTOMERS.
TODAY, WE ARE AMONG A HANDFUL OF COMPANIES WITH THE CAPABILITY TO MEET THE COMPLEX RISK MANAGE-

MENT NEEDS OF FORTUNE 1,000 COMPANIES.

OUR GROUP DISABILITY AND LIFE BUSINESS IMPROVED ON ALL FRONTS — EARNINGS, NEW BUSINESS AND

RENEWALS; THIS DESPITE A HIGHLY COMPETITIVE GROUP INSURANCE INDUSTRY.

FINALLY, OUR SPECIALTY RISKS UNIT, WHICH INCLUDES LIBERTY MUTUAL PROPERTY, LIBERTY BOND SERVICES,
AND A REENERGIZED CAPTIVE SERVICES OPERATION, FOCUSED ON STRICT EXPOSURE MANAGEMENT IN 2002 WHILE

BUILDING BRAND RECOGNITION AND EARNINGS MOMENTUM IN THEIR RESPECTIVE BUSINESSES.

DUuRING 2002, EACH OF THESE BUSINESSES CONDUCTED NEW, COMPREHENSIVE MARKET RESEARCH TO GAIN
A CLEAR UNDERSTANDING OF OUR CUSTOMERS AND PRODUCERS’ NEEDS, OUR COMPETITORS AND OUR MAR-
KETS. EQUIPPED WITH THIS INFORMATION, SOLID UNDERWRITING, AND A DEDICATION TO SUPERIOR SERVICE,

COMMERCIAL MARKETS IS WELL POSITIONED TO EXCEL IN 2003 DESPITE TODAY’S TUMULTUOUS ENVIRONMENT.

12
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Haverty Furniture

Compantes

A LONG-TERM RELATIONSHTIP BUILT O N

TRUST, HONESTY A N D OPENNESS.

14



“If there’s one thing that makes this relationship successful, it’s
the day-to-day, in-the-trenches cooperation between Haverty
and Liberty Mutual.” JimMm PrREsMANES, Assistant Vice President,

Risk Management and Insurance, Haverty Furniture Companies.

A SUCCESS STORY

Jim Presmanes, risk manager for Atlanta-based Haverty Furniture, views Liberty
Mutual’s service team as an extension of his own department. “With more

than 100 showrooms in 68 cities across 14 states, it’s critical that we partner every
day with our insurer on everything from general liability insurance to workers

compensation,” he said.

Havertys® and Liberty Mutual built their relationship over 25 years to the point

where Liberty participates in most risk management-related meetings and decisions.

Such a relationship, Presmanes said, is critical to the success of a low-margin busi-
ness like furniture retailing. “A seemingly minor general liability claim, like
scratching a customer’s hardwood floor when delivering furniture, may not sound
like a strategic risk, but it may dissuade that customer, not to mention his or

her friends and neighbors, from future purchases at a Havertys showroom. How

well we handle that claim is critically important to our bottom line.”

Like any risk manager, the prevention of major workers compensation claims is
always top of mind for Presmanes. He cites a success story involving distribution
center stockpickers — forklifts that raise employees 25 feet into the air to retrieve
merchandise. “A routine Liberty Mutual safety audit revealed that some of our
stockpicker operators weren’t wearing their safety tethers,” he said. “That was a

wake-up call for us.”

Using Managing Vital Performance™, a Liberty Mutual process that measures
safety performance with a goal of improved employee behavior in critical work
areas, and with the solid backing of senior management, Havertys has successfully

controlled falls from stockpickers, saving an estimated $600,000 since 1997.

Today, Havertys and Liberty Mutual are automating the audit process using one of
several applications on Liberty’s web-based portal, which allows the two companies

to jointly address safety and health issues.
Havertys’ commitment to a safe workplace is evident from the 31 percent decline

in its total accident frequency rate since 1996, a result that Presmanes attributes,

to a great extent, to his company’s long-term relationship with Liberty.

15

LIBERTY FOCUS

Our most successful business-to-business
relationships — both for Liberty and our cus-
tomers —are long-term partnerships built on
a foundation of trust. Only through a shared
commitment to safety over long periods of
time can we do the best job in managing a
customer’s insurance costs while helping to

create a safe work environment.

The backbone of these relationships is our
team approach to customer service. Our sales,
underwriting, claims and loss prevention pro-
fessionals proactively use consistent, proven
processes and efficient, effective technology to
reduce a customer’s overall cost of risk. These
experts understand your business, develop
creative solutions and consistently deliver what

they promise.




Focused & Consistent

Regional Agency Markets

LIBERTY MUTUAL GROUP

FORMED IN 1999, LIBERTY MUTUAL'S REGIONAL AGENCY MARKETS (RAM) BUSINESS UNIT IS NOW A $3.3 BILLION
BUSINESS AND THE LARGEST NATIONAL ORGANIZATION OF REGIONAL PROPERTY AND CASUALTY INSURANCE
COMPANIES WITHIN THE UNITED STATES. ORGANIZED INTO SEVEN REGIONAL COMPANIES AND TWO SPECIALTY
BUSINESSES, THE RAM ORGANIZATION PROVIDES PERSONAL AND SMALL COMMERCIAL INSURANCE PRODUCTS

EXCLUSIVELY THROUGH INDEPENDENT AGENTS.

RAM’S SUCCESSFUL OPERATING MODEL COMBINES LOCALLY BRANDED, SERVICE-ORIENTED REGIONAL COMPANIES
— SUCH AS PEERLESS, INDIANA AND MONTGOMERY INSURANCE COMPANIES — WITH THE COST EFFICIENCIES OF A
NATIONAL ORGANIZATION. A PRIME EXAMPLE IS RAM’S USE OF AGENCY WEB PORTALS. DEVELOPED WITH THE
TECHNOLOGICAL SUPPORT AND EXPERTISE OF LIBERTY MUTUAL, THESE PORTALS, BRANDED BY RAM REGIONAL
COMPANIES, LET AGENTS OBTAIN REAL-TIME QUOTES, REPORT AND MONITOR CLAIMS, MAKE BILLING INQUIRIES

AND MORE — ELECTRONICALLY OVER THE INTERNET.

ONE OF RAM’S BIGGEST UNDERTAKINGS IN 2002 WAS
THE INTEGRATION OF THE APPROXIMATELY $1.2 BILLION
ONEBEACON BOOK OF BUSINESS ALONG WITH THE
AGENCY FORCE PRODUCING IT. ONE OUTGROWTH OF
THIS INTEGRATION, WHICH GAVE RAM TRUE NATIONAL
SCOPE, WAS THE ESTABLISHMENT OF TWO NEW RAM
COMPANIES: HAWKEYE-SECURITY INSURANCE IN THE
NoOoRTH CENTRAL REGION, AND AMERICA FIRST

INSURANCE IN THE GULF REGION OoF THE U.S.

LOOKING TO 2003 AND BEYOND, THE MARKETPLACE

SERVED BY THE RAM COMPANIES WILL CONTINUE TO

PROVIDE OPPORTUNITIES FOR IMPROVED PERFORM-
ROGER L. JEAN

. . . ANCE. AFTER MORE THAN A DECADE OF INDUSTRY-WIDE
Executive Vice President

UNDER-PRICING, SMALL COMMERCIAL AND PERSONAL

LINES PRICES CONTINUE TO INCREASE AS INSURERS

BECOME MORE SELECTIVE IN THE RISKS THEY ACCEPT.

A LONGER-TERM TREND IS CONSOLIDATION WITHIN THE INDEPENDENT AGENCY SYSTEM. IN FACT, 29 PERCENT OF
INDEPENDENT AGENCIES HAVE BEEN INVOLVED IN A MERGER OR ACQUISITION SINCE 1996. WHILE THE NUMBER
OF AGENCIES HAS DECLINED, BOTH AGENCY REVENUE AND EMPLOYMENT HAVE CONTINUED TO GROW, OFFERING

AN EXCELLENT OPPORTUNITY FOR THE RAM COMPANIES TO SERVE THE RESULTING LARGER AGENCIES.
WITH A DISCIPLINED UNDERWRITING APPETITE, AN AGENCY MANAGEMENT MODEL THAT OBTAINS THE BEST BUSI-

NESS FROM THE BEST AGENTS, AND A TALENTED AND MOTIVATED WORKFORCE, RAM WILL FURTHER STRENGTHEN

ITS LEADERSHIP POSITION IN THE YEARS AHEAD.

16
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Regional Agency Markets Case Study
Cameron M. Harris & Co.

MONTGOMERY INSURANCE COMBINES
T H E LOCAL KNOWLEDGE A N D EXPERIENCE
O F A REGIONATL CARRIER WITH

T H E STRENGTH O F LIBERTY M UTUATL.

18



“We have a solid working relationship with Montgomery, one in which
we speak often and plainly. If one of us has issues with the other,
we work hard to clear it up.” GeEnE Link, Executive Vice President
and Chief Operating Officer with Cameron M. Harris & Co., a regional

independent insurance agency.

A SUCCESS STORY
Over time, as its national carriers placed less-and-less value on relationships,
Charlotte, N.C.-based Cameron M. Harris and Co., the number one independent

agency in the Carolinas, found itself placing more business with regional carriers.

One such carrier was Montgomery Insurance, a Liberty RAM company, with which
Cameron Harris affiliated itself in 1992. Since then, the Montgomery/Cameron
Harris relationship has blossomed. “Since hooking up with Montgomery,” said
Gene Link, executive vice president and chief operating officer for Cameron
Harris, “we’ve benefited from virtually the same underwriting team and manage-
ment group, and Montgomery's stable underwriting appetite and approach to

risk selection.”

As Cameron Harris — now a subsidiary of Wachovia Corporation — has grown, so
has Montgomery, adding eBusiness tools, like an extranet portal, and a centralized

operation that handles the needs of Cameron Harris’ smaller commercial accounts.

But the relationship goes deeper. “Our best carrier relationships are ones based
on trust with the individuals who provide service at both the agency management

and day-to-day activity levels,” he said.

“We view our agents as customers; it’s a personal and business arrangement,”
said Jeff Prendergast, territory manager for Montgomery Insurance. “If there’s a

problem, we bring the appropriate people together to work through it.”

“Montgomery likes us because of our dominant position in the region and the
quality of business we bring them, and we like Montgomery for both their local
knowledge and experience, and the strength that comes with their affiliation

with Liberty Mutual,” Link said. “There’s loyalty in this business.”
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LIBERTY FOCUS

Our Regional Agency Markets’ companies build
long-term, profitable relationships with the

best agencies in their marketing territories. We
combine the best our agents can expect from a
regional organization with the financial strength,
cost efficiencies and expertise of a national

organization.

Each RAM company provides quality insurance pro-

ducts and services that meet local customer needs.

For example, our new centralized service center
in Mishawaka, Indiana, handles the high volume
of day-to-day service requests from an agency’s
smaller accounts, which allows the agency to
focus on its larger accounts. And our customized,
secure agents’ website makes it even easier for
agents to quote and submit small commercial
business, review policy and account billing infor-
mation, and check the status of a claim. Both
initiatives improve each RAM company’s ability
to meet market demands while strengthening

relationships with its agents.




Liberty International Share of

Total Revenue
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Focused & Consistent

Liberty International

LIBERTY MUTUAL GROUP

IN LESS THAN TEN YEARS, LIBERTY MUTUAL’S INTERNATIONAL BUSINESS — LIBERTY INTERNATIONAL — HAS
GROWN FROM A START-UP TO A MAJOR WORLDWIDE PLAYER. TODAY WE HAVE AN ENVIABLE FRANCHISE IN PER-
SONAL LINES AND SMALL COMMERCIAL BUSINESS IN TARGETED REGIONS THROUGHOUT THE WORLD, AS WELL AS AN

ESTABLISHED GLOBAL SPECIALTY LINES BUSINESS.

LIBERTY INTERNATIONAL’S “INDIGENOUS” BUSINESSES — LOCAL COMPANIES SELLING LOCAL PRODUCTS TO LOCAL
CUSTOMERS — OPERATE IN SOUTH AMERICA, SOUTHERN EUROPE, CANADA AND SOUTHEAST ASIA. IN SOUTH
AMERICA, WHERE WE HAVE LARGE COMPANIES IN VENEZUELA, ARGENTINA, COLOMBIA AND BRAZIL, WE HAD
A RECORD YEAR OF PROFITS DESPITE THE REGION’S TUMULTUOUS ECONOMIC AND POLITICAL CIRCUMSTANCES.
OUR COMPANIES IN SOUTHEAST ASIA AND SOUTHERN EUROPE EXPERIENCED GROSS WRITTEN PREMIUM GROWTH

OF 23 PERCENT AND 68 PERCENT, RESPECTIVELY, AND PROFITS WERE STRONG.

IN ASIA, WE ESTABLISHED A FOOTHOLD IN CHINA WITH THAT NATION’S PERMISSION TO ESTABLISH AN INSURANCE
OPERATION IN ONE OF ITS “OPEN CITIES.” AND, IN EUROPE, AN ACQUISITION IN PORTUGAL COMPLEMENTS OUR

LARGE AND PROFITABLE PERSONAL LINES BUSINESS IN SPAIN.

LIBERTY INTERNATIONAL UNDERWRITERS (LIU), OUR FOUR-YEAR-OLD GLOBAL SPECIALTY LINES BUSINESS,
HAS AN ESTABLISHED AND MEANINGFUL PRESENCE IN THE KEY INTERNATIONAL INSURANCE MARKETS, THE
NEWEST ADDITION BEING SINGAPORE. STAFFED WITH WORLD-CLASS UNDERWRITERS, AND WITH A RESTRUCTURED
LONDON OPERATION, LIU INCREASED GROSS WRITTEN PREMIUMS BY 47 PERCENT IN 2002 WITH A VERY STRONG
BOTTOM LINE. WITH $1.8 BILLION IN GROSS WRITTEN PREMIUM, LIU IS NOW AN ESTABLISHED FRANCHISE FOR

LIBERTY MUTUAL GROUP.

UNPARALLELED CHANGES ARE TAKING PLACE IN THE GLOBAL INSURANCE INDUSTRY. LIBERTY INTERNATIONAL,
WITH ITS ESTABLISHED OPERATIONS AND MEANINGFUL SCALE IN TARGETED GEOGRAPHIC MARKETS, IS WELL POSI-

TIONED TO BUILD ITS LEADERSHIP AT A TIME OF CONTINUING CONSOLIDATION ACROSS THE GLOBE.

THOMAS C. RAMEY

Executive Vice President
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“The devaluation of the peso made insurance costs an even more impor-
tant issue for our customers. Fortunately, because we developed a good
working relationship with Sherwin-Williams over many years, they
took both costs and results into account before making their renewal
decision.” Fasian D1 STErANO, Account Executive, Liberty ART,

Buenos Aires, Argentina.

A SUCCESS STORY

Thursday, December 20, 2001, was not a good day for Fabian Di Stefano and the
citizens of Argentina. On that day, the government devalued the peso, with

a dramatic impact on an already-suffering economy and the day-to-day lives of

its people.

“That morning,” said Di Stefano, an account executive with Liberty ART, Liberty

Mutual’s workers compensation business in Argentina, “I awoke to discover

that my income was one-third of what it was the night before, relative to the U.S.

dollar. The only consolation was that I was not alone.” For Di Stefano, the de-
valuation meant a close look at his financial situation, with cutbacks wherever

possible — entertainment and travel among the more obvious targets.

Just as affected were Di Stefano’s customers, such as the Argentine operations of
Sherwin -Williams, the global producer of paints and coatings. “In times of a
major currency devaluation,” said Jose Luis Eyzaguirre, manager of Safety, Health
and Environment for the company’s Buenos Aires-based business, “putting food

on the table takes precedence over enhancing the beauty of your home.”

From a business standpoint, Mr. Eyzaguirre had a decision to make: stay with
Liberty or go with a lower-priced provider. He stayed. “We have been a Liberty
Mutual customer since the government first introduced workers compensation
in 1996,” he said. “Since then we have seen dramatic improvement in the
frequency and severity of accidents, thanks not only to Liberty’s loss prevention

programs, but to the day-to-day service of employees like Fabian.”

“Our country’s economic downturn won'’t last forever,” Di Stefano said, “and as it

comes back, we will both benefit, Liberty Mutual and Sherwin -Williams.”
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LIBERTY FOCUS
How does Liberty International succeed in a
region like South America, where political and

economic instability is a fact of life?

The answer is a combination of excellent under-
writing, superb execution of key strategies, and
high-quality employees dedicated to superior
customer service despite the disruptions in their
personal lives. In fact, our employees will tell
you that superior customer service during diffi-
cult times can often translate into profitable

long-term customer loyalty.

In Latin America, for example, we institutional-
ize our best practices across countries, and

we probably do this better than anybody in the
world. The Lojack auto theft recovery system,
claims services centers and electronic business-
to-business communications with agents and
brokers are all examples of best practices devel-
oped at one of our local companies and “export-

ed” to others.

In addition, each of our local companies com-
pares its performance regularly with the compe-
tition to determine exactly where it stands in
its market. In South America, a focus on the
basics, like processing a claim rapidly and trans-
parently, can sometimes be the difference
between being a leader and one of the pack. In
other cases, very personal service and sophisti-

cated electronic interfaces are necessary.




Liberty International Case Study

Sherwin-Williams

LIBERTY MUTUAL HELTPS R EDUCE

W O R KERS COMPENSATION LOSSES AT

SHERWIN-WILLIAMS.
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CONSOLIDATED B ALANCE

SHEETS

LIBERTY M UTUAL HOLDING COMPANY I N C.
(DOLLARS IN MILLIONS)
DECEMBER 31 2002 2001
ASSETS
Investments
Fixed maturities, available for sale, at fair value
(amortized cost of $25,287 and $24,241) $26,968 $24,993
Equity securities, available for sale, at fair value
(cost of $768 and $1,012) 1,088 2,088
Trading securities, at fair value (cost of $233 and $154) 227 156
Other investments 675 761
Short-term investments 779 553
Total investments 29,737 28,551
Cash and cash equivalents 2,615 3,231
Premium and other receivables (net of allowance of $102 and $99) 4,525 4,070
Reinsurance recoverables (net of allowance of $51 and $38) 11,635 10,130
Deferred income taxes 614 667
Deferred policy acquisition costs 913 819
Goodwill and intangible assets 748 728
Prepaid reinsurance premiums 999 583
Other assets 2,204 2,088
Separate account assets 1,887 2,198
Total assets $55,877 $53,065
LIABILITIES
Unpaid claims and claim adjustment expenses and
future policy benefits:
Property and casualty $27,475 $26,385
Life 2,367 1,985
Other policyholder funds and benefits payable 1,843 1,632
Unearned premiums 5,952 4,839
Funds held under reinsurance treaties 1,917 1,483
Short-term debt 143 290
Long-term debt 1,250 1,288
Deferred revenue 1,091 1,101
Other liabilities 5,505 5,979
Separate account liabilities 1,887 2,198
Total liabilities 49,430 47,180
PoOLICYHOLDERS’ EQUITY
Unassigned equity 5,343 4,835
Accumulated other comprehensive income 1,104 1,050
Total policyholders’ equity 6,447 5,885
Total liabilities and policyholders’ equity $55,877 $53,065
SEE ACCOMPANYING NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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CONSOLIDATED STATEMENT S O F INCOME
LIBERTY M UTUAL HOLDING COMPANY INC.
(DOLLARS IN MILLIONS)

YEARS ENDED DECEMBER 31 2002 2001

REVENUES
Premiums earned $12,118 $10,737
Net investment income 1,618 1,577
Net realized investment gains 272 212
Fee and other revenues 535 509
Total revenues 14,543 13,035
CraiMs, BENEFITS AND EXPENSES
Benefits, claims and claim adjustment expenses 10,087 10,861
Insurance operating costs and expenses 1,908 1,993
Amortization of deferred policy acquisition costs 1,668 1,572
Dividends to policyholders 63 83
Other expenses 224 219
Total claims, benefits and expenses 13,950 14,728

Income (loss) from continuing operations before

income tax expense, cumulative effect of change in

accounting principle and discontinued operations 593 (1,693)
Federal and foreign income tax expense 78 285
Income (loss) from continuing operations before

cumulative effect of change in accounting principle

and discontinued operations 515 (1,978)
Cumulative effect of change in accounting principle (7) -
Income (loss) from continuing operations 508 (1,978)
Discontinued operations, net of tax - 32
Net income (loss) $ 508 $(1,946)
SEE ACCOMPANYING NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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CONSOLIDATED STATE

I N POLICYHOLDERS’

MENTS

CHANGES

EQUITY

LIBERTY M UTUAL HOLDING COMPANY INC.
(DOLLARS IN MILLIONS)
ACCUMULATED
OTHER TOTAL
UNASSIGNED COMPREHENSIVE POLICYHOLDERS’
EQUITY INCOME EQUITY
BALANCE, JANUARY I, 2001 $ 6,781 $1,107 $ 7,888
Comprehensive income
Net loss (1,946) - (1,946)
Other comprehensive income (loss), net of taxes:
Unrealized gains on securities - 105 105
Less: reclassification adjustment for gains
and losses included in net income - (137) (137)
Foreign currency translation adjustments - (25) (25)
Other comprehensive loss, net of taxes - 57) 7))
Total comprehensive loss (2,003)
BALANCE, DECEMBER 31, 2001 $ 4,835 $1,050 $ 5,885
Comprehensive income
Net income 508 - 508
Other comprehensive income (loss), net of taxes:
Unrealized gains on securities - 238 238
Less: reclassification adjustment for gains
and losses included in net income - (177) (177)
Minimum pension liability - (12) (12)
Foreign currency translation adjustments - 5 5
Other comprehensive income, net of taxes - 54 54
Total comprehensive income 562
BALANCE, DECEMBER 31, 2002 $ 5,343 $1,104 $ 6,447

SEE ACCOMPANYING NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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CONSOLIDATED STATEMENT S

O F CASH FLOWS

LIBERTY M UTUAL HOLDING COMPANY I NC.
(DOLLARS IN MILLIONS)
YEARS ENDED DECEMBER 31 2002 2001
CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss) $ 508 $(1,946)
Adjustments to reconcile net income to net cash
provided by (used in) operating activities:
Cumulative effect of change in accounting principle 7 -
Depreciation and amortization 154 187
Realized investment gains (272) (212)
Undistributed limited partnership loss 151 108
Premium and other receivables (455) (300)
Reinsurance recoverables and funds held under reinsurance treaties (1,071) (1,600)
Deferred policy acquisition costs (94) (59)
Liabilities for insurance reserves 2,796 2,667
Taxes payable, net of deferred 53 48
Other, net (516) 1,035
Total adjustments 753 1,874
Net cash provided by (used in) operating activities 1,261 (72)
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of investments (15,392) (10,802)
Sales and maturities of investments 13,912 11,188
Property and equipment purchased, net (169) 27)
Acquisition and disposal of businesses (6) (32)
Other investing activities (30) (113)
Net cash (used in) provided by investing activities (1,685) 214
CASH FLOWS FROM FINANCING ACTIVITIES:
Net activity in policyholder accounts 103 169
Debt financing, net (185) (443)
Net securities lending activity (48) 136
Other financing activities (62) (82)
Net cash used in financing activities (192) (220)
Net decrease in cash and cash equivalents (616) (78)
Cash and cash equivalents, beginning of year 3,231 3,309
Cash and cash equivalents, end of year $ 2,615 $ 3,231
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Income taxes paid (recovered) $ 71 $ (@1

SEE ACCOMPANYING NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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N OTES T O CONSOLIDATE

LIBERTY M UTUAL

D

HOLDING

FINANCIAL STATEMENT S

COMPANY INC.

DECEMBER 31, 2002 AND 2001 (DOLLARS IN MILLIONS)

(I) SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation

The accompanying consolidated financial statements of Liberty
Mutual Holding Company Inc. ("LMHC” or the “Company”)
include the accounts of Liberty Mutual Insurance Company
(“LMIC”), Employers Insurance Company of Wausau (“EICOW”),
Liberty Mutual Fire Insurance Company (“Liberty Fire”),
Montgomery Mutual Insurance Company (“Montgomery”) and
Merchants and Business Men’s Mutual Insurance Company
(“M&B”) and their related subsidiaries.

In 2001, LMIC reorganized into a stock insurance company
as part of an overall conversion to a mutual holding company
structure. LMIC formed as its ultimate parent, LMHC, a
Massachusetts mutual holding company. Additionally, as part
of its reorganization, LMIC formed (i) LMHC Massachusetts
Holdings Inc., a Massachusetts stock holding company (“LMHC
MA”) which is a direct, wholly-owned subsidiary of LMHC and
(ii) Liberty Mutual Group Inc., a Massachusetts stock holding
company (“LMGI”) which is a direct wholly-owned subsidiary of
LMHC MA and the direct parent of LMIC. In 2001, Employers
Insurance of Wausau A Mutual Company (“EIOW”) reorganized
into a stock insurance company named Employers Insurance
Company of Wausau (“EICOW?”) as part of an overall conversion
to a mutual holding company structure. EICOW formed as its
direct parent Employers Insurance of Wausau Mutual Holding
Company, a Wisconsin mutual holding company (“‘EIOW MHC”).

In March 2002, the final step in a series of reorganization
transactions was completed in which (a) EIOW MHC merged
with LMHC, with LMHC as the surviving entity, and EICOW
became an indirect wholly-owned stock subsidiary of LMHC;
and (b) Liberty Fire reorganized from a Massachusetts mutual
insurance company to a Massachusetts stock insurance company
and Liberty Fire became an indirect wholly-owned stock sub-
sidiary of LMHC.

The accompanying consolidated financial statements have
been prepared on the basis of accounting principles generally
accepted in the United States (“GAAP”). The preparation of finan-
cial statements in conformity with GAAP requires management
to make estimates and assumptions that affect the amounts
reported in the financial statements and accompanying notes.
Actual results could differ from those estimates.

Certain reclassifications have been made to the 2001 consoli-
dated financial statements to conform with the 2002 presentation.
All material intercompany transactions and balances have been
eliminated.

Nature of Operations
The Company’s consolidated financial statements include:

Domestic Property and Casualty: The accounts of the primary
property and casualty companies, LMIC, Liberty Fire, EICOW
and their domestic property and casualty subsidiaries and affiliates
comprise approximately 71% and 73% of total assets at December
31, 2002 and 2001, respectively, and 73% of total revenues for the
years ended December 31, 2002 and 2001. Property and casualty
revenues include most types of property-casualty insurance, fideli-
ty and surety bonds and insurance related services for individuals,
businesses, government units and associations.
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International Operations: International operations are primarily
comprised of Liberty International Holdings, Inc., a holding com-
pany for most international operations and Liberty Insurance
Group, Compania de Seguros y Reaseguros, S.A. of Spain.

The assets and liabilities of the International subsidiaries are
located principally in the countries where the insurance risks are
written and/or investment and non-insurance related operations
are located. In addition, certain domestic subsidiaries have branch
and/or subsidiary operations and substantial assets and liabilities
in foreign countries. Certain countries have restrictions on the
conversions of funds which generally cause a delay in the outward
remittance of such funds.

International operations comprised 13% and 11% of total
assets at December 31, 2002 and 2001, respectively. International
operations revenues comprised 17% and 16% of total revenues for
the years ended December 31, 2002 and 2001, respectively,
and are primarily derived from personal automobile insurance,
commercial insurance, and life and health insurance.

Life Insurance and Financial Services: The Company’s continu-
ing domestic life insurance operations are marketed through
Liberty Life Assurance Company of Boston (“Liberty Life”). As
more fully discussed in Note 2, the Company disposed of its
annuity and asset management businesses in 2001. Liberty Life
comprised 13% of total assets at December 31, 2002 and 2001.
Liberty Life revenues comprised 7% of total revenues for the years
ended December 31, 2002 and 2001. Continuing life insurance
operations provide life and annuity products to individuals, as
well as structured settlements and corporate and bank owned life
insurance products.

Adoption of New Accounting Standards

Effective January 1, 2001, the Company adopted Financial
Accounting Standards Board (“FASB”) Statement of Financial
Accounting Standards No. 133, “Accounting for Derivative
Instruments and Hedging Activities” (“FAS 133”). FAS 133
establishes accounting and reporting standards for derivative
instruments, including certain derivative instruments embedded
in other contracts (collectively referred to as derivatives) and for
hedging activities. It requires that an entity recognize all deriva-
tives as either assets or liabilities in the consolidated balance sheet
and measure those instruments at fair value. If certain conditions
are met, a derivative may be specifically identified as (a) a hedge
of the exposure to changes in the fair value of a recognized asset
or liability or unrecognized firm commitment, (b) a hedge of the
exposure to variable cash flows of a recognized asset or liability

or of a forecasted transaction, or (c) a hedge of the foreign currency
exposure of a net investment in foreign operations, an unrecog-
nized firm commitment, an available for sale security, or a foreign
currency denominated forecasted transaction. The accounting for
changes in the fair value of a derivative depends on the intended
use of the derivative and the resulting designation.

As a result of adopting FAS 133, the Company recorded,
after tax, net of related effects of deferred policy acquisition costs
and minority interest, a charge of $38 reflected as a cumulative
effect of change in accounting principle in the consolidated state-
ments of income. The charge was related to Liberty Financial
Companies, Inc. (“LFC”) and as such, has been included in discon-
tinued operations in the consolidated statements of income.
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Effective in 2001, the Company adopted FASB Emerging
Issues Task Force (“EITF”) Issue 99-20, “Recognition of Interest
Income and Impairment on Purchased and Retained Beneficial Interests in
Securitized Financial Assets” (“EITF 99-20"). EITF 99-20 provides
new guidance on the recognition and measurement of interest
income and impairment on certain investments (e.g., asset-backed
securities). The implementation of EITF 99-20 did not have a
material impact on the Company’s results of operations, financial
condition or liquidity.

In 2001, the FASB issued Statements of Financial
Accounting Standards 141 (“FAS 141”) and 142 (“FAS 142”).
FAS 141, “Business Combinations”, changes the accounting for busi-
ness combinations by prohibiting the prospective use of pooling-
of-interests accounting, eliminating the periodic amortization of
goodwill and certain indefinite lived intangible assets, and
requires allocation of purchased goodwill and intangible assets to
reporting units. FAS 142, “Goodwill and Other Intangible Assets”,
requires companies to perform annual reviews for impairment of
goodwill and indefinite lived intangible assets. Impairment exists
when the carrying value of the goodwill or intangible assets
exceeds the fair value, which is determined based on quoted mar-
ket prices, discounted cash flows or appraised values. During 2002
and under the transition provisions of FAS 142, the Company rec-
ognized an impairment loss of $7 as a cumulative effect of change
in accounting principle in the consolidated statements of income.

In August 2001, the FASB issued Statement of Financial
Accounting Standards No. 144, “Accounting for the Impairment or
Disposal of Long-lived Assets” (“FAS 144”). FAS 144 establishes a
single accounting model for long-lived assets to be disposed of by
sale. A long-lived asset classified as held for sale is to be measured
at the lower of its carrying amount or its fair value less cost to
sell. Additionally, depreciation (amortization) ceases. Impairment
is recognized only if the carrying amount of a long-lived asset is
not recoverable from its undiscounted cash flows and is measured
as the difference between the carrying amount and the fair value
of the asset. Long-lived assets to be abandoned, exchanged for a
similar productive asset, or distributed to owners in a spin-off are
considered held and used until disposed of. Accordingly, discon-
tinued operations are no longer to be measured on a net realizable
basis, and future operating losses are no longer recognized before
they occur. The Company adopted FAS 144 effective January 1,
2002. The Statement did not have a material impact on the
Company’s results of operations, financial condition or liquidity.

In April 2002, the FASB issued Statement of Financial
Accounting Standards No. 145, “Rescission of FASB Statements No.
4, 44 and 64, Amendment of FASB Statement No. 13, and Technical
Corrections” (“FAS 145”). FAS 145 rescinds FAS 4, “Reporting Gains
and Losses from Extinguishment of Debt, an Amendment of APB Opinion
30", which required all gains and losses from extinguishment of
debt to be aggregated and, if material, classified as an extraordi-
nary item, net of related income taxes. As a result, the criteria in
Opinion 30, “Reporting the Results of Operations — Reporting the Effects
of Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions”, will now be used
to classify those gains and losses. FAS 145 also amends FAS 13,
“Accounting for Leases”, to require that certain lease modifications
that have economic effects similar to sale-leaseback transactions be

30

accounted for in the same manner as sale-leaseback transactions.
The Company adopted FAS 145 on May 15, 2002. The Statement
did not have an impact on the Company’s results of operations,
financial condition or liquidity.

Future Adoption of New Accounting Standards

In June 2002, the FASB issued Statement of Financial Accounting
Standards No. 146, “Accounting for Costs Associated with Exit or
Disposal Activities” (“FAS 146”). FAS 146 nullifies Emerging
Issues Task Force (EITF) Issue No. 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit an
Activity (including Certain Costs Incurred in a Restructuring).” The
principal difference between FAS 146 and EITF 94-3 relates to its
requirements for recognition of a liability for a cost associated
with an exit or disposal activity. Under FAS 146, a liability for a
cost associated with an exit or disposal activity is recognized when
the liability is incurred. Under EITF 94-3, a liability for an exit
cost was recognized at the date of an entity’s commitment to an
exit plan. FAS 146 also establishes fair value as the basis for initial
measurement of the liability. The provisions of this Statement

are effective for exit or disposal activities that are initiated after
December 31, 2002, with early application encouraged. The
Company will adopt FAS 146 effective January 1, 2003.

In November 2002, the FASB issued Interpretation No. 45,
“Guarantor’s Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of the Indebtedness of Others” (“FIN 457).
Along with new disclosure requirements, FIN 45 requires guaran-
tors to recognize, at the inception of certain guarantees, a liability
for the fair value of the obligation undertaken in issuing the guar-
antee. This differs from the current practice to record a liability only
when a loss is probable and reasonably estimable. The recognition
and measurement provisions of FIN 45 are applicable on a prospec-
tive basis to guarantees issued or modified after December 31,
2002. Management is currently evaluating the impact of the adop-
tion of FIN 45 and believes it will not have a material impact on
the Company’s results of operations, financial condition or liquidity.

In January 2003, the FASB issued Interpretation No. 46,
“Consolidation of Variable Interest Entities, an Interpretation of ARB
No. s1” (“FIN 46”). FIN 46 requires certain variable interest enti-
ties to be consolidated by the primary beneficiary of the entity
if the equity investors in the entity do not have the characteristics
of a controlling financial interest or do not have sufficient equity
at risk for the entity to finance its activities without additional
subordinated financial support from other parties. FIN 46 is effec-
tive for all new variable interest entities created or acquired after
January 31, 2003. For variable interest entities created or acquired
prior to February 1, 2003, the provisions of FIN 46 must be
applied for the first annual period beginning after June 15, 2003.
Management is currently evaluating the impact of the adoption of
FIN 46 and believes it will not have a material impact on the
Company’s results of operations, financial condition or liquidity.



Investments

Awvailable for sale: Fixed maturity securities classified as available
for sale, are debt securities, that might have fixed or variable
principal payment schedules, held for indefinite periods of time,
and might be used as a part of the Company’s asset/liability strate-
gy or sold in response to changes in interest rates, anticipated
prepayments, risk/reward characteristics, liquidity needs or similar
economic factors. These securities are carried at market value with
the corresponding unrealized appreciation or depreciation, net

of deferred income taxes, reported in accumulated other compre-
hensive income.

Equity securities classified as available for sale, include
common equities and non-redeemable preferred stocks and are
reported at quoted market values. Changes in the market values of
these securities, net of deferred income taxes, are reflected as
unrealized appreciation or depreciation in accumulated other com-
prehensive income.

Trading Securities: Trading securities are securities bought
principally for the purpose of sale in the near term and are report-
ed at market value. Changes in market value are recognized in
income in the current period.

Realized gains and losses on sales of investments are recog-
nized in income using the specific identification method.
Unrealized losses that are other-than-temporary are recognized in
income. The Company’s accounting policy for other-than-tempo-
rary impairment recognition requires other-than-temporary
impairment charges to be recorded when it is determined that
the Company is unlikely to recover its cost basis in an investment.
Factors considered in evaluating whether a decline in value is
other-than-temporary include: (a) the length of time and the
extent to which the fair value has been below cost; (b) the finan-
cial condition and near-term prospects of the issuer; and (c) the
intent and ability of the Company to retain the investment
for a period of time sufficient to allow for any anticipated recov-
ery. In addition, for securities expected to be sold, an other-than-
temporary impairment charge is recognized if the Company
does not expect the fair value of a security to recover to cost or
amortized cost prior to the expected date of sale.

For mortgage-backed fixed maturity securities, the Company
recognizes income using a constant effective yield based on antici-
pated prepayments over the economic life of the security. The
mortgage-backed portfolio is accounted for under the retrospective
method; prepayment assumptions are based on market expectations.
When actual prepayments differ significantly from anticipated
prepayments, the effective yield is recalculated to reflect actual
payments to date and anticipated future payments and any result-
ing adjustment is included in investment income.

Cash equivalents are short-term, highly liquid investments
that are both readily convertible into known amounts of cash and
so near to maturity that they present insignificant risk of changes
in value due to changing interest rates. The Company’s cash and
cash equivalents include debt securities purchased with maturities
of three months or less at acquisition and are carried at amortized
cost which approximates fair market value.

Short-term investments are debt securities with maturities at
acquisition between three months and one year, are considered
available for sale and are carried at amortized cost, which approxi-
mates fair market value.

Other investments, principally investments in private equi-
ties through limited partnerships, are accounted for using the
equity method and reported as a component of net investment
income unless the investment is so minor that the Company has
no influence over partnership operating and financial policies.
Investments in excess of three percent of limited partnerships
equity are considered more than minor.
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Derivatives

All derivatives are recognized on the balance sheet at fair value
following the adoption of FAS 133. Effective upon the implemen-
tation of FAS 133 on January 1, 2001, on the date the contract is
entered into, the Company designates the derivative as either

(1) a hedge of a fair value of a recognized asset (“fair value hedge”)
or (2) an economic hedge (“non-designated derivative”). Changes
in the fair value of a derivative that is highly effective and is
designated and qualifies as a fair value hedge, along with the loss
or gain on the hedged asset attributable to the hedged risk, are
recorded in current period operations as a component of net
investment income. Changes in the fair value of non-designated
derivatives are reported in current period operations, as a compo-
nent of net realized gains and losses and the derivative is included
in other assets or liabilities. Prior to the sale of the LFC operations
(see Note 2), LFC utilized interest rate swap agreements and
designated the agreements as fair value hedges.

In 2002 and 2001, the Company was party to derivative
contracts in the form of equity swap contracts. These contracts
were terminated in 2002. The purpose of the contracts was to
exchange rates of return of a specified set of common stocks for
rates of return consistent with the broad equity markets as repre-
sented by the S&P 500 Index. The Company agreed with counter
parties to exchange, at quarterly intervals, the net performance
differential of the S&P 500 Index and notional portfolio of com-
mon stocks. Changes in the fair value were recognized in income
from continuing operations.

The Company'’s foreign indirectly owned subsidiary, Liberty
Insurance Group, Compania de Seguros y Reaseguros, S.A. uses
various derivative instruments to hedge its exposure to interest
rates and equity market returns guaranteed by certain life
products. In addition, the Company owns call or put options
embedded in certain bonds it has purchased. The fair value of
these derivative instruments is based on broker quotations.

Securities Lending

The Company engages in securities lending whereby certain
investment securities are loaned to other institutions for short
periods of time. The Company generally receives cash or short-
term investments collateral from the borrower, equal to or in
excess of 102% of the market value of the loaned securities, and
reinvests the cash collateral in short-term investments. The loaned
securities remain a recorded asset of the Company, however, the
Company records a liability for the amount of collateral held,
representing its obligation to return the collateral related to the
loaned securities.

Goodwill and Intangible Assets

Goodwill represents the excess of amounts paid for acquiring
businesses over the fair value of the net assets acquired. For

2001 and prior, the Company amortized goodwill and intangible
assets using a straight-line method over the period in which the
expected benefits from an acquisition were expected to be realized,
generally over 5 to 30 years. The Company adopted FAS 142
effective January 1, 2002 and reviews for impairment on an
annual basis.

Deferred Policy Acquisition Costs

Costs that vary with and are primarily related to the acquisition of
new and renewal insurance and investment contracts are deferred
and amortized over the respective policy terms. Deferred policy
acquisition costs are reviewed annually for recoverability.
Investment income is considered in the recoverability assessment.
For short-duration contracts, acquisition costs include commis-
sions, underwriting expenses and premium taxes and assessments.
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For long duration insurance contracts, these costs include first year
commissions in excess of annual renewal commissions and variable
sales, underwriting and administrative expenses.

For short-duration contracts, acquisition costs are amortized
in proportion to earned premiums. For traditional long-duration
contracts, acquisition costs are amortized over the premium pay-
ing period of the related policies using assumptions consistent
with those used in computing policy benefit reserves. For univer-
sal life insurance, annuity and investment products, acquisition
costs are amortized in relation to expected gross profits.

Insurance Liabilities and Reserves

For short duration contracts, the Company provides reserves for
unpaid insurance claims and claim adjustment expenses covering
events that occurred in 2002 and prior years. These reserves
reflect estimates of the total cost of claims reported but not yet
paid and the cost of claims not yet reported, as well as the esti-
mated expenses necessary to settle the claims. Reserve estimates
are based on past loss experience modified for current claim
trends, as well as prevailing social, economic and legal conditions.
Final claim payments, however, may ultimately differ from the
established reserves, since these payments might not occur for
several years. Reserve estimates are continually reviewed and
updated, and any resulting adjustments are reflected in current
operating results. The Company does not discount reserves other
than tabular discounting on the long-term indemnity portion of
workers compensation claims and the long-term disability portion
of group accident and health claims as permitted by insurance
regulations in certain states. Reserves are reduced for estimated
amounts of salvage and subrogation and deductibles recoverable
from policyholders.

For long duration contracts, measurement of liabilities is
based upon generally accepted actuarial techniques but requires
assumptions about mortality, lapse rates and assumptions about
future returns on related investments. Annuity and structured set-
tlement contracts without significant mortality or morbidity risk
are accounted for as investment contracts, whereby the premium
received plus interest credited less policyholder withdrawals repre-
sents the investment contract liability. In 2002 and 2001, credited
interest rates for structured settlement contracts in force were
between 5.0% and 11.5% and credited rates for universal life con-
tracts in force were between 4.0% and 8.5%. Liabilities for future
policy benefits for traditional life policies have been computed
using the net level premium method based upon estimated future
investment yields (between 4.50% and 10.25% for all years of
issue), mortality assumptions (based on the Company’s experience
relative to standard industry mortality tables) and withdrawal
assumptions (based upon the Company’s experience).

Revenue Recognition
For short duration insurance contracts, premiums are reported as
earned income generally on a pro-rata basis over the terms of the
related policies. For retrospectively rated policies and contracts,
premium estimates are continually reviewed and updated and any
resulting adjustments are reflected in current operating results.
For traditional long duration insurance contracts (including
term and whole life contracts and annuities), premiums are earned
when due.
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For annuities and structured settlements without significant
mortality or morbidity risk (investment contracts) and universal
life contracts (long duration contracts with terms that are not
fixed or guaranteed), revenues represent investment income earned
on the related assets. Universal life and annuity contract revenues
also include mortality, surrender and administrative fees charged
to policyholders.

Reinsurance

All assets and liabilities related to reinsurance ceded contracts are
reported on a gross basis in the consolidated balance sheets. The
consolidated statements of income reflect premiums, benefits and
settlement expenses net of reinsurance ceded.

Transactions that do not transfer risk are included in other
assets or other liabilities. Transactions which transfer risk but are
retroactive are included in reinsurance balances. The excess of
estimated liabilities for claims and claim costs over the considera-
tion received or paid with respect to retroactive property and
casualty reinsurance contracts is established as a deferred charge
or credit at inception. The deferred amounts are subsequently
amortized using the interest method over the expected settlement
periods of the claim liabilities assumed or ceded. The periodic
amortization is reflected in the accompanying consolidated
statements of income as benefits, claims and claim adjustment
expenses.

Amounts recoverable from reinsurers are estimated in a man-
ner consistent with the claim liabilities associated with the
reinsured business. The Company evaluates reinsurance collectibil-
ity and a provision for uncollectible reinsurance is recorded.

Separate Account Assets and Liabilities

Separate and variable accounts represent funds for which invest-
ment income and investment gains and losses accrue directly

to the policyholders who predominantly bear the investment risk.
Each account has specific investment objectives, and the assets
are carried at fair value. The assets of each account are legally seg-
regated and are not subject to claims which arise out of any other
business of the Company. The assets of these accounts are equal
to the account liabilities.

Translation of Foreign Currencies

The Company translates the financial statements of its foreign
operations into U.S. dollars, from the functional currency desig-
nated for each foreign unit, generally the currency of the primary
economic environment in which it operates. Assets and liabilities
are translated into U.S. dollars at period-end exchange rates, while
income and expenses are translated using average rates for the
period. The resulting translation adjustments are recorded, net of
tax, as a separate component of policyholders’ equity.

For subsidiaries operating in highly inflationary economies,
monetary assets and liabilities are translated at the rate of
exchange as of the balance sheet date and non-monetary items are
translated at historical rates. Gains and losses from balance sheet
translation adjustments and foreign currency transactions are
included in net income.



The aggregate exchange gains included in pretax income for
the years ending December 31, 2002 and 2001 were $79 and $31,
respectively. Amounts are included in insurance operating costs and
expenses in the accompanying consolidated statements of income.

Income TLlXL‘S

The income tax provision is calculated under the liability method.
Deferred tax assets and liabilities are recorded based on the differ-
ence between the financial statement and tax bases of assets and
liabilities at the enacted tax rates. The principal assets and liabili-
ties giving rise to such differences are unrealized capital gains and
losses on certain investments, insurance reserves, unearned premi-
ums, deferred policy acquisition costs and employee benefits.

Service Revenues and Expenses

Service revenues consist primarily of fees generated from process-
ing business for involuntary assigned risk pools and are earned on
a pro rata basis over the term of the related policies and are
included in fee and other revenues in the consolidated statements
of income. Acquisition expenses are deferred and amortized over
the period in which the related revenues are earned.

Real Estate and Other Fixed Assets

The costs of buildings and furniture and equipment are depreciat-
ed principally on a straight-line basis over their estimated useful
lives (a maximum of 40 years for buildings and 10 years for furni-
ture and equipment). Expenditures for maintenance and repairs are
charged to income as incurred while expenditures for betterments
are capitalized and depreciated.

Policyholder Dividends

Policyholder dividends are accrued using an estimate of the ulti-
mate amount to be paid in relation to premiums earned based
on the underlying contractual obligations.

For domestic property-casualty insurance, certain insurance
contracts, primarily workers’ compensation policies, are issued
with the expectation that management will recommend that divi-
dends be paid to policyholders, subject to approval by the insurer’s
board of directors. Such policies approximate 2% and 4% of
domestic property-casualty insurance premiums written at
December 31, 2002 and 2001, respectively.

For life insurance, dividends to participating policyholders
are calculated as the sum of the difference between the assumed
mortality, interest and loading, and the actual experience of
the Company relating to participating policyholders. As a result
of statutory regulations, the major portion of earnings from
participating policies inures to the benefit of the participating
policyholders. Participating policies approximate 19% and 21%
of ordinary life insurance in force at December 31, 2002 and
2001, respectively.

Accumulated Other Comprehensive Income
Other comprehensive income (loss) consists of foreign currency
translation adjustments, minimum pension liability and unreal-
ized gains and losses on certain investments in debt and equity
securities.

The components of accumulated other comprehensive
income, net of related deferred acquisition costs and taxes, are
as follows:

2002 2001
Unrealized gains on securities $1,279 $1,218
Foreign currency translation adjustments (163) (168)
Minimum pension liability 12) —
Accumulated other comprehensive income $1,104 $1,050

(2) DISCONTINUED OPERATIONS
On October 31, 2001, LEC, a 70% indirectly owned subsidiary of
LMIC, sold its annuity and bank marketing businesses for $1,700
in cash. Additionally, on November 1, 2001, LFC sold its asset
management business for $900 in cash and the buyer assumed
approximately $110 in revolving debt. LFC recorded an after-tax
gain of approximately $100 on the transactions. Following the
sales of LEC’s operating subsidiaries, LFC completed a tender offer
for approximately 96% of its $450 senior debt outstanding and
LMIC then acquired the outstanding minority shares. LFC’s oper-
ating results and the gain on sale of its operating subsidiaries
qualified as discontinued operations.

Operating results of discontinued operations, comprised prima-
rily of LEC, for the period ended November 1, 2001 are as follows:

2001

Revenues $1,247
Income before income taxes and minority interest $ 418
Federal and foreign income taxes 308
Income before minority interest 110
Cumulative effect of adoption of new accounting principles (60)
Minority interest (18)
Net income $ 32
(3) INVESTMENTS
Components of Net Investment Income

2002 2001
Interest income $1,729 $1,733
Dividends 72 40
Other investment losses (130) (144)
Gross investment income 1,671 1,629
Investment expenses (53) 52)
Net investment income $1,618 $1,577
Components of Net Realized Investment Gains

2002 2001
Fixed maturities $171 $101
Equities 127 150
Other (26) (39)
Net realized investment gains $272 $212

During the years ended December 31, 2002 and 2001, other-
than-temporary unrealized losses recognized through earnings and
included in net realized investment gains were $165 and $27,
respectively.

During the years ended December 31, 2002 and 2001, pro-
ceeds from sales of fixed maturities available for sale were $10,491
and $10,315, respectively. The gross realized gains and (losses)
on such sales totaled $385 and $(200) in 2002 and $287 and
$(259) in 2001, respectively. Realized (losses) and gains on trad-
ing securities for the years ended December 31, 2002 and 2001
were $(95) and $2, respectively.

Components of Change in Net Unrealized Investment Gains

2002 2001
Fixed maturities $ 929 $ 260
Equities (756) (295)
Adjustments to deferred policy acquisition costs (24) (15)
Net change in unrealized investment gains (losses) 149 (50)
Deferred income taxes (88) 18
Net change in unrealized investment gains (losses),

net of tax $ o1 $ 32
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Available for Sale Investments

The gross unrealized gains and losses and fair values of fixed maturities at December 31, 2002 and 2001 are as follows:

GROSS GROSS
AMORTIZED UNREALIZED UNREALIZED Fair
DECEMBER 31, 2002 Cost GAINS Lossks VALUE
U.S. Treasury securities $ 1,509 $ 200 $ ) $ 1,708
Mortgage and asset-backed securities of government and corporate agencies 9,525 628 (33) 10,120
State and municipal 688 72 (1) 759
Corporate and other 13,565 924 (108) 14,381
Total fixed maturities available for sale $25,287 $1,824 $(143) $26,968
GROSS GRoss
AMORTIZED UNREALIZED UNREALIZED FaIr
DECEMBER 31, 2001 Cost GAINS Lossks VALUE
U.S. Treasury securities $ 1,331 $ 93 $ (8 $ 1,416
Mortgage and asset-backed securities of government and corporate agencies 9,267 314 (48) 9,533
State and municipal 1,637 97 3) 1,731
Corporate and other 12,006 465 (158) 12,313
Total fixed maturities available for sale $24,241 $ 969 $(217) $24,993
The gross unrealized gains and losses and fair values of equity securities at December 31, 2002 and 2001 are as follows:
GROSS GRoss
UNREALIZED UNREALIZED FaIr
DECEMBER 31, 2002 Cost GAINS Lossks VALUE
Equity securities available for sale $ 768 $ 391 $ 71 $ 1,088
GROSS GROSS
UNREALIZED UNREALIZED Fair
DECEMBER 31, 2001 CosTt GAINS LOsSES VALUE
Equity securities available for sale $ 1,012 $1,128 $ (52) $ 2,088

At December 31, 2002 and 2001, fixed maturities carried at
$4,692 and $4,617, respectively, were on deposit with regulatory
authorities as required by law.

At December 31, 2002 and 2001, the fair values of fixed
maturities loaned were approximately $485 and $505, respective-
ly. Cash and short-term investments received as collateral in
connection with the loaned securities were approximately $312
and $379 as of December 31, 2002 and 2001, respectively. Non-
cash collateral received in connection with the loaned securities
was approximately $184 and $139 as of December 31, 2002 and
2001, respectively.

The amortized cost and fair value of fixed maturities at

December 31, 2002 by contractual maturity, are set forth as follows:

AMORTIZED Far
Cost VALUE
Due to Mature:

One year or less $ 699 $ 710
Over one year through five years 4,559 4,748
Opver five years through ten years 6,514 6,967
Over ten years 3,990 4,423
Mortgage and asset-backed securities 9,525 10,120
$25,287 $26,968
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Expected maturities may differ from contractual maturities as
borrowers may have the right to call or prepay obligations with or
without call or prepayment penalties.

Derivatives

As of December 31, 2001, equity swaps had notional amounts
of $362, and fair value of $14. This program was terminated
during 2002.

As of December 31, 2002 and 2001, the Company’s indirect-
ly owned foreign subsidiary, Liberty Insurance Group, Compania
de Seguros y Reaseguros, S.A. held $52 and $50, respectively,
of derivative instruments (all classified as fair value hedges) and
are included as fixed maturities on the consolidated balance sheets.



(4) DEFERRED POLICY ACQUISITION COSTS

The following reflects the policy acquisition costs deferred for
amortization against future income and related amortization
charged to income:

YEARS ENDED DECEMBER 31, 2002 2001
Balance at beginning of year $ 819 $ 701
Acquisition costs deferred 1,762 1,690
Amortization charged to income (1,668) (1,572)
Balance at end of year $ 913 $ 819

For long duration contracts, to the extent unrealized gains or
losses on fixed income securities carried at fair value would result
in an adjustment of estimated gross profits had those gains or
losses actually been realized, the related unamortized deferred pol-
icy acquisition costs are recorded net of tax as a reduction of the
unrealized capital gains or losses and included in accumulated
other comprehensive income.

(5) ACQUISITIONS

On November 26, 2001, LMIC purchased 99.99% of Royal &
Sun Alliance, S.A. Compania Espanola de Seguros y Reaseguros
(re-named Liberty Insurance Group, Compania de Seguros y
Reaseguros, S.A.) in Spain. The purchase was effective July 1,
2001 and the price was approximately $193. This transaction
resulted in goodwill of $78. In addition, the Company acquired
various foreign companies in 2001 for aggregate consideration
of $111, resulting in goodwill of $83.

(6) UNPAID CLAIMS AND CLAIM ADJUSTMENT EXPENSES
Property-casualty insurance unpaid claims and claim adjustment
expenses represent the Company’s best estimate of amounts neces-
sary to settle all outstanding claims, including claims that are
incurred but not reported as of the reporting date. The Company’s
reserve projections are based primarily on detailed analysis of the
facts in each case, experience with similar cases and various histor-
ical development patterns. Consideration is given to such historical
patterns as field reserving trends and claims settlement practices,
loss payments, pending levels of unpaid claims and product mix,
as well as court decisions, economic conditions and public attitudes.
All of these factors can affect the estimation of reserves.

Establishing loss reserves, including loss reserves for cata-
strophic events that have occurred, is an estimation process.

Many factors can ultimately affect the final settlement of a claim
and, therefore, the necessary reserve. Changes in the law, results
of litigation, medical costs, the costs of repair materials and labor
rates can all affect ultimate claim costs. In addition, time can

be a critical part of reserving determinations since the longer the
span between the incidence of a loss and the payment or settle-
ment of the claim, the more variable the ultimate settlement

can be. Accordingly, “short-tail” claims, such as property damage
claims, tend to be easier to estimate than “long-tail” claims, such
as workers’ compensation or general liability claims.

As information develops that varies from past experience,
provides additional data, or in some cases, augments data that pre-
viously was not considered sufficient for use in determining
reserves, changes in the Company’s estimate of ultimate liabilities
may be required. The effects of these changes are reflected in
current operating results.

Catastrophes are an inherent risk of the property-casualty
insurance business and have contributed to material period-to-
period fluctuations in the Company’s results of operations and
financial position. The level of catastrophe losses experienced in
any period cannot be predicted and can be material to the results
of operations and financial position of the Company.

The Company has material exposure to claims arising from
the terrorist attack of September 11, 2001. The exposure arises
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primarily from property, workers’ compensation and reinsurance
contracts. Although uncertainty about the final loss amount still
exists, the claims are reasonably estimable and such estimate has
been recorded. The cumulative pre-tax impact, net of reinsurance,
is approximately $646.

Activity in property and casualty unpaid claims and claim
adjustment expenses of the Company is summarized as follows:

2002 2001

Balance as of January 1 $26,385 $23,876
Less: unpaid reinsurance recoverables 7,514 5,771
Net balance as of January 1 18,871 18,105
Balance attributable to dispositions,
acquisitions, and affiliations — 272
Incurred attributable to:
Current year 8,749 8,873
Prior years 814 1,592
Total incurred 9,563 10,465
Paid attributable to:
Current year 4,075 4,265
Prior years 5,568 5,677
Total paid 9,643 9,942
Net adjustment due to foreign exchange (64) 29)
Add: unpaid reinsurance recoverables 8,748 7,514
Balance as of December 31 $27,475 $26,385

In 2002 and 2001, incurred claims and claim adjustment
expenses attributable to prior years was primarily due to rising
loss trends in commercial lines including workers’ compensation
and asbestos and environmental exposure.

The Company has not discounted unpaid property and casual-
ty insurance claims and claim adjustment expenses other than
tabular discounting on the long-term indemnity portion of workers’
compensation claims and the Company’s disability claims as permit-
ted by insurance regulations in certain states.

The tabular discounting on these workers’ compensation
claims is based upon Unit Statistical Plan tables as approved by
the respective states and generally approximates 4.0% for the
years ended December 31, 2002 and 2001. Unpaid claims at
December 31, 2002 and 2001 include liabilities of $3,587 and
$3,620 at discounted values of $2,299 and $2,303, respectively.
The tabular discounting on the disability claims is based on the
1987 Commissioners Group Disability Table (CGDT) at annual
discount rates varying from 5.00% to 7.00% in 2002 (5.50%
to 7.00% in 2001). Unpaid claims at December 31, 2002 and
2001 include liabilities of $735 and $675 carried at discounted
values of $511 and $467, respectively.

Unpaid claims and claim adjustment expenses include
$1,292 and $1,300 for asbestos and environmental related claims
net of reinsurance at December 31, 2002 and 2001, respectively.
The Company has exposure to asbestos and environmental claims
which emanate principally from general liability policies written
prior to the mid-1980’s. In establishing asbestos and environ-
mental reserves, the Company estimates case basis reserves for
anticipated losses, and bulk reserves for loss adjustment expenses
and incurred but not reported losses. The Company maintained
casualty excess of loss reinsurance during the relevant periods.
The reserves are reported net of expected recoveries from reinsur-
ers and include any reserves reported by ceding reinsurers on
assumed reinsurance contracts.

Upon their de-affiliation from the Nationwide Group and
re-affiliation with LMIC, EICOW, Wausau Business Insurance
Company, Wausau General Insurance Company, and Wausau
Underwriters Insurance Company entered into reinsurance con-
tracts whereby Nationwide Indemnity Company assumed full
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responsibility for obligations on certain policies with effective
dates prior to January 1, 1986, including all asbestos and environ-
mental exposures.

The process of establishing reserves for asbestos and environ-
mental claims is subject to greater uncertainty than the establish-
ment of reserves for liabilities relating to other types of insurance
claims. A number of factors contribute to this greater uncertainty
surrounding the establishment of asbestos and environmental
reserves, including, without limitation: (i) the lack of available
and reliable historical claims data as an indicator of future loss
development; (ii) the long waiting periods between exposure and
manifestation of any bodily injury or property damage; (iii) the
difficulty in identifying the source of asbestos or environmental
contamination; (iv) the difficulty in properly allocating liability
for asbestos or environmental damage; (v) the uncertainty as to the
number and identity of insureds with potential exposure; (vi) the
cost to resolve claims; and (vii) the collectibility of reinsurance.

The uncertainties associated with establishing reserves for
asbestos and environmental claims and claim adjustment expenses
are compounded by the differing, and at times inconsistent, court
rulings on environmental and asbestos coverage issues involving:
(1) the differing interpretations of various insurance policy provi-
sions and whether asbestos and environmental losses are, or were
ever intended to be, covered; (i1) when the loss occurred and what
policies provide coverage; (iii) whether there is an insured obliga-
tion to defend; (iv) whether a compensable loss or injury has
occurred; (v) how policy limits are determined; (vi) how policy
exclusions are applied and interpreted; (vii) the impact of entities
seeking bankruptcy protection as a result of asbestos-related
liabilities; (viii) whether clean-up costs are covered as insured
property damage; and (ix) applicable coverage defenses or determi-
nations, if any, including the determination as to whether or not
an asbestos claim is a products or completed operation claim
subject to an aggregate limit and the available coverage, if any,
for that claim.

In recent years, the Company, as well as the industry general-
ly, has witnessed a significant increase in the number of asbestos
claims being filed, due to a number of variables, including more
intensive advertising by lawyers seeking asbestos claimants, and
the increasing focus by plaintiffs on new and previously peripheral
defendants, attempts to broaden the interpretation of compensable
loss, and courts expanding the scope of the coverage.

As a result of the significant uncertainty inherent in deter-
mining a company’s asbestos and environmental liabilities, the
amount of reserves required to adequately fund the Company’s
asbestos and environmental claims cannot be accurately estimated
using conventional reserving methodologies based upon historical
data and trends. As a result, the use of conventional reserving
methodologies frequently has to be supplemented by subjective
considerations including managerial judgment.

The methods of determining estimates for reported and
unreported losses and establishing resulting reserves and related
reinsurance recoverables are periodically reviewed and updated,
and adjustments resulting from this review are reflected in
income currently.

As a direct result of the significant uncertainties associ-
ated with estimating its asbestos and environmental exposures and

establishing appropriate levels of reserves, the ultimate liability of
the Company for asbestos and environmental exposures may vary
materially from the reserves currently recorded. The Company
and other industry members have and will continue to litigate
the broadening judicial interpretation of policy coverage and the
liability issues. If the courts continue to expand the scope of the
coverage provided, additional liabilities could emerge for amounts
in excess of reserves held. This emergence, as well as the other
uncertainties noted above, cannot be reasonably estimated, but
could have a material impact on the Company’s future operating
results and financial condition.

The following tables summarize the activity for the
Company’s asbestos and environmental claims and claim adjust-
ment expenses, a component of the Company’s unpaid claims
and claim adjustment expenses for the years ended December 31,
2002 and 2001:

2002 2001

Gross Asbestos:

January 1 reserves: $1,479 $1,408
Incurred activity 485 288
Paid activity 281 217
Ending reserves $1,683 $1,479
Net Asbestos:

January 1 reserves: $ 854 $ 790
Incurred activity 294 179
Paid activity 175 115
Ending reserves $ 973 $ 854
Gross Environmental:

January 1 reserves: $ 705 $ 860
Incurred activity 52 (1)
Paid activity 176 154
Ending reserves $ 581 $ 705
Net Environmental:

January 1 reserves: $ 446 $§ 469
Incurred activity 9 95
Paid activity 118 118
Ending reserves $ 319 $ 446

For certain commercial lines of insurance, the Company
offers experience-rated insurance contracts whereby the ultimate
premium is dependent upon the claims incurred. At December
31, 2002 and 2001, the Company held $4,212 and $4,229,
respectively, of unpaid claims and claim adjustment expenses
related to experience-rated contracts. Premiums receivable includ-
ed accrued retrospective and unbilled audit premiums of $718
and $710 at December 31, 2002 and 2001, respectively.

Unpaid claims and claim adjustment expenses are recorded
net of anticipated salvage and subrogation of $431 and $428 as of
December 31, 2002 and 2001, respectively.

At December 31, 2002 and 2001, the reserve for unpaid
claim reserves were reduced by $1,844 and $1,451, respectively,
for large dollar deductibles. Large dollar deductibles billed and
recoverable were $216 and $257 at December 31, 2002 and
2001, respectively.



(7) REINSURANCE
In the ordinary course of business, the Company assumes reinsur-
ance and also cedes reinsurance to other insurers to reduce overall
risk, including exposure to large losses and catastrophic events.
The Company is also a member of various involuntary pools and
associations and serves as a servicing carrier for residual market
organizations.

A summary of reinsurance financial data reflected within the
consolidated statements of income is presented below:

2002 2001
WRITTEN EARNED WRITTEN EARNED
Direct $15,096  $14,131 $12,734  $12,230
Assumed 1,645 1,489 793 631
Ceded 3,946 3,502 2,468 2,124
Net premiums $12,795  $12,118 $11,059 $10,737

The Company remains contingently liable in the event
reinsurers are unable to meet their obligations for paid and unpaid
reinsurance recoverables and unearned premiums ceded under
reinsurance agreements.

Eftective November 1, 2001, the Company acquired the
renewal rights to the independent agency business of OneBeacon,
excluding New York, New Jersey and New England. The business
includes small commercial and personal lines and gross written
premiums were $979 for 2002. Under the terms of the agreement,
the Company retains one third of the underwriting results
in the first year, two thirds in the second year and one hundred
percent thereafter. The transaction excludes insurance liabilities
for policies incepting prior to the effective date. Under the terms
of the transaction, the Company assumed the related infrastruc-
ture, employees and underwriting responsibility for the business.

The Company has an aggregate reinsurance recoverable from
Nationwide Indemnity Company in the amount of $1,058 and
$1,099 as of December 31, 2002 and 2001, respectively. The rein-
surance recoverable is guaranteed by Nationwide Mutual Insurance
Company. Additionally, the Company has significant reinsurance
recoverable concentrations with National Indemnity Company
(a Berkshire Hathaway, Inc. subsidiary), North American Specialty
Insurance Company (a subsidiary of Swiss Reinsurance Company),
and Federal Insurance Company (a Chubb subsidiary) totaling
$464, $470, and $282, respectively, as of December 31, 2002, net
of offsetting liabilities under the contracts.

The Company serves as a setvicing carrier for various residual
market organizations. Unearned premiums and unpaid claims
and claim adjustment expenses ceded to residual market organiza-
tions totaled $2,229 and $1,950 as of December 31, 2002 and
2001, respectively.

In 2002 and 2001, the Company entered into retroactive
reinsurance treaties with unaffiliated entities. The Company
transferred unpaid claims and claim adjustment expenses of $124
and $1,603 and recorded deferred gains of $0 and $800 in 2002
and 2001, respectively. Accrued contingent profit sharing
commissions of $195 and $162 were recorded as of December 31,
2002 and 2001, respectively.

(8) DEBT OUTSTANDING
Debt outstanding at December 31, 2002 and 2001 includes the
following:

Short-term debt:

2002 2001
Commercial paper $50  $175
Revolving credit facilities 18 31
Receivables financing 40 72
Current maturities of long-term debt 35 12
Total short-term debt $143 $290
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Long-term debt:

2002 2001
8.20%, Surplus Notes, due 2007 $ 250 $ 250
6.75%, Notes, due 2008 18 20
8.50%, Surplus Notes, due 2025 150 150
7.87%, Surplus Notes, due 2026 250 250

7.63%, Notes, due 2028 3 3

7.70%, Surplus Notes, due 2097 500 500
6.76% - 8.10%, Medium Term Notes,

with various maturities 88 124

1,259 1,297

Unamortized discount 9) 9)

Total long-term debt excluding current maturities $1,250 $1,288
Short-term Debt

The Company issues commercial paper to meet short-term operat-
ing needs. The total facility was $600 at December 31, 2002 and
2001 and is backed up by a $450 line of credit facility ($300 in
2001). Commercial paper issued and outstanding at December 31,
2002 and 2001 was $50 and $175, respectively. Interest rates
ranged from 1.40% to 3.10% in 2002 and 2.05% to 6.63% in
2001. Interest expense on the commercial paper was $3 and $13
during 2002 and 2001, respectively.

In 2002 and 2001, the Company entered into one-year
financing transactions, whereby LMGI sold $142 and $85 of pre-
miums receivable, with recourse, for $121 and $72, respectively.
The interest rate on this financing is the lender’s cost of commer-
cial paper plus 75 basis points.

Long-term Debt
Payments of interest and principal of the surplus notes are
expressly subordinate to all policyholder claims and other obliga-
tions of LMIC. Accordingly, interest and principal payments are
contingent upon prior approval of the Commissioner of Insurance
of the Commonwealth of Massachusetts.

At December 31, 2002, the principal maturity schedule of
long-term borrowings is as follows:

2004 $ -
2005 61
2006 27
2007 250
Thereafter 912

$1,250

In 2002 and 2001, the Company entered into an arrange-
ment to sell and leaseback certain furniture and equipment. The
initial lease term is 13 months with the Company having the
option to renew the lease monthly for up to five years at which
time the Company has a purchase option. The weighted average
interest rate on the lease is LIBOR plus 145 basis points. The
transactions are accounted for as capital leases. The capital lease
obligations as of December 31, 2002 and 2001 were $114 and
$126, respectively, and are included in other liabilities.

As of December 31, 2002, the Company’s future minimum
lease payments under the sale-leaseback agreement through
maturity are approximately $36 for 2003, $36 for 2004, $23 for
2005, $22 for 2006, and $2 for 2007.

Interest

The Company paid $113 and $121 of interest in 2002 and 2001,
respectively, and incurred $116 and $124 of interest expense in
2002 and 2001, respectively.

(9) FEDERAL AND FOREIGN INCOME TAXES
LMHC, Montgomery, and M&B each file separate Federal income
tax returns. Each company files a consolidated Federal income tax



N OTES T O CcC O

LIBERTY M UTUAL

NSOLIDATED

HOLDING

FINANCIAL STATEMENT S

COMPANY INC.

(CONTINUED)

return with their respective eligible subsidiaries. Pursuant to
intercompany Federal income tax allocation agreements that each
of these companies have with their respective subsidiaries, the
consolidated tax liabilities are allocated to each company based on
its separate return tax liability. Tax benefits are allocated to each
company for its portion of net operating losses and tax credit carry
forwards in the year they are used by the respective consolidated
groups. Intercompany tax balances are settled quarterly.

A provision is made, where applicable, for taxes on foreign
operations.

The components of Federal and foreign income tax expense
(benefit) related to continuing operations are:

YEARS ENDED DECEMBER 31, 2002 2001
Current tax expense (benefit):
United States Federal $ 241 $(129)
United States Federal benefit of net operating losses (195) -
Foreign 39 25
Total current tax expense (benefit) 85 (104)
Deferred tax expense (benefit):
United States Federal 27) 486
Foreign 20 97)
Total deferred tax (benefit) expense ) 389
Total Federal and foreign income tax expense $ 78  $285

A reconciliation of the income tax expense (benefit) attributable
to continuing operations computed at U.S. Federal statutory tax
rates to the income tax expense (benefit) as included in the consol-
idated statements of income follows:
YEARS ENDED DECEMBER 31,

2002 2001

Expected Federal income tax expense (benefit) $208  $(593)
Tax effect of:
Nontaxable investment income (29) (54)
Change in valuation allowance (35) 975
Goodwill (14) 14
Revisions to estimates (64) (80)
Other 12 51
Actual Federal and foreign income tax expense $ 78  $285

The significant components of the deferred income tax assets and
liabilities at December 31, are summarized as follows:

2002 2001
Deferred tax assets:
Unpaid claims $ 769 $ 823
Unearned premium reserves 310 263
Net operating losses 377 542
Employee benefits 204 158
Retroactive reinsurance 379 388
Other 484 626
Less: valuation allowance (1,016) (1,051)
Total deferred tax assets 1,507 1,749
Deferred tax liabilities:
Deferred acquisition costs 260 233
Investments 585 601
Other 48 248
Total deferred tax liabilities 893 1,082
Net deferred tax assets $ 614 $ 667
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Management believes it is more likely than not that the
deferred tax assets, net of valuation allowance, will be realized
based primarily on the assumption that certain levels of future
income will be achieved.

The Company had net operating loss carry forwards of
$1,300, alternative minimum tax credit carry forwards of $147,
and foreign tax credit carry forwards of $21 as of December 31,
2002. The net operating loss carry forwards and foreign tax
credits will begin to expire, if not utilized, in 2003 and the alter-
native minimum tax credits do not expire.

The Company has not provided for deferred taxes on
unremitted earnings of subsidiaries outside the United States
where such earnings are permanently reinvested. At December 31,
2002, unremitted earnings of foreign subsidiaries were $263. If
these earnings were distributed in the form of dividends or
otherwise, the Company would be subject to U.S. income taxes
less an adjustment for applicable foreign tax credits.

During 2002, the Company reached a settlement with the
Internal Revenue Service (“IRS”) relating to its Federal income
taxes for the 1985-1993 tax years. In addition, the IRS has com-
pleted its review of the Company’s Federal income tax returns
through the 1998 tax year and is currently reviewing income tax
returns for the 1999 through 2001 tax years. Any adjustments
that may result from the IRS examinations of these income tax
returns are not expected to have a material impact on the financial
position, liquidity or results of operations of the Company.

(10) BENEFIT PLANS

The Company sponsors noncontributory defined benefit pension
plans (“the Plans”) covering substantially all U.S. and Canadian
employees. The benefits and eligibility are based on age, years of
service and the employee’s compensation, as more fully described
in the Plans.

Assets of the Plans consist primarily of investments in life
insurance company separate accounts and a collective investment
trust fund, which invests primarily in fixed income and Standard
and Poor’s 500 Index of equity securities. At December 31, 2002
and 2001, assets of the Plans totaling $1,720 and $2,000, respec-
tively, were held in separate accounts of the Company.

The Company sponsors a supplemental retirement plan
(“SIRP”) for certain executives to provide pension benefits above
the levels provided by the pension plans without regard to the
statutory earnings limitations of qualified defined benefit pension
plans. The supplemental plans are unfunded.

The Company also provides certain health care and life
insurance benefits (“Postretirement”) for retired employees of cer-
tain subsidiaries. A significant portion of U.S. and Canadian
employees may become eligible for these benefits. Alternatively,
retirees may elect certain health care benefit plans. Life insurance
benefits are based upon a participant’s final compensation subject
to the plan maximum.



The following table sets forth the assets, obligations and assumptions associated with the various pension and post-retirement bene-
fits. The amounts are recognized in the accompanying consolidated balance sheets as of December 31, 2002 and 2001, and consolidated
statements of income for the years then ended:

PENSION BENEFITS SIRP BENEFITS POSTRETIREMENT BENEFITS
2002 2001 2002 2001 2002 2001
Change in benefit obligations:
Benefit obligation at beginning of year $1,966  $1,627 $ 112 $ 102 $ 426 $ 380
Eligibility costs 88 70 4 3 13 11
Interest cost 131 121 10 7 29 27
Amendments - 58 - 2 (38) @)
Actuarial (gain) loss (49) 147 27 (1) 34 19
Benefits paid 7) (86) 6) (3) (24) (26)
Other (3) 29 13 2 @ 17
Benefit obligations at end of year $2,036  $1,966 $ 160 $ 112 $ 439 $ 426
Accumulated benefit obligations $1,760 $1,761 $ 132 $ 87 $ 439 $ 426
Change in plan assets:
Fair value of plan assets at beginning of year $2,174  $2,434 $8 - $ - $ 22 % 25
Actual return on plan assets (234) (195) - - - (D
Employer contribution - - - - 22 24
Benefits paid 97) (86) - - (24) (26)
Other (12) 21 — — — —
Fair value of plan assets at end of year $1,831 $2,174 $ - $ - $ 20 §$ 22
Reconciliation of funded status:
Funded status of the plan $ 205) $§ 208 $(160) $(112) $ (419)  $ (404)
Unrecognized net (gain)/loss 336 (87) 46 21 (32) (68)
Unrecognized prior service cost 53 58 18 20 47) (10)
Unrecognized net transition (asset)/obligation (57) (64) 2 3 135 145
Net amount recognized $ 127 $ 115 $§ 94 $ (68) $(363) $(337)
Components of net periodic benefit costs
Eligibility costs $ 8 $ 70 $ 4 ¢ 3 $ 13§ 11
Interest cost 131 121 10 7 29 27
Expected return on plan assets (215) (212) 2 — ) )
Amortization of unrecognized:
Net (gain)/loss (14) 27) 1 1 2) 3)
Prior service cost S — 1 2 (1) (1)
Net transition (assets)/obligation 7 6) 1 — 10 10
Net periodic benefit costs $ 12 $ (4 $ 19 $ 13 $ 47 $ 42
Amounts recognized in the consolidated balance sheets consist of:
Prepaid benefit cost $ 127 § 115 $ - 8 - $ - & -
Accrued benefit liability - - (132) (87) (363) (337)
Intangible asset - - 19 19 - -
Accumulated other comprehensive income - - 19 - - -
Net amounts recognized at year end $ 127 $ 115 $ 94 $ (68) $ (363) $(337)
Weighted average assumptions
Discount rate 7.00%  7.00% 7.00%  7.00% 7.00%  7.25%
Expected return on plan assets 8.50%  9.00% - - 7.15%  7.15%
Rate of compensation increase 5.20%  5.20% 4.90%  4.90% - -
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The average health care cost trend rates were 10.00% in
2002 and 5.75% in 2001. The 2002 rate is graded to 5% over six
years. Health care cost trend rate assumptions have a material
impact on the postretirement benefit obligation. A one-percentage
change in assumed health care cost trend rates would have the
following effects:

1% POINT 1% POINT
INCREASE  DECREASE
Effect on total service and interest costs $6 $065)
Effect on accumulated benefit obligation $46 $(41)

The Company sponsors defined contribution savings plans
(a 401(k) plan) for substantially all U.S. and Canadian employees
who meet certain eligibility requirements. During 2002 and
2001, employees could contribute a percentage of their annual
compensation on a before and after-tax basis, subject to Federal
limitations. In 2002 and 2001, the Company made matching
contributions of $61 and $57, respectively.

Some foreign subsidiaries sponsor non-contributory pension
plans to employees which provide benefits based on final pay. The
assets of the plans are held separately from the assets of the foreign
subsidiaries. Pension costs charged to the foreign subsidiaries
operations during 2002 and 2001 were $5 and $2, respectively.
The market value of the plan assets as of December 31, 2002 and
2001 was $16 and $7, respectively. The accumulated benefit obli-
gation under the plans as of December 31, 2002 and 2001 was
$15 and $6, respectively.

The Company provides various performance based compen-
sation plans to employees meeting the participation requirements
of the respective plans. Related compensation is determined in
accordance with plan formulas.

(I1) FAIR VALUE OF FINANCIAL INSTRUMENTS

Statement of Financial Accounting Standards No. 107, “Disclosures
about Fair Value of Financial Instruments” requires disclosure of fair
value information about financial instruments, as defined therein,
for which it is practicable to estimate such fair value. All financial
instruments may not be recognized in the consolidated balance
sheets. SFAS 107 excludes certain financial instruments, including
those related to certain insurance contracts. In the measurement
of the fair value of certain financial instruments, quoted market
prices were not available and other valuation techniques were uti-
lized. These derived fair value estimates are significantly affected
by the assumptions used. The following methods and assumptions
were used to estimate the fair value of the financial instruments
presented:

Cash and cash equivalents and short-term investments: The carry-
ing amounts reported in the consolidated balance sheets for these
instruments approximate fair values.

Fixed maturities: Fair values for fixed maturities were general-
ly based upon quoted market prices. For certain fixed maturities
securities for which quoted market prices were not available, fair
values were estimated using values obtained from independent
pricing services, or in the case of private placements, were deter-
mined by discounting expected future cash flows using a current
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market rate applicable to the yield, credit quality, and maturity
of the securities.

Equity securities: Fair values for equity securities were based
upon quoted market prices.

Other Investments: Fair values represent the Company’s equity
in the partnership’s net assets as determined by the respective
General Partner.

Future policy benefits: Fair values for deferred annuity contracts
are equal to current net surrender value. Fair values of liabilities
under investment-type insurance contracts, including individual
and group annuities, are estimated using discounted cash flow
calculations at current pricing rates.

Debt outstanding: Fair values of commercial paper and short-
term borrowings approximate carrying value. Fair values of
long-term debt were either based upon quoted market prices or
estimated using discounted cash flow analyses based on the
Company’s incremental borrowing rate.

The fair values and carrying values of the Company’s finan-
cial instruments at December 31, 2002 and 2001 are as follows:

2002 2001
CARRYING FaIr CARRYING  FAIR
VALUE VALUE VALUE VALUE
Fixed maturity securities $26,968 $26,968 $24,993 $24,993
Equity securities 1,088 1,088 2,088 2,088
Trading securities 227 227 156 156
Other investments 675 675 761 761
Short-term investments 779 779 553 553
Cash and cash equivalents 2,615 2,615 3,231 3,231
Future policy benefits,
other plan funds and
benefits payable 4,210 4,210 3,617 3,617
Debt 1,393 1,170 1,578 1,443
Separate account assets 1,887 1,887 2,198 2,198
Separate account liabilities 1,887 1,887 2,198 2,198



(12) COMMITMENTS AND CONTINGENT LIABILITIES
Various lawsuits against the Company have arisen in the normal
course of business. Contingent liabilities arising from litigation,
income taxes and other matters are not considered material in
relation to the financial position of the Company.

The Company leases certain office facilities and equipment
under operating leases expiring in various years through 2009.
Rental expense amounted to $165 and $178 for the years ended
December 31, 2002 and 2001, respectively. Future minimum
rental payments under non-cancelable leases with terms in excess
of one year are estimated as follows:

2003 $145
2004 122
2005 98
2006 68
2007 51
Thereafter 270
Total $754

It is expected that as leases expire they will be replaced.

At December 31, 2002, the Company had unfunded capital
commitments to private equity investments of $797.

At December 31, 2002, the Company had commitments to
purchase various mortgage backed securities settling in 2003,
at a cost of $725 and a fair value of $744 and are included as fixed
maturities on the consolidated balance sheets.

The Company is subject to guaranty funds and other assess-
ments. Guaranty fund assessments are accrued at the time an
insolvency is known. Premium based assessments are accrued
when the premiums are written and loss based assessments are
accrued when the losses are incurred. Other assessments are
accrued when assessed.

The Company has accrued a liability for guaranty funds and
other assessments of $210. This represents management’s best
estimate of the liability. The amount of guaranty fund assessments
varies each year and will be paid for the foreseeable future.

During 2001, the Company received notification of the
insolvency of the Reliance Insurance Group. It is expected the
insolvency will result in a guaranty fund assessment of $104.

(13) POLICYHOLDERS’ EQUITY

Statutory Surplus

Statutory surplus of the Company’s domestic insurance companies
was $5.2 billion and $5.8 billion at December 31, 2002 and
2001, respectively. Effective January 1, 2001, the Company’s
domestic insurance subsidiaries began preparing the statutory
basis financial statements in accordance with the revised
Accounting Practices and Procedures Manual of the National
Association of Insurance Commissioners (a process referred to as
“codification”), subject to any deviations prescribed by the insur-
ance commissioners of the various insurance companies’ states

of domicile. The impact of codification was a reduction in statuto-
ry surplus of $181. The Company does not have any material
permitted practices that deviate from codification.

Dividends

The Company’s domestic insurance subsidiaries are subject to vari-
ous regulatory restrictions that limit the maximum amount of
dividends that can be paid without the prior approval of insurance
regulatory authorities. The maximum amount of dividends to be
paid is generally based on surplus and net income. Additionally, as
a result of a Keep Well Agreement dated November 28, 2001
between LMHC MA, LMGI, the Company, and the Massachusetts
Commissioner of Insurance, the maximum dividend payout is also
based on the authorized control level risk-based capital of certain
insurance subsidiaries. The maximum dividend payout in 2003
that may be made prior to regulatory approval is $125.



REPORT O F MANAGEMENT

LIBERTY M UTUAL HOLDING COMPANY INC.

The Board of Directors

Liberty Mutual Holding Company Inc.

The accompanying consolidated financial statements and related information contained in this annual report are the responsibility of
management and have been prepared in conformity with generally accepted accounting principles. These consolidated financial state-
ments include amounts that are based on management’s estimates and judgments, particularly our reserves for losses and loss adjustment
expenses. We believe that these consolidated financial statements present fairly the Company’s financial position and results of operations

and that other information contained in the annual report is consistent with the consolidated financial statements.

We maintain and rely on a system of internal accounting controls designed to provide reasonable assurance that assets are safeguarded
and transactions are properly authorized and recorded. We continually monitor these internal accounting controls, modifying and
improving them as business conditions and operations change. Additionally, our internal audit department independently reviews and
evaluates these controls. We believe our systems of internal accounting controls provide reasonable assurance that errors or irregularities

that would be material to the consolidated financial statements are prevented or detected in the normal course of business.

Our independent auditors, Ernst & Young LLP, have audited the consolidated financial statements and expressed their opinion on the
fairness of these consolidated financial statements. Their audit provides an independent, objective review of our consolidated financial
statements. They review our internal controls and procedures, perform tests of accounting records, and conduct other auditing proce-

dures as they consider necessary to comply with auditing standards generally accepted in the United States.

The Audit Committee of the Board of Directors, comprised solely of outside directors, oversees management’s discharge of its financial
reporting responsibilities. The Audit Committee meets periodically with management, our internal auditors and representatives from
Ernst & Young LLP to discuss auditing, financial reporting and internal control matters. Both our internal audit department and Ernst

& Young LLP have access to the Audit Committee without management’s presence.

Sl 2%

Edmund F. Kelly
Chairman, President and Chief Executive Officer

IR

J. Paul Condrin, III
Senior Vice President and Chief Financial Officer
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REPORT O F INDEPENDENT AUDITORS

The Board of Directors

Liberty Mutual Holding Company Inc.

We have audited the accompanying consolidated balance sheets of Liberty Mutual Holding Company Inc. and subsidiaries (the
Company) as of December 31, 2002 and 2001, and the related consolidated statements of income, changes in policyholders’ equity, and
cash flows for the years then ended. These financial statements are the responsibility of the Company’s management. Our responsibility

is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall finan-

cial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial position of
Liberty Mutual Holding Company Inc. and subsidiaries at December 31, 2002 and 2001, and the consolidated results of their operations
and their cash flows for the years then ended in conformity with accounting principles generally accepted in the United States.

As discussed in Note 1 to the consolidated financial statements, in 2002, the Company adopted Financial Accounting Standards

No. 142, “Goodwill and Other Intangible Assets” and the remaining provisions of Financial Accounting Standards No. 141, “Business

Combinations”.

As discussed in Note 1 to the consolidated financial statements, in 2001, the Company adopted Financial Accounting Standards No.
133, “Accounting for Derivative Instruments and Hedging Activities”.

Boston, Massachusetts
March 14, 2003 é/wﬁf ¥ MLLP
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Frank S. Wyle
Founder and Chairman
Wyle Electronics
E!l Segundo, California

DELAWARE

Richard S. Barr
Chairman

Barr International, Inc.
Salisbury, Maryland

John S. Bonk
President

M. Davis & Sons, Inc.
Wilmingron, Delaware

Eugene M. Julian

President

Eastern States Development Co. Inc.
Newark, Delaware

Alan B. Levin

Chairman, President and Chief
Executive Officer

Happy Harry’s, Inc.

Newark, Delaware

William C. Robertson, Jr.
President

PENCO Corporation
Seaford, Delaware

P. Coleman Townsend, Jr.
Chairman and Chief Executive Officer
Townsends, Inc.

Wilmington, Delaware

FLORIDA

Richard W. Ebsary

President

Ebsary Foundation Company, Inc.
Miami, Florida

H. Britt Landrum, Jr.

Chief Executive Officer
AmStaff Human Resources, Inc.
Pensacola, Florida

Robert A. Lopez

President

General Asphalt Company, Inc.
Miami, Florida

Eugene McNichols
President

McNichols Company
Tampa, Florida
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Martin E. Murphy

President and Chief Executive Officer
Murphy Construction Company, Inc.
West Palm Beach, Florida

George Pantuso
President and Owner
Circle H. Citrus Company
Ft. Pierce, Florida

Kenneth N. Schulz
President

Polk Nursery Company, Inc.
Auburndale, Flovida

Charles W. Stiefel
President

Stiefel Laboratories, Inc.
Coral Gables, Florida

Kenneth N. Trask

President and Chief Executive Officer
Conshor, Inc.

Bonita Springs, Florida

GEORGIA

Edward M. Abrams
Chairman of the Board
Abrams Industries, Inc.
Atlanta, Georgia

Fred Keith

President

Atlanta Bonded Warebouse Corporation
Kennesaw, Georgia

Howell W. Newton
President

Trio Manufacturing Company
Forsyth, Georgia

William (Pete) W. Scogin, Jr.
President

Stasco Mechanical Contractors, Inc.
Marietta, Georgia

Robert P. Shapard, IIT
President

American Knitting Mills
Griffin, Georgia

INDIANA

Robert R. Baylor
President

Baylor Trucking, Inc.
Milan, Indiana



LIBERTY

Mike Mount
President

Mount Trucking, Inc.
Columbus, Indiana

Dean W. Pfister
Secretary - Retirved
Franklin Electric Company
Ft. Wayne, Indiana

Terry L. Tucker

Chairman, President and Chief
Executive Officer

Maple Leaf Farms, Inc.
Milford, Indiana

J. Douglas Reeves

President

Reeves Management Services, Inc.
Knightstown, Indiana

KENTUCKY

Robert W. Byrd
Chairman of the Board of Directors
The Keller Manufacturing Co., Inc.
Corydon, Indiana

Don C. Haas
President

Haas Carriage Co., Inc.
Sellersburg, Indiana

William H. Harrison, Jr.
President

Number Fourteen Corporation
Louisville, Kentucky

Fred J. Merrick, Sr.

Chief Executive Officer and President
Multi-Industries, Incorporated
Louisville, Kentucky

Robert G. Pfeiffer

Chairman of the Board and Chief Executive
Officer

Neill-LaVielle Supply Co.

Louisville, Kentucky

MARYLAND

Wayne Gaumer
President

Lightning Transportation
Hagerstown, Maryland

Michael E. Holupka
Partner

The Anderson Company, LLC
Manassas, Virginia

M UTUAL

ADVISORY B OARDS

INSURANTCE

(CONTINUED)

Joseph A. Hunt
President

Westat, Inc.
Rockville, Maryland

T. Kenneth Joy

President

B. Frank Joy Company, Inc.
Hyattsville, Maryland

Ernest D. Levering
President

Ramsay, Scarlert & Co., Inc.
Baltimore, Maryland

Carl A. Ressa

President

A. S. Jobnson Company, Inc.
Forestville, Maryland

Craig M. Smith

Principal

The Creaney & Smith Group
Baltimore, Maryland

MASSACHUSETTS

Ara Aykanian

Former Chairman and Chief Executive
Officer

Boston Digital Corporation
Framingham, Massachusetts

Salvatore A. Balsamo

Chairman and Chief Executive Officer
Technical Aid Corporation d/bla TAC
Worldwide Company

Dedbam, Massachusetts

Michael E. Foley

President

M. E Foley, Inc.

New Bedford, Massachusetts

Wayne J. Griffin

President

Wayne J. Griffin Electric Inc.
Holliston, Massachusetts

Benjamin D. Harrington

Chief Executive Officer and Treasurer

H. P. Cummings Construction Company, Inc.
Ware, Massachusetts

Charles B. Housen
Chairman, President and Chief
Executive Officer

Erving Industries, Inc.

Erving, Massachusetts
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Denis Keaveny

President and Chief Executive Officer
Cains Foods LP

Ayer, Massachusetts

Robert M. Kennedy

Executive Vice President and Treasurer
Kennedy Die Castings, Inc.

Worcester, Massachusetts

Daniel G. Larson

President

Larson Tool & Stamping Company
Attleboro, Massachusetts

Michael J. McDougall

Senior Partner

McDougall Fine Arts Galleries
G loucester, Massachusetts

Edward O. Owens
President

Henry E. Owens, Inc.
Everett, Massachusetts

Alfred J. Pandiani
Treasurer

National Glass Works, Inc.
Worcester, Massachusetts

James Zampell

President and Chief Executive Officer
Zampell Refractories, Inc.
Newburyport, Massachusetts

MICHIGAN

Jeffrey A. Coolsaet

President

R. L. Coolsaer Construction Company
Taylor, Michigan

Fred H. May

President and Chief Executive Officer
Saginaw Control & Engineering, Inc.
Saginaw, Michigan

David Moxlow

President

Trenton Forging Company, Inc.
Trenton, Michigan

Jeffrey S. Padnos

President

Louis Padnos Iron & Metal Company
Holland, Michigan



Joseph Schneider

President

Madison Electric Company/Standard
Electric Company

Warren, Michigan

Charles A. Van Zoeren
Chairman of the Board and Chief
Executive Officer

Alvan Moror Freight, Inc.
Kalamazoo, Michigan

MIDDLE WEST

William J. Darley

CEO and Chairman of the Board
William S. Darley & Company
Melrose Park, Illinois

Paul J. Darling, IT

President and Chief Executive Officer
Corey Steel Company

Chicago, Illinois

Alfred F. Krumbholz, Jr.
President

Chicago Boiler Company
Gurnee, Illinois

David W. Marx
President

New World Van Lines, Inc.
Chicago, Illinois

Joseph A. Pycz, 111
President

Krupp Gerlach Company
Danville, 1/linois

Wayne E. Baum

President

Combined Construction Group, Ltd.
Morton, Illinois

MINNESOTA

John S. Elder
President

Elder Jones, Inc.
Bloomington, Minnesota

Ralph E. Gross
President

SPS Companies, Inc.
Minneapolis, Minnesota

John W. Lettmann

President and Chief Executive Officer
Malt-0-Meal Company
Minneapolis, Minnesota

Brian Mathiowetz

President

Mathiowetz Construction Company
Sleepy Eye, Minnesota

John Roswick

President

Midwest Motor Express, Inc.
Bismarck, North Dakota

Gary B. Sauer
President

Tiller Corporation
Maple Grove, Minnesota

MISSOURI

Roy L. Burns

President and Chief Executive Officer
Lionmark Construction Companies
St. Louis, Missonri

Joseph Burstein
Chairman of the Board
Leonard’s Metal, Inc.
Creve Coenr, Missouri

Todd J. Korte

President

Korte Construction Company
Highland, linois

Thom Kuhn

EVP and Chief Administrative Officer
Millstone Bangert, Inc.

St. Charles, Missouri

Scott W. Meader

President and Chief Executive Officer
Milnot Holding Corporation

St. Louis, Missonri

Zsolt Rumy

Chairman, CEO and President
Zoltek Companies, Inc.

St. Louis, Missouri

NEW JERSEY

Candida C. Aversenti

President and Chief Operating Officer
General Magnaplare Corporation
Linden, New Jersey

Edward C. Hoeflich
Moorestown, New Jersey

Richard W. Kanter
President

Miller Construction Company
Jersey City, New Jersey

Theodore J. Reiss
President

Reiss Corporation
Englishtown, New Jersey

Richard C. Robinson

President

Adpronics/Elrob Manufacturing Corp.
Cedar Grove, New Jersey

Thomas Rogers

President

Rogers Transfer, Inc.

Great Meadows, New Jersey
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Allan Weissglass

President

Magruder Color Company, Inc.
Elizabeth, New Jersey

NEW YORK

Lawrence N. Cohen
Management Consulting
LN Cobhen & Associates
Jupiter, Florida

Richard G. Kirschner
Chief Operating Officer
Jetro Cash & Carry
College Point, New York

William G. Murphy
Vice President

Halmar Contracting Inc.
Newburgh, New York

Todd Nugent
President

T.E. Nugent

New York, New York

Ira Salzman
President

Slomins, Inc.
Hicksville, New York

Howard E. Wallack

President and Chief Executive Officer
Jonrob Leasing Corp.

Park Ciry, Utah

Ronald A. Yakin
President

American Pecco Corporation
Mizllwood, New York
NEW YORK STATE

Richard A. Cognetti

Chairman of the Board and Chief Executive

Officer
Kinney Drugs, Inc.
Gonvernenr, New York

Paul J. DeCarolis
President

DeCarolis Truck Rental, Inc.
Rochester, New York

Michael Dranichak

Acting CEO

LEB Contracting Industries, Inc.
Menands, New York

Frederic J. Durkin

Chairman of the Board
Transportation Consultants, Inc.
Minoa, New York

Marianne W. Gaige
President and COO
Cathedral Corporation
Rome, New York
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Kirk B. Hinman
President

Rome Strip Steel Co., Inc.
Rome, New York

John D. Zink

Executive Vice President and Chief Operating
Officer

Gypsum Express Lid.

Baldwinsville, New York

NORTH CAROLINA

Jerome W. Bolick

President

Southern Furniture Company of
Conover, Inc.

Conover, North Carolina

J. M. Carstarphen, III

President, Chief Executive Officer and
Chairman of the Board

Stowe-Pharr Mills

McAdenville, North Carolina

Otis A. Crowder

President and Chief Executive Officer
Crowder Construction Company
Charlotte, North Carolina

Ron E. Doggett

Retired - Former Chairman and Chief
Executive Officer

GoodMark Foods, Inc.

Raleigh, North Carolina

Edward P. Schrum

Retired - President, Chief Executive Officer
and Treasurer

Carolina Mills, Inc.

Conover, North Carolina

Parks C. Underdown, Jr.
Chairman, Board of Directors
Hickory Springs Manufacturing Co.
Hickory, North Carolina

NORTHERN NEW ENGLAND

Robert N. Bass

Retired - Former President,
CEO and Chairman

G.H. Bass and Company
Cumberland Foreside, Maine

Michael Dolan, Jr.
President

Busy Bee_Janitorial Service
Somersworth, New Hampshire
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Alvin D. Felgar

Chief Executive Officer
Frisbee Memorial Hospital
Rochester, New Hampshire

Jon Gregory

President

Quarry Division Rock of Ages Corporation
Northfield, Vermont

Robert L. Gustafson
President

Thompson Center Arms
Rochester, New Hampshire

William R. Lochhead
President and General Manager
Lochhead Realty Company, Inc.
Nashua, New Hampshire

Barry E. Pottle

President

Portle’s Transportation, Inc.
Bangor, Maine

William D. Purington
President

Maine Drill and Blasting
Gardiner, Maine

Thomas Hedley Reynolds
Retired - Former President
University of New England
Biddeford, Maine

Alvan A. Traffie

President

Hutter Construction Corporation
New Ipswich, New Hampshire

OHIO

Robert E. Alspaugh
President

SCT Corporation
Alden, Michigan

Bruce C. Gilbert

Chairman

Great Lakes Construction Company
Westlake, Ohio

David W. Hackbirth
President

Business Concepts, Inc.
Akron, Ohio

Jon E. Jenson

President

Precision Metal Forming Association
Independence, Ohio
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Jefferson W. Keener, Jr.
President

The Chardon Rubber Company
Chardon, Ohio

Lee R. Radcliffe
President

Jefferson Trucking Co.
Lorain, Ohio

PENNSYLVANIA

T. Roderick Henkels
Chief Operating Officer
Henkels & McCoy, Inc.
Blue Bell, Pennsylvania

Ray B. Mundt

Retired - Former Chairman and CEO
Unisource Worldwide, Inc.

Rosemont, Pennsylvania

Robert W. Palaima
President

Delaware River Stevedores, Inc.
Philadelphia, Pennsylvania

Leo Pasini

President and Chief Operating Officer
Fisher Tank Company

Chester, Pennsylvania

John W. Rex
President

Rex Heat Treat
Lansdale, Pennsylvania

Henry L. Rosenberger

Chairman and Chief Executive Officer
Rosenberger Companies L.

Blooming Glen, Pennsylvania

PITTSBURGH

Richard L. Carrara
President

Amthor Steel

Erie, Pennsylvania

Lee B. Foster, II

President and Chief Executive Officer
L.B. Foster Company

Pittsburgh, Pennsylvania

Dr. Charles J. Hora, Jr.
President

Lord Corporation

Cary, North Carolina



Robert A. Paul

President and Chief Executive Officer
Ampco-Pittsburgh Corporation
Pittsburgh, Pennsylvania

William G. Perrine
President and Chief Executive Officer
Sharon Tube Company
Sharon, Pennsylvania

Steven B. Stein
Consultant
Pittsburgh, Pennsylvania

T. Philip Stout

President and Chief Executive Officer
Atlas Service Corporation
Eighty-Four, Pennsylvania

ROCKY MOUNTAIN

Demetrios C. Daskalos
President

Atlas Resonrces, Inc.
Albuguerque, New Mexico

Robert Millwee

President and Chief Executive Officer
Garney Construction

Kansas City, Missonri

Edward Routzon
President

Guy’s Floor Service, Inc.
Denver, Colorado

Wayne E. Simmonds

President and Chief Executive Officer
FBG Service Corporation

Omaha, Nebraska

Diemer True
Partner

True Oil Company
Casper, Wyoming

SOUTH CAROLINA

MacFarlane L. Cates, Jr.
President and Treasurer
Arkwright Mills
Spartanburg, South Carolina

Robert H. Chapman
President

Inman Mills

Inman, South Carolina

Peter E. Frohlich

Chief Executive Officer
Bommer Industries, Inc.
Landyum, South Carolina

H. Morgan Haskell

Retived - Former President & Treasurer
Brunswick Worsted Mzlls, Inc.

Hilton Head, South Carolina

Walter Scott Montgomery, Jr.
Chairman and Chief Executive Officer
Montgomery Industries, Inc.
Spartanburg, South Carolina

Richard H. Pennell

Chairman and Chief Executive Officer
Metromont Prestress Company
Greenville, South Carolina

Danny T. Phillips
President

J. Frank Blakely Company
Spartanburg, South Carolina

SOUTHERN NEW ENGLAND

Joseph Arborio
President

Arborio Corporation
Cromwell, Connecticut

Gordon M. Clark

Chief Executive Officer and Treasurer
The W.A1. Clark Company/WICO
Aviation, Inc.

Wallingford, Connecticut

Edward M. Crowley
President

Dichello Distributors, Inc.
Orange, Connecticut

Glen A. Harper

Chairman of the Board

The Waterbury Plating Company
Waterbury, Connecticut

Penfield Jarvis
President

Penco Corp./Jarvis Group
Hartford, Connecticut

Thomas E. Moore
Chairman

The Moore Company
Westerly, Rhode Island

Robert W. Parsons

President and Chief Executive Officer
A. H. Harris & Sons, Inc.
Newington, Connecticut

Daniel Sabia

President

BKM Enterprises, Inc.
East Hartford, Connecticut

David T. Shopis

President and Chief Executive Officer
The FIP Corporation

Cheshire, Connecticut

SOUTHWEST (NORTHERN)
James H. Alexander
President

Central Transportation Systems, Inc.
Waco, Texas
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John B. Bartling

President and Chief Executive Officer
Walden

Addison, Texas

Timothy W. Byrne

President and Chief Executive Officer
United States Lime & Minerals, Inc.
Dallas, Texas

L. Decker Dawson

Chairman of the Board and Chief Executive

Officer
Dawson Geophysical Company
Midland, Texas

George R. Frymire
Chairman and President
Frymire Engineering Co., Inc.
Dallas, Texas

Robert D. Gillikin
President

Cummins Southern Plains, Inc.
Arlington, Texas

Randall L. Kressler

President and Chief Executive Officer
Lubrication Engineers, Inc.

Fort Worth, Texas

Raymond Marlow

Chairman and Chief Executive Officer
Marlow Industries, Inc.

Dallas, Texas

Roger Mashore

President and Chief Operating Officer
Midwest Trophy Manufacturing
Company, Inc.

Del Ciry, Oklaboma

A.H. “Chip” McElroy, 11, PE
President and Chief Executive Officer
McElroy Manufacturing Inc.

Tulsa, Oklahoma

R. E. Roberts
Chairman

Entrada Corporation
Cleburne, Texas

Jerry D. Rohane

President

Western Builders of Amarillo, Inc.
Amarillo, Texas

SOUTHWEST (SOUTHERN)

Phyllis A. Adams

President

Phylway Construction Company, Inc.
Thibodaux, Louisiana

Wallace Brasuell, P.E.

President and Chief Executive Officer
LA. Naman + Associates, Inc.
Houston, Texas
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Terry W. Davis
Chairman and President
TD Rowe Amusements, Inc.
Houston, Texas

Jon G. Ford
President
Todd-Ford, Inc.
San Antonio, Texas

A. Bruce Gerhardt
President
Gerbardt’s, Inc.
Jefferson, Louisiana

Jack M. Introligator
Vice President

Plant & Machinery, Inc.
Houston, Texas

Leonard N. Martin

Chairman of the Board

Mustang Tractor & Equipment Company
Houston, Texas

Mark T. Scully

President

T.A.S. Commercial Concrete
Construction LP

Spring, Texas

TENNESSEE

Gregory D. Brown
President

B.R. Williams Trucking
Oxford, Alabama

Stanley K. Dunbar

President and Chief Executive Officer
Moody Dunbar, Inc.

Jobnson City, Tennessee

Robert W. Klyce

President and Chief Executive Officer
Car and Truck Rental, Inc.
Birmingham, Alabama

Paul A. Martin

Chairman of the Board and Chief
Executive Officer

DWC Construction Company, Inc.
Nuashville, Tennessee

Leroy McAbee, Sr.
Chief Executive Officer
McAbee Construction, Inc.
Tuscaloosa, Alabama
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William L. Schaff

President

The Mapes Piano String Company
Elizabethton, Tennessee

John E. Seward, Jr.

Chairman of the Board and Chief
Executive Officer

PLC, Inc.

Elizabethton, Tennessee

VIRGINIA

Frank Armstrong, I1I

Chairman and President

National Fruit Product Company Inc.
Winchester, Virginia

A. Douglas Dalton, Jr.

President and Chief Executive Officer
English Construction Co., Inc.
Lynchburg, Virginia

Hubert Jackson Deaton, III, P.E
President

Schnabel Foundation Company
Sterling, Virginia

J. Spencer Frantz, Sr.

Vice Chairman
Graham-White Mfg. Company
Salem, Virginia

Henry S. Holland, III

Retired — Former President

The Cardwell Mackin Companies
Charlottesville, Virginia

James T. Holland
Retired — Former President
O’'Sullivan Group
Winchester, Virginia

Lloyd U. Noland, III
Chairman and President
Noland Company
Newport News, Virginia

Harry G. Norris

President

Howell's Motor Freight, Inc.
Roanoke, Virginia

Edward J. Reed
President

Givens, Inc. and Givens Trucking Co., Inc.

Chesapeake, Virginia
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Robert H. Spilman

Retired — Former Chairman of the Board
Bassett Furniture Industries, Inc.

Bassett, Virginia

C. Kenneth Wright
Chairman of the Board
Basic Auto Sales, LP
Glen Allen, Virginia

WISCONSIN

Joseph A. Daniels
President

Joe Daniels Construction Co.
Madison, Wisconsin

Ronald Deabler

President

American Technical Services, Inc.
Brookfield, Wisconsin

Franklyn Esenberg

Chairman of the Board
Interstate Forging Industries, Inc.
Milwauntkee, Wisconsin

Michael E. Stroh
President

Strob Die Casting Co., Inc.
Milwankee, Wisconsin

William J. Troyk

President

Roadyunner Freight Systems, Inc.
Cudaby, Wisconsin

William J. Webster
Chairman of the Board
Crescent Woolen Mills Company
Two Rivers, Wisconsin



LIBERTY MUTUAL HOLDING COMPANY INC. HOLDS ITS ANNUAL MEETING ON THE SECOND WEDNESDAY OF APRIL

AT 10 A.M. AT THE HEADQUARTERS IN BOSTON.

POLICYHOLDERS OF LIBERTY MUTUAL INSURANCE COMPANY (A STOCK INSURANCE COMPANY), LIBERTY MUTUAL
FIRE INSURANCE COMPANY (A STOCK INSURANCE COMPANY) AND EMPLOYERS INSURANCE COMPANY OF WAUSAU
(A STOCK INSURANCE COMPANY) ARE MEMBERS OF LIBERTY MUTUAL HOLDING COMPANY INC. IF YOU ARE A
POLICYHOLDER OF ANY ONE OF THESE ENTITIES AT THE TIME OF SUCH MEETINGS, YOU ARE ENTITLED TO VOTE,
EITHER IN PERSON OR BY PROXY. YOU MAY OBTAIN A PROXY FORM BY WRITING TO THE SECRETARY OF LIBERTY

MutuAL HOLDING COMPANY INC. AT 175 BERKELEY STREET, BOosSTON, MA o02117.



175 BERKELEY STREET, BOSTON, MA O021T17

WWW.LIBERTYMUTUAL.COM



