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UNITED STATES SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-Q

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended September 30, 2008

or

o TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d)

OF THE SECURITIES EXCHANGE ACT OF 1934

For the transition period from              to            

Commission file number 001-10898
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The Travelers Companies, Inc.
(Exact name of registrant as specified in its charter)

Minnesota 41-0518860
(State or other jurisdiction of
incorporation or organization)

(I.R.S. Employer
Identification No.)

385 Washington Street

St. Paul, MN 55102

(Address of principal executive offices) (Zip Code)

(651) 310-7911

(Registrant�s telephone number, including area code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been subject
to such filing requirements for the past 90 days.    Yes x    No o

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

Large accelerated filer x Accelerated filer o

Non-accelerated filer o Smaller reporting company o
(Do not check if a smaller reporting company)

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

Yes o    No x
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The number of shares of the Registrant�s Common Stock, without par value, outstanding at October 17, 2008 was 584,522,765.
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Item 1.  FINANCIAL STATEMENTS

THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF INCOME (Unaudited)

(in millions, except per share data)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2008 2007 2008 2007

Revenues
Premiums $ 5,448 $ 5,416 $ 16,145 $ 16,038
Net investment income 716 929 2,309 2,879
Fee income 120 148 315 395
Net realized investment gains (losses) (170) � (196) 142
Other revenues 31 33 99 72
Total revenues 6,145 6,526 18,672 19,526

Claims and expenses
Claims and claim adjustment expenses 3,871 2,985 9,984 9,270
Amortization of deferred acquisition costs 990 956 2,905 2,740
General and administrative expenses 1,001 817 2,718 2,486
Interest expense 95 94 276 255
Total claims and expenses 5,957 4,852 15,883 14,751

Income before income taxes 188 1,674 2,789 4,775
Income tax expense (benefit) (26) 476 666 1,237
Net income $ 214 $ 1,198 $ 2,123 $ 3,538

Net income per share
Basic $ 0.36 $ 1.85 $ 3.53 $ 5.36
Diluted $ 0.36 $ 1.81 $ 3.47 $ 5.22

Weighted average number of common shares
outstanding
Basic 587.5 648.4 600.7 658.9
Diluted 598.0 661.9 612.3 680.3

See notes to consolidated financial statements (unaudited).
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

(in millions)

September 30,
2008

December  31,
2007

(Unaudited)
Assets
Fixed maturities, available for sale at fair value (including $15 and $1,988 subject to
securities lending) (amortized cost $62,897 and $64,152) $ 61,491 $ 64,920
Equity securities, at fair value (cost $472 and $473) 447 488
Real estate 830 850
Short-term securities 5,124 5,186
Other investments 3,307 3,374
Total investments 71,199 74,818

Cash 387 271
Investment income accrued 830 861
Premiums receivable 6,189 6,142
Reinsurance recoverables 15,108 15,641
Ceded unearned premiums 1,169 1,123
Deferred acquisition costs 1,854 1,809
Deferred tax asset 1,952 1,207
Contractholder receivables 6,877 6,696
Goodwill 3,366 3,366
Other intangible assets 716 814
Other assets 3,048 2,476
Total assets $ 112,695 $ 115,224

Liabilities
Claims and claim adjustment expense reserves $ 57,027 $ 57,700
Unearned premium reserves 11,377 11,227
Contractholder payables 6,877 6,696
Payables for reinsurance premiums 766 618
Debt 6,331 6,242
Other liabilities 5,596 6,125
Total liabilities 87,974 88,608

Shareholders� equity
Preferred Stock Savings Plan�convertible preferred stock (0.3 shares issued and outstanding at
both dates) 92 112
Common stock (1,750.0 shares authorized; 587.2 and 627.8 shares issued and outstanding) 19,196 18,990
Retained earnings 12,690 11,110
Accumulated other changes in equity from nonowner sources (932) 670
Treasury stock, at cost (126.0 and 82.9 shares) (6,325) (4,266)
Total shareholders� equity 24,721 26,616
Total liabilities and shareholders� equity $ 112,695 $ 115,224

See notes to consolidated financial statements (unaudited).

Edgar Filing: TRAVELERS COMPANIES, INC. - Form 10-Q

7



4

Edgar Filing: TRAVELERS COMPANIES, INC. - Form 10-Q

8



Table of Contents

THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS� EQUITY (Unaudited)

(in millions)

For the nine months ended September 30, 2008 2007
Convertible preferred stock�savings plan
Balance, beginning of year $ 112 $ 129
Redemptions during period (20) (14)
Balance, end of period 92 115

Common stock
Balance, beginning of year 18,990 18,530
Employee share-based compensation 96 219
Compensation amortization under share-based plans and other changes 110 131
Conversion of convertible notes � 36
Balance, end of period 19,196 18,916

Retained earnings
Balance, beginning of year 11,110 7,253
Net income 2,123 3,538
Dividends (538) (557)
Other (5) 1
Balance, end of period 12,690 10,235

Accumulated other changes in equity from nonowner sources, net of tax
Balance, beginning of year 670 452
Change in net unrealized gain on investment securities (1,438) (231)
Net change in unrealized foreign currency translation and other changes (164) 74
Balance, end of period (932) 295

Treasury stock (at cost)
Balance, beginning of year (4,266) (1,229)
Treasury shares acquired � share repurchase authorization (2,022) (1,947)
Net shares acquired related to employee share-based compensation plans (37) (78)
Balance, end of period (6,325) (3,254)
Total common shareholders� equity 24,629 26,192
Total shareholders� equity $ 24,721 $ 26,307

Common shares outstanding
Balance, beginning of year 627.8 678.3
Shares acquired � share repurchase authorization (42.3) (37.0)
Net shares issued under employee share-based compensation plans 1.7 4.1
Shares issued pursuant to conversion of convertible notes � 0.7
Balance, end of period 587.2 646.1

Summary of changes in equity from nonowner sources
Net income $ 2,123 $ 3,538
Other changes in equity from nonowner sources, net of tax (1,602) (157)

Total changes in equity from nonowner sources $ 521 $ 3,381
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See notes to consolidated financial statements (unaudited).

5

Edgar Filing: TRAVELERS COMPANIES, INC. - Form 10-Q

10



Table of Contents

THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF CASH FLOWS (Unaudited)

(in millions)

For the nine months ended September 30, 2008 2007
Cash flows from operating activities
Net income $ 2,123 $ 3,538
Adjustments to reconcile net income to net cash provided by operating activities:
Net realized investment (gains) losses 196 (142)
Depreciation and amortization 627 605
Deferred federal income tax expense 49 249
Amortization of deferred policy acquisition costs 2,905 2,740
Equity in income from other investments 34 (489)
Premiums receivable (47) (135)
Reinsurance recoverables 533 1,694
Deferred acquisition costs (2,950) (2,988)
Claims and claim adjustment expense reserves (673) (1,074)
Unearned premium reserves 150 363
Trading account activities 5 (3)
Loss on redemption of subordinated debentures � 32
Excess tax benefits from share-based payment arrangements (8) (23)
Other (371) (428)
Net cash provided by operating activities 2,573 3,939

Cash flows from investing activities
Proceeds from maturities of fixed maturities 3,670 3,957
Proceeds from sales of investments:
Fixed maturities 3,588 3,681
Equity securities 61 77
Real estate 25 10
Other investments 547 1,153
Purchases of investments:
Fixed maturities (6,635) (9,686)
Equity securities (103) (63)
Real estate (31) (69)
Other investments (527) (562)
Net (purchases) sales of short-term securities 60 (64)
Securities transactions in course of settlement (387) (331)
Other (267) (292)
Net cash provided by (used in) investing activities 1 (2,189)

Cash flows from financing activities
Issuance of debt 496 2,461
Payment of debt (403) (1,956)
Dividends paid to shareholders (536) (557)
Issuance of common stock � employee share options 72 192
Treasury stock acquired � share repurchase authorization (2,055) (1,947)
Treasury stock acquired � net employee share-based compensation (28) (39)
Excess tax benefits from share-based payment arrangements 8 23
Other � 1
Net cash used in financing activities (2,446) (1,822)
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Effect of exchange rate changes on cash (12) 4
Net increase (decrease) in cash 116 (68)
Cash at beginning of period 271 459
Cash at end of period $ 387 $ 391

Supplemental disclosure of cash flow information
Income taxes paid $ 832 $ 935
Interest paid $ 248 $ 240

See notes to consolidated financial statements (unaudited).
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited)

1.  BASIS OF PRESENTATION AND ACCOUNTING POLICIES

Basis of Presentation

The interim consolidated financial statements include the accounts of The Travelers Companies, Inc. (together with its subsidiaries, the
Company). These financial statements are prepared in conformity with U.S. generally accepted accounting principles (GAAP) and are
unaudited.  In the opinion of the Company�s management, all adjustments necessary for a fair presentation have been reflected.  Certain financial
information that is normally included in annual financial statements prepared in accordance with GAAP, but that is not required for interim
reporting purposes, has been omitted.  Certain reclassifications have been made to the 2007 financial statements to conform to the 2008
presentation.  The accompanying interim consolidated financial statements and related notes should be read in conjunction with the Company�s
consolidated financial statements and related notes included in the Company�s 2007 Annual Report on Form 10-K.

The preparation of the consolidated financial statements in conformity with GAAP requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial
statements and the reported amounts of revenues and claims and expenses during the reporting period. Actual results could differ from those
estimates.  All material intercompany transactions and balances have been eliminated.

Adoption of New Accounting Standards

Accounting for Uncertainty in Income Taxes

The Financial Accounting Standards Board (FASB) issued, in July 2006, FASB Interpretation No. 48, Accounting for Uncertainty in Income
Taxes � an Interpretation of FASB Statement No. 109 (FIN 48) and, in May 2007, FASB Staff Position (FSP) FIN 48-1, Definition of Settlement
in FASB Interpretation No. 48 (FSP FIN 48-1).  FIN 48 is intended to clarify the accounting for uncertainty in income taxes recognized in a
company�s financial statements and prescribes the recognition and measurement of a tax position taken or expected to be taken in a tax return. 
FIN 48 also provides guidance on de-recognition, classification, interest and penalties, accounting in interim periods, disclosure and transition.

Under FIN 48, evaluation of a tax position is a two-step process.  The first step is to determine whether it is more-likely-than-not that a tax
position will be sustained upon examination, including the resolution of any related appeals or litigation based on the technical merits of that
position.  The second step is to measure a tax position that meets the more-likely-than-not threshold to determine the amount of benefit to be
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recognized in the financial statements.  A tax position that meets the more-likely-than-not recognition threshold shall initially and subsequently
be measured as the largest amount of tax benefit that has a greater than 50 percent likelihood of being realized upon ultimate settlement with a
taxing authority that has full knowledge of all relevant information.

Tax positions that previously failed to meet the more-likely-than-not recognition threshold should be recognized in the first subsequent period in
which the threshold is met.  Previously recognized tax positions that no longer meet the more-likely-than-not criteria should be de-recognized in
the first subsequent financial reporting period in which the threshold is no longer met.

The adoption of FIN 48 at January 1, 2007 and FSP FIN 48-1 at June 30, 2007 did not have a material effect on the Company�s results of
operations, financial position or liquidity.

The total amount of unrecognized tax benefits at January 1, 2007 was $339 million.  Included in that balance were $101 million of unrecognized
tax benefits that, if recognized, would affect the annual effective tax rate and $175 million of unrecognized tax benefits for which the ultimate
deductibility is certain, but for which there is uncertainty about the timing of deductibility.  Because of the impact of deferred tax accounting, the
timing of such deductibility would not affect the annual effective tax rate other than for interest and penalties.  The balance of unrecognized tax
benefits at January 1, 2007 was comprised of $63 million of unrecognized tax benefits that, if recognized, would reduce goodwill.

The Company recognizes accrued interest and penalties, if any, related to unrecognized tax benefits in income taxes.  The Company had
approximately $35 million for the payment of interest accrued at January 1, 2007.

7
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

1.  BASIS OF PRESENTATION AND ACCOUNTING POLICIES, Continued

Fair Value Measurements

In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, Fair Value Measurements (FAS 157).  FAS 157
defines fair value, establishes a framework for measuring fair value and expands disclosure about fair value measurements.  It applies to other
pronouncements that require or permit fair value but does not require any new fair value measurements.  The statement defines fair value as �the
price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date.�

FAS 157 establishes a fair value hierarchy to increase consistency and comparability in fair value measurements and disclosures.  The hierarchy
is based on the inputs used in valuation and gives the highest priority to quoted prices in active markets.  The highest possible level should be
used to measure fair value.  FAS 157 is effective for fiscal years beginning after November 15, 2007.

In February 2008, FASB issued FSP FAS 157-2, Effective Date of FASB Statement No. 157 (FSP FAS 157-2), which permits a one-year deferral
of the application of FASB Statement No. 157, Fair Value Measurements, for all non-financial assets and non-financial liabilities, except those
that are recognized or disclosed at fair value in the financial statements on a recurring basis (at least annually).

The Company adopted FAS 157 and FSP FAS 157-2 effective January 1, 2008.  Accordingly, the provisions of FAS 157 were not applied to
goodwill and other intangible assets held by the Company and measured annually for impairment testing purposes only.  The adoption of FAS
157, for all other assets and liabilities held by the Company, did not have a material effect on the Company�s results of operations, financial
position or liquidity.  The Company will adopt FAS 157 for non-financial assets and non-financial liabilities on January 1, 2009 and does not
expect the provisions to have a material effect on its results of operations, financial position or liquidity.

In October 2008, the FASB issued FSP FAS 157-3, Determining the Fair Value of a Financial Asset When the Market For That Asset Is Not
Active (FSP FAS 157-3), with an immediate effective date, including prior periods for which financial statements have not been issued.  FSP
FAS 157-3 amends FAS 157 to clarify the application of fair value in inactive markets and allows for the use of management�s internal
assumptions about future cash flows with appropriately risk-adjusted discount rates when relevant observable market data does not exist.  The
objective of FAS 157 has not changed and continues to be the determination of the price that would be received in an orderly transaction that is
not a forced liquidation or distressed sale at the measurement date.  The adoption of FSP FAS 157-3 in the third quarter did not have a material
effect on the Company�s results of operations, financial position or liquidity.
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Fair Value Option for Financial Assets and Financial Liabilities

In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value Option for Financial Assets and
Financial Liabilities � Including an Amendment of FASB Statement No. 115 (FAS 159). FAS 159 permits an entity to irrevocably elect fair value
on a contract-by-contract basis for new assets or liabilities within the scope of FAS 159 as the initial and subsequent measurement attribute for
those financial assets and liabilities and certain other items including property and casualty insurance contracts.  Entities electing the fair value
option would be required to recognize changes in fair value in earnings and to expense up-front costs and fees associated with the item for which
the fair value option is elected.  Entities electing the fair value option are required to distinguish on the face of the statement of financial position
the fair value of assets and liabilities for which the fair value option has been elected, and similar assets and liabilities measured using another
measurement attribute.  An entity can accomplish this by either reporting the fair value and non-fair-value carrying amounts as separate line
items or aggregating those amounts and disclosing parenthetically the amount of fair value included in the aggregate amount.

FAS 159 is effective for fiscal years beginning after November 15, 2007.  Upon adoption, an entity is permitted to elect the fair value option
irrevocably for any existing asset or liability within the scope of the standard.  The adjustment to reflect the difference between the fair value and
the carrying amount would be accounted for as a cumulative-effect adjustment to retained earnings as of the date of initial adoption. 
Retrospective application would not be permitted.  The Company did not elect the fair value option for assets and liabilities currently held upon
its adoption of FAS 159 effective January 1, 2008.  Therefore, FAS 159 did not have an impact on the Company�s results of operations, financial
position or liquidity.

8
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

1.  BASIS OF PRESENTATION AND ACCOUNTING POLICIES, Continued

Collateral Assignment Split-Dollar Life Insurance Arrangements

In March 2007, the FASB issued Emerging Issues Task Force Issue No. 06-10, Accounting for Deferred Compensation and Postretirement
Benefit Aspects of Collateral Assignment Split-Dollar Life Insurance Arrangements (EITF 06-10).  EITF 06-10 provides guidance on the
recognition and measurement of assets related to collateral assignment split-dollar life insurance arrangements.  EITF 06-10 is effective for fiscal
years beginning after December 15, 2007.  The adoption of EITF 06-10 effective January 1, 2008 did not have a material effect on the
Company�s results of operations, financial position or liquidity.

Accounting for Income Tax Benefits of Dividends on Share-Based Payment Awards

In June 2007, the FASB issued Emerging Issues Task Force Issue No. 06-11, Accounting for Income Tax Benefits of Dividends on Share-Based
Payment Awards (EITF 06-11).  EITF 06-11 requires that realized income tax benefits related to dividend payments that are charged to retained
earnings and paid to employees holding equity shares, nonvested equity share units and outstanding equity share options should be recognized as
an increase in additional paid-in capital.  EITF 06-11 shall be applied to share-based payment awards that are declared in fiscal years beginning
after December 15, 2007.  The adoption of EITF 06-11 effective January 1, 2008 did not have a material effect on the Company�s results of
operations, financial position or liquidity.

Accounting Standards Not Yet Adopted

Derivative Instruments and Hedging Activities

In March 2008, the FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about Derivative Instruments and Hedging
Activities, an Amendment of FASB Statement No. 133 (FAS 161).  FAS 161 changes the disclosure requirements for derivative instruments and
hedging activities and specifically requires qualitative disclosures about objectives and strategies for using derivatives, quantitative disclosures
about fair value amounts of, and gains and losses on, derivative instruments, and disclosures about credit-risk-related contingent features in
derivative agreements.  The provisions of FAS 161 are effective for financial statements issued for fiscal years beginning after November 15,
2008.
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Business Combinations

In December 2007, the FASB issued Revised Statement of Financial Accounting Standards No. 141R, Business Combinations (FAS 141R), a
replacement of FAS 141, Business Combinations (FAS 141).  FAS 141R provides revised guidance on how an acquirer recognizes and measures
in its financial statements the identifiable assets acquired, the liabilities assumed and any noncontrolling interest in the acquiree.  In addition, it
provides revised guidance on the recognition and measurement of goodwill acquired in the business combination.

FAS 141R also provides guidance specific to the recognition, classification, and measurement of assets and liabilities related to insurance and
reinsurance contracts acquired in a business combination.

FAS 141R applies to business combinations for acquisitions occurring on or after January 1, 2009.  Accordingly, FAS 141R does not impact the
Company�s previous transactions involving purchase accounting.

Noncontrolling Interests in Consolidated Financial Statements

In December 2007, the FASB issued Statement of Financial Accounting Standards No. 160, Noncontrolling Interests in Consolidated Financial
Statements � an Amendment of Accounting Research Bulletin No. 51 (FAS 160).  FAS 160 amends Accounting Research Bulletin No. 51 to
establish accounting and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary.  In
addition, it clarifies that a noncontrolling interest in a subsidiary is an ownership interest in the consolidated entity that should be reported as a
component of equity in the consolidated financial statements.

9
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

1.  BASIS OF PRESENTATION AND ACCOUNTING POLICIES, Continued

FAS 160 is effective on a prospective basis beginning January 1, 2009, except for the presentation and disclosure requirements which are
applied on a retrospective basis for all periods presented.  The Company does not expect the provisions of FAS 160 to have a material effect on
its results of operations, financial position or liquidity.

Participating Securities Granted in Share-Based Payment Transactions

In June 2008, the FASB issued FASB Staff Position (FSP) EITF 03-6-1, Determining Whether Instruments Granted in Share-Based Payment
Transactions Are Participating Securities.  This FSP addresses whether instruments granted in share-based payment transactions are
participating securities prior to vesting and, therefore, should be included in the earnings allocation in computing earnings per share (EPS) under
the two-class method described in FAS 128, Earnings per Share.  The FSP redefines participating securities to include unvested share-based
payment awards that contain non-forfeitable dividends or dividend equivalents as participating securities to be included in the computation of
EPS pursuant to the �two-class method.�  Outstanding unvested restricted stock and deferred stock units issued under employee compensation
programs containing such dividend participation features would be considered participating securities subject to the �two-class method� in
computing EPS rather than the �treasury stock method.�

The FSP is effective for financial statements issued for fiscal years beginning after December 15, 2008 and for interim periods within those
years.  All prior-period EPS data presented is to be adjusted retrospectively to conform to the provisions of this FSP.  Early application is not
permitted.

The Company has not yet determined the impact, if any, that FSP EITF 03-6-1 will have on its computation and presentation of EPS.

Determination of the Useful Life of Intangible Assets

In April 2008, the FASB issued FASB Staff Position (FSP) FAS 142-3, Determination of the Useful Life of Intangible Assets.  The FSP amends
the factors that an entity should consider in determining the useful life of a recognized intangible asset under FAS 142, Goodwill and Other
Intangible Assets, to include the entity�s historical experience in renewing or extending similar arrangements, whether or not the arrangements
have explicit renewal or extension provisions.  Previously, an entity was precluded from using its own assumptions about renewal or extension
of an arrangement where there was likely to be substantial cost or modifications.  Entities without their own historical experience should
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consider the assumptions market participants would use about renewal or extension.  The amendment may result in the useful life of an entity�s
intangible asset differing from the period of expected cash flows that was used to measure the fair value of the underlying asset using the market
participant�s perceived value.  The FSP also requires disclosure in addition to that already required by FAS 142.

The FSP is effective for financial statements issued for fiscal years beginning after December 15, 2008, and for interim periods within those
fiscal years.  Early adoption is prohibited.  The requirements for determining the useful life of intangible assets apply to intangible assets
acquired after January 1, 2009.  The disclosure requirements will be applied prospectively to all intangible assets recognized as of, and
subsequent to, the effective date.

Nature of Operations

The Company is organized into three reportable business segments: Business Insurance; Financial, Professional & International Insurance; and
Personal Insurance.  These segments reflect the manner in which the Company�s businesses are managed and represent an aggregation of
products and services based on type of customer, how the business is marketed and the manner in which risks are underwritten.  The business
segments are as follows:

Business Insurance

The Business Insurance segment offers a broad array of property and casualty insurance and insurance-related services to its clients primarily in
the United States. Business Insurance is organized into the following six groups, which collectively comprise Business Insurance Core
operations: Select Accounts, Commercial Accounts, National Accounts, Industry-Focused Underwriting, Target Risk Underwriting and
Specialized Distribution.

10
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

1.  BASIS OF PRESENTATION AND ACCOUNTING POLICIES, Continued

Business Insurance also includes the Special Liability Group (which manages the Company�s asbestos and environmental liabilities) and other
runoff operations, which collectively are referred to as Business Insurance Other.

Financial, Professional & International Insurance

The Financial, Professional & International Insurance segment includes surety and financial liability coverages, which require a primarily
credit-based underwriting process, as well as property and casualty products that are primarily marketed on a domestic basis in the United
Kingdom, Ireland and Canada, and on an international basis through Lloyd�s.  The segment includes the Bond & Financial Products
group as well as the International group.

In March 2007, the Company completed the sale of its Mexican surety subsidiary, Afianzadora Insurgentes, S.A. de C.V., which accounted for
$0 million and $25 million of net written premiums in the third quarter and first nine months of 2007, respectively.  The impact of this
transaction was not material to the Company�s results of operations or financial position.

Personal Insurance

The Personal Insurance segment offers virtually all types of property and casualty insurance covering personal risks. The primary coverages in
Personal Insurance are automobile and homeowners insurance sold to individuals.

In April 2007, the Company completed the sale of its subsidiary, Mendota Insurance Company, and its wholly-owned subsidiaries, Mendakota
Insurance Company and Mendota Insurance Agency, Inc.  These subsidiaries primarily offered nonstandard automobile coverage and accounted
for $0 and $49 million of net written premiums in the third quarter and first nine months of 2007, respectively.  The impact of this transaction
was not material to the Company�s results of operations or financial position.

11

Edgar Filing: TRAVELERS COMPANIES, INC. - Form 10-Q

21



Edgar Filing: TRAVELERS COMPANIES, INC. - Form 10-Q

22



Table of Contents

THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

2.             SEGMENT INFORMATION

The following table summarizes the components of the Company�s revenues and operating income (loss) by reportable business segments:

(for the three months 
ended September 30,
in millions)

Business
Insurance

Financial,
Professional &
International

Insurance

Personal
Insurance

Total
Reportable
Segments

2008
Premiums $ 2,823 $ 863 $ 1,762 $ 5,448
Net investment income 494 114 108 716
Fee income 120 � � 120
Other revenues 8 5 18 31
Total operating revenues (1) $ 3,445 $ 982 $ 1,888 $ 6,315
Operating income (loss) (1) $ 378 $ 83 $ (64) $ 397

2007
Premiums $ 2,850 $ 854 $ 1,712 $ 5,416
Net investment income 664 126 139 929
Fee income 148 � � 148
Other revenues 1 5 23 29
Total operating revenues (1) $ 3,663 $ 985 $ 1,874 $ 6,522
Operating income (1) $ 803 $ 183 $ 276 $ 1,262

(for the nine months
ended September 30,
in millions)

Business
Insurance

Financial,
Professional &
International

Insurance
Personal

Insurance

Total
Reportable
Segments

2008
Premiums $ 8,390 $ 2,562 $ 5,193 $ 16,145
Net investment income 1,607 356 346 2,309
Fee income 315 � � 315
Other revenues 21 18 58 97
Total operating revenues (1) $ 10,333 $ 2,936 $ 5,597 $ 18,866
Operating income (1) $ 1,719 $ 495 $ 239 $ 2,453

2007
Premiums $ 8,415 $ 2,542 $ 5,081 $ 16,038
Net investment income 2,075 372 432 2,879
Fee income 395 � � 395
Other revenues 15 16 68 99
Total operating revenues (1) $ 10,900 $ 2,930 $ 5,581 $ 19,411
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Operating income (1) $ 2,286 $ 491 $ 818 $ 3,595

(1)  Operating revenues for reportable business segments exclude net realized investment gains (losses). Operating
income (loss) for reportable business segments equals net income excluding the after-tax impact of net realized
investment gains (losses).
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

2.  SEGMENT INFORMATION, Continued

Business Segment Reconciliations

Three Months Ended
September 30,

Nine Months Ended
September 30,

(in millions) 2008 2007 2008 2007
Revenue reconciliation
Earned premiums:
Business Insurance:
Commercial multi-peril $ 750 $ 780 $ 2,254 $ 2,310
Workers� compensation 607 562 1,776 1,644
Commercial automobile 496 508 1,482 1,524
Property 468 499 1,414 1,479
General liability 499 495 1,457 1,422
Other 3 6 7 36
Total Business Insurance 2,823 2,850 8,390 8,415

Financial, Professional &
International Insurance:
General liability 226 237 676 721
Fidelity and surety 301 275 869 813
International 301 310 918 910
Other 35 32 99 98
Total Financial, Professional &
International Insurance 863 854 2,562 2,542

Personal Insurance:
Automobile 937 920 2,767 2,771
Homeowners and other 825 792 2,426 2,310
Total Personal Insurance 1,762 1,712 5,193 5,081
Total earned premiums 5,448 5,416 16,145 16,038
Net investment income 716 929 2,309 2,879
Fee income 120 148 315 395
Other revenues 31 29 97 99
Total operating revenues for
reportable segments 6,315 6,522 18,866 19,411
Interest Expense and Other � 4 2 (27)
Net realized investment gains
(losses) (170) � (196) 142
Total consolidated revenues $ 6,145 $ 6,526 $ 18,672 $ 19,526
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Income reconciliation, net of
tax
Total operating income for
reportable segments $ 397 $ 1,262 $ 2,453 $ 3,595
Interest Expense and Other (1) (67) (64) (197) (152)
Total operating income 330 1,198 2,256 3,443
Net realized investment gains
(losses) (116) � (133) 95
Total consolidated net income $ 214 $ 1,198 $ 2,123 $ 3,538

(1)  The primary component of Interest Expense and Other was after-tax interest expense of $61 million
and $178 million for the three months and nine months ended September 30 2008, respectively, and $60 million and
$165 million for the three months and nine months ended September 30, 2007, respectively.  The year-to-date 2007
total also included a benefit of $52 million from the favorable resolution of various prior year federal tax matters, and
an after-tax loss of $25 million related to the Company�s redemption of its 4.50% contingently convertible debentures.
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

2.  SEGMENT INFORMATION, Continued

(in millions)
September 30,

2008
December 31, 

2007
Asset reconciliation:
Business Insurance $ 84,845 $ 87,160
Financial, Professional & International Insurance 13,824 14,099
Personal Insurance 13,232 13,300
Total assets for reportable segments 111,901 114,559
Other assets (1) 794 665
Total consolidated assets $ 112,695 $ 115,224

(1)  The primary components of other assets at September 30, 2008 were other intangible assets,
property and equipment, accrued over-funded benefit plan assets and deferred taxes.  The primary components of
other assets at December 31, 2007 were other intangible assets, property and equipment and deferred taxes.

3.  INVESTMENTS

Fixed Maturities

The amortized cost and fair value of investments in fixed maturities classified as available for sale were as follows:

Amortized Gross Unrealized Fair 
(at September 30, 2008, in millions) Cost Gains Losses Value
U.S. Treasury securities and obligations of U.S.
Government and government agencies and
authorities $ 1,850 $ 85 $ � $ 1,935
Obligations of states, municipalities and political
subdivisions 38,579 310 1,007 37,882
Debt securities issued by foreign governments 1,498 20 3 1,515
Mortgage-backed securities, collateralized mortgage
obligations and pass-through securities 6,457 56 229 6,284
All other corporate bonds 14,422 59 691 13,790
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Redeemable preferred stock 91 4 10 85
Total $ 62,897 $ 534 $ 1,940 $ 61,491

Amortized Gross Unrealized Fair
(at December 31, 2007, in millions) Cost Gains Losses Value
U.S. Treasury securities and obligations of U.S.
Government and government agencies and
authorities $ 2,092 $ 58 $ � $ 2,150
Obligations of states, municipalities and political
subdivisions 38,111 751 40 38,822
Debt securities issued by foreign governments 1,629 11 5 1,635
Mortgage-backed securities, collateralized
mortgage obligations and pass-through securities 7,108 73 65 7,116
All other corporate bonds 15,120 169 194 15,095
Redeemable preferred stock 92 12 2 102
Total $ 64,152 $ 1,074 $ 306 $ 64,920
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

3.  INVESTMENTS, Continued

The Company engages in securities lending activities from which it generates net investment income from the lending of certain of its
investments to other institutions for short periods of time. Borrowers of these securities provide collateral equal to at least 102% of the market
value of the loaned securities plus accrued interest. This collateral is held by a third-party custodian, and the Company has the right to access the
collateral only in the event that the institution borrowing the Company�s securities is in default under the lending agreement. Therefore, the
Company does not recognize the receipt of the collateral held by the third-party custodian or the obligation to return the collateral. The loaned
securities remain a recorded asset of the Company.

During the quarter ended September 30, 2008 the Company changed its securities lending requirements in light of the recent market conditions
to accept only cash as collateral for securities on loan and restricted the manner in which that cash was invested.  These actions resulted in a
significant reduction in the amount of securities on loan.  At September 30, 2008, the Company had $15 million of securities on loan to others,
compared with $1.99 billion at December 31, 2007.  The Company has not incurred any investment losses in its securities lending program in
the periods presented.

Equity Securities

The cost and fair value of investments in equity securities were as follows:

Gross Unrealized Fair
(at September 30, 2008, in millions) Cost Gains Losses Value
Common stock $ 189 $ 10 $ 13 $ 186
Non-redeemable preferred stock 283 7 29 261
Total $ 472 $ 17 $ 42 $ 447

Gross Unrealized Fair
(at December 31, 2007, in millions) Cost Gains Losses Value
Common stock $ 160 $ 24 $ 1 $ 183
Non-redeemable preferred stock 313 8 16 305
Total $ 473 $ 32 $ 17 $ 488

Short-term Investments
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At December 31, 2007, short-term investments held in escrow in accordance with the terms of the ACandS, Inc. (ACandS) settlement had a fair
value of $454 million.  During the third quarter of 2008, all contingencies related to the settlement agreement were fulfilled, and the investments
held in escrow were released to the trust created under ACandS�s plan of reorganization.  See note 12.

Variable Interest Entities (VIEs)

The following entities are consolidated:

•  Municipal Trusts�The Company owns interests in various municipal trusts that were formed for the purpose
of allowing more flexibility to generate investment income in a manner consistent with the Company�s investment
objectives and tax position.  At September 30, 2008 and December 31, 2007, there were 25 and 31 such trusts,
respectively, which held a combined total of $288 million and $355 million, respectively, in municipal securities, of
which $35 million and $44 million, respectively, were owned by outside investors. The net carrying value of the trusts
owned by the Company at September 30, 2008 and December 31, 2007 was $253 million and $311 million,
respectively.
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THE TRAVELERS COMPANIES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS (Unaudited), Continued

3.  INVESTMENTS, Continued

The Company has a significant interest in the following VIE, which is not consolidated because the Company is not considered to be the primary
beneficiary:

•  The Company has a significant variable interest in Camperdown UK Limited, which The St. Paul
Companies, Inc. (SPC) sold in December 2003. The Company�s variable interest resulted from an agreement to
indemnify the purchaser in the event a specified reserve deficiency develops, a reserve-related foreign exchange
impact occurs or a foreign tax adjustment is imposed on a pre-sale reporting period. The maximum amount of this
indemnification obligation is $150 million. The carrying value of this obligation at September 30, 2008 and
December 31, 2007 was $32 million and $59 million, respectively.  See the �Guarantees� section of note 12.

The Company has other significant interests in VIEs, including private equity funds and real estate entities.  Neither the carrying amounts nor the
unfunded commitments related to these entities are material.

The following securities are not consolidated:

•  Mandatorily redeemable preferred securities of trusts holding solely the subordinated debentures of the
Company � These securities were issued by three separate trusts that were established for the sole purpose of issuing
the securities to investors and are fully guaranteed by the Company.  The subordinated debt that the Company issued
to these trusts is included in the �Debt� section of liabilities on the Company�s consolidated balance sheet. That debt had
a carrying value of $310 million at September 30, 2008 and December 31, 2007.

Unrealized Investment Losses

The following tables summarize, for all investments in an unrealized loss position at September 30, 2008 and December 31, 2007, the aggregate
fair value and gross unrealized losses by length of time those securities have been continuously in an unrealized loss position.
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Less than 12 months
12 months or

longer Total

(at September 30, 2008, in millions)
Fair

Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses
Fair

Value

Gross
Unrealized

Losses
Fixed maturities
U.S. Treasury securities and
obligations of U.S. Government
and government agencies and
authorities $ 28 $ � $ � $ � $ 28 $ �
Obligations of states,
municipalities and political
subdivisions 21,088 836 1,646 171 22,734 1,007
Debt securities issued by foreign
governments 155 1 84 2 239 3
Mortgage-backed securities,
collateralized mortgage
obligations and pass-through
securities 3,233 177 1,065 52 4,298 229
All other corporate bonds 7,341 398 2,665 293 10,006 691
Redeemable preferred stock 15 7 13 3 28 10
Total fixed maturities 31,860 1,419 5,473 521 37,333 1,940
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