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NOTE: Checking the box above will not relieve any registrant required to file reports pursuant to Section 13 or 15(d)
of the Exchange Act from their obligations under those Sections.

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 if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained
herein, and will not be contained, to the best of the registrant’s knowledge, in definitive proxy or information
statements incorporated by reference in Part III of this Form 10-K or any amendment to this Form 10-K. x

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

The aggregate market value of the voting Common Stock held by non-affiliates of the registrant, computed by
reference to the last reported price at which the stock was sold on June 30, 2006 (the last business day of the
registrant’s most recently completed second fiscal quarter) was $3,249,721,264. 

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer
(as defined in Rule 12b-2 of the Exchange Act). Check one:

Large accelerated filer  x Accelerated filer  o Non-accelerated filer  o

The number of outstanding shares of the registrant’s Common Stock, $.10 par value, outstanding as of February 26,
2007 was 140,483,559. 

DOCUMENTS INCORPORATED BY REFERENCE

Portions of Brown & Brown, Inc.’s Proxy Statement for the 2007 Annual Meeting of Shareholders are incorporated by
reference into Part III of this Report.
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PART I

ITEM 1. Business.

Disclosure Regarding Forward-Looking Statements

Brown & Brown, Inc., together with its subsidiaries (collectively, “we”, “Brown & Brown” or the “Company”), make
“forward-looking statements” within the “safe harbor” provision of the Private Securities Litigation Reform Act of 1995
throughout this report and in the documents we incorporate by reference into this report.  You can identify these
statements by forward-looking words such as “may,” “will,” “expect,” “anticipate,” “believe,” “estimate,” “plan” and “continue” or
similar words.  We have based these statements on our current expectations about future events.   Although we believe
the expectations expressed in the forward-looking statements included in this Form 10-K and those reports,
statements, information and announcements are based on reasonable assumptions within the bounds of our knowledge
of our business, a number of factors could cause actual results to differ materially from those expressed in any
forward-looking statements, whether oral or written, made by us or on our behalf. Many of these factors have
previously been identified in filings or statements made by us or on our behalf.  Important factors which could cause
our actual results to differ materially from the forward-looking statements in this report include the following items, in
additions to those matters described in Item 1A “Risk Factors”:

-  material adverse changes in economic conditions in the markets we serve;

-  future regulatory actions and conditions in the states in which we conduct our business;

-  competition from others in the insurance agency, wholesale brokerage and service business;

-  a significant portion of business written by Brown & Brown is for customers located in California,
Florida, Georgia, Michigan, New Jersey, New York, Pennsylvania and Washington. Accordingly,
the occurrence of adverse economic conditions, an adverse regulatory climate, or a disaster in any of
these states could have a material adverse effect on our business, although no such conditions have
been encountered in the past;

-  the integration of our operations with those of businesses or assets we have acquired or may acquire
in the future and the failure to realize the expected benefits of such integration; and

-  other risks and uncertainties as may be detailed from time to time in our public announcements and
Securities and Exchange Commission (“SEC”) filings.

Forward-looking statements that we make or that are made by others on our behalf are based on a knowledge of our
business and the environment in which we operate, but because of the factors listed above, actual results may differ
from those in the forward-looking statements. Consequently, these cautionary statements qualify all of the
forward-looking statements we make herein. We cannot assure you that the results or developments anticipated by us
will be realized or, even if substantially realized, that those results or developments will result in the expected
consequences for us or affect us, our business or our operations in the way we expect. We caution readers not to place
undue reliance on these forward-looking statements, which speak only as of their dates. We assume no obligation to
update any of the forward-looking statements.

General

We are a diversified insurance agency, wholesale brokerage and service organization with origins dating from 1939,
headquartered in Daytona Beach and Tampa, Florida.  We market and sell to our customers insurance products and
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services, primarily in the property, casualty and employee benefits areas. As an agent and broker, we do not assume
underwriting risks. Instead, we provide our customers with quality insurance contracts, as well as other targeted,
customized risk management products and services.
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We are compensated for our services primarily by commissions paid by insurance companies and by fees paid by
customers for certain services. The commission is usually a percentage of the premium paid by the insured.
Commission rates generally depend upon the type of insurance, the particular insurance company and the nature of the
services provided by us. In some cases, a commission is shared with other agents or brokers who have acted jointly
with us in a transaction. We may also receive from an insurance company a “contingent commission”, which is a
profit-sharing commission based primarily on underwriting results, but may also contain considerations for volume,
growth and/or retention.  Fees are principally generated by our Services Division, which offers third-party claims
administration, consulting for the self-funded workers’ compensation insurance market, and managed healthcare
services.  The amount of our revenue from commissions and fees is a function of, among other factors, continued new
business production, retention of existing customers, acquisitions and fluctuations in insurance premium rates and
insurable exposure units.

Premium pricing within the property and casualty insurance underwriting industry has historically been cyclical,
displaying a high degree of volatility based on prevailing economic and competitive conditions. From the mid-1980s
through 1999, the property and casualty insurance industry experienced a “soft market” during which the underwriting
capacity of insurance companies expanded, stimulating an increase in competition and a decrease in premium rates
and related commissions. The effect of this softness in rates on our revenues was somewhat offset by our acquisitions
and new business production. As a result of increasing “loss ratios” (the comparison of incurred losses plus adjustment
expenses against earned premiums) of insurance companies through 1999, there was a general increase in premium
rates beginning in the first quarter of 2000 and continuing into 2003.  During 2003, the increases in premium rates
began to moderate and, in certain lines of insurance, the premium rates decreased.  In 2004, as general premium rates
continued to moderate, the insurance industry experienced the worst hurricane season since 1992 when Hurricane
Andrew hit south Florida. The insured losses from the 2004 hurricane season were absorbed relatively easily by the
insurance industry and the general insurance premium rates continued to soften during 2005. During the third quarter
of 2005, the insurance industry experienced the worst hurricane season ever recorded. As a result of the significant
losses incurred by the insurance carriers from these hurricanes, the insurance premium rates in 2006 increased on
coastal property, primarily in the southeastern region of the United States. In the other regions of the United States,
the insurance premium rates, in general, declined during 2006.

As of December 31, 2006, our activities were conducted in 179 locations in 35 states as follows:

Florida 40 Arkansas 3
Texas 12 North Carolina 3
California 11 South Carolina 3
Georgia 9 Wisconsin 3
New York 9 Connecticut 2
New Jersey 7 Massachusetts 2
Colorado 7 Minnesota 2
Illinois 7 Montana 2
Pennsylvania 6 New Hampshire 2
Washington 6 Hawaii 1
Virginia 6 Kansas 1
Arizona 5 Kentucky 1
Indiana 4 Missouri 1
Louisiana 4 Nebraska 1
Michigan 4 Ohio 1
New Mexico 4 Utah 1
Nevada 4 West Virginia 1
Oklahoma 4

Edgar Filing: BROWN & BROWN INC - Form 10-K

7



Business Combinations 

Beginning in 1993 through 2006, we acquired 237 insurance intermediary operations, excluding acquired books of
business (customer accounts), that had aggregate estimated annual revenues of $627.0 million for the 12 calendar
months immediately preceding the dates of acquisition.  Of these, 32 operations were acquired during 2006, with
aggregate estimated annual revenues of $56.4 million for the 12 calendar months immediately preceding the dates of
acquisition and 32 operations were acquired during 2005, with aggregate estimated annual revenues of $123.0 million
for the 12 calendar months immediately preceding the dates of acquisition.  During 2004, 32 operations were acquired
with aggregate estimated annual revenues of $103.3 million for the 12 calendar months immediately preceding the
dates of acquisition. 

4
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See Note 2 to the Consolidated Financial Statements for a summary of our 2006 and 2005 acquisitions.

From January 1, 2007 through March 1, 2007, Brown & Brown acquired the assets and assumed certain liabilities
of five insurance intermediaries, a book of business and the outstanding stock of two general insurance agency. The
aggregate purchase price of these acquisitions was $47,569,000, including $40,818,000 of net cash payments, the
issuance of $3,869,000 in notes payable and the assumption of $2,882,000 of liabilities. See Note 17 to the
Consolidated Financial Statements for a summary of our 2007 acquisitions.

DIVISIONS

Our business is divided into four reportable operating segments: (1) the Retail Division; (2) the National Programs
Division; (3) the Wholesale Brokerage Division; and (4) the Services Division. The Retail Division provides a broad
range of insurance products and services to commercial, public entity, professional and individual customers. The
National Programs Division is comprised of two units: Professional Programs, which provides professional liability
and related package products for certain professionals; and Special Programs, which markets targeted products and
services designated for specific industries, trade groups, public entities, and market niches.  The Wholesale Brokerage
Division markets and sells excess and surplus commercial insurance and reinsurance, primarily through independent
agents and brokers.  The Services Division provides clients with third-party claims administration, consulting for the
workers’ compensation insurance market, comprehensive medical utilization management services in both workers’
compensation and all-lines liability arenas, and Medicare Secondary Payer statute compliance-related services.

The following table sets forth a summary of (1) the commissions and fees revenue (revenues from external customers)
generated by each of our reportable operating segments for 2006, 2005 and 2004, and (2) the percentage of our total
commissions and fees revenue represented by each segment for each such period:

(in thousands, except
percentages) 2006 % 2005 % 2004 %

Retail Division $ 516,489 59.7% $ 489,566 63.1% $ 457,936 71.8%
National Programs Division 156,996 18.2 133,147 17.2 111,907 17.5
Wholesale Brokerage Division 159,268 18.4 125,537 16.2 41,585 6.5
Services Division 32,561 3.8 26,565 3.4 25,807 4.0
Other (651) (0.1) 728 0.1 1,032 0.2
Total $ 864,663 100.0% $ 775,543 100.0% $ 638,267 100.0%

See Note 16 to the Consolidated Financial Statements for additional segment financial data relating to our business.

Retail Division

As of December 31, 2006, our Retail Division employed 2,613 persons. Our retail insurance agency business provides
a broad range of insurance products and services to commercial, public and quasi-public entity, professional and
individual customers. The categories of insurance principally sold by us include: property insurance relating to
physical damage to property and resultant interruption of business or extra expense caused by fire, windstorm or other
perils; casualty insurance relating to legal liabilities, workers’ compensation, commercial and private passenger
automobile coverages; and fidelity and surety bonds. We also sell and service group and individual life, accident,
disability, health, hospitalization, medical and dental insurance.
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No material part of our retail business is attributable to a single customer or a few customers. During 2006,
commissions and fees from our largest single Retail Division customer represented less than one percent of the Retail
Division’s total commissions and fees revenue.

In connection with the selling and marketing of insurance coverages, we provide a broad range of related services to
our customers, such as risk management surveys and analysis, consultation in connection with placing insurance
coverages and claims processing. We believe these services are important factors in securing and retaining customers.

5
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National Programs Division

As of December 31, 2006, our National Programs Division employed 666 persons. Our National Programs Division
consists of two units: Professional Programs and Special Programs.

Professional Programs.  Professional Programs provides professional liability and related package insurance products
for certain professionals.  Professional Programs tailors insurance products to the needs of a particular professional
group; negotiates policy forms, coverages and commission rates with an insurance company; and, in certain cases,
secures the formal or informal endorsement of the product by a professional association or sponsoring company. The
professional groups serviced by the Professional Programs include dentists, lawyers, optometrists, opticians, insurance
agents, financial service representatives, benefit administrators, real estate title agents and escrow agents.  The
Professional Protector Plan® for Dentists and the Lawyer’s Protector Plan® are marketed and sold primarily through a
national network of independent agencies including certain of our retail offices, while certain of the professional
liability programs of our CalSurance® and TitlePac® operations are principally marketed and sold directly to our
insured customers. Under our agency agreements with the insurance companies that underwrite these programs, we
often have authority to bind coverages (subject to established guidelines), to bill and collect premiums and, in some
cases, to adjust claims.  For the programs that we market through independent agencies, we receive a wholesale
commission or “override”, which is then shared with these independent agencies.

Below are brief descriptions of the programs offered to professional groups by the Professional Programs unit of the
National Programs Division.

• Dentists:   The Professional Protector Plan® for Dentists offers comprehensive coverage for
dentists, oral surgeons, dental schools and dental students, including practice protection and
professional liability. This program, initiated in 1969, is endorsed by a number of state and local
dental societies and is offered in 49 states, the District of Columbia, the U.S. Virgin Islands and
Puerto Rico.

• Lawyers:   The Lawyer’s Protector Plan® (LPP®) was introduced in 1983, 10 years after we began
marketing lawyers’ professional liability insurance. This program is presently offered in 43 states,
the District of Columbia and Puerto Rico.

• Optometrists and Opticians:  The Optometric Protector Plan® (OPP®) and the Optical Services
Protector Plan® (OSPP®) were created in 1973 and 1987, respectively, to provide professional
liability, package and workers’ compensation coverages exclusively for optometrists and opticians. 
These programs insure optometrists and opticians nationwide.

• CalSurance®:  CalSurance® offers professional liability programs designed for insurance agents,
financial advisors, registered representatives, securities broker-dealers, benefit administrators, real
estate brokers and real estate title agents. CalSurance® also sells commercial insurance packages
directly to customers in certain industry niches including destination resort and luxury hotels,
independent pizza restaurants, and others.  An important aspect of CalSurance® is Lancer Claims
Services, which provides specialty claims administration for insurance companies underwriting
CalSurance® product lines.

• TitlePac®:   TitlePac® provides professional liability products and services designed for real estate
title agents and escrow agents in 47 states and the District of Columbia.
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Special Programs.  Special Programs markets targeted products and services to specific industries, trade groups,
public and quasi-public entities, and market niches.  All of the Special Programs, except for Parcel Insurance Plan®
(PIP®), are marketed and sold primarily through independent agents, including certain of our retail offices.  Parcel
Insurance Plan® markets and sells its insurance product directly to insured customers.  Under agency agreements with
the insurance companies that underwrite these programs, we often have authority to bind coverages (subject to
established guidelines), to bill and collect premiums and, in some cases, to adjust claims.

Below are brief descriptions of the Special Programs:

• Florida Intracoastal Underwriters, Limited Company (“FIU”) is a managing general agency that specializes in
providing insurance coverage for coastal and inland high-value condominiums and apartments. FIU has
developed a specialty reinsurance facility to support the underwriting activities associated with these risks.

• Public Risk Underwriters®, along with our similar offices in Florida and other states, are program administrators
offering tailored property and casualty insurance products, risk management consulting, third-party
administration and related services designed for municipalities, schools, fire districts, and other public entities.

• Proctor Financial, Inc. (“Proctor”) provides insurance programs and compliance solutions for financial institutions
that service mortgage loans.  Proctor’s products include lender-placed fire and flood insurance, full insurance
outsourcing, mortgage impairment, and blanket equity insurance.  Proctor also writes surplus lines property
business for its financial institutions clients and acts as a wholesaler for this line of business.

• American Specialty Insurance & Risk Services, Inc. provides insurance and risk management services for clients
in professional sports, motor sports, amateur sports, and the entertainment industry.

• Parcel Insurance Plan® (PIP®) is a specialty insurance agency providing insurance coverage to commercial
and private shippers for small packages and parcels with insured values of less than $25,000 each.

• Professional Risk Specialty Group is a specialty insurance agency providing liability insurance products to
various professional groups.

• AFC Insurance, Inc. (“AFC”) is a managing general underwriter, specializing in tailored insurance products for the
health and human services industry.  AFC works with retail agents in all states and targets home healthcare,
group homes for the mentally and physically challenged, and drug and alcohol facilities and programs for the
developmentally disabled.

• Acumen Re Management Corporation is a reinsurance underwriting management organization, primarily acting
as an outsourced specific excess workers’ compensation facultative reinsurance underwriting facility.

• Commercial Programs serves the insurance needs of certain specialty trade/industry groups. Programs offered
include:

• Wholesalers & Distributors Preferred Program®.  Introduced in 1997,
this program provides property and casualty protection for businesses
principally engaged in the wholesale-distribution industry.

• Railroad Protector Plan®.  Also introduced in 1997, this program is
designed for contractors, manufacturers and other entities that service the
needs of the railroad industry.
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• Environmental Protector Plan®.  Introduced in 1998, this program
provides a variety of specialized coverages, primarily to municipal
mosquito control districts.

• Food Processors Preferred ProgramSM.  This program, introduced in
1998, provides property and casualty insurance protection for businesses
involved in the handling and processing of various foods.

7
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Wholesale Brokerage Division

At December 31, 2006, the Wholesale Brokerage Division employed 1,026 persons. The Wholesale Brokerage
Division markets excess and surplus commercial insurance products and services to retail insurance agencies
(including our retail offices), and reinsurance products and services to insurance companies throughout the United
States.  Wholesale Brokerage Division offices represent various U.S. and U.K. surplus lines insurance companies and
certain offices are also Lloyd’s of London correspondents. The Wholesale Brokerage Division also represents admitted
insurance companies for smaller agencies that do not have access to large insurance company representation. Excess
and surplus insurance products include many insurance coverages, including personal lines homeowners, yachts,
jewelry, commercial property and casualty, commercial automobile, garage, restaurant, builder’s risk and inland
marine lines. Difficult-to-insure general liability and products liability coverages are a specialty, as is excess workers’
compensation coverage. Retail insurance agency business is solicited through mailings and direct contact with retail
agency representatives.

In March 2005, we acquired the assets of Hull & Company, Inc. and certain affiliated companies (“Hull”) with estimated
annualized revenues of $63.0 million which along with acquisitions of several other larger wholesale brokerage
operations, which essentially tripled the Wholesale Brokerage Division’s 2006 and 2005 revenues over its 2004
revenues.

On January 1, 2006, we acquired the assets of Axiom Intermediaries, LLC. (“Axiom”), which specializes in treaty and
facultative reinsurance brokerage services. Axiom’s total revenues in 2006 were $11.5 million.

In September 2006, we acquired the assets of Delaware Valley Underwriting Agency, Inc. and certain affiliated
companies with estimated annualized revenues of $15.0 million.

Services Division

At December 31, 2006, our Services Division employed 330 persons and provided the following services: (1)
insurance-related services, including comprehensive risk management and third-party administration (“TPA”) services
for insurance entities and self-funded or fully-insured workers’ compensation and liability plans; (2) comprehensive
medical utilization management services for both workers’ compensation and all-lines liability insurance plans: and (3)
Medicare Secondary Payer statute compliance-related services.

The Services Division’s workers’ compensation and liability plan TPA services include claims administration, access to
major reinsurance markets, cost containment consulting, services for secondary disability, and subrogation recoveries
and risk management services such as loss control. In 2006, our three largest workers’ compensation contracts
represented approximately 57.0% of our Services Division’s fees revenue, or approximately 1.5% of our total
consolidated commissions and fees revenue. In addition, the Services Division provides managed care services,
including medical networks, case management and utilization review services, certified by the American
Accreditation Health Care Commission. 

In 2004, we sold our Louisiana-based employee benefits TPA.  We currently have no operations in the employee
benefits TPA business and have no current plans to re-enter this area of the services business.

Employees

At December 31, 2006, we had 4,733 employees. We have agreements with our sales employees and certain other
employees that include provisions restricting their right to solicit our insured customers and employees after
separation from employment with us. The enforceability of such agreements varies from state to state depending upon
state statutes, judicial decisions and factual circumstances. The majority of these agreements are at-will and
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terminable by either party; however, the covenants not to solicit our insured customers and employees generally
extend for a period of two years after cessation of employment.

None of our employees is represented by a labor union, and we consider our relations with our employees to be
satisfactory.

Competition

The insurance intermediary business is highly competitive, and numerous firms actively compete with us for
customers and insurance markets.  Competition in the insurance business is largely based on innovation, quality of
service and price.  There are a number of firms and banks with substantially greater resources and market presence
that compete with us in the southeastern United States and elsewhere. This situation is particularly pronounced outside
of Florida. 

A number of insurance companies are engaged in the direct sale of insurance, primarily to individuals, and do not pay
commissions to third-party agents and brokers. In addition, the Internet continues to be a source for direct placement
of personal lines business. To date, such direct writing has had little effect on our operations, primarily because our
Retail Division is commercially, rather than individually, oriented.

8
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In addition, the Gramm-Leach-Bliley Financial Services Modernization Act of 1999 and regulations enacted
thereunder permit banks, securities firms and insurance companies to affiliate.  As a result, the financial services
industry has experienced and may experience further consolidation, which in turn has resulted and could further result
in increased competition from diversified financial institutions, including competition for acquisition prospects.

Regulation, Licensing and Agency Contracts

We and/or our designated employees must be licensed to act as agents or brokers by state regulatory authorities in the
states in which we conduct business. Regulations and licensing laws vary by individual state and are often complex.

The applicable licensing laws and regulations in all states are subject to amendment or reinterpretation by state
regulatory authorities, and such authorities are vested in most cases with relatively broad discretion as to the granting,
revocation, suspension and renewal of licenses. The possibility exists that we and/or our employees could be excluded
or temporarily suspended from carrying on some or all of our activities in, or otherwise subjected to penalties by, a
particular state.

Available Information

We make available free of charge on our website, at www.bbinsurance.com, our annual report on Form 10-K,
quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed or furnished
pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”) and the
rules promulgated thereunder, as soon as reasonably practicable after electronically filing or furnishing such material
to the Securities and Exchange Commission.

The charters of the Audit, Compensation and Nominating/Governance Committees of our Board of Directors as well
as our Corporate Governance Guidelines are also available on our website or upon request.  Requests for copies of any
of these documents should be directed in writing to Corporate Secretary, Brown & Brown, Inc., 3101 West Martin
Luther King Jr. Blvd., Suite 400, Tampa, Florida 33607, or by telephone to (813) 222-4277.

ITEM 1A. Risk Factors

As referenced, this Annual Report on Form 10-K includes certain forward-looking statements regarding various
matters. The ultimate correctness of those forward-looking statements is dependent upon a number of known and
unknown risks and events, and is subject to various uncertainties and other factors that may cause our actual results,
performance or achievements to be different from those expressed or implied by those statements. Undue reliance
should not be placed on those forward-looking statements. The following important factors, among others, as well as
those factors set forth in our other SEC filings from time to time, could affect future results and events, causing results
and events to differ materially from those expressed or implied in our forward-looking statements. The risks and
uncertainties described below are not the only ones facing Brown & Brown Inc. and its subsidiaries. Additional risks
and uncertainties, not presently known to us or otherwise, may also impair our business operations.

WE CANNOT ACCURATELY FORECAST OUR COMMISSION REVENUES BECAUSE OUR
COMMISSIONS DEPEND ON PREMIUM RATES CHARGED BY INSURANCE COMPANIES, WHICH
HISTORICALLY HAVE VARIED AND, AS A RESULT, HAVE BEEN DIFFICULT TO PREDICT.

We are primarily engaged in insurance agency and wholesale brokerage activities and derive revenues principally
from commissions paid by insurance companies. Commissions are based upon a percentage of premiums paid by
customers for insurance products. The amount of such commissions is therefore highly dependent on premium rates
charged by insurance companies. We do not determine insurance premiums. Premium rates are determined by
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insurance companies based on a fluctuating market. Historically, property and casualty premiums have been cyclical
in nature and have varied widely based on market conditions. From the mid-1980s through 1999, general premium
levels were depressed as a result of the expanded underwriting capacity of insurance companies and increased
competition. In many cases, insurance companies lowered commission rates and increased volume requirements.
Significant reductions in premium rates occurred during the years 1986 through 1999. As a result of increasing "loss
ratios" (the comparison of incurred losses plus loss adjustment expenses against earned premiums) experience by
insurance companies through 1999, there was a general increase in premium rates beginning in the first quarter of
2000 and continuing into 2003. During 2004, there was a rapid transition as previously stable or increasing rates fell in
most markets. These rate declines were most pronounced in the property and casualty market, with rates falling
between 10% and 30% by year-end. Rate declines continued on a moderated basis through 2006, with the exception of
premium rates on coastal property, which increased.

9
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As traditional risk-bearing insurance companies continue to outsource the production of premium revenue to
non-affiliated brokers or agents such as us, those insurance companies may seek to reduce further their expenses by
reducing the commission rates payable to those insurance agents or brokers. The reduction of these commission rates,
along with general volatility and/or declines in premiums, may significantly affect our profitability. Because we do
not determine the timing or extent of premium pricing changes, we cannot accurately forecast our commission
revenues, including whether they will significantly decline. As a result, our budgets for future acquisitions, capital
expenditures, dividend payments, loan repayments and other expenditures may have to be adjusted to account for
unexpected changes in revenues, and any decreases in premium rates may adversely affect the results of our
operations.

OUR BUSINESS PRACTICES AND COMPENSATION ARRANGEMENTS ARE SUBJECT TO
UNCERTAINTY DUE TO INVESTIGATIONS BY GOVERNMENTAL AUTHORITIES AND RELATED
PRIVATE LITIGATION.

The business practices and compensation arrangements of the insurance intermediary industry, including our practices
and arrangements, are subject to uncertainty due to investigations by various governmental authorities and related
private litigation. The legislatures of various states may adopt new laws addressing contingent commission
arrangements, including laws prohibiting such arrangements, and addressing disclosure of such arrangements to
insureds. Various state departments of insurance may also adopt new regulations addressing these matters. While it is
not possible to predict the outcome of the governmental inquiries and investigations into the insurance industry’s
commission payment practices or the responses by the market and government regulators, any material decrease in our
profit-sharing contingent commissions is likely to have an adverse effect on our results of operations.

WE ARE SUBJECT TO A NUMBER OF INVESTIGATIONS AND LEGAL PROCEEDINGS WHICH, IF
DETERMINED UNFAVORABLY FOR US, MAY ADVERSELY AFFECT OUR RESULTS OF
OPERATIONS.

In addition to routine litigation and disclosed governmental investigations and requests for information, we have been
named as a defendant in two purported class actions brought against a number of insurance intermediaries and
insurance companies, and have received a derivative demand from counsel for a purported shareholder which could
result in a purported securities class action based on claimed improprieties in the manner in which we are
compensated by insurance companies. The final outcome of these and similar matters, and related costs, cannot be
determined. An unfavorable resolution of these matters could adversely affect our results of operations.

OUR BUSINESS, RESULTS OF OPERATIONS, FINANCIAL CONDITION OR LIQUIDITY MAY BE
MATERIALLY ADVERSELY AFFECTED BY ERRORS AND OMISSIONS AND THE OUTCOME OF
CERTAIN FACTUAL AND POTENTIAL CLAIMS, LAWSUITS AND PROCEEDINGS.

We may be subject to various actual and potential claims, lawsuits and other proceedings relating principally to
alleged errors and omissions in connection with the placement of insurance in the ordinary course of business.
Because we often assist clients with matters involving substantial amounts of money, including the placement of
insurance and the handling of related claims, errors and omissions claims against us may arise which allege potential
liability for all or part of the amounts in question. Claimants may seek large damage awards and these claims may
involve potentially significant legal costs. Such claims, lawsuits and other proceedings could, for example, include
claims for damages based on allegations that our employees or sub-agents improperly failed to procure coverage,
report claims on behalf of clients, provide insurance companies with complete and accurate information relating to the
risks being insured or appropriately apply funds that we hold for our clients on a fiduciary basis. We have established
provisions against these potential matters which we believe to be adequate in the light of current information and legal
advice, and we adjust such provisions from time to time according to developments.
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While most of the errors and omissions claims made against us have, subject to our self-insured deductibles, been
covered by our professional indemnity insurance, our business, results of operations, financial condition and liquidity
may be adversely affected if, in the future, our insurance coverage proves to be inadequate or unavailable or there is
an increase in liabilities for which we self-insure. Our ability to obtain professional indemnity insurance in the
amounts and with the deductibles we desire in the future may be adversely impacted by general developments in the
market for such insurance or our own claims experience. In addition, claims, lawsuits and other proceedings may
harm our reputation or divert management resources away from operating our business.

WE DERIVE A SIGNIFICANT PORTION OF OUR COMMISSION REVENUES FROM TWO
INSURANCE COMPANIES, THE LOSS OF WHICH COULD RESULT IN ADDITIONAL EXPENSE AND
LOSS OF MARKET SHARE.

For the year ended December 31, 2006, approximately 5.3% and 4.9%, respectively, of our total revenues were
derived from insurance policies underwritten by two separate insurance companies, respectively. For the year ended
December 31, 2005, approximately 8.0% and 5.4%, respectively, of our total revenues were derived from insurance
policies underwritten by two separate insurance companies, respectively. Should either of these insurance companies
seek to terminate their arrangements with us, we believe that other insurance companies are available to underwrite
the business, although some additional expense and loss of market share could possibly result. No other insurance
company accounts for 5% or more of our total revenues.

10
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BECAUSE OUR BUSINESS IS HIGHLY CONCENTRATED IN CALIFORNIA, FLORIDA, GEORGIA,
MICHIGAN, NEW JERSEY, NEW YORK, PENNSYLVANIA AND WASHINGTON, ADVERSE
ECONOMIC CONDITIONS OR REGULATORY CHANGES IN THESE STATES COULD ADVERSELY
AFFECT OUR FINANCIAL CONDITION.

A significant portion of our business is concentrated in California, Florida, Georgia, Michigan, New Jersey, New
York, Pennsylvania and Washington. For the years ended December 31, 2006 and December 31, 2005, we derived
$617.5 million, or 71.4%, and $570.3 million, or 73.5%, of our commissions and fees from our operations located in
these states, respectively. We believe that these revenues are attributable predominately to clients in these states. We
believe the regulatory environment for insurance agencies in these states currently is no more restrictive than in other
states. The insurance business is a state-regulated industry, and therefore, state legislatures may enact laws that
adversely affect the insurance industry. Because our business is concentrated in a few states, we face greater exposure
to unfavorable changes in regulatory conditions in those states than insurance agencies whose operations are more
diversified through a greater number of states. In addition, the occurrence of adverse economic conditions, natural or
other disasters, or other circumstances specific to or otherwise significantly impacting these states could adversely
affect our financial condition and results of operations.

OUR GROWTH STRATEGY DEPENDS IN PART ON THE ACQUISITION OF OTHER INSURANCE
INTERMEDARIES, WHICH MAY NOT BE AVAILABLE ON ACCEPTABLE TERMS IN THE FUTURE
AND WHICH, IF CONSUMMATED, MAY NOT BE ADVANTAGEOUS TO US.

Our growth strategy includes the acquisition of insurance agencies, brokers and other intermediaries. Our ability to
successfully identify suitable acquisition candidates, complete acquisitions, integrate acquired businesses into our
operations, and expand into new markets will require us to continue to implement and improve our operations,
financial, and management information systems. Integrated, acquired businesses may not achieve levels of revenue,
profitability, or productivity comparable to our existing operations, or otherwise perform as expected. In addition, we
compete for acquisition and expansion opportunities with entities that have substantially greater resources.
Acquisitions also involve a number of special risks, such as: diversion of management's attention; difficulties in the
integration of acquired operations and retention of personnel; entry into unfamiliar markets; unanticipated problems or
legal liabilities; and tax and accounting issues, some or all of which could have a material adverse effect on the results
of our operations and our financial condition.

OUR CURRENT MARKET SHARE MAY DECREASE AS A RESULT OF INCREASED COMPETITION
FROM INSURANCE COMPANIES AND THE FINANCIAL SERVICES INDUSTRY.

The insurance intermediaries business is highly competitive and we actively compete with numerous firms for clients
and insurance companies, many of which have relationships with insurance companies or have a significant presence
in niche insurance markets, that may give them an advantage over us. Because relationships between insurance
intermediaries and insurance companies or clients are often local or regional in nature, this potential competitive
disadvantage is particularly pronounced outside of Florida. A number of insurance companies are engaged in the
direct sale of insurance, primarily to individuals, and do not pay commissions to agents and brokers. In addition, as
and to the extent that banks, securities firms and insurance companies affiliate, the financial services industry may
experience further consolidation, and we therefore may experience increased competition from insurance companies
and the financial services industry, as a growing number of larger financial institutions increasingly, and aggressively,
offer a wider variety of financial services, including insurance, than we currently offer.

PROPOSED TORT REFORM LEGISLATION, IF ENACTED, COULD DECREASE DEMAND FOR
LIABILITY INSURANCE, THEREBY REDUCING OUR COMMISSION REVENUES.
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Legislation concerning tort reform has been considered, from time to time, in the United States Congress and in
several states legislatures. Among the provisions considered for inclusion in such legislation have been limitations on
damage awards, including punitive damages, and various restrictions applicable to class action lawsuits. Enactment of
these or similar provisions by Congress, or by states in which we sell insurance, could result in a reduction in the
demand for liability insurance policies or a decrease in policy limits of such policies sold, thereby reducing our
commission revenues.

WE COMPETE IN A HIGHLY REGULATED INDUSTRY, WHICH MAY RESULT IN INCREASED
EXPENSES OR RESTRICTIONS ON OUR OPERATIONS.

We conduct business in most states and are subject to comprehensive regulation and supervision by government
agencies in the states in which we do business. The primary purpose of such regulation and supervision is to provide
safeguards for policyholders rather than to protect the interests of our stockholders. The laws of the various state
jurisdictions establish supervisory agencies with broad administrative powers with respect to, among other things,
licensing of entities to transact business, licensing of agents, admittance of assets, regulating premium rates, approving
policy forms, regulating unfair trade and claims practices, establishing reserve requirements and solvency standards,
requiring participation in guarantee funds and shared market mechanisms, and restricting payment of dividends. Also,
in response to perceived excessive cost or inadequacy of available insurance, states have from time to
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time created state insurance funds and assigned risk pools, which compete directly, on a subsidized basis, with private
insurance providers. We act as agents and brokers for such state insurance funds in California and certain other states.
These state funds could choose to reduce the sales or brokerage commissions we receive. Any such reductions, in a
state in which we have substantial operations, such as Florida, California or New York, could substantially affect the
profitability of our operations in such state, or cause us to change our marketing focus. State insurance regulators and
the National Association of Insurance Commissioners continually re-examine existing laws and regulations, and such
re-examination may result in the enactment of insurance-related laws and regulations, or the issuance of
interpretations thereof, that adversely affect our business. Although we believe that we are in compliance in all
material respects with applicable local, state and federal laws, rules and regulations, there can be no assurance that
more restrictive laws, rules or regulations will not be adopted in the future that could make compliance more difficult
or expensive. Specifically, recently adopted federal financial services modernization legislation could lead to
additional federal regulation of the insurance industry in the coming years, which could result in increased expenses or
restrictions on our operations.

PROFIT SHARING CONTINGENT COMMISSIONS AND OVERRIDES PAID BY INSURANCE
COMPANIES ARE LESS PREDICTABLE THAN USUAL, WHICH IMPAIRS OUR ABILITY TO
PREDICT THE AMOUNT OF SUCH COMMISSIONS THAT WE WILL RECEIVE.

We derive a portion of our revenues from profit-sharing contingent commissions and overrides paid by insurance
companies. Profit-sharing contingent commissions are special revenue-sharing commissions paid by insurance
companies based upon the volume and the growth and/or profitability of the business placed with such companies
during the prior year. We primarily receive these commissions in the first and second quarters of each year. The
aggregate of these commissions generally accounts for 5.2% to 5.6% of the previous year’s total annual revenues over
the last three years. Override commissions are paid by insurance companies based on the volume of business that we
place with them and are generally paid over the course of the year. Due to the inherent uncertainty of loss in our
industry and changes in underwriting criteria due in part to the high loss ratios experienced by insurance companies,
we cannot predict the payment of these profit-sharing contingent commissions. Further, we have no control over the
ability of insurance companies to estimate loss reserves, which affects our ability to make profit-sharing calculations.
Because these commissions affect our revenues, any decrease in their payment to us could adversely affect the results
of our operations and our financial condition.

WE HAVE NOT DETERMINED THE AMOUNT OF RESOURCES AND THE TIME THAT WILL BE
NECESSARY TO ADEQUATELY RESPOND TO RAPID TECHNOLOGICAL CHANGE IN OUR
INDUSTRY, WHICH MAY ADVERSELY AFFECT OUR BUSINESS AND OPERATING RESULTS.

Frequent technological changes, new products and services and evolving industry standards are all influencing the
insurance business. The Internet, for example, is increasingly used to transmit benefits and related information to
clients and to facilitate business-to-business information exchange and transactions. We believe that the development
and implementation of new technologies will require additional investment of our capital resources in the future. We
have not determined, however, the amount of resources and the time that this development and implementation may
require, which may result in short-term, unexpected interruptions to our business, or may result in a competitive
disadvantage in price and/or efficiency, as we endeavor to develop or implement new technologies.

QUARTERLY AND ANNUAL VARIATIONS IN OUR COMMISSIONS THAT RESULT FROM THE
TIMING OF POLICY RENEWALS AND THE NET EFFECT OF NEW AND LOST BUSINESS
PRODUCTION MAY HAVE UNEXPECTED EFFECTS ON OUR RESULTS OF OPERATIONS.

Our commission income (including profit-sharing contingent commissions but excluding fees), can vary quarterly or
annually due to the timing of policy renewals and the net effect of new and lost business production. The factors that
cause these variations are not within our control. Specifically, consumer demand for insurance products can influence
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the timing of renewals, new business and lost business (which includes policies that are not renewed), and
cancellations. In addition, as discussed, we rely on insurance companies for the payment of certain commissions.
Because these payments are processed internally by these insurance companies, we may not receive a payment that is
otherwise expected from a particular insurance company in one of our quarters or years until after the end of that
period, which can adversely affect our ability to budget for significant futur
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