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Letter to Shareholders

AMG The ycar 2003 mafked the tenth anniversary of the founding of AMG.
Our vision in establishing AMG was to invest in a select group of high quality mid-sized
investment management firms, and to use our resulting scale and resources to enhance our
Affiliates’ growth and profitability. We believed that this would result in a business which
could achieve strong and balanced earnings growth over the long-term. Through the successful
and disciplined execution of this strategy over the last decade, we have built a broad and
diverse organization with approximately $100 billion in assets under management (including
our most recently announced investment) across more than 150 investment products offered

by our group of outstanding Affiliates.

This past year also saw an end to the dramatic and sustained declines in the equity markets
that began in 2000. The bear market obviously presented severe challenges to equity-oriented
investment management firms. Notwithstanding that over 95% of our earnings are derived
from equity products, AMG produced strong and stable earnings in each of the last three years,
driven by the strength of our Affiliates’ investment performance and net client cash flows, and
the diversity of our Affiliates’ products. Throughout this period, we maintained our focus on the
long-term growth of our business, as we helped our Affiliates create efficiencies in their business
operations and expand their product offerings and distribution capabilities. In addition, despite
the difficult market environment, we continued to invest in new Affiliates, and to develop
relationships with high quality mid-sized investment management firms within our target universe.
This disciplined approach has produced superior long-term results for our shareholders.
Since our initial public offering in 1997, AMG’s Cash earnings per share have grown by 225%,

a rate which is 15 times higher than the growth in the S&P 500 over the same period.

AMG produced strong operating and financial results in 2003, given a more favorable
equity market environment and continued strong performance by our Affiliates. Qur Affiliates
achieved excellent internal growth, generating over $2 billion of net client cash flows for the
year. We also continued to create opportunities for Affiliates to enhance their growth and
profitability by broadening their product offerings and expanding their distribution capabilities.
Finally, AMG made significant progress in our new investment area, and we were pleased to

announce our investment in Genesis Asset Managers in early 2004.

During 2003, our Affiliate Development team continued to create 2 number of individual
and collective growth opportunities on behalf of our Affiliates. Our Portfolio Services Group
(“PSG”) distribution platform has enabled our Affiliates to enter the broker-sold managed
account channel and, in early 2004, we extended this initiative to include the sale of our

Affiliates’ mutual funds through selected broker-dealers as well. In addition, we broadened the




product offerings of The Managers Funds through our acquisition of the retail mutual fund

business of 40|86 Advisors, Inc. (previously Conseco Capital Management, Inc.).

The climate for investments in new Affiliates improved substantially in 2003, as the more
favorable operating environment allowed the principals of mid-sized firms to renew their focus
on succession planning and transition issues. In January 2004, a long-term relationship
culminated in our agreement to invest in Genesis Asset Managers, a premier investment manager
of emerging markets equity securities with offices in London, Guernsey, Kenya, Chile and
Brazil. With Genesis’ outstanding management team, excellent long-term investment record,
and well-established relationships with clients in the United States, Europe and Australia,

we are excited about the firm’s prospects for continued growth.

Looking ahead, we are optimistic about our prospects for continued growth through
accretive investments in additional Affiliates. Given our demonstrated success in executing new
investments in a range of market conditions, our track record as a supportive partner, and the
continued growth and success of our Affiliates, AMG is widely recognized as the superior

succession planning solution for mid-sized investment managers committed to the continued

operating autonomy and ongoing equity participation in the growth of their firms.

Photo from left to right:
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Senior Vice President and
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Our financial strength and liquidity continue to provide a foundation for our growth
initiatives. In 2003, and again in early 2004, we further strengthened our balance sheet with
two significant financings of $300 million of floating rate convertible securities and $300 million
of mandatory convertible securities. We used a portion of the proceeds from the issuance of
the floating rate convertible securities to retire a substantial amount of our outstanding zero
coupon convertible securities. The proceeds from the issuance of the mandatory convertible
securities will enable us to effectively replace our outstanding mandatory convertible securities
later in the year. Combined with our strong recurring cash flow from operations, these financing
arrangements ensure that we have the resources available to finance our capital commitments

and to execute our growth strategy.

We would like to take this opportunity to welcome Robert C. Puff, Jr., the former President
and Chief Investment Officer of American Century Investment Management, to our Board
of Directors. Bob brings years of management and industry experience that will further strengthen
our Board, and we look forward to working with him. We would also like to express our
gratitude to Bill Weld, who will be stepping down from our Board of Directors in June, for his

dedication and service o AMG during his tenure.

AMG?s success over the past ten years has created a strong foundation for continued growth.
With the diversity and strong performance of our Affiliates, our proven ability and capacity
to execute our growth initiatives, and our established position as a leading succession planning
partner for growing mid-sized asset management firms, we are enthusiastic about our prospects

for the future.

In closing, we would like to express our appreciation to our Affiliates, employees and
service providers for their contributions to our continued success, and to our shareholders for

their ongoing support.

Sincerely,
Lthor ) h S S
William J. Nutt Sean M. Healey

Chairman and CEO President and COO
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AMG Overview

AMG’s unique partnership approach creates powerful incentives

for continued strong performance and excellent client service by

providing Affiliate management with direct equity participation

in their firms. AMG'’s strategy is to generate shareholder value

through the internal growth of existing Affiliates, growth and

development initiatives designed to enhance its Affiliates’

businesses, and accretive investments in additional, growing

mid-sized investment management firms.

Investment Products and
Distribution Channels

AMG is well positioned to participate in many
of the fastest growing areas of the investment
management industry while maintaining a
diversified exposure across distribution channels
and product types. AMG’s broad exposure to

a wide range of investment styles and asset
classes has enabled the Company to achieve
consistent financial results in changing market
conditions. Through its Affiliates, AMG offers
more than 150 investment products in three
principal distribution channels: mutual fund,
institutional and high net worth. AMG
leverages its scale and resources to expand its
Affiliates’ product offerings and distribution

capabilities within these channels.

Mutual Fund Distribution Channel

AMG has a strong presence in the mutual
fund channel, with Affiliates providing
advisory or sub-advisory services to over 50
mutual funds specializing in a broad range of
investment categories. The mutual funds
managed by AMG’s Affiliates are distributed
to rerail and institutional clients directly
and through intermediaries, including
independent investment advisers, retirement
plan sponsors, broker-dealers, major fund
marketplaces and bank trust departments.
Among AMG’s most prominent and highly-
rated funds are Tweedy, Browne Company’s
Global Value and American Value funds,
Third Avenue Management’s family of value-

oriented mutual funds, Friess Associates’




growth-oriented Brandywine funds, and

The Managers Funds, a diverse group of
sub-advised funds managed and distributed by
The Managers Funds LLC.

Through the distribution capabilities of
the Managers Funds and Portfolio Services
Group (“PSG”) platforms, AMG has expanded
its Affiliates’ participation in this distribution
channel. For example, the Managers AMG
mutual fund platform offers Affiliates with a
predominantly institutional or high net worth
clientele cost-effective access to the mutual
fund distribution channel. In addition, in 2004,
PSG began distributing Affiliates’ murtual

fund products into the broker-dealer channel.

Institutional Distribution Channel
AMG’s Affiliates offer more than 75 investment
products in the institutional channel, with
multiple Affiliate products offered within
each equity management style — from deep
value to aggressive growth — and market
capitalization category — from micro-cap to
large-cap. In addition to these domestic and
international equity products, AMG offers

a wide array of fixed income and specialty
products. AMG’s Affiliates manage assets
for a broad range of clients in this channel,
including foundations and endowments,
defined benefit and defined contribution plans
for corporations and municipalities, and

Taft-Hartley plans.

AMG’s institutional investment products
are distributed by more than 50 sales and
marketing professionals at its Affiliates, who
generate new business through direct sales
efforts and established relationships with

leading investment consultants. AMG provides




Affiliates with resources to develop and execute
sales and marketing initiatives, establish
new distribution alternatives, and cultivate
relationships with members of the investment
consultant and plan sponsor communities.
Experienced marketing and client services
professionals at AMG also work closely with
Affiliates to ensure that their products and
services successfully address the specialized
needs of their clients and are responsive to

the evolving demands of the institutional

marketplace.

High Net Worth Distribution Channel
AMG’s Affiliates serve two principal client
groups in the high net worth diseribution
channel, with approximately 50,000 accounts
managed in the channel. The first group
consists principally of direct relationships
with ultra high net worth individuals and
families and charitable foundartions. For these
clients, AMG’s Affiliates provide investment

management or customized investment

counseling and fiduciary services. The second
group consists principally of separately
managed accounts for affluent individuals
established through brokerage firms and

other intermediaries.

Through the PSG distribution platform,
AMG offers Affiliates with institutional
investment products an opportunity to access
the separate account marketplace with the
support of a well-established distributor in
the broker-sold channel. PSG presently
distributes investment products managed by
a number of AMG’s Affiliates, including
Essex, Hartwell, Frontier, Renaissance and
Systematic. In addition, PSG distributes
AMG’s Multiple Attribute Portfolios
(“MAPs”), a series of portfolios designed to
meet a range of asset allocation preferences
for separately managed account investors
tailored for the broker-sold channel. Each
portfolio is managed by multiple independent,
specialty managers selected from among

AMG’s Affiliates.
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Growth and
Development Initiatives

While AMG’s Affiliates have independently
demonstrated the ability to achieve strong
growth, the Company dedicates significant
resources to further enhancing their growth
and profitability. AMG leverages its scale and
expertise to provide its Affiliates with benefits
and opportunities that are typically unavailable
to mid-sized firms. AMG offers its Affiliates
cost-effective access to the highest quality
operational resources, and develops initiatives
to expand its Affiliates’ product offerings

and distribution capabilities.

AMG also acts in partnership with its
Affiliates to acquire products, teams or firms
that leverage an Affiliate’s resources or
provide natural extensions to their businesses.
For example, during 2003, AMG further

diversified The Managers Funds’ product

offerings with the agreement to acquire the
mutual fund business of 40|86 Advisors, Inc.
(previously Conseco Capital Management,
Inc.). The Conseco fund family is the
second group of funds AMG has acquired
for The Managers Funds, and following

this transaction, The Managers Funds’
product offerings now include 27 different
load and no-load mutual funds with over

$5 billion in assets.

AMG also creates and invests in
distribution and operations platforms that
benefit all of its Affiliates, as well as supports
individual Affiliate growth inidatives. At the
beginning of 2003, AMG broadened its
Affiliates” distribution capabilities with the
launch of PSG. PSG provides a platform to
distribute and service high quality institutional
products managed by AMG’s Affiliates into
broker-sponsored separately managed account
programs. Within its first year of operations,

PSG began supporting investment products for




12 Affiliates through more than 20 sponsors.
In early 2004, the Company further expanded
this platform to include the distribution of

its mutual funds.

Also during 2003, AMG and its
Affiliate, Rorer Asset Management, launched
Advantage Outsourcing Solutions ("AOS”),
a centralized back office platform for mid-sized
asset management firms with a focus on firms
that provide products to the managed
account industry. Originally developed for
the use of AMG’s Affiliates, in late 2003,
the Company entered into a strategic
transaction that will allow SEI Investments
to use the technology, while the significant

cost advantages of AOS remain available for

the benefit of AMG’s Affiliates.

Investments in New Affiliates

AMG also generates growth by making
additional, accretive investments in new
Affiliates selected from the highest quality
mid-sized investment management firms.

By providing Affiliate managers with direct
equity in their firm, AMG’s proven investment

approach offers Affiliate managers a powerful

incentive to generate strong long-term financial
and investment performance. AMG’s approach
to preserving the entrepreneurial incentives
and culture of successful firms, while providing
access to the resources and distribution
capabilities of a larger asset management
company, is an especially attractive succession
planning alternative for mid-sized firms that

are committed to continued growth.

At the beginning of 2004, AMG
announced its investment in Genesis Asset
Managers, a leading investment manager of
emerging markets equity securities in separate
accounts and commingled portfolios for
institutional clients in the United Startes,
Europe and Australia. Founded in 1989,
Genesis manages more than $7 billion in
assets through offices in London, Guernsey,
Kenya, Chile and Brazil. Investment
professionals at the firm employ a bottom-up
research and stock selection process with
the aim of achieving capital growth over the
medium to long-term, while mitigating
country risk through extensive

geographical diversification.

AMG
11







There are substantial opportunities

for AMG to continue to grow through
investments in new Affiliates selected from

a potential prospect universe of more than
1,500 mid-sized firms in the United States,
the United Kingdom and Canada. AMG
maintains an extensive research and calling
effort and continues to identify and develop
relacionships with high quality mid-sized firms,
and the Company is very well positioned to
continue to capitalize on chese relationships
by making accretive investments in additional

Affiliates in the future.

Financial Strength

AMG’s operations generate strong and
recurring free cash flow, and the Company’s
broad exposure across various investment styles
and distribution channels provides balance
and stability to this cash flow. AMG takes a
disciplined approach to investing its free
cash flow, and adheres to well-defined return
objectives in making investments in growth
initiatives for existing Affiliates, as well

as in executing acquisitions of interests in

new Affiliates.

AMG supports its growth strategy by
maintaining a strong balance sheet and diverse
sources of long-term capital. The Company
maintains an investment grade rating,
and strives to maintain substantial liquidity
and financial flexibilicy. AMG manages its
capital resources and cash flow to achieve
superior long-term results for sharcholders by
financing new investments, repaying existing
indebtedness, and repurchasing its stock,

as appropriate.

AMG
13




AMG at a Glance

o AMG grows through the addition and appreciation of assets
under management from its Affiliates’ net client cash flows
and positive investment performance. AMG also has the
opportunity for additional revenue from performance-fee

accounts at several Affiliates.

The range of investment styles, client types and distribution
channels among its Affiliates allows AMG to participate in
the fastest growing segments of the asset management industry
and diversifies the Company’s sources of earnings in a
balanced manner that reduces the risks created by changing

market environments.
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Affiliated Managers Group, inc.

Management’s Discussion and Analysis of

Financial Condition and Results of Operations

When used in this Annual Report and in our filings with the
Securities and Exchange Commission, in our press releases

and in oral statements made with the approval of an executive

» e

officer, the words or phrases “will likely result,” “are expected to,”-

»

“will continue,” “is anticipated,” “believes,” ‘estimate,” ‘project”
or similar expressions are intended to identify Jorward-looking
statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Such statements are subject
to certain risks and uncertainties, including, among others,

the Jfollowing:

O our performance is directly affected by changing conditions
in the financial markets generally and in the equity markets
particularly, and a decline or a lack of sustained grawt/]
in these markets may result in decreased advisory fees or
performance fees and a rorfe.gvonding decline (or lack of
growth) in the cash flow distributable to us from our
Affiliates and our operating results; .

O we cannot be certain that we will be successful in finding
or investing in additional investment management firms
on favorable terms, or that existing and new Affiliates will

have favorable operating results;

T we may need to raise capital by making long-term or short-
term borrowings or by selling shares of our stock or other
securities in order to finance investments in additional

investment management firms or additional investments in

our existing Affiliates, and we cannot be sure that such cap-

iral will be available to us on acceprable terms, if ar all; and

Q those certain other factors discussed under the caption
“Business-Cautionary Statements,” which are set forth in
our 2003 Annual Report on Form 10-K.

<

These factors (among others) could affect our financial perform-
ance and cause actual results to differ maerially from historical

earnings and those presently anticipated and projected. We will
not undertake and we specifically disclaim any obligation to

. release publicly the result of any revisions which may be made to

any forward-looking statements to reflect events or circumstances

after the date of such statements or to reflect the occurrence of '
events, whether or not anticipated. In that respect, we wish to
caution readers not to place undue reliance on any such j‘briuzzrd—
looking statements, which speak only as of the date made.

Overview

‘We are an asset management company with equity

investments in a diverse group of mid-sized investment
management firms (our “Affiliates”). As of December 31,
2003, our affiliated investment management firms man-

aged -approximately $91.5 billion in assets across a broad

. range of investment styles and in three principal distribution

channels: Mutual Fund, Institutional and High Net
Worth. We. pursue a growth strategy designed to generafe
shareholder value through the internal growth of our
existing businesses across these three channels, in addition
to investments in mid-sized investment management firms
and strategic transactions and relationships designed to

enhance our Affiliates’ businesses and growth prospects.

Through our Affiliates, we provide more than 150 invest-
ment products .across a broad range of asser classes and
investment: styles in our three principal distribution
channels. We believe that our diversification across asset
classes, investment styles and distribution channels helps
to mitigate our exposure to the risks created by changing -
market environments. The following summarizes our oper-

ations in our three principal distribution channels.

o0 Our Affiliates provide advisory or sub-advisory services
_ to a wide variety of mutual funds. These funds are dis-
tributed to retail and insticutional clients directly and
through intermediaries, including independent invest-
ment advisors, retirement plan sponsors, broker-dealers,
major fund marketplaces and bank trust departments.

o Through our Affiliates, we offer more than 75 investment
products across more than 25 different investment styles.

~ in the Institutional distribution channel, including small,
small/mid, mid and lérge capitalization value and growth
equity. In addition, our Affiliates offer fixed income and

specialty products. Through this distribution channel,




Affiliated Mamagers Group, Inc.

our Affiliates manage assets for foundations and endow-

ments, defined benefit and defined contribution plans

for corporations and municipalities, and Taft—Hartley

plans, with disciplined and focused investment styles that

address the specialized needs of institutional clients.

a " The High Net Worth distribution channel is comprised

broadly of two principal client groups. The first group

consists principally of direct relationships with ulera.

high net worth 'and affluent individuals'and families
and charitable foundations, For these clients, our Affiliates
provide investment management or customized invest-
ment counseling and fiduciary services. The second
group consists of individual managed account client
" relationships established through intermediaries, gener-
ally brokerage firms or other sponsors. Our Affiliates
provide investment management servicesvthrough" more

than 90 managed account programs. -

While we operate out business through our Affiliatés in
our three principal distribution channels, we strive to
maintain each Affiliate’s distinct entrepreneurial culture
and independence through our investment structure. Our
principal investment structure involves the ownership of a
majority interest in our Affiliates, with each Affiliate
organized as a separate firm. Each Affiliate operating
agreement is tailored to meet that Affiliate’s particular
characteristics and to enable us to cause-or prevent certain

actions to protect our interests.

We have revenue sharing arrangements with most of our
Affiliates. Under these arrangements, a percentége of
revenue (or in certain cases different percentages relatingut.o
the various sources or amounts of revenue of a particular
Affiliate) is allocated for use by management of that
Affiliate in paying operating expenses of the Affiliate,
includirfg salaries and bonuses. We call this the “Operating
Allocation.” The remaining portion of the Affiliace’s
revenue is allocated to the owners of that Affiliate (including
us), and called the “Owners’ Allocation.” Each Affiliate
distributes its Owners’ Allocation to its managers and to
us generally in proportion to their and our respective
ownership interests in that Affiliate. ‘

We only agree to a particular revenue sharing arrangement if
we believe that the Opera{ting Allocation will cover operating
exbenses of the Affiliate, including a potent'ialvincrease in
expenses or decrease in revenue without a-corresponding
decrease in operating expenses. To the extent that we are
unable to anticipare changes in the revenue and expense base
of an Affiliate, the agreed-upon’ Operating Allocation may
not be large enough to pay for all of the Affiliate’s operating
expenses. The allocations  and distributions of cash to us
under the Owners’ Allocation generally have priority over the
allocations and distributions to the Affiliate’s managers,
which Kelp to protect us if there are any expenses in excess of
the Operating Allocation of the Affiliate. Thus, if an Affiliate’s
expenses exceed its Operating Allocation, the excess expenses
first reduce the portion of the Owners’ Allocation allocated to
the Affiliate’s managers undl that portion is eliminated, and
then reduce the portion allocated to us. Any such reduction
in our portion of the Owners Allocation is required to be
paid back to us out of the portion of future Owners
Allocationtallocated to the Affiliate’s managers. Nevertheless,

‘we may agree to adjustments to revenue sharing arrangements

to accommodate our business needs or those of our Affiliates,
including deferring or foregoing the receipt of some portion
or all of our share of an Affiliate’s revenue to permit the
Affiliate to fund operating expenses or restructuring our
relationship with an Affiliate, if we believe that doing so will
maximize the long—térm benefits to us. In addition, a revenue
sharing arrangement may be modified to a profit-based

arrangement (as described below) to better accommodate our

‘business needs or those of our Affiliates.

One of the purposes of our revenue sharing arrangements
is to provide ongoing incentives for Affiliate managers by

allowing them:

O to participate in the growth of their firm’s revenue,

which may increase their compensation from the

Operating Allocation and ‘their distributions from the
Owners Allocation; and

O to control operating expenses, thereby increasing the
portion of the Operating Allocation, which is available

for growth iniriatives and compensation.

AMG
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An Affiliate’s managers therefore have incentives to increase
revenue (thereby increasing the Operating Allocation and
their share of the Owners Allocation) dnd to control
expenses (thereby increasing the amount of Operating
Allocation available for their compensatibn). For the year
ended December 31, 2003, approximately $68.0 million
was reported as compénsation to our Affiliate managers
from their respective Operating Allocations. Additionally,
during this period we allocated approximately $81.0
million of Affiliates’ profits to their managers (referred to

on our income statement as “minority interest”).

Some of our Affiliates are not subject to a revenue sharing
arrangement, burt instead operate on a profit-based model
similar to a wholly-owned subsidiary. In our profit-based
Affiliates, we participate in a budgeting process with the
Affiliate and receive as cash flow a share of its profits. As a
result, we participate fully in any increase or decrease in

the revenue or expenses of such firms. In those cases, we

generally provide incentives to management through

compensation arrangements based on the performance
of the Affiliate. Approximately 10% of our earnings is
generated by our profit-based Affiliates.

Net Income on our income statement reflects the consoli-
dation of substantially all of the revenue of our Affiliates,
reduced by:

O the operating expenses of our Affiliates;

D our operating expenses (i.c., our holding company
expenses, including interest, amortization, income taxes

and compensation for our employees); and

O the profits allocated to our Affiliates’ managers, or

minority interest.

As discussed above, for Affiliates with revenue sharing
arrangements, the operating expenses of the Affiliate as well
as its managers minority interest generally increase (or

decrease) as the Affiliate’s revenue increases (or decreases)

because of the direct relationship established in many of
our agreements between the Affiliate’s revenue and its

Operating Allocation and Owners’ Allocation. At our profit-
based Affiliates, expenses may or may not correspond to

increases or decreases in the Affiliates’ revenues.

Our level of proﬁtability will depend on a variety of factors,

including:

O those affecting the financial markets generally and the’
equity markets particularly, which could potentially
result in considerable increases or decreases in the assets

under management at our Affiliates;

O the level of Affiliate revenue, which is dependent on the
ability of our existing and furure Affiliates to maintain
or increase assets under management by maintaining
their existing investment advisory relationships and fee
structures, marketing their sen)ices successfully to new

clients and obtaining favorable investment results;

O our receipt of Owners’ Allocation from Affiliates with
revenue sharing arrangements, which depends on the
ability of our existing and future Affiliates to maintain

certain levels of operating profit margins;

O the increases or decreases in the revenue and expenses

of Affiliates that operate on a’ prgﬁt-based model;

O .the availability and cost of the capital with which we

finance our existing and new investments; .

O our success in making new investments and the terms

upon which such transactions are completed;

0 the level of intangible assets and the associated amorti-

zation expense resulting from our investments;

O the level of expenses incurred for holding company

operations, including compensation for our employees; and

O the level of taxation to which we are subject.

Through our affiliated investment management firms, we .

derive most of our revenue from the provision of investment
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‘management services. Investment management fees
(“asset-based fees”) are usuélly determined as a percentage
fee charged on periodic values of a client’s assets under
management. Certain clients are billed for all or a portion of
their accounts based upon assets under management valued
at the beginning of a billing period (“in advance”). Other
clients are billed for all or a portion of their accounts based
upon assets under management valued at the end of the
_ billing period (“in arrears”). For example, most client accounts
in the High Net Worth distribution channel are billed
in advance and most client accounts in_the Insticutional
distribution channel are billed in arrears. Clients in the
Mutrual Fund distribution channel are billed based upén
average daily assets under management. Advisory fees billed
in advance will not reflect subsequent changes in the market
value of assets under management for that period.
Conversely, advisory fees billed in arrears will reflect changes
in the market value of assets under management for that
period. In addition, in the High Net Worth and Institutional
distribution channels, certain clients are billed on the basis of
investment performance (“performance fees”). Performance
fees are inherently dependent on investment results and

therefore may vary substantially from year to year.

Principally, our assets under management are directly.

managed by our Affiliates. One of our Affiliates also manages
assets in the Institutional distribution channel using an
overlay strategy. Overlay assets (assets that are managed subject
to strategies which employ futures, options or other derivative
securities) generate asset-based fees that are typically
substantially lower than the asset-based fees generated by our
Affiliates’ other investment strategies. Therefore, changes in
directly managed assets generally have a greater impact on

" our revenue from asset-based fees than changes in total assets

under management (a figure which includes overlay assets). -

In addition to the revenue derived from providing invest-
ment management services, we derive a small portion of
our revenue from transaction-based brokerage fees and
distribution fees at certain Affiliates. In the case of the

transaction-based brokerage business at Third Avenue

Management LLC (“Third Avenue”), our percentage

participation in Third Avenue’s brokerage fee revenue is

substantially less than our percentage participation in the
investment management fee revenue realized by Third
Avenue and our other Affiliates. For this reason, increases or
decreases in our consolidated revenue that are attributable
to Third Avenue brokerage fees will not affect our earnings
in the same manner as investment management services

revenue from Third Avenue and our other Affiliates.

The following tables present our Affiliates’ reported assets
under management by operating segment (which are also
referred to as distribution channels in this Annual Report)

and a statement of changes for each period.

Assets under Management - Operating Segment

At December 31,
(dollars in billions) 2001 2002 2003
Mutual Fund $ 144 8 164 $ 233
Insti;utional 42.0 338 44.7
High Net Worth 24.6 20.6 23.5
$ 810 $ 708 $ 915
- Directly managed
assets — percent
of total 88% 91% 91%
Overlay assets — )
percent of total 12% 9% < 9%
100% 100% 100%

Assets under Management - Statement of Changes
Year Ended December 31,

(dollars in billions) 2001 2002 2003
Beginning of period $ 775 $ 810 $ 70.8
New investments!”

10.9 4.6 —
Sale of Affiliate . '
equity investment®? — (1.0) —
Net.client cash flows — :
directly managed assets 2.8 0.3 1.7

Net client cash

flows — overlay assets  (1.3) (1.1) 0.4
Investment performance  (8.9) (13.0) 18.6
End of period ‘ $ 81.0 - $ 708 $ 915

(1) We closed new Affiliate investments in Friess Associates, LLC
(“Friess”) and Welch & Forbes LLC (“Welch & Forbes”) in the fourth
quarter of 2001 and in Third Avenue in the third quarter of 2002.

(2) In the second quarter of 2002, we sold our minority equity investment
in Paradigm Asset Management, L.L.C.
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The equity. markets experienced significant decreases in

2002 and increases in 2003 that impact certain compar-

isons of our assets under mdnagement and revenue in this
Annual Report. For the year ended December 31, 2002,
the S&P 500 Index and Dow Jones In.d_ustrial Average
decreased 23.4% and 16.8%, respectively. In contrast, for
the year ended December 31, 2003, the S&P 500 Index
and Dow Jones Industrial Average increased 28.7% and
28.3%, respectively.

The operating segment analysis presented in the following
table is based on average assets under management. For the
Mutual Fund distribution channel, average assets under
management represents an average of the daily net assets
under management. For the Institutional and High Net
Worth distribution channels, average assets under manage-
ment represents an average of the assets at the beginning

and end of each calendar quarter during the applicable

. period. We believe that this analysis more closely correlates

to the billing cycle of €ach distribution channel and, as

such, provides a more meaningful relationship to revenue.

(in millions, excépt as noted) 2001 2002 9% Change 12003 % Change
‘Average Assets under '
: Management (in billions)™
Mutual Fund $ 101 $ 154 52% - § 186 21%
Institutional 39.7 377 {(5%) 38.0 1%
High Net Worth 23.1 22.5  (3%) 214 - (5%)
Total $ 729 $ 75.6 4% $ 78.0 ' 3%
Revenue® , v '
Mutual Fund $ 113.6 $ 164.6 45% $ 1917 16%
Institutional 160.8 . 178.1 11% 171.8 . (4%)
High Net Worth 1338 139.8 4% 1315 , (6%)
Total $ 408.2 " $ 4825 S 18% $ 495.0 3%
Net Income®
Mutual Fund i $ 15.6 $ 228 46% $ 287 26%
Institutional o ‘ 15.8 163 3% 158 (3%)
High Net Worth 18.6 16.8 (10%) 16.0 (5%)
Total $ 50.0 $ 559 C12% .. $ 605 8%
EBITDA® , A ‘
Mutual Fund $ 388 $ 478 23% $ 59.0 23%
Institutional , ' 48.2 48.9 1% © 481 (2%)
High Net Worth ) : 45.1 42.1 (7%) 40.1 (5%)
Total ' ‘ $ 132.1 $ 138.8 5% $ 147.2 L 6%

(1) Assets under management attributable to investments chat closed durmg the relevant periods are mcluded ona welghted average basis for the period

from the closing date of the respective investment.

(2) Note 18 to our Consolidated Financial.Statements describes the basis of presentation of the financial results of our three operating segments.

(3) EBITDA represents carnings before interest expense, income taxes, depreciation and amortization. As a measure of liquidity, we believe that EBITDA
is'useful as an indicator of our ability to service debr, make new investments and meet working capital requirements. EBITDA is not a measure
of liquidity under generally accepted accounting principles and'should not be considered an alternative to cash flow from operations. EBITDA,
“as calculated by us, may not be\consistent with computations of EBITDA by other companies. Our use of EBITDA, including a reconciliation to

cash flow from operations, is discussed in greater detail in “Liquidity and Capital Resources.”

For purposes of our distribution channel operating

results, holding company expenses have been allocated based on the proporuon of aggregate cash ﬂow distributions reported by each Afﬁhatc in

the pamcular distribution channel.
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Revenue

Our revenue is generally determined by the.following factors:

O our assets under management (including increases or

decreases relaring to new investments, net client cash flows

or changes in the value of assets that are attributable -

to fluctuations in the equity markets);

O the portion of our assets across the three operating

segments and our Affiliates, which realize different »

fee rates;

2 the portion of our directly managed and overlay assets,

which realize different fee rates;
O the recognition of any performance fees; and
0 the level of transaction-based brokerage fees.

In addition, the billing patterns of our Affiliates will have
an impact on revenue in cases of rising or falling markets.
As described previously, advisory fees billed in advance
will not reflect subsequent changes in the market value of
assets under management for that period, while advisory
fees billed in arrears will reflect changes in the market
value of assets under management for that period. As

a consequence, when equity market declines result in

decreased assets under management in a particular period,

revenue reported on accounts that are billed in advance
of that period may appear to have a relatively higher

quarterly fee rate, and in the case of equity market appre-

ciation, revenue reported on‘accounts that are billed in

advance of that period may appear to have a relatively

lower quarterly fee rate.

Our revenue increased 3% in 2003 from 2002, following

an 189% .increase. in revenue in 2002 from 2001. The

increase -in revenue in 2003 was primarily a result of our

investment in Third Avenue, which closed the third
_ quarter of 2002 and is included in our operating results
for a full year in 2003. This increase was partially offset
by lower performance fees in 2003 as compared to 2002.

- The increase in revenue in 2002 was primarily a result of

our investments in Friess and Welch & Forbes in the
fourth quarter of 2001, and to a lesser extent, Third
Avenue in the third quarter of 2002. Further contributing
to the growth in revenue, though to a lesser extent, were
higher performance fees in 2002 as compared to 2001.
These increases were partially offset by the decline in
assets under management at existing Affiliates, which

was primarily a result of the broad decline in the equity

" markets during 2002,

The following discu_éses the changes in our revenue by

operating segments.

Mutual Fund Distribution Channel

The increase in revenue of 16% in the Mutual Fund

distribution channel in 2003 from 2002 resulted principally

from an increase in average assets under management. The

increase in average assets under management was primarily

"ateributable to our investment in Third Avenue in the third

quarter of 2002 and to positive net client cash flows. The
increase in revenue was proportionately less than the growth

in average assets under management because of an increase

- in’ assets under management in mutual funds that realize

lower fees, ‘principally a result of our investment in

Third Avenue.

The increase in revenue of 45% in the Mutual Fund distri-

“bution channel in 2002 from 2001 resulted principally

from an increase in average assets under management.
The increase in avc'rage’ assets under management of
52% in 2002 was primarily atcributable to our invest-
ments in Friess in the fourth quarter of 2001 and Third
Avenue in the third quarter of 2002 and to positive net

~client cash flows, and was partially offset by a decline

in assets under management rcsulring principally from
a broad decline in the equity markets. The increase in
revenue was proportionately. less than the growth of
average assets under management because of an increase
in assets under manégemcnt in mutual funds that realize

lower fees, principally a result of our investments in
Friess and Third Avenue.
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Institutional Distribution Channel

The decrease in revenue of 4% in the Ir_lstitutional distribution
channel in 2003 from 2002 was primarily attributable to
lower performance fees in 2003 as compared to 2002.

The increase in revenue of 11% in the-Institutional
distribution channel in 2002 from 2001 resulted from
our investments in Friess and Third_AvenIue and an
increase in performance fees. This increase in revenue

was partially offset by a decline in average assets under

management, resulting principally from a broad decline

" in the equity markets. Unrelated to the change in assets

under management, revenue also increased because of
higher fee rates realized on assets under management
within this distribution channel, principally as a result of
our investment in Friess. This channel also experienced
client cash outflows from overlay assets, which have fee
rates that are substantially lower than fee rates earned on

directly managed assets.

High Net Worth Distribution Channel

The decrease in revenue of 6% in the High Net Worth -

distribution channel in 2003 from 2002 resulted primarily

from a similar decline in average assets under management.

Operating Expenses

Average assets under manag¢menf were lower in 2003
primarily as a result of thebdeclin’e in the equity markets -
in 2002 through the first quarter of 2003, as well as net
client cash outflows. This decrease in revenue was partially
offset by our investment in Third Avenue in the third

quarter of 2002.

The increase in revenue of 4% in the High Net Worth
distribution channel in 2002 from 2001 resulted primarily
from our investments in Welch & Forbes in the fourth
qﬁarter of 2001, Third Avenue in the third quarter of

2002 and, to a lesser extent, Friess in the fourth quarter

of 2001. The increase in revenue from these investments
was partially offset by a decline in average assets under
management, resulting principally from a broad decline -
in the equity markets. Unrelated to the change in assets
under management, revenue also increased because of

higher fee rates realized on assets under management

‘within this distribution channel (principally as a result

of our investments in new Affiliates) and, to a lesser
extent, because of the effects of advance billing in a
declining market (as previously discussed), which is the
primary billing method used.in the High Net Worth

distribution channel.-

The following table summarizes our consolidated operating expenses.

(dollars in millions) 2000 2002 % Change 2003 % Change
Compensation and related expenses $ 134.9 $ 165.9 23% $ 175.0 5%

- Selling, general and administrative 73.8 84.5 . - 14% 84.1. —%
Amortization of intangible assets 284 14.5 (499%) 162 12%
Depreciation and other amortization ‘ : 5.7 5.8 2% 6.2 : 7%
Other operating expenses 11.1 16.0 44% 16.0 —%
Total operating expenses $ 253.9 "8 286.7 13% $ 2975 . 4%

A substantial portion of our operating expenses is
incurred by our Affiliates, and a substantial majority of
Affiliate expenses is incurred at Affiliates with revenue

sharing arrangements. For Affiliates with revenue sharing

arrangements, an Affiliate’s Operating Allocation
percentage generally determines its operating expenses.
Most notably, our compensation expenses are generally

impacted by increases or decreases in each Affiliate’s
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revenue 'by corresponding increases or decreases in their
respective aggregate Operating AJloéations.:‘During the
year ended December 31, 2003, approximately $68.0
million, or about 39% of our consolidated compensation
expense, was attributable to compensation allocated to
our Affiliate managers from their respective Operating
Allocations. As described previously, the percentage of
revenue allocared to operating expenses varies from one
Affiliate to another and can vary within an Affiliate

depending on the source or amounts of revenue.

As a result, changes in our aggregate revenue may not

impact our consolidated operating expenses to the same
degree. In addition, we participate fully in any increase

or decrease in revenue and expenses at our profit-

based Affiliates.

-Compensation and related expcnseslincreased 5% in 2003,
following a 23% increase in 2002. The increase in 2003
resulted principally from an increase in aggregate Affiliate
expenses from our investment in Third Avenue in the third
quarter of 2002 (and therefore inclusion of the operating

expenses at Third Avenue in our operating results for the

full year of 2003), partially offset by lower compensation at

certain Affiliates and the holding company. The increase
in 2002 resulted principally from an increase in aggregate
Affiliate expenses resulting from our investments in Friess,
Welch & Forbes and Third Avenue ‘as well as from
investment spending for distribution init_iativés and
increased holding company compensation. Aggregate
increases in compensation expenses in 2002 were partially
offset by compéﬁsation expense reductions at certain
Affiliates that were greater than the proportionate decrease

in revenue at such Affiliates.

Selling, general and administrative expenses were flat
in 2003 as the inclusion of"the selling, general and
administrative expenses at Third Avenue for the full year

of 2003 were offset by a decrease in distribution expenses

at several Affiliates in the Mutual Fund distribution
channel. The 14% increase in selling, general and admin-

istrative expenses in' 2002 was principally attributable

to our-investments in Friess, Welch & Forbes and

Third Avenue, and was partially offset by a decrease in
sub-advisory and distribution expenses at The Managers
Funds LLC (“Managets”) resulting from a decrease in its

assets under management.

The increase in amortization of intangible assets of 12% in
2003 resulted from the inclusion of amortization expense
for Third Avenue and the purchase of additional interests
in existing Affiliates. The decrease in amortization of intan-
gible assets of 49% in 2002 resulted from our adoption of
Financial Accounting Standard No. 142 (“FAS 1427),
“Goodwill and Orther Intangible Assets,” under which
goodwill and certain other intangible assets are no longer
amortized. This decrease was partially offset by increases

in amortization as a result of our investments in FEriess,

Welch & Forbes and Third Avenue.

Depreciation and other amortization expenses increased
7% in 2003 and 2% in 2002. The increases in both years

were principally attributable to the incremental depreciation.

associated with our investment in Third Avenue in the third
quarter of 2002 and other fixed asset purchases at the
holding company and other Affiliates.

Other operating expenses were flat in 2003, following a
44% increase in 2002. In 2003, the effect of a full year
of operating expenses associated with our investment in
Third Avenue in the third quarter of 2002 were offset
by lower spending.at other Affiliates. The increase in
2002 was principally attributable to the incremental
expenses associated with our investments in Friess and
Welch & Forbes and increased spending from the
Operating Allocation at Affiliates with revenue sharing

arrangements.
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Other Income Statement Data

The following table summarizes other income statement data.

(dollars in millions) 2001 2002 % Change 2003 % Change
Minority interest $ 6l.4 $ 8038 32% $ 81.0 —%
Income tax expense 33.3 . 373 12% 413 11%
Interest expense 14.7 25.2 71% 23.0 (9%)
Investment and othér income ) S 5.1 3.5 (31%) 8.2 134%

Minority interest was flat in 2003, foﬂowing‘a 32% increase

in 2002. In 2003, the minority interest expense resulting

from our investment in Third Avenue in the third ‘quarter

of 2002 was offset by increased investment spending at

certain of our’ Affiliates, which decreased the minority

interest at such Affiliates. The increase in minority interest
in 2002 resulted principally from the previously discussed-

‘increase in revenue in 2002. This increase was proportion-

ately greater than the 18% increase in revenue because of

our investment in Friess, in which we own 51% of the

firms Owners’ Allocation, representing a relatively lower

percentage ownership than our other Affiliate investments.

The 11% increase in income tax expénse in 2003 was

principally attributable to an increase in income before -

taxes, as well as an increase in the effective tax rate from
40% to 40.6%. Our effective tax rate increased as a result
of an increase in state taxes attributable to the growth of
certain of our Affiliates in relatively higher tax rate juris-
dic;tionsﬁ The 12% increase in income taxes in 2002 was
attributable only to the increase in income before taxes,

as our effective tax rate did not change over the prior year.

Interest expense decreased by $2.2 million, or 9%, in 2003,
foﬂowing a 71% increase in 2002. The decrease in interest
expense in 2003 was attributable to 2002 expenses that did
not recur in 2003 ($2.3 million of debt issuance cost amor-
tization and $1.5 million of sectlements on interest rate

derivative contracts). These decreases were partially offset by

Net Income

interest expense attributable to our floating rate senior

convertible securities issued in February of 2003. The

increase in interest expense in 2002 resulted principally

from $13.5 million of interest expense related to our issuance
of mandatory convertible debt securities in December 2001

and January 2002, on which we pay interest at the annual

rate of 6%. This increase was partially offset by a $4.1.
million decrease in interest‘expense from lower average debrt

outstanding on our senior revolving credit facility and $1.7

m_ilJioh of lower amortization -related to the transition

adjustment under Financial Accounfing Standard No. 133

(“FAS 133”), “Accounting for Derivative Instruments and

Certain Hedging Activities.” '

Investment and other income increased 134% in 2’003,
following . a 31% decrease in 2002. The. increase in
investment and other .income in 2003 was primarily
attributable to income related to elevated cash holdings
following ‘the February 2003 issuance .of floating rate
senior convertible securities and, to a lesser extent,’
income recognized in 2003 from an- alliance between
ou;r‘Afﬁliate, Rorer Asset Management, LLC (“Rorer”), -
and a leading global provider of asset management and
investment technology solutions. The decrease in invest-
ment and other income in 2002 was attributable to the
maintenance of lower levels of excess cash at the holding
company as a result of our investments in Friess and
Welch & Forbes in the fourth quﬁrter of 2001 and Third
Avenue in the third quarter of 2002. ‘

The following table summarizes Net Income for the past three years:

(dollars in millions) 2001

2002 % Change 2003 % Change

$ 500

Net Income

$ 559 12% $ 60.35 8%
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The 8% increase in Net Income in 2003 resulted primarily
from increases in revenue and investment and other income
and lower interest expense, offset partially by the increases
in operating and income tax expenses, as described above.
Net Income for 2003 and 2002 reflect changes in the
accounting for intangible assets as a result of the imple-
mentation - of FAS 142, “Goodwill and Other Intangible
" Assets,” in the first quarter of 2002, and therefore is not
" directly comparable to the operating results presenteld‘ for
© 2001. Note 12 to our Consolidafed Financial Statemeits
presents our Net Income for 2001 as though we had
~ adopted FAS 142 on January 1, 2001.

The 12% increase in Net Income in 2002 resulted from
approximately $19 million of amortization of certain
intangible assets during 2001 that did not recur in 2002 as
a result of our adoption of FAS 142, as well as the increases
‘in revenue described above. These factors were partially
offset by the increases in interest eil(pense and minority

interest expense, also described above.

Supplemental Performance Measure

As supplemental information, we provide a non-GAAP
performance. measure that we refer to as Cash Net
Income. This measure is provided in addition to, but not
as a substitute for, Net Income. Cash Net Income is
defined as Net Income plus amortization and deferred
taxes related to intangible assets plus Affiliate depreciation.
We consider Cash Net Income an impor'tantb measure of
our financial performance, as we believe it best represents
operating performance before non-cash expenses relating
to our acquisition of interests in our Affiliates. Cash Net
Income is used by our management and Board of

Directors as a principal performance benchmark, including

as a measure for aligning executive compensation with

stockholder value.

Since our acquired assets do not generally depreciate or
require replacement by AMG, and since they generate
deferred tax expenses thac are unlikely to reverse, we add
back these non-cash expenses to Net Income to measure

operating performance. We add back amortization attrib-

utable to acquired client relationships because this expense

does not cotrespond to the changes in value of these assets,

which do not diminish predicrably over time. The portion

of deferred taxes generally attributable to intangible assets
(including goodwill) that we no longer amortize but which
continues to generate tax deductions is added back, because
these accruals would be used only in the event of a furure
sale of an Affiliate or an impairment charge, which we

consider unlikely. We add back the portion of consolidated

depreciation expense incurred by our. Affiliates because

under our Affiliates’ operating agreements we are generally

not required to replenish these depreciating assets.

" Conversely, we do not add back the deferred raxes relating

to our floating rate senior convertible securities or other
depreciation expenses. In connection with our issuance of
these convertible securities in February 2003, we modified
our definition of Cash Net Income to clarify that deferred
taxes relating to these convertible securities and certain
depreciation are not added back. In prior periods, Cash
Net Income represented Net Income plus depreciation,

amortization and deferred taxes.

The following table provides a reconciliation of Net Income
to Cash Net Income for each of the past three years.

2001

(dollars in millions) 2002® 2003

Net Income $-50.0 $ 559 $ 605

Intangible ‘ ‘

amortization _ 28.4 14.5 16.2
Intangible-related . '
deferred taxes®? — 23.2 23.9

- Affiliate
depreciation” 5.7 5.9 4.3
Cash Net Income” $ 84.1 $ 995 $104.9

(1) As described above, Cash Net Income for 2002 and 2003 reflects the

change to our definition of Cash Net Income that resulted from the '

implementation of FAS 142 in the first quarter of 2002, and therefore
is not directly comparable to the operating results presented for 2001.
In addition, in 2003, we modified the definition of Cash Net
Income to clarify that deferred taxes relating ro our 2003 issuance of
convertible securities and -certain depreciation are not added back
for the calculation of Cash Net Income. If we had adopred FAS 142
and-used the modified definition of Cash Net Income beginning in
2001, Cash Net Income for 2001 and 2002 would have been $88.6
million and $97.6 million, respectively.

"(2), For 2001, prior to our adoption of FAS 142, we did not add back
deferred taxes to measure Cash Net Income. For 2002, this figure
represents our total deferred taxes.

(3) For 2001 and 2002, this ﬁgure represents our consolidated depreciation.

AMG
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Cash Net Income increased 5% in 2003, primarily as a

- result of the previously described factors affecting Net

Income. Cash Net Income increased 18% in 2002, primarily
as a result of the previously described factors affecting
Net Income and related changes in the accounting for
intangble assets resulting from our adoption of FAS 142.

I- .I‘-lr‘ I: - IB N

The following table summarizes certain key financial

data relating to our liquidity and capiral resources as of

‘December 31 in the years indicated below:

(dollars in millions) 2001 2002 2003
Balance Sheet Data
Cash and cash ]

" equivalents $ 73.4 $ 27.7 $253.3
Senior bank debt 25.0 ° — —.
Zero coupon , ,

convertible debt 227.9 229.0 123.3
Floating rate

convertible securities —_ — 300.0
Mandatory ‘ ‘

convertible securities  200.0 230.0 ©230.0
Cash Flow Data C .
Operating cash flows $ 96.9 $127.3 $1165
In;/esting cash flows (343.7) (138.9) (44.8)
Financing cash flows 288.5 (34.2) 153.7
EBITDA® 138.8 147.2

132.1

(1) The definition of EBITDA is presented in Note (3) on page 22.

In 2003, we met our cash requirements primarily through
cash generatéd by operating activities and the issuance. of
convertible debt securities. Our principal uses of cash were
to repurchase debt securities, repay indebtedness, repurchase
shares of our common stock' and make distributions to
Affiliate managers. We expect that our principal uses of
cash for the foreseeable future will be for investments in new
and existing Affiliates, distributions to Affiliate managers,
payment of principal and interest on outstanding debt, the
repurchase of debt securities, the repurchase of shares of our

common stock and for working capital purposes.

We view our ratio of debt to EBITDA (our “leverage ratio”)

as an important gauge of our ability to service debt, make

new investments and access capital. Consistent with industry
practice, we .do not consider our mandatory convertible
securities as debt for the purpose of determining our leverage
ratio. As more fully discussed below, each unit of our 2001
PRIDES, as well as our recently issued 2004 PRIDES, is
comprised of a senior note and a forward purchase contract.
The exercise of the forward purchase contract at the respective
remarketing dates of each of our PRIDES securities will
result in the issuance of shares of our common stock that
will generate cash proceeds sufficient to amortize debr in
an amount equal to the remaining note portion of each
security. We also view our leverage on a “net debt” basis
by deducting our cash and cash equivalents from our
debt balance. The leverage covenant of our'senior revolving
credit facility is generally consistent with our treatment
of the PRIDES securities and our net debt approach.
At December 31, 2003, our leverage ratio was 1.15:1.

Senior Revolving Credit Facility

We have a $250 million senjor revolving credit facility (the
“Facility”) with several major commercial banks. The Facility,
which is scheduled to mature in August 2005, currently
provides that we may borrow at rates of interest (based
either on the Eurodollar rate or the Prime rate as in effect
from time to time) that vary depending on our credit ratings.
Subject to the agreement of the lenders (or prospective
lenders) to increase their commitments, we have the option
to increase the Facility to $350 million. The Facility
contains financial covenants with respect to net worth,
leverage and interest coverage, and requires us to pay a
quarterly commitment fee on any unused portion. The
Facility also contains customary affirmative and negartive -
covenants, including limitations on’indebtedness, liens,
cash dividends and fundamental corporate changes. Any’
borrowings under the Facility would be collateralized by
pledges of all capital stock or other equity interests owned
by us. As of March 10, 2004, we had no borrowings
outstanding under the Facilicy.

‘

Zero Coupon Senior Convertible Notes
In May 2001, we completed a private placement of zero

coupon senior convertible 'notes in which we sold a total

of -$251 million: principal amount at maturity of zero
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coupon senior convertible notes due 2021, accreting at a

rate of 0.50% per year. Each $1,000 principal amount at

maturity zero coupon senior convertible note is convert- -

ible into 11.6195 shares of our common stock (the
“settlement rate”) upon the occurrence of certain events,
incluﬂing the following: (1) if the closing price of a share

of our common stock is more than a specified price over

certain periods (initially $93.53 and increasing incre-

mentally at the end of each calendar quarter to $94.62
on April 1, 2021); (ii) if the credit rating assigned .by
Standard & Poor’s to the securities is below BB-; or (iii)
if we call the securities for redemption. We may redeem
the securities for cash on or after May 7,,'200‘6.,The holders
may require us to repurchase the securities at their accreted
value on May 7 of 2004, 2006, 2011 and 2016. We may
choose to pay the purchase price for such repurchases in
cash or shares of our common stock or a combinarion
" thereof. In 2003, we repurchased $116.5 rn\iill‘ion prin-

cipal amount at maturity of these notes in privately .

negotiated transactions.

2001 Mandatory Convertible Securities

In December 2001, we completed a public offering of
mandatory convertible securities (2001 PRIDES”). A sale
of an over-allotment of the securities was completed in

January 2002, increasing the amount outstanding to $230

million. As described below, these securities are structured -

to provide $230 million in additional .proceeds to us
following a remarketing and the exercise of forward

purchase contracts in November 2004,

Each 2001 PRIDE initially consists of (i) a senior note
due November 17, 2006 with a'principal amount of $25
per note, on which we pay interest quarterly at the annual
rate of 6%, and (ii) a forward purchase contract pursuant
to which the holder has agreed to purchase, for $25 per
contract, shares of our common stock on November 17,
2004, with the number of shares to be determined based
upon the average trading price of our common stock for
a period preceding that date. Depending on the average
trading price in that period, the settlement rate will rénge
from 0.2974 to 0.3420 ‘shares per $25 senior note, Based

on the trading price of our common stock as of March 10,

2004, the purchase contracts would have a settlement

rate of 0.2974.

Fach of the senior notes is pledged to us to collateralize

the holder’s leiga'tions u'nd’er the forward purchase con-

“tracts. Beginning in August 2004, under the terms of

the 2001 PRIDES, the senior notes will be remarketed
to new investors. A successful remarketing will generate
$230 million of proceeds to be used by the original
holders of the 2001 PRIDES to honor their obligations
on the forward purchase contracts. In exchange for the
additional $230 million in payment on the forward pur-
chase contracts, ‘we will issue shares of our common

stock. As referenced above, the number of shares of

common stock to be issued will be determined by the .

price of our common stock at that time. The senior
notes will remain outstanding until November 2006 and
(assuming a successful remarketing) will be held by the

new 1nvestors.

. Floating Rate Senior Convertible Securities

In February 2003, we completed a private placement
of an aggregate of $300 million of floating rate senior
convertible securities. These securities bear interest at a
rate equal to 3-month LIBOR minus 0.50%, payable in
cash quarterly. Each $1,000 floating rate senior convertible
securiry is convertible into shares of our common stock
upon the occurrence of certain events, including the fol-

lowing: (i) if the closing price of our common stock

exceeds $97.50 per share over certain periods; (ii) if the ‘

credit rating assigned to us by Standard & Poor’s is below
BB-; or (iii) if we call the securities for redemption.

Upon conversion, the initial settlement rate will be

'12.3077 shares of our common stock for each-$1,000

floating rate senior convertible security. In addition, if
the market price of our common stock exceeds $81.25
per share at the time of conversion, holders will receive
additional shares of our common stock based on the
price of our common: stock at that time. Based on the
trading price of our common stock as of March 10,
2004, each securiry would have a settlement rate of
12.6004 shares. We have the option to redeem the secu-

rities for cash at any time on or after February 25, 2008
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at their principal amount. The holders of the securities may

require us to repurchase these securities on February 25 of

£ 2008, 2013, 2018, 2023 and 2028, ac their principal

amount. We may choose to pay the purchase price for
such repurchases in cash or shares of our common stock

or a combination thereof.

The floating rate senior convertible securities are consid-

- ered contingent payment debt inscruments under federal

income tax regulations. These regulations require us to

deduct interest expense at the rate at which we would

issue a non-contingent, non-convertible, fixed-rate debt

instrument. When the implied interest rate for tax pur-

poses is greater than the actual interest rate, a deferred

tax expense is generated. While the implied incerest rate
for these securities for tax purposes is 5.62%, the actual
rarte is three-month LIBOR minus 0.50% (as of March
10, 2004, this rate equaled 0.61%). Based on current
LIBOR rates, these securities generate approximately
$5.7 million of deferred taxes each year. While these
deferred tax liabilities may never reverse, such liabilities
will reverse if we redeém the securities on February 25,
2008 or later and if our common stock is. trading at
$81.25 per share or less on the date of redemption. All

deferred taxes related to the securities will be reclassified

to equity if the securities convert and our common stock

is trading at more than $91.35 per share when it is

delivered to holders.

2004 Mandatory Convertible Securities

In February 2004, we completed private offerings of $300

million of mandatory convertible securities (“2004.

PRIDES™. As dgscribed below, these securities are struc-

tured to provide $300 million of additional proceeds to us

following a remarketing and exercise of forward purchase

contracts in February 2008. _

Eaﬁh 2004 PRIDE initially consists of (i) a senior note
due February 17, 2010 with a principal amount of

$1,000 per note, on which we pay interest quarterly at the
annual rate of 4.125%, and (ii) a forward purchase contract

pursuant to which the holder has agreed to purchase, for

" $1,000 per contract, shares of our common stock on

February 17, 2008. Holders of the purchase contracts will .
receive a qﬁarfcrly contract adjustment payment at the
annual rate of 2.525% per $1,000 contract. The number of
shares to be issued on February 17, 2008, will be derermined
based upon the average trading price of our common stock
for a period preceding thac date. Depending on the average

trading price ac that time, the settlement rate will range

" from 7.8567 to 12.0207 shares per $1,000 senior note.

Based on the trading price of our common stock as of
March 10, 2004, the purchase contracts would have a

" settlement rate of 11.8273.

Each of the senior notes is pledged to us to collateralize
the holder’s obligations under the forward purchz;lse
contracts. Beginning in August 2007, under. the terms of
the 2004 PRIDES, the senior notes will be remarketed to

‘new investors. A successful remarketing will generate

$300 million of proceeds to be used by the original holders
of the 2004 PRIDES to honor their obliga‘tionsv on the
forward purchase- contracts. In exchange for the additional
$300 million in payment on the forward purchase contracts,
we will issue shares of our common stock. The senior

notes will remain outstanding until February 2010 or-

later and (assuming a successful remarketing) will be held

by the new investors.

In connection with <’)u'_r‘2‘004 PRIDES private offerings,

_through March 10, 2004, we repurchased an aggregate of

approximately 2.3 million- shares of our common stock.
The ‘_sharke repurchases are intended to offset our
November 2004 obligation to issue shares of our common
stock under the terms of the forward purchase contracts of

our 2001 PRIDES.

Purchases of Affiliate Equity

" Our Affiliate operating agteements provide our Affiliace

managers the conditional right to require us to purchase
their retained equity interests at certain intervals. The
agreements also provide us the conditional right to
require Affiliate managers to sell their retained equity
interests upon their death, permanent incapacity or ter-
mination of employment and provide Affiliate managers

the conditional right to require us to purchase such




Affiliated Managers Group, Inc.

retained "equity interests .upon the -occurrence of such

events. These purchases will occur at varying times and in

varying amounts over a period of approximately 14 years;

-however, the actual timing and amounts of such purchases

generally cannot be predicted with any certainty. These .

purchases are genérally calculated based upon a multiple
~ of the Affiliate’s cash flow distriburions, which is intended
to represent fair value. As one measure of the potential
magnitude of such purchases, in the event that a triggering
event and resultmg purchase occurred with respect-to all
such retained equlty interests as of December 31, 2003,

the aggregate’ amount .of these payments would have

totaled approximately $615.0 million. In the event that"

all such transactions were closed, we would own the

prospective cash flow distributions of all equity interests

that would be purchased from our Affiliate managers. As

of December 31, 2003, this amount would represent
approximately $80.2 million on an annualized basis. We
pay for these purchases in cash, shares of our common
stock or other forms of cansidetation. With our approval,

Affiliate managers are also permicted to sell cheir equity

interests to other individuals or entities. These potential

purchases, combined with our other cash needs, may

require more cash than is available from operations, and

therefore, we may need to raise capital by making borrowings

under our Facility, by selling shares of our common .

stock or other equity or debt securities, or to_otherwise

refinance a portion of these purchases.

Operating Cash Flow

Cash flow from operations generally represents net income
plus non-cash charges for amortization, deferred taxes and
depreciation, as well ‘as the changes in our consolidated
* working capital. The decrease in cash ﬂow from ‘operations
in 2003, as compared to 2002, resulted principally from

increases in receivables at December 31, 2003 from

December 31, 2002 as a result of the growth in revenue

reported in the fourth quarter of 2003 in comparison o the
same period in 2002. For the year ended Decemnber 31, 2001

a significant portion of bonus compensation payments was

made in December 2001, while a significant portion of |

such payments for the year ended December 31, 2002 was
made in the first quarter of 2003.

funded from available cash.

Supplemental Liquidity Measure

As supplemental information in this Annual Report, we have
provided information regarding our EBITDA, 2 non-GAAP
lquIdlty measure. This measure is provided in addition to,
but not as a substitute for, cash flow from operatlons
EBITDA represents earnings before interest expense,

income taxes, depreciation and. amortization. EBITDA, as

- calculated by us, may not be consistent with computations of

EBITDA by other companies. As a measure of liquidity, we
believe that EBITDA is useful as an indicator of our abiliry
to service debt, make new investments and meet workiﬂg
capital requirements. We further believe that many investors
use this information when analyzing the financial position

of companies in the investment management industry.

The followﬁng ;able provides a feconcilia;ion of cash flow

from operations to EBITDA for the last three years:

2003

(dollars in millions) 2001 2002
Cash Flow from )
Operations $ 96.9 $127.3 $116.5
Interest expense, ‘
net of non-cash items: 9.8 - 20.5 19.0
Current tax provision ' 27.6 14.1 10.3
Changes in assets
and liabilities and )
_ other adjustments . (2.2) (23.1) 1.4
EBITDA $132.1 +$138.8 "

$147.2

‘ Investing Cash Flow

Changes in net cash flow from investing activities result
primarily from our investments in new and existing Affiliates.

Net cash flow used to make investments was $336.0 million,

'$136.5 million and $19.1 million for the years ended
December 31, 2001,.2002 and 2003, respectively. In 2003,

-we made payments to acquire interests in existing Affiliates.

In 2002, we closed our investment in Third ‘Avenue using
working capital and borrowings under the Facility and we

also made payments to acquire interests in existing Affiliates.

In January 2004, we entered into a definitive agreement to
acquire a 60% equity interest in the operating business of

Genesis Holdings International. The purchase price will be

AMG
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Finéncing Cash Flow

The increase in net cash flow from ﬁﬁancing activities in
2003, as compared to 2002, was ateributable to our
issuance of the floating rate senior convertible securities in
February 2003. The principal sources of cash from financing
activities during 2002 and 2003 were borrowings under
our bank facility and the issuances of convertible debt
securities, respectively. In 2003, ‘our uses of cash from

financing activities were to repurchase $116.5 million of

*principal amount at maturity of the zero coupon senior

convertible securities, repurchase shares of our common

stock and repay debt.

stock. In July 2002 and April 2003, our Board of Directors

_approved increases 1o the existing share repurchase program,

in each case authorizing the purchase of up to an additional

5% of our common stock.

In January 2004, our Board of Directors approved, in.
connection with our 2004 PRIDES, an additional share
repurchase program, permitting us to repurchase up to an

additional one million shares of our outstanding common

- stock over a twelve month period following the closing of

our 2004 PRIDES private placement. As authorized by our

Board of Directors, we also repurchased shares at the time

~ of the closing of our 2004 PRIDES private placement.
During 2003, we repurchased 744,5'00 shares of our common L b€ timing and amount of purchases under the repurcha§e
~ programs are determined at the discretion of our manage-
"ment. At March 10, 2004, a total of 2,016,803 shares of

common stock remained authorized for repurchase under

stock at an average price of $45.24 per share under ourj
share repurchase program. Our share repurchase program
was authorized by the Board of Directors in April 2000,
permitting us to repurchase up to 5% of .our common the share rep‘urchase programs.

Contractual Obligations

The following table‘ summarizes our contractual obligations as of December 31, 2003:

Payments Due

Less than , More than

(dollars in millions) Total 1 year 1-3 years 4-5 years 5 years
Long-term debt! $ 6533 8 — $ 230.0 $ — $ 4233
Purchases of Affiliate equlty“’ ‘ 615.0 101.9 123.9 187.3 201.9
Leases 65.1 ©122 . 19.7 13.0 .20.2
Orher liabilities® 257 117 13.2 .08 —
Total $1,359.1 $ 1258 $ 386.8 $ 201.1 $ 645.4

(1) Long—term debt reflects the prmmpal payments on the zero coupon senior convertible notes, 2001 mandatory convertible securities and floating
rate senior convertible securities. As more fully discussed on page 28, consistent with industry practice, we do not consider our mandatory convertible
securities as debt for the purpose of determining our leverage ratio. Each unit of our 2001 PRIDES, as well as our recently issued 2004 PRIDES
(which are not included in the above table), is comprised of a senior note and a forward purchase contract. The exercise of the forward purchase
contract at the respective remarketing dates will result in the issuance of shares of our common stock and will generate cash proceeds to amortize
debt in an amount equal to the remaining note portion of each security. -

@ Purchases of Affiliate equity reflect estimates of our conditional purchases of additional equity in our Affiliates and assume that all conditions to
“such purchases are met and that such purchases will all be effected on the date that they are first exercisable. As described previously, these purchases
could occur in varying amounts over the next 14 years; however, the actual timing and amounts of such purchases generally cannot be predicred
with any certainty. Additionally, in many instances we have the discretion to settle these purchases with our common stock and in all cases can consent
to the sale of these interests to other individuals or entities. As one measure of the poténtial magnirude of such purchases, assuming that all such
purchases had been effected as of December 31, 2003, the aggregate purchase amount would have totaled approximately $615.0 million. Assuming
the closing of such additional purchases, we would own the prospective cash flow distributions ‘associated with all additional equity so purchased,
estimated to be approximately $80.2 million on an annualized basis as of December 31, 2003. We have an option to purchase 19% of Friess in the
fourth quarter of 2004 in the event a right to sell this interest to us is not exercised at that ume, this potential purchase of the Friess equity represents
the substantial majority of the purchases in the upcoming year.

(3) Other liabilities reflect notes payable to Affiliate managers thar were issued in connecrion with our purchase of additional Affiliate equity interests.
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Interest Rate Sensitivity

Our revenue is derived primarily from fees which are based

on the values of assets managed. Such values are affected by
changes in the broader financial markets which are, in part,
affected by changing interest rates. We cannot predict the

effects that interest rates or changes in interest rates may

have on either the broader financial markets or our

Affiliates’ assets under management and associated fees.

With respect to any debt financing, we may be exposed to |

potential fluctuations in the amount of interest expense

resulting from changing interest rates. We may seck. to -

offset such interest rate exposure in part by entering

into hedging contracts.

Market Risk

In the past we have used interest rate derivative contractsto
manage market exposures associated with our variable rate
debt by creating offsetting market exposure; while we do
“not currently have any interest rate swap contracts in place,
we may enter into such contracts, or engage in similar
hedging activities, in the future. There can be no assurance
that we will use such derivative contracts in the future or
that the amount of coverage we might obtain will cover all
of our indebtedness outstanding at any such time.
Therefore, there can be no assurance that any possible
derivative contracts will meet their overall objective of

reducing our interest expense.

In January 2003, the Financial Accounting Standards Board
issued Interpretation No. 46 (“FIN 46™), “Consolidation of
Variable Interest Entities,” which provides new accounting
guidance on when to consolidate a variable interest entity
(“VIE”). FIN 46 defines a VIE as a legal entity that eicher
has no equity investors with voting rights or has equity
investors that do not provide sufficient financial .resources
for the entity to support its activities. A VIE will be consol-
idated by the enterprise that absorbs the majority of the
VIE’s expected losses or, if no eﬁterprise absorbs the majority
of the losses, the VIE will be consolidated by the enterprise

that receives the majority of the expected residual returns.

FIN 46 was immediately effective for us for VIEs created
after January 31, 2003 and will become effective for VIEs
created prior to February 1, 2003 on March 31, 2004. The

adoption of FIN 46 did not have a material impact on us

and is not expected ’to in 2004.

In July 2003, we :;dopted Financial Accounting Standard
No. 150 (“FAS 1507), “Accounting for Certain Financial
Instruments with Characteristics of both Liabilities and
Equity,” as amended by subséquent Financial Accounting
Standards Board Staff Positions. In the event that we receive
notice from an Affiliate manager of their intention to exercise
a conditional right requiring us to purchase their equity,
FAS 150 requires that we reflect the purchase price as a
liability. The adoption of FAS 150 did not have a material
impact on us in 2003 and is not expected to have a material

impact on us in 2004.

Critical ina Polici

The preparation of financial statements and related disclo-
sures-in conformmity with accounting principles generally
accepted in the United States requires us to make judg-

ments, assumptions, and estimates that affect the amounts

_reported in the Consolidated Financial Statements and

accompanying notes. Note 1 to-our Consolidated Financial
Statements describes the significant accounting policies

and mechods used in the preparation of the Consolidated

Financial Statements. We consider the accounting policies

described below to be our critical accounting policies.
These critical accounting policies are affected significantly
by judgments, assumptions, and estimates’ used in the

preparation of the Consolidated Financial Statements and

actual results could differ materially from the amounts -

reported based on these policies.

Valuation

In allocating the purchase price of our investments and -

testing our intangible assets for impairment, we make
estimates and assumptions to determine the value of our
acquired client relationships and operating segments. We also
assess the value of minority interests held by our Affiliate

managers in establishing the terms for their transfer.
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In these valuations, we make assumptions of the growth

rates and uséful lives of existing and prospective client

accounts. Additionally, we make assumptions of, among
other factors, valuation mulriples, tax benefits and dis-
count rates. In certain instances, we engage third party
consultants- to perform independent evaluations. The

impact of many of these assumptions are material to our

financial condition and operating performance and,. at

times, are subjective. If we used different assumptions,

our intangible assets and related amortization could be

stated differently and our impairment conclusions could
be modified. Additionally, the use of different assump-
tions to value our minority interests could change the
amount of compensation expense, if any, we report upon
their transfer. | '

Intangible Assets

At December 31, 2003, the carrying amounts of our -

intangible assets are as follows:

(dollars in millions) B

Definite-lived acquired client rélationships $167.1

Indefinite-lived acquired client relationships 197.3
751.6

We amortize our definite-lived acquired client relation-
ships over their expected useful lives. We reassess these

lives each quarter based on historical attrition rates and

-other events and circumstances that may influence

prospective attrition. rates. We assess each acqﬁired client
relationship separartely for impairment by comparing its
carrying value to its projected undiscounted cash flows.
Significant judgmeht is required to estimate the period

that these assets will contribute to our cash flows and- the

pattern over which these assets will be consumed. A

change’in‘ the remaining useful life could have a significant k

impact on the amount of our annual amortization
expense. For example, if we reduced the weighted average

remaining life of our definite-lived acquired client rela-

tionships by one year, our amortization expense would

increase by $1.7 million per year.

We do not amortize our irdefinite-lived acquired client

relationships because we expect these  contracts. will

. contribute to our cash flows indefinitely. Each reporting

period, we assess whether events and circumstances have
occurred which indicate that the indefinite life criteria
are no longer met. At least annually, or at such time as
the indefinite life criteria are no longer met, we will
compare the carrying value of each relationship to its fair
value, which reflects assumptions of the growth of the
assets, discount rates and other factors. Significant judgment
is fequired to assess fair value. Changes in the estimates
used in these valuations could materially affect the

impairment conclusion.

W test the carrying amount of our goodwill ar least once

a year. We test the goodwill balances of each of our operating
segments by comparing the carrying amount of the segment
to its fair value. Significant judgm;nt is reqﬁir’ed O assess
fair value. Changes in the estimates used in this test could

materially affect our impairment conclusion.

Deferred Taxes

~Our deferred tax liabilities are generated - from tax-

deductible intangible assets and, to a lesser extent, from
our floating rate convertible securities. As fnqre fully
described below, we generally believe that our intangible- -
related deferred taxes (which totaled approximately $23.9 -
million in 2003) are unlikely to reverse, and believe that

the deferred tax liabilities for our floating rate convertible

securities may not reverse. As such, we currently believe

the economic benefit we realize from these sources will

be permanent.

Our intangible assets are tax-deductible because we generally

structure our Affiliate investments as cash transactions

‘that are taxable to the sellers. We record deferred taxes

because a substantial majority of our intangible assets do

hot amortize for financial statement purposes, but do

-amortize for tax purposes, thereby creating tax deduc-.

tions that reduce our current cash taxes. These liabilities
will reverse only in the event of a sale of an Affiliate or an '
impairment charge, events we consider unlikely to occur.
Under current accounting rules, we are réquired to
accrue the estimated cost of such a reversal as a deferred

tax liability. As of December 31, 2003, our estimate of
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the tax liability associated with such a'sale or impairment

charge was approximately $90.6 million.

‘Our floating rate convertible securities also generate
deferred tax liabilities because our interest deductions for
tax purposes are greater than our interest expense for financial
statement purposes. As described in greater detail on pages
29 and 30, if our stock price exceeds $91.35 per share
when the securities are converted, the cumulative tax savings
realized in pridr periods (the deferred tax liabilicy) will be
reclassified to equity. As of March 10, 2004, our stock

price was $84.55. Beginning in February 2008, we have -

the right to redeem these securities, which could result in

our realization of these benefits.

In addition, we also regularly assess our deferred tax
~assets, which consist primarily of state credits and loss
carryforwards, in order to determine the need for valuation
“allowances. In our assessment we ‘make assumptions
abour future taxable income that may be g¢nerated to
utilize these assets, which have limited lives. If we determine
that we are unlikely to realize the benefit of a deferred tax

asset, we would establish a valuation allowance that

would increase our tax expense in the period -of such-

determination. As of December 31, 2003, we had
appvroximately $1.1 million of these assets that had no
valuation allowance.

Changes in our tax position could have a material impact
on our earnings. For example, a 1% increase to our statutory
tax rare attributable to our deferred tax liabilities would
result in an increase of approximately $2.5 million in our

tax expense in the period of such determination.

Revenue Recognition

The majority of our consolidated revenue represents advisory
fees (asser-based and performance-based). While most
asset-based advisory fees are billed by our Affiliates quartetly,
some are billed before services are rendered (“in advance”)
and others are billed after services are rendered (“in
arrears”). In each case, revenue is recognized as .t‘he services
are rendered. Any fees billed in advance are deferred

and recognized as revenie over the period of service.

Unlike ‘asset-based fees, which are calculated based upon

a contractual percentage of a client’s assets under manage-

ment, performance-based fees are generally assessed as a

perc_cntyage of the investment performance realized on a

client’s account in.a quarterly or annual period.

Pe';formancc;based fees are recognized in the quarter in
which the fee becomes billable.

The asset management industry is an important segment
of the financial services industry and has been a key

driver of growth in financial services over the last decade.

As. of the end of 2002, éccording to the most recent

“available data, industry-wide assets under management

across the Mutual Fund, Insticutional and High Net
Worth distribution channels totaled more than $30 cril-
lion. This figure does not reflect the subst'amial growth
in the equity markets during 2003; with growth of
28.7% in the S&P 500 Index and 28.3% in the Dow
Jones Industrial vAvefagé, total industry assets under
management have increased substantially since 2002.

We believe prospects for overall industry growth (estimated

by-one consultant to increase art a rate of 7.5% annually .

over the next four years) remain strong. We expect that

this growth will be driven by market-related increases in

assets under management, broad demographic trends

and wealth creation related to growth in gross domestic

product, and will be experienced in varying degrees

across all three of the principal distribution channels for

our Affiliates’ products: Mutual Fund, Institutional and

, High Net Worth.

In the Mutual Fund distribution channel, according to an

- industry report, more than 91 million individuals in almost

53 million households in the United States are invested in
mutual funds. In 2003, net inflows to equity mutual funds
totaled approximately $180 billion, with aggregate mutual
fund assets totaling $7.4 trillion at the end of 2003. We
anticipate that inflows to mutual funds will continue and
that aggregate mutual fund assets, particularly those in
equity mutual funds, will continue to increase in line with

long-term marker growth.
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Assets in the Institutional distribution channel are in
retirement plans, as well as endowments and foundations,
with total assets in the channel of approximately $8.0
tillion at the end of 2002 (the most recentdy compiled
industry data). Net cash flows in to Institutional products
were approximately $173 billion in 2003, with the majority

of these new investments in equity products. We anticipate

that the combination of an aging work force and long-term

market growth should contribute to the ongoing strength

_of this distribution channel.

The High Net Worth dis,tributiori channel is comprised
broadly of high net worth and affluent individuals, family
trusts and managed accounts. Within this channel,

ultra high net worth and high net worth families and

individuals (those having at least $1 million in

investable assets) had aggregate assets of $7.4 trillion at
the end of 2002 (the most recent compiled industry
data); industry experts expect assets in this segment of
the channel ro grow to $10.7 trillion by the end of
2007. We believe that affluent individuals (those having
between $250,000 and $1 million in investable assets)
represent an important source of asset growth within the
High Net Worth channel, as the number of such indi-
viduals and the amount of investable assets increases,
and the popularity of separately managed account
investment products for affluent individuals continues

to grow. According to a recent industry report; assets in

separately managed accounts totaled in excess of $500

billion at the end of 2003, a 29% increase over 2002.

The same report-also noted that the marker share of

separately managed account products among mid-sized

asset management firms (those with between $1 billion-

and $5 billion in assets under management) is growing,

and increased to more than 30% of both accounts and
assets in 2003.

l - ‘ ID‘ I- 4‘

First Quadranc Limited, an affiliate of First Quadrant,
L.P, is organized and headquartered outside of London,
Eﬁgland. Tweedy, Browne Company LLC, which is based
in New York, maintains a research office in London.

DFD Select Group, S.A.R.L., a subsidiary of DFD

Select Group, N.V. (in which we own a minority interest),
is organized and headquartered in Paris, France. In addi-
tion, on ]ariuary 28, 2004, we entered into a definitive
agreement with Genesis Holdings International (“Genesis”)
to acquire a 60% equity interest in the operating busi-
ness of Genesis. Genesis has offices in London,
Guefnsey, Chile and Brazil. In the future, we may invest
in other investment management firms which are located -

and/or conduct a significant part of their operations

outside of the United States. There are certain risks

inherent in doing business internationally, such as
changes-in applicable laws and regulatory requirements,

difficulties in staffing and managing foreign operations,

‘longer payment cycles, difficulties in collecting investment

advisory fees receivable, less stringent legal, regulatory

and accounting regimes, political instability, fluctua-

tions in currency exchange rates, expatriation controls,

expropriation risks and potential adverse tax conse-
quences. There can be no assurance that one or more of
such factors will not have a material adverse effect on
our affiliated investment management firms that have
international 6peration§ or on - other investment man-
agement firms in which we may invest in the future and,
consequently, on our business, financial condition and

results of operations.
Inflation

We do not believe that inflation or changing prices have
had a material impact on our results of operations. See

“Market Risk” on page 33.

Q e | Qualitati
Discl Al Market Ris}

For quantitative and qualitative disclosures about how we
are affected by market risk, see “Market Risk” on page 33.
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Selected Hnst@n‘ucaﬂ Fmamnaﬂ Data

Set forth below are selected financial data for the last five years. This data should be read in conjunction with, and = AMG
37

is'qualified in its entirety by reference to, the financial statements and accompanying notes included elsewhere in this

Annual Report.

For the Years Ended December 31,

(in thousands, except as indicated and per share a’am). ' 1999 - 2000 2001 2002 " 2003
Statement of Operations Data | ‘ ~ ‘

Revenue™ . $ 518,726. $ 458,708 $ 408,210  § 482,536 $ 495,029
Net Income® . _ 72,188 56,656 49,989 55,942 60,528
Earnings per share—diluted® ' - 3.18 2.49 _ 220 . - 7 248 2.78

Average shares outstanding—diluted 22,693 - 22,749 - 22,732 22,577 21,805

Other Financial Data

Assets under management

(at period end, in millions) i : $ 82,041 77,523 $ 81,006 $ 70,809 $ 91,524
Cash Flow from (used in): ) . : )
Operating activities ‘ $ 89,119 $ 153,711 $ 96925 $ 127,300 $ 116,515
Investing activities - V (112,939) (111,730) (343,674) (138,917) (44,830)
Financing activitjes : 54,035 - {63,961) 288,516 (34,152) 153,697
EBITDA® - 166,801 142,378 132,143 138,831 - 147,215
Cash Net Income . 98,318 B 87,676 84,090 99,552 104,944
Balance Sheet Data : ‘ ,
Intangible assets® - $ 571,881 $ 643,470 $ 974956  $1,113,064 $1,116,036
Total assets : ' 909,073 793,730 1,160,321 1,242,994 1,519,205
Long-term obligations®® | 176,646 154,436 223,795 485,225 669,484
. Stockholders’ equity N . 477,986 493,910 543,340 571,861 614,769

m In the year ended December 31, 1999, performance-based fees were of an unusual magnitude (39% of revenue) and have not recurred to the same
degtee in subsequent years.

(2) Net Income and Earnings per share for the years ended December 31, 2002 and 2003 reflect changes in the accounting for intangible assets as
- a resule of the implementation in 2002 of FAS 142, “Goodwill and Other Intangible Assets,” and therefore are not directly comparable to the
operating results presented for prior periods.

- (3} The definition of EBITDA is presented in Noté (3) on page 22. Our use of EBITDA, including a reconciliation to cash ﬂow from operations,
is discussed in “Management’s. Discussion and Analysis of Financial Condition and Results of Operations.”

(4) Cash Net Income is defined as Net Income plus amortization and deferred taxes related to intangible assets plus Affiliate depreciadon. We consider

- Cash Nert Income an important measure of our financial performance, as we believe it best represents operating performance before non-cash

expenses relating to the acquisition of interests in our affiliated investment managemenit firms, Cash Net Income is not a measure of financial

performance under generally accepted accounting principles and, as calculated by us, may not be consistent with computations of Cash Net Income

by other companies. Our use of Cash Net Income, including a reconciliation of Cash Net Income to Net Income, is discussed in “Management’s

Discussion and Analysis of Financial Condition and Results of Operations.” As discussed in that section, for periods prior to our adoption of FAS

142 in'2002, we defined Cash Net Income as “Net Income plus depreciation and amortization.” In connection with our adoption of FAS 142 in

2002, we modified our definition to be “Net Income plus depreciation, amortization and deferred taxes.” In 2003, in connection with our issuance

of convertible securities, we modified this definition to clarify that deferred taxes relating to these convertible securities and certain depreciation are
not added back for the calculation of Cash Net Income. i

(5) Intangible assets have increased as we have made new or additional investments in affiliated investment management firms.

©) Long -term obligations include our convemb[e debr securities and borrowings under our revo[vmg credit facility, whxch are discussed in grcatcr derail
in “Management’s Discussion and Ana1y51s of Financial Condmon and Results of Operations.”
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Report of independent Auditors )

To the Board of Dir@ctors and Stockholders of Affiliated
Managers Group, Inc.:

In our opinion, the accompanying consolidated balance
sheets and the related. consolidated statements of operations,

changes in stockholders’ equity and cash flows present

fairly, in all material respects, the financial position of

Affiliaced Managers Group, Inc. and its Afﬁ]iates’ at
December 31, 2003 and 2002, and the results of its

operations and its cash flows for each of the three years in.

the period ended December 31, 2003 in conformity with -

accounting principles generally accepted in the United States
of America. These financial statements are the responsibility
of the Company’s management; our responsibility is to
express an opinion on these financial statements based on
our audits. We conducted our audits of these statements in
accordance with auditing standards generally accepted in
the United States of America, which require that we plan
and perform the audit to-obtain reasonable assurance about
whether the financial statements are free of material

misstatement. An audit includes examining, on a test basis,

evidence supporting the amounts and disclosures in the

financial statements, assessing the accounting principles
used and significant estimates made by management, and
evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis

for our opinion.

As discussed in. Note 1 and Note 12 to the consolidated
financial statements, the Company adopted Statement of

Financial Accounting Standards No. 142, Goodwill and

Other Intangible Assets, effective January 1, 2002.

- /Dfa.. w«e;( Aou A.-—?;)‘ e

Boston, Massachusetts

March 10, 2004 -




Affitiated Managers Group, Inc.

Consolidated Balance Sheets

(in thousands)

December 31,
2002 2003

Assets
Current assets:
Cash and cash equivalents

$ 27,708 $ 253,334

Investment advisory fees receivable - 50,798 65,288
Prepaid expenses and other current assets - 11,009 20,861
Total current assets 89,515 339,483
Fixed assets, net 19,228 36,886
Acquired client relationships, net 374,011 364,429
Goodwill - 739,053 751,607,
Other assets 21,187 26,800

Total assets

$ 1,242,994 $ 1,519,205

Liabilities and Stockholders’ Equity
Current liabilities:

Accounts payable and accrued liabilities

$ 81404 $ 89,707

Notes payable to related party 12,348 111,744
Total current liabilities 93,752 101,451
Senior convertible debt 229,023 423,340
Mandatory convertible securities 230,000 230,000
Deferred income taxes 61,658 92,707
Other fong-term liabilities 26,202 16,144
Total liabilities 640,635 T 863,642
- Commitments and contingencies ~ — —
Minority interest 30,498 40,794
Stockholders” equiry:
Common stock ($.01 par value; 80,000 shares authorized;

23,519 shares outstandfng in 2002 and 2003) 235 235
Additional paid-in capital ’ 405,769 408,449
Accumulated other cohprehensive income (loss) (244) 944
Retained earnings 246,444 306,972

) ) . 652,204 716,600
Less: treasury stock, at cost {1,786 shares in 2002 and 2,180 shares in 2003) (80,343) (101,831)
Total stockholders” equity ’ 571,861 614,769

Total liabilities and stockholders’ equiry

‘$ 1,242,994  $ 1,519,205

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Consolidated Statements of pevaﬁﬁ@ms

(dollars in thousands, except per share daia)

For the Years Ended December 31,

2001 2002 2003
Revenue $ 408210 $ 482,53¢ $ 495,029
Operating expenses: }
Compensation and related expenses 134,900 . 165,909 174,992
Selling, general and administrative 73,779 84,453 84,059
Amortization of intangible assets 28,432 14,529 16,176
Depreciation and other amortization 5,669 5,847 6,231
Other operating expenses 11,143 15,97C ' 16,056
' 253,923 286,708 297,514
Operating income 154,287 195,828 197,515
Non-operating (income) and expenses: ’
Investment and other income (5,105)- (3,473) (8,245)
Interest expense 14,728 25,217 22,976
9,623 21,744 14,731
Income before minority interest and income taxes: .- 144,664 174,084 182,784
Minority interest : (61,350). (80,846) (80,952)
Income before income taxes 83,314 93,238 101,832
Income taxes 33,325 37,296 41,304
Net Income $ 49989 § 55,942 $ 60,528
Earnings per share-basic. $ 226 $ 254 § 285
Earnings per share-diluted $ 220 % 248 § 278
Average shares outstanding—basic 22,136,410 - 22,019,482 21,245,326
Average shares outstanding—diluted ‘ 22,732,129 22,577,233 21,804,518
Supplemental disclosure of total comprehensive income: _ )
Net Income $ 49989 § 55,942 $ - 60,528
Other comprehensive income (504) 1602 1,188
Total comprehensive income $ 49485 $. 506,544

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

For the Years Ended December 31,

(in thousands) 2001 2002 2003
Cash flow from operating activities:
Net Income 49,989 % 55,942 . § 60,528
Adjustments to reconcile Net Income to cash flow from operatmg actmmes :
Amortization of intangible assets 28,432 14,529 16,176
Amortization of debt issuance costs 4,362 3,582 3,286
Depreciation and amortization of fixed assets 5,669 5,847 6,231
Deferred income tax provision 5,731 . 23,234 31,049
Accretion of interest © 751 1,129 713
Tax benefit from exercise of stock options - 2,152 1,446 3,039
Other adjustments (245) (463) (555)
Changes in assets and liabilities:
Decrease (increase) in investment advisory fees receivable 15,143 6,901 (14,490)
Decrease (increase) in other current assets 6,347 (2,212) (7,033)
Decrease (increase) in non-current other receivables - 90 (627)- 663
Increase (decrease) in accounts payablc accrued expenses and . v :
other liabilities : (29,894) 22,569 6,612
Increase (decrease) in minority interest 8,398 (4,577) 10,296
Cash flow from operating acrivities 96,925 127,300 116,515
Cash flow used in investing activities: ]
Costs of invesements, net of cash acquired (335,968) (136,499) (19,052)
Purchase of fixed assets : o (7,230) (6,151) (23,889)
Distributions received from Affiliate equity investmenc 670 — —
Investment in marketable securities — — (1,875)
Increase in other assets ) (1,146) (213) (14)
Repayments of employee loans L = 3,946 —
Cash flow used in investing activities (343,674) (138,917) (44,830)
Cash flow from (used in) financing activities: . ‘
Borrowings of senior bank debt 222,300 - 290,000 85,000
Repayments of senior bank debt ~ (348,300)  (315,000) (85,000) .
Issuances of debt securities 427,143 30,000 300,000
Repurchase of debt securities — : J— © (105,841)
“Issuances of equity securities 9,130 3,453 11,375
Repurchase of common stock (9,113) (30,432) (33,688) .
Debrt issuance costs (12,644) (5,060) - (7,850)
Repayments of notes payable — (7,113) {10,299y
Cash flow from (used in) financing activities 288,516 (34,152) 153,697
Effect of foreign exchange rate changes on cash flow 48 50 244
~ Net increase (decrease) in cash and cash equivalents 41,815 (45,719) 225,626.
Cash and cash equivalents at beginning of year 31,612 73,427 27,708
Cash and cash equivalents at end of year 73,427 $ 27,708 $§ 253,334
Supplemental disclosure of cash flow information: ‘
Interest paid ‘ 9,727 % 19,112 § 19,763
Income taxes paid 17,732 10,080, 9,918
Supplemental disclosure of non-cash financing activities: _
Common stock issued for Affiliate equity purchases 2,276 2,113 —
Notes issued for Affiliate equity purchases | 24,458 15,825 938
Nores received for Affiliates equity sales — 1,800 1,050
Common stock received for the exercise of stock options - — — 200
Common stock received in repayment of loans — 2,263 —

The accompanying notes are an integral part of the Consolidated Financial Statements.
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Conmsolidated Statements of Changes ﬁmSt@ckh@d@rs” Equity

AMG ' - : Additional i Treasury

42 Commion Common Paid-In Retained Treasury Shares
(dollars in thousands) - . ’ Shares  Stock Capital Earnings Shares - at Cost
December 31, 2000 23,519,044 $ 235 $ 407,057 $ 140,171  (1,477,363) $  (53,553)
Issuance of common stock — . — (1,970) — 325,622 11,028
Purchase of common stock i — ‘ - i —_ (157,100) (9,113)
Net Income ' — ‘ — — 49,989 — —
Other comprehensive income — —_ — (504) — —
December 31, 2001 23,519,044 - 235 405,087 189,656 " (1,308,841) (51,638)
Issuance of common stock — — 682 S — 177,449 5,566
Purchase of common stock ' — : - — — (654,932) (34,271)
Nert Income — . = = 55,942 — -
Other comprehensive income ) — — —_ . 602 — —_
December 31; 2002 23,519,044 - 235 405,769 246,200 (1,786,324) (80,343)
Issuance of common stock . [N o — 2,680 ‘ — 350,532 12,200

" Purchase of common stock ) — — — — (744,500) (33,688)
Net Income » — —_ — 60,528 ~ —_ —
Other comprehensive income : —_ — — 1,188 —_ —

December 31, 2003 . 23,519,044 . $- 235 $ 408,449 $§ 307,916 (2,180,292) $ (101,831)

The accompanying notes are an integral part of the Consolidated Financial Statements.




Affiliated Managers Group, Inc.

Notes to Consolidated Financial Statements

cionifi ing Polici

Organization and Nature of Operations

Affiliated Managers Group, Inc. ("AMG” or the “Company”)

is an asset management company with equity invest-
ments in a diverse group of mid-sized investment
management firms (“Affiliates”). AMG’s Affiliates provide
investment management services, primarily in the
United States, to mutual funds, institutional clients and
high net worth individuals. Fees for services are largely
asset- or transaction-based and, as a result, the Company’s
revenue may fluctuate based on the performance of

financial markets.

Affiliates are either organized as limited partnerships or
limited liability companies. AMG has contractual
arrangements with many of its Affiliates whereby a per-
centage of revenue is allocable ;o‘fund Affiliate operating
expenses, including compensation (the “Operating
Allocation”), while the remaining portion of revenue
(the “Owners’ Allocation”) is allocable to AMG and the
other partners or members, generally with a priority to
- AMG. In certain other cases, the Affiliate is not squect
to a revenue sharing arrangement, but instead operates
on a profit-based model. As a result, AMG participates
fully in any increase or decrease in the revenue or

expenses of such firms.

The financial ‘statements are prepared in accordance

with generally accepted accounting principles. All dollar

amounts except per share data in the text and tables-

herein are stated in thousands unless otherwise indicated.
Certain reclassifications have been made to prior
years’ financial statements to conform to the current

year’s.presentation.

Cash and Cash Equivalents

The Company considers all highly liquid investments,
including money market mutual funds, with original macu-
rities of three months or less to be cash equivalents. Cash
equivalents are stated at cost, which approximates market

value due to the short-term maturity of thése investments.

Fixed Assets

Fixed assets are recorded at cost and depreciated using the
straight-line method over their estimated useful lives. The
estimated useful lives of office equipment and furniture and
fixtures range from three to ten years. Computer software
developed or obtained for internal use is amortized using the
straight-line method over the estimated useful life of the
software, generally three years or less. Leasehold improvements

are amortized over the shorter of their estimated useful lives

‘or the term of the lease and the building is amortized over 39

years. The costs of improvements that extend the life of a
fixed asset are capitalized, while the cost of repairs and main-

‘tenance are expensed as incurred. Land is not depreciated.

Principles of Consolidation

These Consolidated Financial Statements include the
accounts of AMG and each Affiliate in which AMG has a

controlling interest. In each such instance, AMG is, directly

or indirectly, the sole general partner (in the case of Affiliates
which are limited partnerships) or sole manager member
(in the case of Affiliates which are limited liability companies).‘
For Affiliate operations consolidated into these financial
statements, the portion of the Owners’ Allocation allocated
to owners other than AMG is included in minority interest
in the Consolidated Statements of Operations. Minority
interest on the Consolidated Balance Sheets includes capital
and undistributed Owners’ Allocation owned by the managers
of the consolidated Affiliates. All marerial intercompany

balances and transactions have been eliminated.

Investments where AMG or an Affiliate does not hold a
controlling interest but has significant influence (generally
at least a 20% interest or a general partner interest) are
generally accounted for under the equity method of
accounting, and AMG’s or the Affiliate’s portion of Net

Income is included in investment and other income.

Investments in which AMG or an Affiliate own less than a
20% interest and do not exercise significant influence are

accounted for under the cost method. Under the cost

-method, income is recognized as dividends when, and if,

declared. Charges are recognized in the Consolidated
Statements of Operations if events or circumstances indicate

an other than temporary decline of the carrying value.

AMG
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Acquired Client Relationships and Goodwill

The purchase price for the acquisition of interests in Affiliates
is allocated based on the fair value of net assets acquired, -
primarily acquired client relationships. In determining the.

" allocation of the purchase price to acquired client relation-

ships, the Company analyzes the net present value of each
acquired Affiliate’s existing client relationships based on a
number of factors including: the Affiliate’s historical and
potential future operating performance; the Affiliate’s historical

and potential future rates of attrition amoéng-existing clients;

the stability and longevity of existing client relationships; the -

Affiliate’s recent, as well as long-term, investment performance;
the characteristics of the firm'’s products and inves_tmént styles;
the stability and depth of the Affiliate’s management team and
the Affiliate’s history and perceived franchise or brand value.
As a result of the Company’s adoption of Financial
Accounting Standard No. 142 (“FAS 1427), “Goody{ill and.
Other Intangible Assets,” the Company conducted a review of
its acquired client relationships and determined that certain of
its mutual fund contracts met the indefinite life criteria out-
lined in FAS 142 because the Company expects both the
renewal of these contracts and the cash flows generated by
these assets to continue indefinitely. Accordingly, the
Company ceased amortization of these contracts as of January
1, 2002, and now reviews these contracts annually for impair-
ment. Each reporting period, the Cqmpany assesses whether

. events or circumstances have occurred which indicate that the

indefinite life criteria are no longer met. If the indefinite life

 criteria are no longer met, the Company assesses whether the

carrying value of the assets exceeds its fair value, and an impair-

ment loss is recorded in‘an amount equal to any such excess.

The cost assigned to all other acquired client relationships
is amortized over a weighted average life of 14 years. The
expected useful lives of acquired client relationships are
analyzed each period and determined based on an analysis of
the historical and potenﬂalffumre attrition rates of each

Affiliate’s existing clients, as well as a consideration of the spe-

cific attributes of the business of each Affiliare. The Company

tests for possible impairment of definite-lived intangible
assets whenever ‘events or changes in circumstances indicate
that the carrying amount of the asset is not recoverable, If such

indicators exist, the Company compares the undiscounted

cash flows related to the asset to the carrying value of the
asset. If the carrying value is greater than the undiscounted
cash flow amount, an impairmént charge is recorded in amor-
tization expense in the statement of operations for amounts

necessary to reduce the carrying value of the asset to fair value.

The excess of purchase price for the acquisition of interests
in Affiliates over the fair value of net assets acquired, including
acquired client relationships, is classified as goodwill. In
accordance with FAS 142, goodwill is not amortized, bur is

instead reviewed annually for impairment. Prior to .the

-adoption of FAS 142, goodwill was amortized using the

straight-line method over a weighted average life of 32 years.
The Company assesses goodwill for impairment at least
annually, or more frequently if events or circumstances occur
indicéting that the recorded goodwill may be impaired. If the
ca:rying amount of goodwill exceeds the fair value, an impair-

ment loss is recorded in an amount equal to that excess.

As further described in Note 11, the Company periodically
purchases additional equity interests in Affiliates from
minority interest owners. Resulting payments made to such

owners are generally considered purchase price for these

acquired interests. The estimated cost of equity that has

been awarded in connection with employment is accrued
(net of estimated forfeitures) over the service period as

equity-based compensation.

Revenue Recognition

- The Company’s consolidated revenue represents advisory fees
* billed monthly, quarterly and annually by Affiliates for

managing the assets of clients. Asset-based advisory fees are
recognized monthly as services aré rendered and are based
upon a percentage of the market value of client assets managed.
Any fees collected in advance are deferred and recognized as
income over the period earned. Performance-based advisory
fees are recognized when-earned based upon either the
positive difference between the investment returns on a
client’s portfolio compared to a benchmark index or indices,
or an absolute percentage of gain in the client’s account as
measured at the end of the contract period. Also included in
revenue are commissions earned by broker dealers, recorded

on a trade date basis, and other service fees recorded as earned.
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Debt lssuance Costs

Debt issuance -costs incurred in securing credit facility -

financing are amortized over the term of the credit facility.

Debr issuance costs incurred in issuing the zero coupon

senior convertible securities and floating rate senior
convertible securities are amortized over the period to
the first investor put date. Costs incurred to issue the
Company’s mandatory convertible securities are allocated
between the senior notes and the purchase contracts. Costs
allocated to the senior notes are recognized as interest
expense over.the period of the forward purchase contract
component of such securities. Costs allocated to the forward
purchase contract are charged directly to additional paid-in

capital and not amortized.

Derivative Financial Instruments

The Company records all derivatives on the balance sheet
at fair value. If the Company’s hedges qualify as cash flow
hedges, the effective portion of the unrealized gain or loss

on the derivative instrument is recorded in aécumulatcd

other comprehensive income as a separate component of.,

stockholders’ equity and reclassified into earnings when
periodic settlement of variable-rate liabitities are recorded
in earnings. For interest rate swaps, hedge effectiveness is
measured by comparing the present value of the cumulative
change in the expected future variable cash flows of the
hedged contract with the present value of the cumulative
change in the expected future variable cash flows of the
hedged item. To the extent that the critical terms of the
hedged item and the derivative are not identical, hedge
ineffectiveness would be reported in earnings as interest
expense. Hedge ineffectiveness was not material in 2001,
2002 or 2003. :

The Company is exposed to interest rate risk inherent in its

variable-rate debt liabilities. The Company’s risk management

strategy may use financial instruments, specifically interest rate
swap contracts, from time to time to hedge certain interest
rate exposures. For example, the Company may agree with
a counter party (typically'a major commercial bank) to
exchange the difference berween fixed-rate and floatirig-rate
interest amouncs calculated by reference to an agreed notional

principal amount. In entering into these contracts, AMG’

intends to offset cash flow gains and losses that occur on
its existing debt liabilities with cash flow gains and losses

on the contracts hedging these liabilities.

Deferred Taxes

Deferred taxes reflect the expected future tax consequences
of temporary differences between the book carrying amounts
and tax bases of the Companys assets and liabilities.
Historically, deferred taxes have been comprised primarily of
deferred tax liabilities atributable to intangible assets and

deferred tax assets from state credits and loss carryforwards.

In measuring the amount of deferted taxes each period, the
Company must project the impact on its future tax payments
of any reversal of deferred tax liabilities (which would increase
the Company's tax payments), and any use of its state credits
and carryforwards (which would decrease its tax payments).
In forming these estimates, the Company makes assumptions
about future federal and state income tax rates and the
apportionment of future. taxable income to states in which
the Company has operations. An increase or decrease in
federal or state income tax rates could have a material impact
on the Company’s deferred income tax liabilities and assets

and would result in'a current income tax charge or benefit.

In the case of the Company’s deferred rax assets, the
Company regularly assesses the need for valuation allowances,
which would reduce these assets to their recoverable amounts.
In forming these estimates, the Company makes assumptions
of future taxable income that may be generated to utlize
these assets, which have limited lives. If the Company deter-
mines that these assets will be realized, the Company records

an adjustment to the valuation allowance, which would

. decrease tax expense in the period such determination was

made. Likewise, should the Company -determine that it
would be unable to realize additional amounts of deferred tax
assets, an adjustment to the valuation allowance would be
charged to tax expense in the period such determination was
made. For example, if the Company was to make an invest-
ment in a new Affiliate locafed in a state where it has operating
loss carryforwards, the projected taxable income from the
new Affiliate could be offset by these operating loss carry-

forwards, justifying a reduction to the valuation allowance.

AMG
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Foreign Cur;rency Translation

The assets and liabilities of non-U.S. based Affiliates are
transtated into U.S. dollars at the exchange rates in effect as
of the balance sheet date. Revenue and expenses are translated

at the average monthly exchange rates then in effect.

Equity-Based Compensation Plans

Financial Acvcounting Standard No. 123 (“FAS 1237),
“Accounting for Stock-Based Cémpensation,” encourages
but does not require adoption of a fair value-based method
for stock-based compensation arrangements. An entity may
continue to apply Accounting Principles Board Opinion
No. 25 ("APB 257) and related interpretations, provided
the entity discloses its pro forma Net Income and Earnings
per share as if the fair value-based method had been applied

in measuring compensation cost.

Effective January 1, 2003, the Cbmpany adopted Financial
Accounting Standards Board (the “FASB”) Statement
of Financial Accounting Standards No. 148, (“FAS 148”),
“Accounting for Stock-Based Compensation-Transition
and Disclosure,” which amends FAS 123 to provide transi-
tion methods for a voluntary change to measuring
compensation cost using a fair value-based method.
The Company adopted the disclosure requirements of
FAS 148 and has not changed its method for measuring
the compensation cost for its stock-based compensation

arrangements.

In December 2003, the Board of Directors approved an

amendment (the “2003 Afnendment’-’) to each of the
Company’s stock option agreements to accelerate the
vesting of the then-outstanding unvested options. The
shares issuable upon the exercise of the accelerated
options remain subjed to restrictions on transfer which
lapse according to specified schedules, generall)‘l‘over
four years from the date of grant for so long as the

option holder remains employed by the Company. In.

the event the option holder ceases to be employed, the
transferability restrictions will remain outstandiﬁg until
December 2010. All shares received upon exercise
remain the property of the holder under any circum-

stance subject to.transfer restrictions. As a result of the

‘Less: Stock-based

amendment, no. compensation expensé was recorded
under APB 25 in the Company’s consolidated state-
ment of operations. The Company may realize a charge
under APB 25 in future periods if options are exercised
that would have otherwise been forfeited (prior to the

2003 Amendmént)l )

Under the fair value method prescribed by FAS 123,
compensatioﬁ cost is measured at the grant date based on the
fair value of the award and is recognized over the expected
service period. If the Company’s expense for equity-based
compensation arrangéments had been determined based on
the fair value method promulgated by FAS 123, the
Company’s Net Income and Earnings per share would have

“been as follows:

Year Ended December 31,

2001 2002 2003

Net Income —

$ 49,989 $ 60,528

as reported
Less: Stock-based
compensation

$ 55,942

expense determined
under fair value
method prior to
2003 Amendment,’
net of tax 8,797 9,763 10,614
compensation

expense determined

under fair value

method, related

to 2003

Amendment,

net of rax — — 122,054

Net Income —
FAS 123

pro forma $ 41,192 $ 46,179 $ 27,860

Earnings per share’™~

2.26 $ 254 $ 285

- basic — as reported  $
Earnings per share —
basic ~ FAS 123
pro forma 1.85 2.10 . 131
Earnings pet share — ‘

diluted = as reported 2.20 248 2.78

Earnings per share —
diluted — FAS 123
pro forma © 181

2.05 1.28
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The weighted average fair value of options granted in the
years ended December 31, 2001, 2002 and 2003 were
estimated at $15.69, $10.53, and $15.20 per option,
respectively, using the Black-Scholes option pricing
model. The following weighted avcrage, assumptions were

used for the option valuations.

Year Ended December 31,

C 2001 2002 2003
Dividend yield - 0.0% 0.0% 0.0%
Expected volarility 30.0% 27.5% 24.9%
Risk-free interest rate 4.4% '3.4% 2:7%
Expected life of o :
" options (in years) 5.0 4.6 © 46

Use of Estimates

The preparation of financial statements in conformity

with accounting principles generally accepted in the
United States requires management to make estimates and

assumptions that affect the reported amounts included in -

the financial statements and disclosure of contingent assets
and liabilities at the date of the financial statements.

Actual results could differ from those estimates.

Recent Accounting Developments

In January 2003, the Financial Accounting Standards
Board (“FASB”) issued Interpretation No. 46 (‘;FIN
467), “Consolidation of Variable Interést Entities,”
which provides new accounting guidance on when to
consolidate a variable interest ‘entity (“VIE”): FIN 46
defines a VIE as a legal entity that either has no equity
investors with voting rights or has equity investors that
do not provide sufficient financial resources for the enti-
ty to support its activities. A VIE will be consolidated by
the enterprise that absorbs the majority of the VIE’s
expected losses or, if no enterprise absorbs the majority
of the losses, the VIE will be ;onsolidated by the enferprisé
that receives the majority of the expected residual returns.
FIN 46 was immediately effective for the Company for
VIEs created after January 31, 2003 and will become
effective for VIEs created prior to February 1, 2003 on
March 31, 2004. The adoption of FIN 46 did not have
a marterial impact on thé Company and is not expected
to in 2004. ‘

In July 2003, the Company adopted Financial
Accounting Standard No. 150 (“FAS 1507), “Accounting
for Certain Financial Instruments with Characteristics -
of.both Liabilities and Equity,” as amended by subsequent
FASB Staff Positions. In the event that the Company

receives notice from an Affiliate manager of their inten-

. tion' to exercise a conditional right requiring the

Company to purchase their equity, FAS 150 requires
that the Company reflect the purchase price as a liabil-
ity. The adoption of FAS 150 did not have a material
impact on the Company in 2003 and is not expected
to in 2004,

2. C . ¢ Credit Risk

Financial instruments that potentially subject the
Company to significant concentrations of credit risk -
consist principally of cash investments. The Company
maintains cash and cash equivalents, short-term invest-
ments and, at times, certain financial instruments with
various financial institutions. These financial institutions

are typically located- in cities in which AMG and its

_ Affiliates operate. For AMG and certain Affiliates, cash

deposits at a financial institution may exceed FDIC

" insurance limits.

Fixed assets consist of the following:

At December 31,

. 2002 2003
Building and leasehold'improvemenfs $ 13,182 $ 21,905
Office equipment 15,625 14,960
Furniture and fixtures 11,705 12,059
Land and improvements — 12,024
Computer sofrware 4,534 4,986
Fixed assets, at cost 45,046 65,934
Accumulared depreciation and
amortization (25,818) (29,048)
Fixed assets, net © % 19,228 $ 36,886

In 2001, the Company entered into a lease agreement
with an owner-lessor entity (“Lessor”) to finance the

construction of its corporate headquarters building in
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Prides Crossing, Massachusetts (the “Building™. In
accordance with Statement of Financial Accounting
Standards No. 13, “Accounting for Leases” and related
interpretations, the Building and the related financing
obligations were not included on the Company’s consol-
idated balance sheet. In 2003, the Company terminated
the lease agreement and purchased the related Building

_and land for approximately $20,000.

" The Company and its Affiliates lease office space and

computer equipment for their operations. At December
31, 2003, the Company’s aggregatey future minimum
payments for operating leases having inital or non-
cancelable lease terms greater than one year are payable

as follows:

Required -

) Minimum

Year Ending December 31, Payments
2004 $ 12,164
2005 10,731
2006 8,962
2007 7,493
2008 5,579
20,202

Thereafter

Cbnso.lidatéd rent expense for. 2001, 2002 and 2003 was
$11,143, $15,970 and $16,056, respectively.

4. A;mnis_ﬂayabjg_and_Achued_LLahLlums

Accounts payable and accrued liabilities consisted of

the following:

At December 31,

2002 - 2003
Accounts payable © % 2,379 $ 3,528
Accrued compensation 40,519 54,501
Accrued income taxes 10,429 10,410
‘Accrued professional services 1,631 3,606 -
- Accrued interest : 163 - 2,027
Deferred revenue ' 1,237 1,309
Other . 25,046 14,326
$ 81,404

$ 89,707

5. Benefit Plans

The Company has two defined contribution plans consisting
of ‘a qualified employee profit-sharing plan covering
substantially all of its full-time employees and four of
its Affiliates, and a non-qualified plan for'certain senior

employees. Twelve of AMG’s other Affiliates have separate

 defined contribution retirement plans. Under each of the
. qualified plans, AMG and each participating Affiliate, as the

case may be, are able to make discretionary contributions

‘to qualified plan participants dp to IRS: limits.

" Consolidated expenses related to the Company’s qualified

and non—qualiﬁed plans in 2001; 2002 and 2003 were
$5,669, $7,325 and $7,421, respectively.

At December 31, 2003, long-term‘ senior debt was
$653,340, consisting of $123,340 of zero coupon senior
convertible notes, $300,000 of floating rate senior
convertible securities and $230,000 of 2001 mandatory
convertible securities. At December 31, 2002, long-term
senior debt consisted of $229,023 of zero couf)oﬁ senior
convertible notes and $230,000 of 2001 mandatory

convertible securities.

Senior Revolving Credit Facility

“In August 2002, the Company replaced its former senior.

revolving credit facilicy with a new senior revolving credic

facility (the “Facility”) with several major commercial

_banks. The Facility, which is scheduled to mature in

August 2005, currently provides that the Company may
borrow up to $250,000 at rates of interest (based either
on the Eurodollar rate or the Prime rate as in effect from
time to time) that vary depending on the Company’s
credit ratings. There were no outstanding borrowings
under the Facility at December 31, 2002 or December
31, 2003. Subject to the agreement of the lenders (or
prospective lenders) to increase their commitments, the
Company has the option to increase the Facility to
$350,000. The Facility. contains financial covenants with
respect to net worth, levevrage‘and interest coverage. The

Facility also contains customary affirmative and negative -

. covenants, including limitations on indebtedness, liens,
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cash dividends and fundamental corporate changes. Any
borrowings under the Facility would be collateralized by‘
pledges of all capital stock or other equity interests
owned by AMG. ‘

Zero Coupon Senior Convertible Notes

In May 2001, the Company completed a private placement
of zero coupon senior convertible notes. In’this private
placement, the Company sold a total of $251,000 principal
amount at maturity of zero coupon senior convertible
notes due 2021, with each note issued at 90.50% of such

principal amount and accreting at a rate of 0.50% per

year..Each security is convertible into 11.6195 sharés of

the Company’s common stock upon the occurrence of
certain events, including the following: (i) if che closing
price of a share of the Company’s common stock is more
than -a specified price over certain periods (initially
$93.53 and increasing incrementally at the end. of each
calendar quartef to $94.62 on April 1, 2021); (ii) if the
credit rating assigned by Standard & Poor’s to the securities
is below BB-; or (iii) if the Company calls the éecurities
for redemption: The Company has the option to redeem
the securities for cash on or after May 7, 2006 and may
be required to repurchasé the securities at the accreted
~value at the option of the holders on May 7 of 2004,

2006, 2011 and 2016. If the holders exercise this option, -

the Company may elect to repurchase che securities with
cash, shares of its common stock or some combination
thereof. In 2003, the Company repurchased $116,500

principal amount at maturity of zero coupon senior

convertible notes in privately negotiated transactions, -

which resulted in a gain of $555. -

2001 Mandatory Convertible Securities

In December 2001, the Company completed a pub.lic‘
offering of mandatory convertible securities (“2001
PRIDES”). A sale of an over-allotment of the securities

was completed in January 2002, and increased the

amount outstanding to $230,000. As described below,

these securities are structured to provide $230,000 in
additional proceeds to the Company following a successful
remarketing and the exercise of forward Purchasc contracts
in November 2004. ’

Each 2001 PRIDE initially consists-of (i) a senior note due
November 17, 2006, on which the Company pays interest
quarterly at the annual rate of 6%, and (ii) a forward
purchase contract pursuant to which the holder has agreed
to’ purchase shares of the Company’s common stock on
November 17, 2004, with the number of shares to be
determined based upon the average trading price of the
Company’s common stock for a period preceding that date.
Depending on the average trading price in that period,
the settlement rate will range ‘from 0.2974 to 0.3420
shares per $25 senior note. Based on the trading price of
the Company’s common stock on March 10, 2004, the
purchase contracts would have a settlement rate of 0.2974.

Each of the senior notes is pledged to the Company to collat-
eralize the holder’s obligations under the forward purchase
contracts. Beginning in August 2004, under the terms of the
2001 PRIDES, the senior notes will be remarketed to new

investors. A successful‘ remarketing will generate $230,000 of

_pfoceeds to be used by the original holders of the 2001

PRIDES to honor their obligations on the forward purchase
contracts. In exchange for the additional -$230,000 in
payment on the forward purchase contracts, the Company
will issue shares of its common stock. As referenced above,
the number of shares of common stock to be issued will
be determined by the price of the Company’s common stock
at that time. The senior notes will remain outstanding until

November 2006 and (éssuming a successful remarketing)

will be held by the new investors.

Floating Rate Senior Convertible Securities

In February 2003, the Company completed a private
placement of $300,000 of floating rate senior convertible
securities due 2033 (“convertible securities”). The convertible
securities bear interest at a rate equal-to 3-month LIBOR
minus 0.50%, payable in cash quarterly. Each security is
convertible into shares of the Company’s common stock

“upon the occurrence of certain events, including the

following: (i) if the closing price of a share of the
Company’s‘ common stock exceeds $97.50 over certain
periods; (i) if the credit ratingbassigned by Standard &
Poor’s is below BB-; or (iii) if the Company calls the securities

for redemption. Upon conversion, holders of the securities
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will receive 12.3077 shares of the Company’s common
stock for each convertible security. In addition, if the market
price of the Company’s common stock exceeds $81.25 per
share at the time of conversion, holders will receive additional

shares of the Company’s common stock based on the

- Company'’s stock price at the time of the conversion. Based

on the trading price of the Company’s common stock on
March 10, 2004, each security would have a settlement rare
of 12.6004 shares. The Company may redeem the convertible
securities for cash at 'ény time on or after February 25, 2008,
at their principal amount. The holders of the convertible
securities may require the Company to repurchase such secu-
rities on February 25 of 2008, 2013, 2018, 2023 and 2028,
at their principal amount. The Company may choose to pay
the purchase price for such. repurchases in cash or shares of

the Company’s common stock or some combination thereof.
7. Income Taxes
A summary of the provision for income taxes is as follows:

Year Ended December 31,

2001 2002 2003

Federal: Current $ 24,144 - $ 12,916 _$ 8,975

Deferred 5,016 20,331 27,167

State:  Current 3,450 1,146 1,280

- Deferred 715 2,903 3,882
‘Ptovision for - _

income taxes - $ 33,325 $ 37,296 $ 41,304

The Company’s effective income tax rate differs from the
amount computed by using income before income’ taxes
and applying the U.S. federal income tax rate to such

amount because of the effect of the following items:

Year Ended December 31,

, 2001 2002 2003

Tax at U.S. federal )

income tax rate 35.0% | 34.8% 35.0%
Nondeductible )

expenses ’ L9 1.0 1.7
State income ’

taxes, net of

federal benefit .. 30 2.0 2.2
Valuation allowance 0.1 S22 1.7

R 40.0%

- 40.0% 40.6%

The components of deferred tax assets and liabilities are

as follows:

December 31,

2002 2003
Deferred assets (liabilities):
State net operating loss and
credit carryforwards $ 5,385 § 7.696
Intangible asset amortization (66,727) (90,626)
' Deferred compensation - 452 452
Floating rate convertibles interest —_ (5,097)
Accruals 4,042 1,483
(56,848) (86,092)
Valuation allowance (4,810) (6,615)
Net deferred income taxes $(61,658)

$(92,707)

Deferred tax liabilities are primarily the resule of tax
deductions for the Company’s intangible assets and
convertible securities. The Company amortizes its
goodwill and certain other intangible assets for tax
purposes only, reducing its tax basis below their carrying
value for financial statement purposes. The Company’s .
floating rate convertible securities currently generate
tax deducrions at an interest rate that is higher than
the rate used to record interest expense for financial

statement purposes.

At December 31, 2003, the Company had state net
operating loss carryforwards that will expire over a 15-
year period beginning in 2004. The Company also has
state tax credit carryforwards, which will expire over a
10-year period beginning in 2004. The valuation
allowance at December 31, 2002 and 2003 is related to
the uncertainty of the realization of most of these loss
and -credit carryforwards, which use depends upon ‘the
Company’s generarion of sufficient taxable income prior

to their expiration.
8. Derivative Fi ial Instr |

At December 31, 2001, the Company had a $25,000
notional amount interest rate swap contract outstanding
with a major commercial bank as counter party to exchange
the difference between fixed-rate and floating-rate interest

amounts calculated by reference to the notional amount.
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In February 2002, the Company entered into a second

$25,000 norional amount interesr rate swap contract.

This contract, which did not qualify for hedge accounting,”

was closed in the second quarter of 2002, and the realized
loss, which was not material, was recorded in earnings.
In December 2002, the Company’s $25,000 notional amount
interest rate swap contract expired. At December 31, 2002
and 2003, the Company did not have any net unrealized

~ losses on derivative instruments.
9. Comprehensive Income

A summary of comprehensive income, net of taxes, is

as follows:

For the year ended December 31,
2001 2002 2003

$ 49,989 $ 55,942 $ 60,528

Net Income
Change in unrealized
foreign currency gains 48 ‘ 50 T 244
Change in net unrealized
gains (losses) on "
derivative instruments  (405) . 405 —
Cumulative effect of - ‘ :
change in accounting .
principle — FAS 133 - :
wansition adjustment  (1,321) - =
Reclassification of . '
FAS 133 transition
adjustment to
Net Income - 1,174 147 - =
Change in unrealized :
gain on investment

securities —_ — 944

$ 56,544 $ 61,716

Comprehensive income $ 49,485

The components of accumulated other comprehensive

income, net of taxes, were as follows:

December 31,

2002 © 2003
Foreign curtency tanslation . )
adjustment . $  (244) $ —
Unrealized gain on
investment securities ) — 944

Accumulated other .
(244) $ 944

comprehensive income (loss) $

The Company and its Affiliates are subject to claims, legal
proceedings and other contingencies in the ordinary-course
of their business activities. Each of these matters is subject
to various uncertainties, and it is possible that some of these

matters may be resolved in a manner unfavorable to the

‘Company or its Affiliates. The Company and its Affiliates

establish accruals for matters for which the outcome is
probable and.can be reasonably estimated. Management
believes that any liability in excess of these accruals upon the
ultimate resolution of these matters will not have a material
adverse effect on the consolidated financial condition or

results of operations of the Company.

Federal and state regulators have ongoing investigations
of the mutual fund industry as a whole focused on a
number of issues, including late trading and market timing,
and have sent requests for information to a number of
mutual fund companies, broker-dealers and mutual fund

distributors, including Affiliates of the Company. The

Company believes there will be no marerial adverse effect

. as a result of these matters on the financial condition

of the Company.

Certain Affiliates operate under regulatory authorities
which require they maintain minimum financial or capital
requirements. Manigement is not aware of any violations

of such financial requirements occurring during the year.

_ 11, Acquisitions

During 2003, the Company made payments of $20,645 to
acquire interests in existing Affiliates, which were financed
through working capital  and the issuance of notes.
Goodwill recognized in these transactions amounted to

$12,554, all of which is deductible for tax purposes.

On August 8, 2002, the Company acquired 60% of New
York-based Third Avenue Management LLC (“Third
Avenue”). The results of Third Avenue’s operations have
been included in the Consolidated Financial Statements
since that date. Third‘Aver.lue serves as the advisor to the

Third Avenue family of no-load murual funds and the
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sub-advisor to non-proprietary mutual funds and annu-
ities, and also manages separate accounts for high net
worth individuals and institutions. The transaction was
financed, through the Company’s working capital and

borrowings under the Company’s senior revolving credit

facility. During 2002, the Company also made payments

to acquire interests in existing Affiliates, which were

financed through working capital and the issuance of -

notes and shares of the Company’s common stock. The .

total cost of investments made during 2002 was

$152,324 and goodwill recogrrized in these transactions

amounted to $83,742.

On October 31, 2001, the Company acquired 51% of Friess

Associates, LLC (“Friess”). The results of Friess operations

have been ‘included in rhe . Consolidated Financial

Statements since that date. Friess is an investment advisor to

the Brandywine _family of mutual funds as well as institutional

and high net worth accounts and is based in Delaware,.

Wyoming and Arizona. A summary of the fair values of the

net assets acquired in this acquisition is as follows:

Current assets, net : ‘ : .8 3239
Fixed assers ) ‘ 433
Acquired client relationships 110,475
Goodwill* 130,638
Total purchase price, including écquisitiori costs $ 244,785 -

The fair value of amortizable acquired client relationships of
$13,221 is being amortized over 15 years; and the remaining
acquired client relationships that are attributable to mucual

fund management contracts are not being amortized. All of

these intangible assets are deductible for tax purposes.

In addition, in 2001 the Company made: the following

investments for a rotal cost of $124,211, which was paid

in cash, notes payable and the Company’s common stock: -

o a 60% interest in Welch &’ Forbes LLC (“Welch &
Forbes™), a Boston-based investment advisor to personal

trusts, high net worth families and charitable foundations;

o through The Renaissance Group LLC, a 60% interest in
Bowling Portfolio Management, a Cincinnad-based invest-

ment advisor to institutional and high net worth clients;

8 a minority interest in DFD Select Group, N.V., a
Paris-based sponsor. of an Irish-registered and listed

umbrella trust of hedge funds; and

o several additional purchases of management equxty

in existing Afﬁlrates

Goodwill recognized in these transactions amounted to

$96,731, all of which is deductible for.tax purposes.

Unaudited pro forma financial results for the years ended
December 31, 2001 and 2002 are set forth below, giving
consideration to the investments in Friess, Welch & Forbes
and Third Avenue as if such transactions occurred as of
the beginning of 2001, assuming revenue sharing arrange-
ments had been in effect for the entire period and after

makmg certain other pro forma ad)ustmcms The informa-

_tion presented for the year ended December 31, 2003

represents audited financial results rather than pro forma

results, .as there were no material acqursmons that closed

‘ durmg rhls year.

Year Ended Decémber 31,

2001 2002 2003
Revenue $ 536,533 $ 519,059 $ 495,029
Net Income - 58,423 60306 60,528
Earnings per ) o
share ~ basic 2.64 2.74 - 2.85
Earnings per- v '
2.57 2.67 278 -

share — dilured

In conjunction with certain acquisirions, the Company has
entered into agreements and is contingently liable, upon
achievement of specified financial targets, to make additional
éurchase payments of up to $6,083. If required, -these
contingent payments will be settled. for cash beginning
in June 2004 and will be accounted for as an adjustment
to the purchase price of the Affiliate.
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The Company’s opergting agreements provide Affiliate
managers the conditional right'fo require AMG w0 pur-
chase their retained equity interests at certain intervals.
‘Certain agreements also provide AMG the conditional
right to require Affiliace managers to sell cheir retained
equity interests at certain invter\‘r'al,s and upon their death,
' permanent incapacity or termination of employment and
provide Affiliate managers the conditional right ‘to
require the Company to purchase such retained equity
interests upon the occurrence of such events” These
conditional purchases are generally calculated - based

upon a multiple of the Affiliate’s cash flow'distributions,
* which is intended to represent fair value. As one measure
of the potential magnitude of such purchases, in the
event that a triggering -event and resulting pu_réhaSé
occurred with respect to all such retained equity interests
.~ as of December 31, 2003, the aggregate amount of these
payments would have totaled approximarely $614,973.

In the event that all such transactions were closed,

AMG would own the prospective cash flow distributions

of all equity interests that would be purchased from the

Affiliate managers. As of December 31, 2003, this
amount would represent approximately, $80,220 on an

annualized basis.

12. Goodwill and Other Intangibie Assets

In July 2001, the FASB issued Financial Accounting
Standard No. 141 (“FAS'141”), “Business. Combinations,”
and FAS No. 142, “Goodwill and Other Intahgible Assets.”

FAS 141 limits the method of accounting for business -

combinations to the purchase method and establishes

new ciiteria for the recognition of other intangible assets. -

FAS 142 requires that goodwill and other intangible assets
with indefinite lives no longer be amortized, but instead

be tested for impairment at least annually. The Company

Diluted Earnings

.adopted FAS 141 on July I, 2001 and FAS 142 on
~January 1, 2002. In accordance with FAS 141, goodwill
and any other intangible assets determined to have indefinite -

lives that were acquired in a purchase business combination
completed after June 30, 2001 were niot amortized from
the date of their acquisition'. Pursuant to FAS 142, the
Company reviewed the intangibles acquired in prior business
combinations for impairment, and determined that there

was no impairment.

The following table reflects the .Company’s operating

results adjusted as though the Company had not amortized
goodwill and other indefinitely lived intangible assets
in 2001. -

Year Ended December 31,

2001 2002 2003

Net Income

§ 49,989 $ 55,942 $ 60,528

(as reported)
Add back:

intangible asset ]

amortization 19,351 —_ ‘ —
Tax effectat .
(7,739) — —

effective tax rate

Adjusted

Nert Income

$6L,601 55942 $ 60,528

Basic Earnings

per share —

. as reported ' - $ 226 $ 254 $

Basic Earnings

per share ~

as adjusted $ 278 $ 254 $ 285

per share —

as reported $
Diluted Earnings

per share — -

220 8

2.48 $

as adjusted

285

278

AMG
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As. previously described in Note 11, in 2003 the Company made payments to acquire interests in existing Affiliates of the

Company. The increase in goodwill associated with such transactions, as well as the carrying amounts of goodwill, are reflected

in the following table for each of the Company’s operating segments, which are discussed in greater derail in Note 18:

Mutual

High
Fund Institurional Net Worth Total
Balance, as of December 31, 2001 $ 214,741 $ 271,141 $ 169,429 $ 655,311
Goodwill acquired 53,793 18,171 11,778 83,742
- Balance, as of December 31, 2002 268,534 289,312 181,207 739,053
Goodwill acquired. o 4,383 6,700 1,471 12,554
Balance, as of December 31, 2003 $ 296,012 $ 182,678 $ 751,607

$ 272,917

" The following table reflects the components of intangible assets as of December 31, 2002 and 2003

2002

Amortized intangible assets:
" Acquired client relationships
Non-amortized intangible assets:
Acquired client relationships—
mutual fund management contracts
- Goodwill '

2003
Carrying Accumulgted ‘ Catrying  Accumulared
Amount  Amortization Amount  Amortization
$ 230,599 . 49.722 $ 233,004 $ 65,898
193,134 ‘ — 197,323 —
751,607 —

739,053 —

Amortizable acquired client relationships are amortized
using the straight-line method over a weighted average life

of -approximately 14 years. Amortization expense was

- $14,529 and $16,176 for the years ended December 31,

2002 and 2003, respectively. The Company estimates that
amortization expense will be approximately $16,500 per
year from 2004 through 2008, assuming no additional

investments in new or existing Affiliates.
13. Stockholders’ Equity .

Preferred Stock

The Company is authorized to issue up to 5,000,000
shares of Preferred Stock in classes or series and to fix
the designations, powers, preferences and the relative,
participating, optional or other special rights of the
shares of each series and any qualifications, limitations
and restrictions thereon as set forth in the stock certifi-
cate. Any such Preferred Stock issued by the Company

may rank prior to common stock as to dividend rights,

liquidation preference or both, may have full or limited

" voting rights and may be convertible into shares of

common stock.

Common Stock

In April 2000, the Company’s Board of Direcrors
authorized a share repurchase program permitting AMG
to repurchase up to 5% of its issued and outstanding
shares of common stock. In July 2002 and April 2003,
the Board of Directors approved an increase to the éxisting
share répu;&:hase program, "in each case authorizing -
AMG’s repurchase of up to an additional 5% of its
issued and oﬁtstanding shares of common stock. The
timing and amount of p‘urchases' are determined at the
discretion of AMG’s management. In the year ended
‘December 31, 2002, AMG repurchaéed 581,800 shares
of common stock at an average price of $52.31 per share.
In the year ended December 31, 2003, the Company
repurchased 744,500 shares of common stock at an average

price-of $45.24 per share.
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Convertible Securities

The Company’s 2001 PRIDES contain a freestanding

forward contract that allows investors to purchase shares of -

the Company’s common stock at certain dates in the future.
Additionally, the Company’s zero coupon and floating rate
convertible securities both contain an embedded right to
receive shares of the Company’s common stock under certain
conditions. All of these arrangements meet the definition of
equity under FASB Emerging Issues Task Force Abstract No.
00-19, “Accounting for Derivative Financial Instruments
Indexed to, and Potentially Setted in, a Company’s Own
Stock” and are not considered derivativé instruments under

FAS 133 or required to be accounted for separately.

Stock Option and Incentive Plans

The Company has established the 1997 Stock Option
and Incentive Plan (as amended and‘res‘tétcd), under
which it is authorized to grant options to employees;
. directors and other key persons. In 2002, stockholders
approved an amendment to increase to 5,250,000 the
shares of the Company’s common stock authorized for

issuance under this plan.

In 2002, the Company’s Board of Directors established the

2002 Stock Optiori and Incentive Plan; under which the

Company is authorized .to" grant non-qualified stock

options and certain other awards to employees and directors.

This plan requires that the majority of grants under the’

plan in any three-year period must be issued to employees
of the Company who are not executive officers or directors
of the Company. This plan has not been approved by the:
Company’s shareholders. There are 2,250,000 shares of
the Company’s common stock authorized for issuance

under this plan.

The plans are administered by a committee of the Board of
Directors. The exercise price of the stock options is the fair
market value of the common stock on the date of grant, or
such other amount as the committee may determine in
accordance with the relevant plan. The options expire seven

to ten years after the grant date.

in_ December 2003, the Board of Directors approved an
amendment to each of the Company’s stock option agree-

,ments to accelerate the vesting of the then-outstanding

unvested options. The shares issuable upon the exercise

« of the accelerated options remain subject to restrictions

on transfer which lapse according to specified schedules,

" generally over four years from the date of grant for so long

as the option holder remains employed by che Company.
In the event the option holder ceases to be employed, the
transferability restrictions will remain outstanding until
December 2010. All shares received upon exercise remain
the property of the holder under any circumstance subject

to transfer restrictions.

The following table summarizes the transactions of the
Company’s stock option and incentive plans for the three-year
period ended December 31, 2003.

Weighred
Average
- Number Exercise
of Shares Price
Unexercised options outstanding —~ ’
December 31, 2000 2,459,150 $ 36.02
Activity in 2001 :
Options granted 1,190,750 63.68
Options exercised (213,617) 28.17
Options forfeited (24,875) 38.28
Unexercised options outstanding ~
December 31, 2001 3,411,408 $ 46.15
Activity in 2002
Options granted 968,000 4714
Options exércised (111,651) 29.92
Options forfeited (750) 60.19
Unexercised options outstanding —
December 31, 2002 4,267,007 $ 46.80
Activity in 2003 :
Options granted 1,248,875 64.80
Options exercised (343,407) 33.69
Options forfeited (36,938) 56.12
Unexercised options ousstanding —
December 31, 2003 5,135,537 $ 51.99
Exercisable options :
December 31, 2001 1,475,870 $ 36.69
December 31, 2002 2,215,869 41.41
December 31, 2003 5,135,537 51.99 °
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The following rable summarizes information about the

Company’s stock options at December 31, 2003:'

Optioﬁs on
) Which Transferability
Options Outstanding _ Resrricrion has Lapsed |
Weighited ‘ '
Number Average Weighted Number Weighted
Outstanding  -Remaining Average, Qurstanding Average |
Range ‘of as of  Contractual Exercise - . as of Exercise
Exercise Prices 12/31/03  Life (years) Price 12431103 Price
$10-20 " 2,300 4.8 $14.25 2,300 $14.25 »
20-30 793,898 S.1 27.05 793,898 27.05
30-40 301,412 . 5.2 35.14 274,222 34,93
40-50 773,752 . 6.8 44.10 471,251 45.01
50-60 1,436,550 6.1 5435 931,291 55.09
. 60-70 1,283,375 7.9 65.89 183,022 65.07
70-80 544,250 5.0 70.03 272,125 70.03
5,135,537 6.3 $51,99 2,928,109

$45.96
14.EaLnin5gLE£x_Shaxe
The c.alculatiobn for basic Earnings per share’is based on

the weighied average number of shares of the Company’s

common stock outstanding during the period. Diluted

Earnings per share is similar'to basi¢ Earnings per share,

but adjuses for the effect of the potendal issuance of

incremental shares of the Company’s common stock.

"The following is a reconciliation of the numerators and

denominators of the basic and diluted earnings per

share computatidns. Unlike all other dollar amounts in

these Notes, Net Income in this table is not presented

. in thousands.

2002

2001 2003
‘ Numerator: ' ’ A, ,
Nert Income $49,989,000 $55,942,000 $60,528,000
Denominator: ' .
Average shares
outstanding — : )
basic 22,136,410 22,019,482 21,245,326 °
'Incremental : -
common shares 595,719 557,751 559,192
Average shares ) ‘
ourtstanding — : »
diluted 22,732,129 22,577,233 21,804,518
Earnings per share: ) . .
" Basic : . % 226 $ 254 $ 285
2.48 $ 278

Diluted $ 220 $ .

The computation of diluted Earnings per share in the years
ended December 31, 2001, 2002 and 2003 excludes the

" effect of the potential exercise of options to purchase approx-

imately 0.6, 0.6 and 1.9 million shares, respectively, because
the effect would be anti-dilutive. Also, as more fuﬂy discussed
in Note 6, the Company had zero coupon convertible notes
outstanding in 2001, 2002 and 2003 and ﬂoatihg ‘rate
convertible notes Voﬁtstanding in 2003. These notes are
convertible into shares of the Company’s comﬁon stock upon
certain conditions. During the three years presented, none of
the conditions providing for conversion were met; therefore,
no relared adjustment was made to diluted Earnings per share.
Additionally, the effect of the exercise of the forward purchase
contract issued as part of the 2001 PRIDES was not included
in diluted ‘Earnings per share in the three years presented

because the effect would have been anti-dilutive.

For the years ended December 31, 2001, 2002 and 2003,

the Company repurchased a total of 157,100, 581,800 and
744,500 shares of common stock under various stock

repurchase programs.’
15.'Eh1a1uj;ﬂ_uns1Lunaen1sJan;Ljusk_hﬂaruage1n§u11

The Company is exposed to market risks brought on by
changes in interest rates. Derivative financial instruments
may be used by the Company to reduce those risks, as
explained in this Note. '

Notional Amounts and Credit

Exposures of Derivatives

The notional amount of derivatives does not represent
-amounts that are exchanged by the parties, and thus are not
2 measure “of the Company’s ‘exposure. The amounts
exchahged are calculated on the basis of the notional or
contract amounts, as well as on other terms of the interest rate

swap derivatives and the volatility of these rates and prices.

The Company would be exposed to credit-related losses in the
event of nonperformance by the counter parties that issued the
ﬁnancial‘instruments, although the Company does not expect
that the counter parties to interest rate swaps will fail to meet

_ their obligations, given their typically high credit ratings. The
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credit exposure-of derivative contracts is represented by the

positive fair value of contracts at the reporting date,
‘ reduced by the 'egects of ‘master netting agreements. The
Company genetally does not give or receive collateral on
interest rate swaps because of its own credxt rating and that

of its counter parties.

Interest Rate Risk Management

" The Company may enter into interest rate swaps to reduce

exposure to interest rate risk connected to existing liabilities.

The Company does not hold or issue derivative financial

instruments for trading purposes. Interest rate swaps are

intended to enable'the Company to achieve a level of variable-

rate and fixed-rate debr thart is acceptable to management
and to limit interest rate exposure. The Company agrees
with another party to exchange the difference between
fixed-rate and floating-rate interest amounts calculated by

reference to an agreed notional principal amount.

Fair Value

Financial Accounting Standard No: 107 (“FAS 1077),

“Disclosures about Fair Value of Financial Instruments,”

requires the Company to disclose the estimated fair values

for certain of its financial instruments. Financial instruments
include items such as loans, interest rate contracts, notes
payableand other items as defined in FAS 107.

.Fair value of a financial instrument is the -amount at’

which the instrument could be exchanged in a current

transaction berween willing parties, other than in a forced

or liquidation sale. Quoted market -prices are used when .

available; otherwise, management estimates fair value

based on prices of financial instruments with similar

characteristics or by using valuation-techniques such as

discounted cash flow models.  Valuation ‘techniques

involve uncertainties and require assumptions ahd judg-

ments regarding prepayments, credit risk and discount’

rates. Changes in these assumptions will result in different
valuation estimares. The fair value presented would not
necessarily be realized in an immediate sale, nor are there
typically plans to settle liabilities prior.ta contractual
maturity. Aaditionaﬂy, FAS 107 allows companies to use

a wide range of valuation techniques; therefore, it may be

difficult to compare the Company’s fair value information

to other companies’ fair value information.

The carrying amount of cash and cash equivalents approxi-
mates fair value because of the short-term nature of

these instruments. The carrying value of notes receivable

approximares falr value because interest rates and other terms -

are at market rates. The carrying value of notes ‘payable

“approximates fair value principally because of the short-term

_nature of the notes. The carrying value of senior bank debt

approximates fair value because the debt is a revolving credit

facility with variable inrerest based on selected short-rerm

rates. The fair market value of the zero coupon senior
convertible deb, the 2001 mandatory convertible debt, and
the floating rate senior convertible securities at December 31,
2003 was $131,390, $225,400 and $364,500, respectively.

16. Selected Quarterly Financial Data (Unaudited)

The following is a summary of the unaudited quarterly
results of operations of the Company for 2002 and 2003.

First Second Third Fourth

2002 Quarter . Quarter  Quarter  Quarter
Revenue © $119,335 $129,631. $115,258 $118,312
Operating o '

income 49,738 55,560 = 45,225 - 45,305
Income before

income raxes 24,180 25,588 21,366 22,104
Nert Income 5 14,508 15,353 12,819 13,262
Earnings per ' ‘

share — ) i

diluted $ 0638 0678 0578 060
) First Second Third Fourth
2003 Quarter  Quarter  Quarter © Quarter
Revenue $110,247 $116,701 §$ 128,465 $ 139,616
Operating .

income 41,922 46,157 50,598 58,838
Income before o

income taxes 21,662 23,039 27,788 - 29,343
Net Income 12,997 13,823 16,395 17,313
Earnings per ' ‘

share —

diluted $ 0.60  § 0.64 $ 075 $ 0.78
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During the first and second quarters of 2003, the

Company experienced a decrease in revenue, operating

income, income before income taxes, Net Income and .

Earnings per share from the same period in 2002, primarily
as a result of a broad decline in the equity markets during
2002 and the first part of 2003, partially offset by ‘the

" Company’s investment in Third Avenue in the third
‘quarter of 2002. During the third and fourth quarter of

2003, the Company experienced an increase in revenue,
operating income, income before taxes, Net Income and
Earnings per share as compared to the same period of
2002. This increase was primarily attributed to an increase
in the value of assets under management, which resulted

from an increase in the equity markets generally.

17. Rejaied_Eany_ILansaLImns

In connection with the purchase of additional Affiliate
equity interests in 2002 and 2003, the Company issued
$15,825 and $938, respectively, of notes to Affiliate partners.
The total amount of notes due to Affiliate partners as of

December 31, 2003 was $25,699, of which $11,744 is
due in 2004 and is included avsba current liability.

18. Segment Information

Financial Accounting ‘Standard No. 131 (“FAS 1317},
“Disclosures about Segments of an Enterprisc and Related
Information,” establishes disclosure requirements relating
to operating segments in annual and interim financial
statements, Management has assessed the requirements of
FAS 131 and determined thac the Company operates in
three business segments representing the Company’s three
principal distribution channels: Mutual Fund, Institutional

and High Net Worch.

Revenue in the Murtual Fund distribution channel is
earned from advisory and sub-advisory relationships
with mutual funds. Revenue in the Institutional distri-
bution channel is earned from relationships wich
foundations and endowments, defined benefit and defined
contribution plans’and Taft-Hartley plans. Revenue in.
the High Net Worth distribution channel is earned
from relationships with wealthy individuals, family
trusts and managed account programs. In the case of
Affiliates with transaction-based brékerage fee businesses,
revenue reported in each distribution channel includes
fees earned for transactions on behalf of clients in

that channel.

As described in greater detail in  “Management’s
Discussion and Analysis of Financial Condition and
Results of Operations,” in firms with revenue sharing

arrangements, a certain percentage of revenue is allocated

’fbr use by management of an Affiliate in paying operating

expenses of that Affiliate, including salaries and bonuses,

and is called an “Operating Allocation.” In reporting

segment operating expenses, Affiliate expenses are

allocated to a particular segment on a pro rata basis with

respect to the revenue generated by that Affiliate in such

. segment. Generally, as révenue increases, additional

compensation is typically paid to Affiliate management
partners from the Operating Allocation. As a result, the
congractual expense allocation ipursuant to a revenue
sharing arrangement may result in the‘characterizatidr"l of
any growth’ in profit margin beyond the Company’s
Owners’ Allocation as an operating expense. All ocher
operating expenées {excluding intangible amortization)

and interest expense, have been allocated to- segments

based on the proportion of cash flow distributions

reported by Affiliates in each segment.
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.Mutual Fund

Institutional

2001 High Net Worth - Toral
Revenue $ 113,621  $ 160,809 $ 133,780 $ 408,210
Operating expenses:
Depreciation and amortization 8,569 . ~ 16,671 8,861 34,101
Other operating expenses 60,812 . 87,535 71,475 219,822
69,381 104,206 80,336 253,923
Operating income 44,240 56,603 53,444 154,287
Non-operating (income)-and expenses: ]
Investment and other income - (1,545) (2,583) (977) - (5,105)
Interest expense - 4,120 5,262 5,346 14,728
‘ 2,575 2,679 4,369 9,623
Income before minority interest and income taxes 41,665 53,924 49,075 144,664
Minority interest ’ " (15,583) (27,651) (18,116) (61,350)
Income before income taxes 26,082 26,273 30,959 83,314
Income raxes 10,433 10,508 12,384 33,325
Net Iicome $ 15,649 $ 15,765 $ 18,575 $ 49,989
Total assets $ 381,882 $ 484,386 $ 294,053 $1,160,321
Goodwill $ 214,741 $ 271,141 $ 169,429 $ 655,311
2002
Revenue $ 164,607 $ 178,140 $ 139,789 $ 482,536
Operating expenses: -
Depreciation and amortization 1,197 © 13,057 6,122 20,376
Other operating expenses 89,849 99,091 77,392 266,332 -
o 91,046 112,148 83,514 286,708
Operating income 73,561 65,992 56,275 195,828
Non-operating (income) and expenses:
Investment and other income (1,222) (1,295) (956) (3,473)
Interest expense 8,573 8,646 7,998 25,217
7,351 7,351 7,042 21,744
Income before minority interest and income taxes 66,210 58,641 49,233 174,084
Minority interest . (28,176) (31,400} (21,270} (80,846)
Income before income taxes 38,034 27,241 27,963 93,238
Income rtaxes RN 15,213 10,898 11,185 37,296
Net Income $ 22,821 $ 16,343 $ 16,778 $ 55942
Total assets $ 498,154 . $ 454,613 $ 290,227 $1,242,994
Goodwill $ 268,534. . $ 289,312 $ 181,207 $ 739,053
2003 . .
Revenue . $ 191,740 - $ 171,798 $ 131,491 $ 495,029
Operating expenses: :
Depreciation and amortization ~ 1,560 14,154 6,693 22,407
Other operating expenses 102,061 96,769 76,277 275,107
103,621 110,923 82,970 297,514
Operating income . 88,119 60,875 48,521 197,515
Non-operating (income) and expenses: ) ’
Investment and other income ) ~ (2,861) (1,846) (3,538) (8,245)
Interest expense . 9,237 7,235 6,504 22,976
6,376 5,389 2,966 14,731
Income before minority interest and income taxes 81,743 55,486 45,555 182,784
Minority interest (33,487) (28,800) (18,665) (80,952)
Income before income taxes 48,256 26,686 26,890 101,832
Income taxes 19,578 10,831 10,895 41,304
Net Income $ 28,678 $ 15,855 $ 15995 $ 60,528
Toral assets $ 628417 $ 560,483 $ 330,305 $1,519,205
Goodwill $ 272,917 - $ 296,012 $ 182,678 $ 751,607

AMG
59




AMG

60 .

Affiliated Managers Group, Inc.

19, Suhsgquf_nijienis

On January 28, 2004, the Company entered. into a
definitive agreement with Genesis Holdings International
(“Genesis”) to acquire a 60% equity interest in the
operating business of Genesis.'In connection with the

transaction, the management‘ partners of Genesis will

hold the remaining equity of the business and continue to

direct its day-to-day operations. Genesis, with offices in

London, Guernsey, Chile and Brazil, manages over $7.0

billion in assets. This transaction is subject to customary

" closing conditions." -

Also on January 28, 2004, the Company announced that its

Board of Directors had authorized a three-for-two stock split
of AMG’s outstanding shares of common stock. The splic
entitles each shareholder of record as of February“24, 2004
to receive three shares for every two shares of common stock
held on the record date. The additional shares of common
stock will be distributed on March 29, 2004. In addition, the

number of shares of common stock subject to outstanding,

options issued by the Company, the number of shares

authorized for issuance under the Company’s equity plans

and the conversion and settlement rates of the Company’s

outstanding convertible securities will be appropriately

-adjusted. Because the stock split will apply to all issued and

outstanding shares of common stock and outstanding rights

to acquire common stock, it will not alter the relative rights

. and preferences of existing équity holders.

The following unaudited table presents Earnings per share for

each period indicated as adjusted for the pending stock split. -

Year Ended December 31,

2001 2002 2003
Earnings per share — ‘ S ‘
bastc — as reported  $ © 2.26 $ 2.54 $ 2.85
Earnings per share — '
basic — stock . :
split adjusted 1.51 C1.69 .1.90
Earnings per share — - E S
diluted — as reported . 2.20 248 278
Earnings per share —
diluced - stock S
1.47 - 1.65 1.85

split adjusted

In February 2004, the Company compieted private
placements of $300,000 of mandatory convertible securities
(“2004 PRIDES”) Like the 2001 PRIDES, these securities
are structured to ‘provide additional proceeds to the Company ‘

following a successful remarketing and exercise of forward

‘ 'purchase contracts, as descrlbed below

Ea{ch 2004 PRIDE initially consists of (i) a senior note

due February 17, 2010 with a principal amount of
$1,000. per note on which the Company pays interest
quarterly at the annual rate of 4.125%, and (ii) a forward

purchase contract pursuant to which the holder has

- agreed to purchase, for $1,000 per contract, shares of the

Company’s . common stock on " February 17, 2008.
Helders of the purchase contracts will also receive a quarterly

contract adjustment payment ac the rate of 2.525% per

$1,000 contract. The number of shares to be 1ssued on

February 17, 2008, will be determined based upon the

average tradmg price of the Company’s common stock

. for a period preceding that date. Depending on the average

trading price at that time, the sertlement rate will range
from 7.8567 to 12.0207 shares per $1,000 senior note.
Based on the trading price of the Company’s common
stock as of March 10, 2004, the scttlement rate would
equal 11. 8273 ‘

In January 2004, the Board of Directors approved an

additional share repurchase program, permitting the
Company to repurchase up to an additional one million
shares of common stock over a twelve month petiod
following the closing of the 2004 PRIDES private placement.
Through March 10, 2004, the Company repufchased
2,324,341 shares of its common ‘stock for approximately
$194,316, primarily using the proceeds received from the
issuance of the 2004 PRIDES.
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Common Stock and Corporate @?g@nﬁzatﬁm Information

Market for Registrant’s Common
Equity and Related Stockholder Matters

Our common .stock is traded on t_he New York Stock

- Exchange (symbol: AMG). The following table sets f»orthw

the high and low closing. prices as reported on the New
York Stock Exchange composite tape since January 1, 2002
for the periods indicated.

2002. High Low .
First Quarter $ 73.64 . $ 6555
Second Quarter 71.35 ~ 60.98
Third Quarter 62.68 ‘ 40.51,
Fourth Quarter 54.75 39.45 -
2003 A

First Quarter . $ 5527 $ 37.00
Second Quarter ’ 64.81 - 42.45
Third Quarter 6885, - 60.50

~ Fourth Quarter 72.98

63.41

2004

First Quarter®

$ 8729 8 69.76

(1) Data for this period reflects high and low closing prices from January.

1, 2004 through March 10, 2004.

The closing price for a share of our common stock as

reported on the New York Stock Exchange composite tape

on March 10, 2004 was $84.55.

As of March 10, 2004, there were 36 stockholders of record.’

We have not declaréd a cash dividend with respect to
the periods presented. Since we intend to retain earnings

to finance investments in new Affiliates, repay indebt-

edness, pay interest.and income taxes, repurchase debt

securities and shares of our common stock when appro-
priate, and develop our existing business, and since our
credir facility prohibirs us from making cash dividend

payments to our stockholders, we do not anticipate

paying cash dividends on our common stock in-the’

foreseeable future.

~ On January 28, 2004, we anrounced that our Board of

Directors had authorized a three-for-two stock split of
our outstanding shares of common stock. The split enticles
each shareholder of record as of February 24, 2004 to
receive three shares for every two shares of common

stock held on the record date. The additional shares of

- common stock will be distributed on March 29, 2004.

In addition, the number of shares of common stock subject
to- outstanding options issued by us and the conversion
and settlement rates of our outstanding convertible

securities will be appropriately adjusted. Because the

“stock split will apply to all issued and outstanding shares

of common stock and outstanding rights to acquire

common stock; it will not alter the relative rights and

preferences of existing equity holders. Except for the

earnings per share information set forth in Note 19 to the
Consolidated Financial Statements, the other information

provided in this‘Annual Report has not been adjusted to

“reflect the stock split on a pro forma basts.

Employees and Corporate Organization

“As of Decémber 31, 2003, we had 47 employees and our

Affiliates employed approximately.775 persons. Approxi-
mately 794 of these 822 employees were full-time employees.

Neither we nor any of our Affiliates is-subject to any

collective bargaining agreements, and we believe that our
labor relations are good. We were formed in 1993 as a

corporation under the laws of the State of Delaware.
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