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2007 Financial Highlights Data

2007 2006 2005 2004 2003 ‘
{in thousands, except per share amounts) ‘
Total Revenues $ 799664 $ 710,845 $ 673,885 % 619603 $ 563,647
Operating Net Income ! $ 75259 $ 86,728 $ 80,823 $ 83,829 % 48,540
Operating Net income Per Sharet  $ 203 % 238 % 223 § 230 % 1.34
Cash Provided By Operations $ 114,641 $ 125262 $ 102,165 $ 117,263 $ 112,260
Total Assets $1,817,426 $1,438,147 $1,284,763 $1,232,995 $1,004,223
Total Shareholders’ Equity $ 683,203 $ 603,369 $ 514,404 $ 475303 $ 402,414
Dividends Per Share $ 05100 $ 04750 $ 04500 $ 04075 3 03675

'The information includes references to operating net income and operating net income per share. See the Corporate Information page of this

report for a reconciliation cf these measures.
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HRH Brand Promise

by creating Solutions that are exactly right for you, your people and your business goals.

Hilb Rogal & Hobbs Company is the eighth largest insurance intermediary in the United States, with over
140 offices throughout the United States and the world. HRH belps clients manage their risks in property
and casualty, employee benefits, professional liability and other areas of specialized exposure. In addition,
HRH offers a full range of personal and corporate financial products and services. HRH is focused on
understanding our clients’ businesses, employees and risks, as well as the insurance and financial markets,
50 that we can develop insurance, risk management and employee benefits solutions that best fir their needs.

Operating Net Income Per Share’? Dividends Per Share Total Revenues
(dollars) {dollars) {millions of dollars)
$1.34  $2.30 $223 $238 $2.03 $0.3675 $0.4075 $0.4500 $0.4750 $0.5100 $563.6 $6196 $673.9 $710.8 $799.7
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1The information includes references to operating net income per share. See the Carporate Information page of this report for a reconciliation of this measure.

Hilb Rogat & Hobbs out-thinks and out-serves other risk management and insurance providers



Dear Fellow Shareholders e 2000

In 2007, we gained share in key markets and held organic growth nearly flat, a notable achievement |
under the soft market property and casualty (P&C) conditions that prevailed all year. Those accom-
plishments were the result of HRH winning a record number of new clients and continuing to retain
a high volume of existing clients, whom we served with professional dedication in a volatile market.
In addition, we had a strong year in acquisitions, increasing our pool of talent and geographic reach,
as well as adding critical mass to our employee benefits practice and expanding our presence in the
London insurance market. Viewed from a five-year plan, operational or clients’ perspective, 2007
was a year of solid achievement for HRH.

Our financial results, however, were affected by the sharp and persistent decline in property and casu-
alty premium rates and one underperforming acquisition {discussed below). Since approximately three-quar-
ters of our revenues are based on our clients’ property and casualty insurance premiums, when P&C rates
soften, HRH'’s related revenues also soften.

Soft markets sometimes are accompanied by more positive side effects, as | mentioned in last year's
annual report. Just to stay even with rasults from a year ago, soft markeis require energy, speed, resource-
fulness and an entrepreneurial spirit from everyone at HRH. Moreover, soft or volatile markets raise the
consequences of risk management decision making, expanding opportunities for HRH to help clients realize
their objectives and thereby strengthening long-term relationships. Lastly, the sharper the premium declines, the
more determined we must be to work as efficiently as possible by instilling a disciplined cost-consciousness
throughout our organization, Accordingly, for example, in mid-2007 we reassigned as top priority our normally
routine examination and focus on underperforming offices. We escalated this activity to our senior leadership
team not because of any increase in number or severity of these offices, but rather because eliminating
chstacles 1o profitability is a logical and efiective response to a soft market's downward pressure on revenues.

During the first half of 2007, when it became apparent that the fourth quarter 2006 dip in rates was
lingering, we were already working on a set of process improvements that would apply newer technologies to
our increased scale and scope as part of our most recent five-year plan. The improvements were being designed
to yield preductivity benefits, for example, in the form of more time for sales perscnnel to sell, enhanced
resources for gur clients’ direct-access 1o risk management information, and the creation of an efficient,
scalable and networkable infrastructure to accommodate future growth. Faced with persistent pressure
from declining rates through 2007, we decided to accelerate certain of these process improvements from
intermediate- to near-term, so that we might generate tangible cost savings in 2008 and more quickly
realize the strategic benefits for which they were initially undertaken. Regional operations managers were
appointed in each region to oversee our progress towards achieving excellence in all facets of our business
and to streamline the consistency of operaticns throughout our company. In addition, we have appointed
Chris Purvis as national director of operations to lead this team. These important positions will help us elevate
customer service to the highest level in the industry—a goal taken straight out of our current five-year
strategic plan.
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Despite the challenges of the soft market in 2007, HRH's leadership was not preoccupied with the
effects of the soft market to the exclusion of managing and growing our business. On the contrary, while this
market cycle's swing and duration is enough to command our rapt attention, under our five-year sirategic
plan, we are focused on opportunities arising from the industry’s current chaltenges. We applied our talent
and carefully built organizational sirengths to the everyday tasks of delivering services our clients need, and
winning over client prospects and potential acquirees with a set of compelling competitive advantages. We
continued to build our existing national practice groups in the P&C arena and formed a new National Power
and Utflity Practice. In addition, we expanded the product offerings in our emptloyee benefits business, which
now accounts for about 25% of our revenues, to include wellness and underwriting specializations and an
expanded compliance practice. We are increasingly convinced that our carefully refined sales and operating
madels, supported by what | believe are the strongest national practice groups, major account capabilities,
and local and regional sales and customer service groups in the industry, represent a highly effective platform
for building client, shareholder and employee value in all kinds of markets—soft, neutral and hard.

In 2007 we acquired over $150 million in annualized revenues—our largest year for acquisitions yet—
additional evidence that we were not preoccupied or intimidated by soft market cenditions. These acquisitions
included ten diverse, quality companies. The largest acquisition was Banc of America Corporate Insurance
Agency, LLC which derived about two-thirds of its revenues from employee benefit services and products.
A particularly close straiegic fit, this firm added to our sales and leadership capabilities, including Stan
Jablonowski, regional director of the newly-formed Northeast Metre Regicn, and our recently appointed
national director of employee benefits, Peter Gruenberg. The second largest acquisition, London-based
Glencairn Group Limited (Glencaim), like the first, is a remarkably close strategic fit that added critical mass
and leadership to our London presence, a strategic asset in its own right as well as one that expands choices
for domestic clients. Glencairn, acquired in early January 2007, was also the one underperforming acquisition
that diluted our earnings for the 2007 fourth quarter and year. In late 2007, we took appropriate cost actions
and began integrating our London operations in one location under the strong leadership of Steve Hearn,
director of international operations. At this point, we believe Glencairn is on track to becoming the positive
contributor that we had originally envisioned and is well positioned to achieve accretive results. The full list
of acguisitions completed in 2007 include:

* Loan Protector Insurance Services {Cleveland)

= Glencairn Group Limited {London)

= Nevin, Works & Associates, Inc. and thinc USA, LLC (Portland, OR}

* |nvestigative Solutions, Inc. (Atlanta}

» Global Special Risks, LLC (Houston and New QOrleans)

« The Urman Company (Denver)

+ Charlton Manley, Inc. (Kansas City)

« Brown/Raynor Corparation (Denver)

= The Resource Group, L.C. {(Kansas City)

+ Banc of America Corporate Insurance Agency, LLC (Cranford, NJ-based)



In 2007 we acquired over $150 million in annualized revenues—our largest year for acquisitions yet...
These acquisitions included ten diverse, quality companies.

Before concluding, | will offer a few comments on the industry setting and its influence on our objec-
tives for 2008. One fact of life that P&C insurance brokers face is that premium rates on which their com-
pensation is based are subject to fluctuations and vary cyclically. Most of you are familiar with the recent
history: Early in the decade, we experienced an unusually hard market, followed by a gradual pullback in rates,
which, in the last quarter of 2006, turned sharply lower. In 2007 rates remained soft all year with few signs
of recovery on the horizon. In response to market fluctuations, we have only a few basic tools to meet our
financial objectives, while simultaneously meeting our obligations to clients: The first of these toals is a
proven and effective platform for delivering client and shareholder value; second is the ability to increase
market share while managing costs prudently; and finally we need to continue to diversify beyond property
and casualty commissions.

On a somber note, in early November, HRH lost the second of its three founders, Alvin Rogal. Al will
not only be missed by members of our Pittsburgh branch, where he continued to serve the company as
chairman until his retirement in July 2007, but also by the directors, officers and employeses of the entire
company. We were deeply saddened by his passing, but we are eternally grateful for his many outstanding
contributions to HRH throughout his lifetime.

Two of our long-standing board members will retire from their positions in May. Tom O'Brien has been
a board member since HRH's inception in 1982 and Norwood Davis joined the board in 1997, It is difficult
to imagine this group without them, as Tom has been with us for over a quarter of a century and Norwood,
for more than a decade. | would like to thank them both for contributing many years of advice and perspective
to our board.

In closing, | want to thank all HRH associates for their continued hard work and commitment to excel-
lence. During a hard market or soft, serving clients well has always been a top priority, and I'm proud to say
that this year was no excepticn. | would also like to thank our shareholders for their confidence in our ability
to overcome the challenges created by the market and our ability to proceed with the execution of our strategic
plan and our pursuit of being the best. At HRH, we remain as committed as ever to delivering custom solutions
that are exactly right for our clients.

Lo

Martin L. Vaughan, Ill
Chairman & CEQ
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PART |

ITEM 1. BUSINESS.
The Company

Hilb Rogal & Hobbs Company serves as an insurance and risk management intermediary between its clients and
insurance companies that underwrite client risks. With offices located throughout the United States and in London,
England as well as Russia, South Africa and Australia, the Company helps clients manage their risks in property and
casualty, employee benefits, professional liability and other areas of specialized exposure.

“HRH”, the “Company” and the “Registrant” refer to Hilb Rogal & Hobbs Company and its consolidared
subsidiaries on a combined basis unless the context requires otherwise.

The Company was incorparated under the laws of the Commonwealth of Virginia in 1982. The Company is a
holding company and operates through its subsidiaries. The Company has its principal executive office at 4951 Lake
Brook Drive, Suite 500, Glen Allen, Virginia 23060. The Company maintains an internet website at www.hrh.com.

Shareholders of the Company and the public may access the Company’s periodic and current reports (including
annual, quarterly and current reports on Form 10-K, Form 10-Q and Form 8-K, respectively, and any amendments to
those reports), filed with ot furnished to the Securities and Exchange Commission (SEC) pursuant to Section 13(a) or
15(d) of the Securities Exchange Act of 1934, as amended. The reports are made available on the Company’s website as
soon as practicable following the filing of such documents with the SEC. In addition, the Company’s Corporate
Governance Guidelines, Code of Business Conduct and Ethics, Code of Ethics for Senior Financial Officers, and the
Charters of the Audit Committee, Corporare Governance Committee, Human Resources & Compensation Commirtee,
Corporate Affairs Committee, Finance Committee, and Business Practices Committee are available to sharcholders of the
Company and the public. These documents ate available through the “Investor Relations” section of the Company’s
website, or printed copies are available upon written request to the Company’s Secretary at the address ser forth above.
The information is free of charge and may be reviewed, downloaded and printed from the website at any time.

Overview

The Company’s client base ranges from personal to large national accounts and is primarily comprised of middle-
market and major commercial and industrial accounts. Middle-market businesses are generally businesses that do not
have internal risk management departments and outsource that function to an intermediary. Major accounts typically
have risk management departments and generate annual commissions and fees in excess of $100,000.

Insurance commissions (and fees in lieu of commission) accounted for approximately 94% of the Company’s total
revenues in 2007. The Company also advises clients on risk management and employee benefits and provides claims
management and loss control consulting services, on an unbundled basis, to clients, which contributed approximarely
4% of revenues in 2007.

The Company’s offices typically act as insurance producers for 2 large number of insurance companies, which gives
the Company access to specialized products and capacity needed by its clients. Offices, with the support of national
resources, are staffed to handle the broad variety of insurance needs of their clients. The Company also markets excess
and surplus lines insurance, reinsurance and specialty programs through its excess and surplus lines offices, reinsurance
offices and Managing General Agencies/Underwriters (MGA/MGU) to its own offices and other intermediaries.

The Company’s operations currently consist of three reportable segments, Domestic Rerail, Excess and Surplus, and
International, as well as an All Other category. The Company’s Domestic Retail segment consists of (i) seven United
States regional operating units which oversee offices and (ii) coordinated national resources providing marketing and
specialized industry or product expertise. The segment’s focus includes risk areas such as property and casualty, employee
benefits and personal lines. The coordinated national resources are available as needed to offices, without regard to
geographic boundaries, to furcher enhance service capacity to larger and more complex clients. These national resources
supplement the offices with specialized skills in claims management, loss control, and complex risk areas such as aviation,
complex property, marine, executive risk, construction and environmental. The regional operating units provide certain
administrative services including communication, leadership, management and coordination of resources among local
offices, carrier relationship management and financial supervision. The purpose of these regional services is to focus the
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resources and effores of local offices on overall client service which includes account retention, new business production
and more timely responses to client needs. By managing and coordinating complementary resources, the Domestic Retail
segment enables each office to address a broader spectrum of client needs and respond more quickly and expertly than
each could do on a stand-alone basis. The seven U.S. regions are the Mid-Atlantic (Delaware, Maryland, Obhio,
Pennsylvania and Virginia); New England (Connecticut, Maine, Massachusetts and New Hampshire}; Northeast Metro
(Connecricut, New Jersey, New York and Pennsylvania); Southeast (Alabama, Florida, Georgia and Tennessee); Central
{Kansas, Oklahoma and Texas); West (Atizona, California, Colorado, Nevada, Oregon and Wyoming) and the Midwest
{Illinois, Michigan, Nebraska and Wisconsin). At times, operations have been streamlined by merging mulriple locarions
in the same city or state into a single profit center and converting smaller locations into sales offices of a larger profit
center in the same region.

The Excess and Surplus segment has operating units specializing in excess and surplus lines brokerage (California,
Florida, linois, Louisiana and Texas). The International segment has operating units with a focus towards wholesale and
reinsurance brokerage (London, England with branch offices in Australia, Russia and South Africa). The All Other
category has operating units with a foecus towards MGA/MGU business {Connecticut and Vermont).

The Company has established direct access to certain foreign insurance markets withour the need tw share
commissions with excess and surplus lines brokers. This direct access allows the Company to enhance its revenues from
insurance products written by foreign insurers and allows it to provide a broader array of insurance products to its clients.

The Company believes that a key to its success has been a strong emphasis on client service by experienced
personnel with established community relations. The Company’s offices are largely decentralized with respect to client
solicitation, account maintenance, underwriting decisions and selection of insurance companies, burt are supplemented by
coordinated narional resources in areas of insurance specialization. The Company maintains centralized administrative
functions, including cash management and investment, human resources and legal funcrions, through its corporate
headquarters 1o allow the sales and support personnel to focus on business production and retention. Accounting records
and systems are maintained at branch offices, bur the Company requires branch offices to comply with standardized
financial reporting and control requirements. Through its internal auditing department, Company personnel periodically
visit offices and monivor compliance with internal accounting controls and procedures.

The Company derives income primarily from commissions on the sale of insurance products to clients paid by the
insurance underwriters with which the offices place their clients’ insurance. In some cases, the Company is compensated
by a fee paid directly by the client. The Company typically acts as an insurance producer in soliciting, negotiating and
effecting contracts of insurance through insurance companies and occasionally as a broker in procuring contracts of
insurance on behalf of insureds. In the past three years, the Company has derived in excess of 90% of its commission and
fee revenue from the sale of insurance products, principally property and casualty and employee benefits insurance. The
balance ts primarily derived from service fee income related te claims management and loss control services, program
administration and workers compensation consultative services. See “Note Q—Segment Information” of Notes to
Consolidated Financial Statements in Item 8 of this report for additional information on revenue by line of business,
Within its range of services, the Company also places surplus lines coverages (coverages not available from insurance
companies licensed by the states in which the risks are located) with surplus lines insurers for various specialized risks.

Insurance agents’ commissions are generally a percentage of the premium paid by the client. Commission rates vary
substantially within the insurance industry. Commissions depend upon a number of factors, including the rype of
insurance, the amount of the premium, the particular insurer, the capacity in which the Company acts and the scope of
the services it renders to the client. In 2007, the Company’s branch offices entered into new supplemental commission
agreements with certain underwriters which replaced contingent commission arrangements that previously existed with
these underwriters, Supplemental commissions are a percentage of the premium paid by the client when the Company’s
branch has served as an agent of the underwriter rather than as a broker of the client. The Company’s branch offices have
historically entered into contingent commission arrangements with various underwriters. Contingent commisstons are
commissions paid by underwriters based on profitability of the business, premium growth, total premium volume or
some combination of these factors. Contingent commissions are generally received in the first and second quarters of
each year which accordingly, may cause earnings for those quarters to vary from other quarterly results.

The Company provides a variety of professional services to assist clients in analyzing risks and in determining
whether protection against risks is best obrained through the purchase of insurance or through retention of all, or a
portion, of those risks and the adoption of risk management policies and cost-effective loss control and prevention
programs.




No marerial part of the Company’s business is dependent on a single client or on a few clients, and the Company
does not depend on a single industry or type of client for a substantial 2mount of its business. In 2007, the largest single
client accounted for less than 0.4% of the Company’s total revenues.

Industry Regulatory Matters

The Company and certain other companies in the insurance intermediary industry have been subject to
investigations and inquiries by various governmental authorities regarding business practices and broker compensation
arrangements, On August 31, 2005, the Company entered into an agreement with the Actorney General of the State of
Connecticut (the Attorney General) and the Insurance Commissioner of the State of Connecticut (the Commissioner) to
resolve all issues related to investigations conducted by the Atorney General and the Commissioner into certain
insurance brokerage and insurance agency practices (the Investigations) and to settle an action commenced on
August 31, 2005 by the Attorney General in the Connecticut Superior Court alleging violations of the Connecticut
Unfair Trade Practices Act and the Connecticut Unfair Insurance Practices Act. In the agreement, the Company agreed
to take certain actions including establishing a $30.0 million narional fund for distribution to certain clients, enhancing
disclosure practices for agency and broker clients, and to not accept or request contingent compensation on brokerage
business. For further information on this agreement, see “Note M-Regulatory Charge and Related Matters” of Notes to
Consolidated Financial Statements in Item 8 of this report. Following is additional information regarding governmental
investigations into the insurance intermediary industry’s business practices and broker compensation arrangements,

In Ocrober 2004, the Office of the Attorney General of the State of New York (NYAG) filed a lawsuir against
Marsh & McLennan Companies, Inc. and its subsidiary Marsh Inc. (collectively Marsh), the world’s largest insurance
broker, alleging statutory and common law fraud, securities fraud, bid-rigging and other antitrust violations in the
placement of insurance business. In March 2005, the NYAG filed a lawsuit against Aon Corporation (Aon), the world’s
second largest insurance broker, alleging fraudulent business practices, common law fraud and securities fraud in
connection with the conduct of its placement of insurance business. Marsh and Aon each entered into settlement
agreements with the NYAG and certain state regulators in 2005, In April 2005, Willis Group Holdings Limited, Willis
North America Inc, and Willis of New York, Inc. {collectively Willis) entered into an agreement with the NYAG and the
New York state insurance regulator to resolve issues related to investigations of its business practices conducted by the
NYAG and the state regulator. [n May 2003, Arthur J. Gallagher & Co. and its subsidiaries and affiliates, exceprt for
Gallagher Bassett Services, Inc., (collectively Gallagher), entered into an Assurance of Voluntary Compliance with the
Actorney General of the State of Illinois and the lllinois state insurance regulator to resolve issues related ro investigarions
of its business practices conducted by the Tllinois regulators.

Under the terms of the agreements, Marsh, Aon, Willis and Gallagher are required to establish settlement funds.in
the amounts of $830 million, $190 million, $50 million and $27 million, respectively, to compensate certain
policyholder clients who rerained Marsh, Aon, Willis or Gallagher to place insurance between specified inception or
renewal dates, where such policies resulted in Marsh, Aon, Willis and Gallagher recording contingent or override
commissions. The Marsh, Aon, Willis and Gallagher agreements also place restrictions on the future business practices of
these companies. Marsh, Aon, Willis and Gallagher may no longer accept (i) any contingent compensation for certain
services in placing, renewing, consulting on or servicing any insurance policy and (ii) any compensation other than a
specific fee to be paid by the client, a specific percentage commission on premiums to be paid by the insurer set ar the
time of the purchase, renewal, placement or servicing of the policy, or both types of compensation.

Contingent and National Override Agreements Commissions

As a result of the industry and regulatory developments described above, changes occurred with respect o the
longstanding insurance industry practice of contingent and override commissions paid to agents and brokers by
underwriters. The Company has historically entered into contingent and override commission agreements with various
underwriters. Contingent commissions are commissions paid by underwriters based on profitability of the business,
premium growth, toral premium volume or some combination of these factors. Revenue from contingent commissions is
heavily weighted in the first and second quarters.

For 2007, 2006 and 2005, the Company recognized contingent and National Override Agreements commissions of
$48.4 million, $44.2 million and $48.5 million, respectively. All of the 2007 and 2006 amounts were from standard
contingency agreements, Of the 2005 amount, 94% was from srandard contingency agreements and 6% was from
National Override Agreements. The standard contingency agreements are entered into and maintained at the local office
level. National Override Agreements mean corporate-wide compensation agreements negotiated by the Company with
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those cereain insurance companies on behalf of all of the Company’s offices to receive commissions in lieu of standard
contingent compensation arrangements with each office of the Company. Effective for business written on or after
January 1, 2005, these National Override Agreements reverted into industry standard local contingency agreements with
those insurance underwriters.

State attorneys general and insurance departments have issued subpoenas and/or made inquiries into, among other
things, the industry’s commission payment practices. The Company has received subpoenas and/or requests for
information from attorneys general and/or insurance departments in fourteen states. In addition to the original
regulatory inquiries, the Company has received subsequent subpoenas and/or requests for information from certain of
those states, and the Company may receive additional subpoenas and/or requests for information in the future from
attorneys general and/or insurance departments of these and/or other states.

In addition to state regulatory inquiries, the Company has been named as a defendant in a purported class action
brought against a number of brokers in the insurance industry. For information on industry litigation, see Parc [,

Item 3—Legal Proceedings.

Operating History and Acquisition Program

The Company was formed in 1982 to acquire and operate an existing insurance agency nerwork. At that time, the
Company undertook a program of consolidating agencies, closing or selling unprofitable locations and acquiring new
agencies. Since 1984, over 230 independent agencies have been acquired. The purchase price of an agency is typicaily
paid in cash, common stock and/or deferred payments of cash and/or common stock.

Since 1997, the Company’s acquisition program has been focused on independent intermediaries tha fit into the
Company’s current operating models and strategic plans, targeting entities that strengthen its segments and middle-
market and major account positions or add to its specialty lines of business and increase its range of services.

The Company has substantial experience in acquiring insurance agencies. Generally, each acquisition candidate is
subjected to a due diligence process in which the Company evaluates the quality and reputation of the business and its
management, revenues and earnings, specialized products and expertise, administrarive and accounting records, growth
potential, and location. For candidates that pass this screening process, the Company uses a pricing method that
emphasizes pro forma revenues, profits and tangible net worth. As a condition to completing an acquisition, the
Company generally requires that the principals and key employees be subject to restrictive covenants. Once the
acquisition is consummated, the Company takes steps to introduce its procedures and to integrate the agency’s systems
and employees into the Company.

Competition

The Company participates in a very competitive industry. Competition is primarily based on expertise,
relationships, service and price. The Company is the eighth largest insurance and risk management intermediary firm in
the United States serving a wide variety of clients through its offices located in 30 states. Many of the Company’s
competitors are larger and have greater resources than the Company and operate on a larger international scale. Four of
these competitors are significantly larger, having more than double the commissions and/or fee revenues of the
Company.

In some office locations, because no major national insurance broker has established a presence, the Company
competes with local agents and private, regional firms, some of which may be larger than the Company’s local office.

The Company is also in competition with cerrzin insurance companies that write insurance directly for their clients,
the banking industry, as well as self-insurance and other employer-sponsored programs.

Employees

As of December 31, 2007, the Company had approximately 4,200 employees. No employees are currently
represented by a union. The Company believes its relations with its employees are good.

Regulation

In every state in which the Company does business, the applicable office or employee is required to be licensed or to
have received regulatory approval by the state insurance department in otder for the Company to conduct business. In
addition to licensing requirements applicable to the Company, most jurisdictions require individuals who engage in
brokerage and certain insurance service activities to be licensed personally.
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The Company’s operations depend on the validity of and its continued good standing under the licenses and
approvals pursuant to which it operates. Licensing laws and regulations vary from jurisdiction to jurisdictien. In all
jurisdictions, the applicable licensing laws and regulations are subject to amendment .or interpretation by regulatory
authorities, and generally such authorities are vested with general discretion as to the issuance, renewal and revocation of
licenses and approvals.

Ownership of Insurers and Reinsurers

Except for Theodore L. Chandler, Jr., and Anthony F. Markel, no executive officer or director of the Company has
greater than $1,000,000 of ownership interest in an insurance or reinsurance company. Mr. Chandler’s interest is in
LandAmerica Financial Group, Inc. Mr, Markel’s interest is in Markel Corporation.

ITEM 1A. RISK FACTORS.
Risk factors that might impact the Company include, but are not limited to, the following:

The Company’s commission revenues are based on premiums set by insurers and any decreases in these premium
rates could result in revenue decreases for the Company.

The Company is engaged in insurance agency and brokerage activities and derives revenues primarily from
commissions on the sale of insurance products to clients that are paid by the insurance underwriters with whom the
Company's offices place clients’ insurance. These commissions are highly dependent on the premiums charged by
insurance underwriters, which are subject to fluctuarion based on the prevailing economic conditions and comperitive
factors that affect insurance underwriters. Premiums historically have been cyclical in nature, varied by region and
displayed a high degree of volatility based on the prevailing economic and competitive factors that affect insurance
underwriters. These factors, which are not within the Company’s control, include the capacity of insurance underwriters
1o place new business, non-underwriting profits of insurance underwriters, consumer demand for insurance products, the
availability of comparable products from other insurance underwriters at a lower cost, and the availability of alternative
insurance products, such as government benefits and self-insurance plans, to consumers.

The Company cannot predict the timing or extent of future changes in premiums and thus commissions. As a
result, the Company cannot predict the effect that future premium rates will have on the Company's operations. While
increases in premium rates may result in revenue increases for the Company, decreases in premium rates may result in
revenue decreases for the Company. These decreases may adversely affect the Company’s operations for the petiods in
which they occur.

The level of contingent commissions is difficult to predict and any material decrease in the Company’s collection of
them is likely to have an adverse impact on operating results.

Contingent commissions are commissions paid by insurance underwriters based on profitability of the business,
premium growth, rotal premium volume or some combination of these factors. The Company generally receives these
contingent commissions in the first and second quarters of each year. Due to the nature of these commissions, it is
difficule for the Company to predict their payment. Increases in loss ratios experienced by insurance underwriters will
result in a decreased profit to them and may result in decreases in the payment of contingent commissions to the
Company, Furthermore, the Company has no control over insurance underwriters’ abilities to estimate loss reserves,
which affects the Company’s payment calculation. In addition, tightening of underwriting criteria by certain insurance
underwriters, due in part 1o the high loss ratios, may result in a lower volume of business that the Company is able to
place with them. Contingent commissions affect the Company’s revenues, and decreases in their payment to the
Company may have an adverse effect on the Company’s results of operations.

The Company’s growth has been enhanced through acquisitions, but the Company may not be able to successfully

identify and attract suitable acquisition candidates and complete acquisitions.

There can be no assurance that the Company will be able to successfully identify suitable acquisition candidates that
will permit the Company to expand into new or existing markets. The Company is unable to predict whether or when
any prospective acquisition candidates will become available or the likelihood thar any acquisition will be completed once
negotiations have commenced. The Company competes for acquisition and expansion opportunities wich entities that
have substantially greater resources. The failure to acquire additional agencies at the same rate that the Company has in
the past may adversely affect the expected growth in revenues.

6




The Company’s failure to integrate an acquired insurance agency efficiently may have an adverse effect on the
Company.

The integration of an acquisition may involve a number of factors that may affect the Company’s operations. These
factors include diversion of management's attention, difficulties in the integration of acquired operations and retention of
personnel, entry into unfamiliar markets, unanticipated problems or legal liabilities, and tax and accounting issues.
Furthermore, once the Company has integrated an acquired insurance agency, the agency may not achieve levels of
revenue, profitability, or productivity comparable to existing locations, or otherwise perform as expected. The failure to
integrate one or more acquired agencies so that they achieve expected performance goals may have an adverse effect on
the Company’s results of operations and financial condition.

The general level of economic activity can have a substantial impact on revenues that is difficult to predict. A strong
economic period may not necessarily result in higher revenues.

The volume of insurance business available to the Company’s agencies has historically been influenced by factors
such as the health of the overall economy. The specific impact of the health of the economy on the Company’s revenues,
however, can be difficult to predict. When the economy is strong, insurance coverages typically increase as payrolls,
inventories and other insured risks increase. Insurance commissions to the Company’s agencies generally would be
expected to increase. As discussed above, however, the Company’s commission revenues are dependent on premium rates
charged by insurance underwriters, and these rates are subject to fluctuation based on prevailing economic and
competitive conditions. As a result, the higher commission revenues the Company generally would expect to see in a
strong economic period may not necessarily occut, as any increase in the volume of insurance business brought about by
favorable economic conditions may be offset by premium rates that have declined in response to increased competitive
conditions, among other factors.

The Company’s success in the future depends, in part, on the Company’s ability to attract and retain quality
producers.

The Company believes that its success in the future depends, in part, on its ability to attract and retain quality
producers. The competition for such personnel in the insurance intermediary industry is intense. The Company’s failure
to recruit, retain, train and integrate quality producers may have an adverse effect on the Company’s results of
operations,

‘The Company may be subject to increasing costs arising from errors and omissions claims against the Company.

Errors and omissions claims could include, for example, the failure of Company employees, whether negligently or
intentionally, to place coverage correcty or notify carriers of claims on behalf of clients or to provide insurance carriers
with complete and accurate information relating to the risks being insured. Errors and omissions claims against the
Company may allege its potential liability for all or part of the amounts in question. It is not always possible to prevent
and detect errors and omissions, and the precaution taken by the Company may not be effective in all cases.

The Company purchases insurance to provide protection from errors and omissions claims that may arise in the
ordinary course of business, subject to self-insured deductibles and limits. As of December 31, 2007, the Company’s
deductible was $2.5 million per claim and the overall coverage limit was $50.0 million. The Company’s business, results
of operations, financial condition and liquidity may be adversely affected if, in the future, its insurance coverage is
inadequate or unavailable or there is a general increase in the number or amounts of claims to which the Company is
exposed. The Company’s future ability to obtain professional indemnity insurance in the amounts and with the
deductibles and limits it desires may be adversely impacted by general developments in the marker for such insurance or
the Company’s own claims experience,

The Company is subject to governmental regulation which may impact operating results and/or growth.

The Company is subject to governmenral regulation which may adversely impact operating results and/or growth.
The Company’s failure to comply with regulations may lead to disciplinary action. These actions may include the
assessment of penalties and requiring clients to be compensated for loss. Also, changes in regulations and actions by
regulators may require operational changes which could adversely affect the Company’s results of operations.
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The business practices and broker compensation arrangements of the Company are subject to uncertainty due to
investigations by governmental authorities and related private litigation.

The business practices and broker compensation arrangements of the Company and the insurance intermediary
industry are subject to uncertainty due to investigations by various governmental authorities and related private
lirigation. The departments of insurance of various states may adopt new regulations addressing contingent commission
arrangements and disclosure of such arrangements with insureds. The Company intends to monitor agent and broker
compensation practices and, as warranted by market and regulatory developments, will review its compensation
arrangements with underwriters. While it is not possible to predict the outcome of the governmental inquiries and
investigations into the insurance industry’s commission paymént practices or the responses by the market and regulatoss,
any material decrease in the Company’s contingent commissions is likely to have an adverse effect on its results of
operations.

The Company is subject to a number of investigations and legal proceedings, which if determined unfavorably for the
Company, may adversely affect the Company’s results of operations.

Costs incurred related ro investigations, private litigation and class actions are uncertain and difficult to predict. In
addition to routine litigation and disclosed investigations, the Company has been named as a defendant in one purported
class action brought against a number of brokers in the insurance industry. The final outcome of these matters and
similar marters, and related costs, cannot be determined. An unfavorable resolution to these matters could adversely
impact the Company’s results of operations. In addition, litigation and other proceedings may harm the Company’s
reputation or divert management resources from operating the business.

A decline in the Company’s ability to obtain new financing and/or refinance current borrowings may adversely affect

the Company.

At December 31, 2007, the Company had $427.1 million of consolidated debt outstanding and $254.1 million
available under its revolving credit facility and uncommirtted shelf facility for future borrowings. A decline in the
Company’s ability to obtain new financing and/or refinance current borrowings may adversely affect the C'ompany’s
borrowing costs and financial flexibility.

If the Company is unable to respond in a timely and cost-effective manner to rapid technological change in the
insurance intermediary industry, there may be a resulting adverse effect on business and operating results.

The insurance industry is increasingly influenced by rapid technological change, frequent new product and service
introductions and evolving industry standards. For example, the insurance intermediary industry has increased use of the
internet to communicate benefits and related information to consumers and to facilitate information exchange and
transactions. The Company believes thar its future success will depend on irs abilicy o continue 1o anticipate
technological changes and to offer additional product and service opportunities that meer evolving standards on a timely
and cost-effective basis. There is a risk that the Company may not successfully identify new product and service
opportunities or develop and introduce these opportunities in a timely and cost-effective manner. In addition,
opportunities that the Company’s competitors develop or introduce may render the Company’s products and services
noncompetitive. As a result, the Company can give no assurances that technological changes that may affect its industry
in the future will not have a material adverse effect on the Company’s business and results of operations.

Quarterly and annual variations in the Company’s commissions and fees that result from the timing of policy
renewals and the net effect of new and lost business production may have unexpected impacts on the Company’s
results of operations.

The Company’s commission and fee income, which typically accounts for more than 90% of total annual revenues,
is subject to both quarterly and annual fluctuations as a result of timing of policy renewals and the net effect of new and
lost business production. The factors thar cause these variations are not within the Company’s control. Specifically,
consumer demand for insurance products can influence the timing of renewals, new business and lost business, which
generally includes policies that are not renewed, and cancellations.

The Company’s operating results could be adversely affected if the value of intangible assets is not fully realized.

The Company’s total assets at December 31, 2007 reflect goodwill and other intangible assets (net) of
approximately $794 million and $258 million, or 44% and 14% of total assets, respectively. There can be no assurance
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that such goodwill or intangible assets will be realizable. The Company evaluates, on a periodic basis or when
impairment indicators are present, whether the carrying value of these assets may no longer be complerely recoverable, in
which case a charge to earnings for impairment losses could become necessary. Any event or change in circumstances
teading to a future determination requiring additional write-offs of a significant portion of these assets could adversely
affect the Company’s results of operations.

The Company has international operations, particularly in the United Kingdom, which expose the Company to
various legal, economic and market risks including foreign currency exchange rate fluctuations.

The Company is subject to fluctuations in currency exchange rates as a result of its international operations. The
Company must translate the financial results of its foreign subsidiaties into U.S. dollars. In addition, some foreign
subsidiaries receive revenues or incur obligations in currencies that differ from their functional currencies. Although the
Company may use derivative financial instruments to protect against the effects of exchange rate fluctuations, the
Company cannot eliminate these risks, and'significant changes in exchange rates could adversely affect the Company's
results of operations,

In addition, the need to comply with new or revised tax or other laws or regulations, or new or changed
interpretations or enforcement of existing tax or other laws or regulations, could adversely affect the Company’s results of
operations,

Information Cencerning Forward-Looking Statements

This Annual Report on Form 10-K contains “forward-looking statements” within the meaning of Section 27A of
the Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934, Among other things, these
statements relare to the financial condition, results of operations and future business plans, operations, opportunities and
prospects of the Company. These forward-looking statements involve risks and uncertainties that could cause the
Company's actual results, performance or achievements to be materially different from any anticipated results,
performance or achievements expressed or implied by such forward-looking statements.

Forward-looking statements in Form 10-K or other filings by the Company with the SEC, in the Company’s news
releases or other public or shareholder communications, or in oral statements made with the approval of an authorized
Company executive officer include the words or phrases “would be,” “will allow,” “expects to,” “will continue,” “is
anticipated,” “estimate,” “project” or similar expressions that are intended to identify “forward-looking statements”
within the meaning of the Private Securities Litigation Reform Act of 1995.

While forward-looking statements are provided to assist in the understanding of the Company’s anticipated furure
financial performance, the Company cautions readers not to place undue reliance on any forward-looking statements,
which speak only as of the date made. Forward-looking statements are subject to significant risks and uncertainties, many
of which are beyond the Company’s control. Although the Company believes that the assumptions underlying its
forward-looking statements are reasonable, any of the assumptions could prove to be inaccurate. Actual results may differ
materially from those contained in or implied by such forward-looking statements for a variety of reasons including the
risk factors and uncertainties disclosed abave.

The Company does not undertake, and specifically disclaims any obligation, to update any forward-looking
statements to reflect occurrences or unanticipated events or circumstances after the date of such statements.

iTEM 1B. UNRESOLVED STAFF COMMENTS.

None.

ITEM 2. PROPERTIES.

The Company leases its corporate office in Glen Allen, Virginia. The Company’s subsidiaries also conducr their
business operations from leased office space in various jurisdictions where located. Information on the Company’s lease
commitments is incorporated by reference to the material conrained in “Note G-Leases” of Notes to Consolidated
Financial Statements included in Item 8 of this report. The Company believes that its properties are in good condition
and are suitable and adequate for its purposes.

ITEM 3. LEGAL PROCEEDINGS.

Except as described below, the Company has no material pending legal proceedings other than ordinary, routine
litigation incidental to the business, to which it or a subsidiary is a party. With respect to the routine litigation, upon the
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advice of counsel, management believes that none of these proceedings, either individually or in the aggregate, if
determined adversely to the Company, would have a material effect on the financial position or results of operations of
the Company or its ability to carry on its business as currently conducted.

Information on the Company’s material legal proceedings is incorporated by reference to the marerial contained in
“Note P—Commitments and Contingencies” of Notes to Consolidated Financial Statements included in Item 8 of this

report.

iTEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matrers were submitted 1o 2 vote of security holders during the fourth quarter of the fiscal year covered by this

report.
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EXECUTIVE OFFICERS OF THE REGISTRANT

The executive officers of the Registrant are as follows:

Martin L. Vaughan, I1I, 60, has been Chairman and Chief Executive Officer since May 2003. He has been a
Director of the Company since 1999, Prior thereto, he was President of the Company from 2000 to 2003 and Chief
Operating Officer from 1999 to 2003.

F. Michael Crowley, 56, has been President since September 2005. He was Exccutive Vice President, National
Director for Property and Casualty from 2004 to 2005. Prior thereto, he was Vice Chairman of Palmer & Cay, Inc. from
2002 to 2004 and President and Chief Operating Officer of Palmer & Cay, Inc. from 1998 to 2002.

Michael Dinkins, 53, has been Executive Vice President and Chief Financial Officer since October 2005. Prior
thereto, he was Vice President-Global Control and Reengineering of Guidant Corporation from 2004 o 2005; Vice
President and Chief Financial Officer of Worldwide Customer Services Operations for NCR Corporation from 2002 to
2004; and Chairman, President and Chief Executive Officer of Access Worldwide Communications from 1999 to 2002.

Timothy J. Korman, 53, has been Executive Vice President, Mergers and Acquisitions since 1997 and was a
Director of the Company from 1999 to 2005. He is a first cousin of Robert S. Ukrop, a Director of the Company.

Walrer L. Smith, 50, has been Senior Vice President, Business Practices and Quality Assurance since October 2005.
He has been Senior Vice President of the Company since 2001. He has been Secretary of the Company since 1998. He
was General Counsel of the Company from 1988 to 2005.

Robert P. Abramson, 55, has been Vice President, Director of Excess & Surplus Lines since 2006. Prior thereto, he
was President of Bliss and Glennon, Inc. from 1992 to 20006.

Frank H. Beard, 60, has been Vice President, National Director of Property and Casualty since November 2005.
Prior thereto, he was Managing Director of Risk Practices and Carrier Relations for Wachovia from May to November

2005 and Executive Vice President for Palmer & Cay, Inc. from 1999 to May 2005,

William L. Chaufty, 55, has been Vice President since 1998. He has been Director of the Central Region since
1997.

William F. Creedon, 47, has been Vice President and Director of the West Region since February 2006. Prior
thereto, he was President of Hilb Rogal & Hobbs of Calorado, Inc. from 2002 to 2006. He was an Execurtive Vice
President with Hobbs Group, LLC from 1996 10 2002.

Steven C. Deal, 54, has been Vice President since 1998. He has been Director of the Mid-Atlantic Region since
2000. He has also been Chairman of Hilb Rogal & Hobbs of Virginia, Inc. since 1997.

Peter Gruenberg, 44, has been Vice President, National Director of Employee Benefits since February 2008. Prior
thereto, he was Executive Vice President of HRH Metro Northeast, LLC from November 2007 to February 2008;
Executive Vice President of Banc of America Corporate Insurance Agency, LLC from 2004 to 2007; and Executive Vice
President of Fleet [nsurance Services from 2002 o 2004.

Steven P. Hearn, 41, has been Vice President and Director of International since January 2007. He was Chairman
from 2005 to 2007 and has been Chief Executive Officer since 2003 of Glencairn Group Limited. Prior thereto, he was
Managing Director of Glencairn Affinity Limited from 2002 ro 2003.

Stanley Jablonowski, 47, has been Vice President and Director of the Northeast Metro Region since November
2007. Prior thereto, he was Chief Executive Officer and President of Banc of America Corporate Insurance Agency, LL.C
from 2006 to 2007; Insurance Executive Property and Casualty from 2005 to 2006; and Managing Director of Marsh,
Inc, — Morristown, New Jersey from 2001 to 2005.

Karl E. Manke, 61, has been Vice President, National Director, Select and Personal Lines since 2003. Prior thereto,
he was Vice President, Marketing and Sales Development from 1999 to 2003.

John P. McGrath, 50, has been Vice President and Director of the Midwest Region since November 2003. He was
Senior Vice President—Business and Product Development from 1999 w 2003.
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Robert §. O'Brien, 52, has been Vice President, National Director of Production and Sales Development since
August 2003. Prior thereto, he was Senior Vice President of Marketing for Hobbs Group, LLC from 2002 to 2003 and
Vice President of Marketing from 2001 o 2002,

J. Thomas Stiles, 56, has been Vice President and Director of the Southeast Region since June 2004. Prior thereto,
he was a Senior Vice President of Hobbs Group, LLC from 1997 to 2004,

. John Hamerski, 56, has been Vice President, Controller since January 2006. Prior thereto, he was Vice President
and Chief Financial Officer of Inyx, Inc. from April 2005 to December 2005. During 2004 and 2005, he performed
several consulting assignments including a project for Inyx, Inc. From 1999 to 2004, he was Executive Vice President
and Chief Financial Officer of Access Worldwide Communications, Inc.

A. Brent King, 39, has been General Counsel since Qctober 2005. He has been Vice President and Assistant
Secretary since 2001. He was Associate General Counsel from 2001 to 2005.

All officers serve at the discretion of the Board of Directors and, to the extent provided for in the Company’s
bylaws, the Chairman of the Board. Each holds office until the next annual election of officers by the Board of Directors,
which will occur after the Annual Meeting of Shareholders, scheduled to be held on May 6, 2008, or until their
successors are elected. There are no family relationships nor any arrangements or understandings between any officer and
any other person pursuant to which any such officer was selected, excepr as noted above.



PARTII

ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES.

(a) The Company’s Common Stock has been publicly traded since July 15, 1987. It is traded on the New York
Stock Exchange (NYSE) under the symbol “HRH". As of December 31, 2007, there were 470 holders of record of the
Company’s Common Stock.

The following table sets forth the reported high and low sales prices per share of the Commeon Stock on the NYSE
Composite Tape, based on published financial sources, and the dividends per share dectared on Common Stock for the
quarter indicared.

Sales Price .Qash
—_— Dividends
Quarter Ended High Low Declared
2007
March 31 oot e e e e $49.48 3$40.50 $0.120
JUNE B0 L e e 5098 4194 0.130
Seprember 30 .. ... e 48.60 4032 0.130
December 31 .. . i e e 47.67 4007 0.130
2006
Y, 7 ved 1 ) AU $41.50 $37.45 $0.115
June 30 .o e 41.88  35.60 0.120
September 30 ... ... e e 43.74  36.06 0.120
December 3l .. i e e e 45.44  39.10 0.120

The Company's current dividend policy anticipates the payment of quarterly dividends in the future. The
declaration and payment of dividends to holders of Common Stock will be at the discretion of the Board of Directors
and will be dependent upon the furure earnings and financial condition of the Company.

Cerrain financial covenanc ratios in the Company's current credit facility and Note Purchase Agreement limir the
payment of cash dividends and other distributions on the Common Stock of the Company. Limitations imposed by the
current and predecessor credit facilities have not restricted the Company’s ability to pay dividends in prior years.

(c) The following table sets forth the details of purchases of Common Stock under the publicly announced share-
repurchase program (the 2004 Program} that occurred in the fourth quarrer of 2007:

Maximum
Approximate
Total Number of Dollar Value of
Shares Purchased Shares that May
as Part of Publicly Yet Be Purchased
Total Number of Average Price +Announced Under the
Period Shares Purchased Paid per Share Program Program
November 2007 .. .. 350,000 $42.51 350,000 $35,120,000
December 2007 . ... 7,800 42.39 7,800 $34,790,000

Total ............ 357,800 42.51 357,800

The 2004 Program was announced by the Company on March 31, 2004 and provides for the Company o
purchase up to $50.0 million of its Common Stock annually. The repurchases may be made on the open market or in
negotiated transactions, with the timing and amount of the transactions to be determined by the Company’s
management subject to market conditions and other factors.

Not included in the 2004 Program are purchases that were made on behalf of a trust mainrained by the Company
for the Executive Voluntary Deferral Plan and the Qutside Directors Deferral Plan. Total number of shares purchased
during the fourth quarter of 2007 relating to the plans was 5,161, at an average price per share of $43.98.
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Performance Graph

The following performance graph compares the Company’s cumulative total shareholder return on its Common
Stock, assuming reinvestment of dividends, with the cumulative total return on the published Standard & Poor’s 500
Index and the cumulative total” return on the Company-constructed composite industry index, consisting of the
Company, Aon Corporation, Arthur J. Gallagher & Co., Brown & Brown, Inc., Marsh & McLennan Cos., Inc. and
Willis Group Holdings Limited, over the five year period ended December 31, 2007. The Company selected the
businesses in the composite industry index in its good faith belief that these other public companies are most similar to
the Company’s insurance agency business. In 2006, the Company included Hub International Limited and U.S.L
Holdings Corporation in the composite industry index. For 2007, the Company removed these endities from the
composite industry index as they are no lenger public companies.

COMPARISON OF CUMULATIVE FIVE YEAR TCTAL RETURNI
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ITEM 6. SELECTED FINANCIAL DATA.

Selected Financial Data

The following selected histarical consolidated financial and other data are qualified in their entirety by reference to,
and should be read in conjunction with, the consolidated financial statements and the related notes included in Item 8 of
this report and “Management’s Discussion and Analysis of Financial Condition and Results of Operations” included in
Item 7 of this report. The selected statement of consolidated income data set forth below for each of the five years ended
December 31, 2007, 2006, 2005, 2004 and 2003, and the balance sheet data as of December 31, 2007, 2006, 2005,

2004 and 2003, are derived from our consolidated financial statements.

Year Ended December 31,
2007 2006! 2005 2004 2003

(In thousands, except per share amounts)
Statement of Consolidated Income Data:!2
Core commissionsand fees ........ .ot $ 731,572 $ 651,885 3 609467 $ 567.293 § 514,944
Contingent coMMISSIONS . ... vivuietiureierurit e ianaraeraaiss 48,378 44,156 48,545 42,367 40,788
Investmentincome ....... ... ... o 14,213 10,506 6,581 3,176 3,151
Other ..o e 5,501 4,298 9,292 6,767 4,764
Total revenues .. ..o s 799,664 710,845 673,885 619,603 563,647
Compensartion and employee benefits! ...........oooviiiiiiiin., 455,070 397,323 365,481 333,057 302,760
Other operaring eXpemses ... .c.vuiuiiiiir it i 152,705 123,304 127,702 112,274 97.358
Depreciation . ... i e e 8,827 8,268 8.410 8,693 9,082
Amoertization of intangibles . .......... ... oo 33,037 21,516 18,755 13,848 9,828
Interestexpense . ... ... 23,554 18,368 16,243 10,288 10,429
Regulatory charge and related coses® .. ... ... .. L oLl (5.725) — 42,320 — —
InLegeation Costs ... ... ...t 1,134 (243) 764 1,909 4,094
Loss on extinguishmentof debr .. .. .. .. e 72 897 — 1,557 —
Severancecharge .. ... ... e — — 1,303 — —
Intangible assev impairmentcharge ........ ... ... ol — — — — 45,004
Redirementbenefic. ... o — — — — 5,195
Toral operating expenses ....... v iuiiiiiaiiiiii i e 668,674 569,433 580,978 481,626 483,750
Income beforeincometaxes ... s 130,990 141,412 92,907 137,977 79.897
IRCOME TAXES L ..ottt iai i st nn s e 52,865 54,381 36,707 56,563 36,796
Netlncome . ... .. $ 78125 $ 87031 $§ 56200 $ B1414 3§ 43,101
Net Income per Share:

Basic ....... T PR $ 214§ 242 8§ 157 $§ 227 § 115

Assuming Dilution ..., .. .. e e, $ 211 % 239§ 155 § 223 % 1.19
Weighted average shares outstanding:

Basic ... e e e e 36,385 35,895 35,756 35,833 34,595

Assuming DIution ... o.vviniriin i 37,060 36,369 36,314 36,493 36,304
Dividends paid pershare ... ..o i $ 05100 $§ 04750 $ 04500 $ 04075 $ 03675
Consolidated Balance Sheer Data:

Intangible assets, net ... Ll $1,052,278 § 785654 $ 718,532 $ 712,938 § 569,242

Total assets ...t 1,817,426 1,438,147 1,284,763 1,232,995 1,004,223

Long-term debt, less currentportion . ..ovviiiviniiiiiiiiiiniaas 412,432 231,957 251,507 265,384 174,012

Other long-term liabilities including deferred income raxes . ... ...... 97,282 76,170 61,031 51,034 27,264

Total shareholders’ equity ..., 683,203 603,369 514,404 475,303 402,414

(1) Effective January 1, 2006, the Company adopted Statement of Financial Accounting Standards No. 123 {revised 2004}, “Share-Based Payment.”
In accordance with the provisions of this standard, the Company elected o adopt the standard using the modified-prospective method. See Note

A of Notes 1o Consolidated Financial Statements for information.

(2} See Note K of Notes to Consolidated Financial Statements for information regarding business purchase transactions which impact the
comparability of this information. The Company consummated nine and six purchase acquisitions in 2004 and 2003, respectively.
(3) The Company recorded a regulatory charge representing the Connecticut settlement, related legal and administrative costs, and estimated costs for
related pending regulatory matters. In 2007, the Company reduced the accrual for the previously recognized regulatory charge due to new factors
concerning the estimared (i) legal and adminigtrative costs to be incurred and (i) costs for pending regulatory matters. See Note M of Notes o

Consolidated Financial Statements for information.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.

The following discussion should be read in conjunction with our consolidated financial statements and the related
notes included in Item 8 of this report.

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

The income of an insurance and risk management intermediary such as the Company is principally derived from
commnissions earned, which are generally percentages of premiums placed with insurance underwriters. Premium pricing
within the insurance underwriting industry has been cyclical, varied by region and has displayed a high degree of
volatility based on prevailing economic and competitive conditions. Increases and decreases in underlying premium rates
may result directly in revenue changes to the Company. From 1987 until 1999, the property and casualty insurance
industry had been in a “soft market;” however, beginning in 2000, the industry experienced a firming of commercial
premium rates which continued through 2002. In 2003, the industry observed more moderate increases in commercial
premium rates. Beginning in the second quarter of 2004, the industry began to observe another softening in property
and casualty premium rates which has continued through 2007. In addition, the level of contingent commissions
received by the Company, which is based upon the application of certain factors, including profitability of the business,
premium growth, total premium volume or some combination of these factors, is subject to annual fluctuations.
Management cannot predict the timing or extent of contingent commissions or premium pricing changes due to marker
conditions or their effects on the Company’s results of operations in the future. The Company’s 2007 revenues have
increased primarily due to acquisitions, new business and additional amounts recorded under supplemental commission
agreements, partially offset by the effects of continued sharp declines in properry and casualty premium rates.

Results of Operations

Nert income for the year ended December 31, 2007 decreased 10.2% from $87.0 million, or $2.39 per share for
2006, to $78.1 million, or $2.11 per share. Net income for 2007 and 2000 included various transactions:

- In 2007, there was a $4.3 million, net of tax, or $0.11 per share, reduction of the previously accrued regulatory
charge associated with the Company’s 2005 agteermnent with the Artorney General of the State of Connecricut
to settle cerrain alleged violations. The 2005 agreement provided for a $30.0 million national fund (the Fund)
for distribution to cerain clients. The regulatory charge also included related legal and administrative costs
and estimated costs for related pending regulatory matters. For more information on this charge, see “Note
M—Regulatory Charge and Related Matters” of Notes to Consolidated Financial Statements. The 2007
accrual reduction was related to factors concerning the estimated (i) legal and administrative costs to be
incurred related to the Fund and (ii) costs for pending regulatory matters.

- Integration costs, net of tax, of $0.8 million, or $0.02 per share, were also included in 2007 ner income.
Integration costs for 2007 represented severance and lease termination costs associated with the integration of
Glencairn Group Limited {Glencairn) with the Company’s other foreign subsidiaries. Net income for 2006
included an integration costs accrual reduction, net of tax, of $0.1 million, or $0.01 per share relating to costs
associated with the Company’s integration of Hobbs Group, LLC (Hobbs), which began after the completion
of the Hobbs earn-out on June 30, 2003. The 2006 accrual reduction was due to factors regarding a lease
termination.

- Net income included losses on extinguishment of debt, net of tax, of $44 thousand for 2007 and $0.5 million,
or $0.02 per share, for 2006. The 2007 loss on extinguishment of debr was associated with the Company's
September 2007 entry into (i) a Note Purchase and Private Shelf Agreement (the Note Purchase Agreement)
with The Prudential Tnsurance Company of America (Prudential) and (ii) Amendment No. 2 w Credit
Agreement and Joinder Agreement (the Amendment and Jeinder Agreement) with Bank of America, N.A. and
ather lenders. The 2006 loss on extinguishment of debt was associated with the Company’s April 2006 entry
into the previously referenced credit agreement with Bank of America, N.A. and other lenders. Both charges
represented financing costs previously deferred in connection with the financing of the Company’s former
credit facility in addition to certain lending fees paid in obraining the new or amended financing
arrangements,

- Gains on the sale of assets and asset write-offs, net of tax, were $(0.5) million, or $(0.01) per share, and $0.7
million, or $0.02 per share, for the years ended December 31, 2007 and 2006, respectively. These gains on the
sale of assets were primarily related to the sales of branch offices and various accounts,
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Independent of these items, the year-to-year decrease of $11.5 million, or $0.35 per share, in net income can be
primarily attributed to the dilutive effect of a 2007 acquisition, the impact of continued sharp declines in property and
casualty premium rates, an unfavorable judgmenc for a specific errors and omissions claim, and the 2006 recovery of legal
fees associated with industry-related class action litigation, partially offsec by additional amounts recorded under
supplemental commission agreements and increased contingent commission income.

Net income for the year ended December 31, 2006 increased 54.9% from $56.2 million, or $1.55 per share for
2005, to $87.0 million, or $2.39 per share. As noted above, net income for 2006 included a loss on extinguishment of
debrt, net of rax, of $0.5 million, or $0.02 per share, and an integration costs accrual reduction, net of tax, of
$0.1 million, or $0.01 per share. Net income for 2005 included the following items:

- As previously described, there was a regulatory charge, net of tax, of $26.3 million, or $0.73 per share, related
to the Company’s agreement with the Attorney General of the State of Connecticur.

- A severance charge, net of tax, was incurred for $0.8 million, or $0.02 per share. The severance charge
represented estimated payments due to the Company’s former president and chief operating officer under
terms of his employment agreement.

- The Company recorded integration costs, net of tax, of $0.5 million, or $0.01 per share, in 2005, These
integration costs were related to facility and lease termination cost accruals associated with the Company’s
integration of Hobbs.

- Gains on the sale of assets, net of tax, were $2.9 million, or $0.08 per share, for the year ended December 31,
2005. These gains on the sale of assets were primarily related to the sales of branch offices and various
accounts,

Independent of these items, the year-to-year increase of $5.9 million, or $0.15 per share, in net income can be
primarily atribuced to higher commissions and fees and reduced legal, compliance and claims expenditures, partially
offset by increased compensation and employee benefit costs. In 2006, the Company adopted Statement of Financial
Accounting Standards No. 123 (revised 2004), “Share-Based Payment” (Statement 123R). The revised standard required
all companies to recognize compensation costs related to all share-based payments (including stock options) in their
financial statements at fair value. The adoption of Statement 123R in 2006 resulted in additional compensation expense,
net of tax, of $4.0 miltion, or $0.11 per share.

Commissions & Fees

Total commissions and fees increased $83.9 million, or 12.1%, from $696.0 million for 2006 to $780.0 million for
2007. This change reflects a $79.7 million, or 12.2%, increase in core commissions and fees, and an increase in
contingent commissions of $4.2 million, or 9.6%. In 2006, commissions and fees increased 5.8%, or $38.0 million,
from $658.0 million for the year ended December 31, 2005, These changes are outlined below by segment:

{in thousands) 2007 % Change 2006 % Change 2005
DomesticRetail .......... ... .. ... $619,419 8.1% $573.193 6.9% $536,058
Excessand Surplus ... ... ... o o ool 36,508 6.0 34,454 8.7 31,689
International ... ..ot e e 54,813 224.8 16,874 35.6 12,440
AllOther .. ... 20,832 (23.9) 27,364 (6.5) 29,280
Total core commissions & fees . ... ................ $731,572 12.2% $651,885 7.0% $609,467
DomesticRetail ........... ... $ 44,684 8.1% $ 41,336 {9.8)% $ 45,813
Excessand Surplus . ......... ... . . oo 2,847 (1.5) 2,891 34.8 2,144
International .......... ... ... .. ... ... ... — — — — —
AllOther .. ..o 847 1,293.0 (71) (112.1) 588
Total contingent commissions .. .........ccouuunn. $ 48,378 9.6% % 44,156 (9.0)% $ 48,545
Total commissions & fees .. ... ... $779,950 12.1% $696,041 5.8% $658,012

In 2007, approximately $54.6 million of the core commissions and fees for Domestic Rertail were derived from
acquisitions of new insurance agencies and accounts in 2007 and 2006. This increase was partially offset by the reduction
of core commissions and fees of approximately $8.6 million from the sale of certain agencies and accounts in 2007 and
2006. Excluding the effect of acquisitions and dispositions, the change in core commissions and fees for Domestic Retail
was $0.2 million. This change reflects additional revenues recorded from new business production and supplemental
commission agreements, offset by accelerated declines in commercial property and casualty premium rates. Estimated
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average commercial property and casualty premium rate declines have ranged between 11.3% and 13.3% in the 2007
quarterly surveys published by the Council of Insurance Agents and Brokers. The $2.1 million, or 6.0%, increase in core
commissions and fees for Excess and Surplus can be attributed to $3.7 million in additional revenues from a 2007
acquisition. Excluding the effect of this acquisition, the core commissions and fees for Excess and Surplus decreased
$1.6 million, or 4.6%. This decrease is attributable to lower premium rates and reduced placements resulting from
improved competitiveness of standard retail markets. Approximately $36.8 million of the increase in core commissions
and fees for International resulted from the acquisition of Glencairn in January 2007. Excluding the effect of
acquisitions, the core commissions and fees for International increased $1.2 million, or 6.9%. This increase is
artributable to new business production and the impacrt of foreign currency exchange rate fluctuations, partially offset by
lower reinsurance placements. The 23.9% decrease in core commissions and fees for the profit centers comprising All
Other is primarily attributed to the sale of one business in 2007 and lower premium rates in certain specialty program
markets.

Contingent commissions for 2007 increased $4.2 million, or 9.6%, from 2006. The change in contingent
commissions is primarily attributed to Domestic Retail segment acquisitions and increased payments from certain
carriers.

In 2006, insurance agencies and accounts purchased in 2006 and 2005 accounted for $25.1 million of additional
core commissions & fees in the Domestic Retail segment. The core commissions and fees impact from 2006 and 2005
dispositions in Domestic Retail was $9.2 million for 2006. Excluding the effect of acquisitions and dispositions, the
change in core commissions and fees for Domestic Retail was 4.09. This increase reflected new business production,
partially offset by accelerated declines in commercial property and casualty premium rates. The 8.7% increase in Excess
and Surplus core commissions and fees in 2006 can be attributed to new business production and rate increases on
certain policy placements. The 35.6% increase in core commissions and fees for the International segment in 2006 is
attributed to net new business production, primarily resulting from investments in new producer talent; increased
reinsurance policy placements; and the effect of translating the British pound sterfing to American dollars. The 6.5%
decrease in core commissions and fees for the profit centers comprising All Other is attributed to lower premium rates for
cereain specialty program markets and reduced client retention rates for a subsequently divested business unit.

Contingent commissions for 2006 decreased $4.4 million, or 9.09%, from 2005. The change in contingent
commissions can be primarily attributed to acrivity in the Domestic Retail segment. Reduced contingent commissions
are the result of the elimination of fee based contingent commission income and reduced payments from certain carriers
in the current year.

Compensation & Emplgyee Benefits

Compensation and employee benefits for 2007 were $455.1 million compared to $397.3 million in 2006, an
increase of $57.8 million, or 14.5%. The year-over-year increase includes approximately $61.4 million refated o 2007
and 2006 purchase acquisitions, partially offset by decreases of $7.1 million related to agencies and accounts sold.
Compensation costs for 2007 included $4.8 million related to expensing the fair value of stock options.

Compensation and employee benefits for 2006 were $397.3 million, an increase of $31.8 million, or 8.7%, from
2005. The adoption of Statement 123R increased 2006 compensation costs by $6.6 million as the fair value of stock
options was not expensed in prior pericds. The increase between 2006 and 2005 also includes approximately $16.0
million related to 2006 and 2005 purchase acquisitions, partially offset by decreases of $4.6 million related to agencies
and accounts sold. Higher performance-based compensation and investments in new rtalent, most notably in the
Company’s Domestic Retail segment and an international subsidiary, primarily account for the remaining increase in
compensation and employee benefit expenditures.

Other Qperating Expenses

Other operating expenses for 2007 increased $29.4 million, or 23.8%, from 2006 mainly due to acquisitions of
insurance agencies, a specific error and omissions claim charge, and the 2006 recovery of legal fees. The error and
omissions claim related to an alleged error thar occurred in 2001. In 2007, an unfavorable judgment for this matter was
reached against the Company. Subsequent to the judgment, the Company was denied insurance coverage. The Company
recorded a $6.4 million charge for the judgment and related costs. The Company has appealed the judgment and is
continuing to pursue insurance coverage on this claim. The 2006 insurance recovery is related to legal fees incurred in
2006 and 2005 to defend the Company in industry-related class action litigation.
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Other operating expenses for 2006 decreased $4.4 million, or 3.4%, from 2005 due to lower legal, compliance and
claims expenditures, partially offset by increased travel, promotional and meeting expenses. Legal, compliance and claims
expenditures in 2006 and 2005 include $5.0 million and $4.4 million, respectively, of insurance recoveries. The 2005
tecovery is attributed to contested claims. Independent of the impact of these legal recoveries, legal, compliance and
claims expenses decreased $9.6 million due to reduced expenditures for regulatory inquiries related 10 governmental
investigations into the insurance intermediary industry’s business practices and broker compensation arrangements and
lower costs relared to the protection of restrictive covenants in employment matters. Travel, promotional and meeting
expenses increased as a result of acquisitions, increased sales efforts and various customer related meetings and training
events.

Other Restilts

Investment income for 2007 increased $3.7 million, or 35.3%, over the prior year period primarily due to an
increase in average cash balances from acquisitions. Investment income for 2006 increased $3.9 million over 2005
primarily due to a higher interest rate environment and an increase in average cash balances. Higher investment income
balances are partially offset by increased interest expense. Interest expense was $23.6 million, $18.4 million and
$16.2 million in 2007, 2006 and 2005, respectively. Interest expense in 2007 was impacted by increased average
borrowings primarily used to assist with the funding of the Company's acquisition program. Interest expense in 2006
was impacted by the higher interest rate environment, partially offsec by more favorable terms under the Credit
Agreement.

Amortization expense reflects the amortization of intangible assets acquired in the purchase of insurance agencies
and accounts. Amortization expense increased $11.5 million in 2007, which is attriburable to acquisitions consummated
during 2007 and 2006. Amortization expense increased $2.8 million in 2006 due to acquisitions consummated during
2006 and 2005. Depreciation expense for 2007 increased $0.6 million from 2006 to $8.8 million primarily due to
higher amounts for acquisitions and purchases, partially offset by the impact of fully depreciated assets. Depreciation
expense for 2006 decreased $0.1 million from 2005 to $8.3 million.

The effective tax rate for the Company was 40.4%, 38.5% and 39.5% in 2007, 2006 and 2005, respectively. The
2007 rate increased due to the tax impact of dispositions and interest and penalty adjustments for uncertain tax
positions. The 2006 rate decreased primarily due te higher tax-exempt investment income and a favorable mix of state
tax rates.

Over the last three years, inflationary pressure has been relatively modest and did not have a significant effect on the
Company’s operations. Contingent commissions received by the Company have historically been heavily weighted in the
first and second quarters.

Liquidity and Capital Resources

Net cash provided by operations was $114.6 million, $125.3 million and $102.2 million for 2007, 2006 and 2005,
respectively, and is primarily dependent upon the timing of the collection of insurance ptemiums from clients and
payment of those premiums to the appropriate insurance underwriters.

The Company has historically generated sufficient funds internally to finance capital expenditures. Cash
expenditures for the acquisition of property and equipment were $10.1 million, $5.7 million and $9.2 million for 2007,
2006 and 2005, respectively. Cash outlays related to the purchase of insurance agencies amounted to $200.6 million,
$60.0 million and $23.8 million in 2007, 2006 and 2005, respectively. Cash outlays for such insurance agency
acquisitions have been funded through operations and long-term borrowings. In addition, a portion of the purchase price
of such acquisitions may be paid through common stock and/or deferred cash and common stock payments; see “Note
K-Acquisitions” of Notes to Consolidated Financial Statements for additional discussion. Cash proceeds from the sales of
certain offices, insurance accounts and other assets totaled $16.0 million, $11.0 million and $7.7 million in 2007, 2006
and 2003, respectively.

Financing activities provided (utilized) cash of $122.2 million, $(55.5) million and $(51.5) million for 2007, 2006
and 2005, respectively, as the Company repurchased Common Stock and made dividend and debt payments. The
Company has annually increased its dividend rate and anticipates the continuance of its dividend policy. During 2007,
the Company repurchased, on the open market, 357,800 shares of its Common Stock for $15.2 million under its stock
repurchase program. During 2006, the Company repurchased, on the open market, 633,300 shares of its Common
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Stock for $25.0 million under its stock repurchase program. In 2005, the Company repurchased, on the open market,
612,800 shares of its Common Stock for $21.8 million under its stock repurchase program. The Company is currently
authorized for 2008 and later years to purchase up to $50.0 million annually of its Common Stock subject to market
conditions and other factors,

On Aptil 26, 2006, the Company entered into the Credit Agreement which provided for a revolving credit facility
of $325.0 million and a term loan facility of $100.0 million. Upon entry into the Credit Agreement, the Company
borrowed $140.6 million under the revolving credit facility and $100.0 million under the term loan facility. The
Company used these proceeds to repay its $240.6 million of borrowings under its Amended and Restated Credit
Agreement oucstanding ac Aprit 26, 2006. The Credit Agreement replaced the Amended and Restated Credit Agreemenc.

As of Drecember 31, 2006, the Company had, under its Credit Agreement, outstanding term loans of $99.3 million
which were due in various amounts through 2013, and outstanding revolving credic facilicy borrowings of
$130.6 million. In January 2007, the Company borrowed an additional $65.0 million under its revolving credit facility
to assist with the funding of its acquisition program. In September 2007, the Company entered into the previously
referenced (i) Note Purchase Agreement with Prudential and (ii) Amendment and Joinder Agreement with Bank of
America, N.A. and other lenders.

Under the Note Purchase Agreement, the Company issued $100.0 million of Senior Secured Notes, Series A (the
Series A Notes) to Prudential. The Series A Notes will mature on August 27, 2017 and bear interest at an annual fixed
rate of 6.44%. The proceeds from the Series A Notes issuance were primarily used 1o prepay the $98.8 million of term
loans outstanding under the Credit Agreement. The Note Purchase Agreement also provides for an uncommitted shelf
facilicy by which the Company may issue, over the next three years, up to $100.0 million of Senior Secured Notes to
Prudential at a fixed interest rate and with a maturity date not to exceed ten years. The interest rate will be based on the
Treasury Rate available at the time of borrowing plus a negotiated spread. The Note Purchase Agreement provides,
among other terms, requirements for maincaining certain financial raios and specific limits or restrictions on foreign
acquisitions, indebredness, investments, payment of dividends, and repurchases of common stock. In addition, under
certain prepayment events, the Company may be required to pay additional fees as part of a prepayment.

The Amendment and Joinder Agreement amended the Credit Agreement to (i) permit entry into the Note Purchase
Agreement, (i) increase the aggregate principal amount of the revolving credit facility from $325.0 million to
$445.0 million, (iii) permit the Company to request additional aggregate principal amounts up to $125.0 million for the
revolving credit facility, and (iv) consent to the acquisition of Banc of America Corporate Insurance Agency, LLC and
allow its exclusion from the acquisition limitation covenant of the Credit Agreement. Subsequent to the Amendment and
Joinder Agreement, the Company increased the aggregate principal amount of the revolving credit facility by
$5.0 million to a total of $450.0 million.

The Credit Agreement provides that a portion of the revolving credit facility will be available for the issuance of
letters of credit. Borrowings bear interest at variable rates based on LIBOR plus a negotiated spread (1.50% at
December 31, 2007). In addition, the Company pays commitment fees (0.30% at December 31, 2007} on the unused
portion of the revolving credit facility. The principal balance of the revolving credit facility is due and payable upon the
April 26, 2011 maturity date. The Credit Agreement represents senior secured indebtedness and contains, among other
provisions, requirements for maintaining certain financial ratios and specific limits or restrictions on acquisitions,
indebtedness, investments, payment of dividends and repurchases of Common Stock.

In connection with the April 2006 entry into and the September 2007 amending of the Credit Agreement, the
Company deferred $1.5 million and $1.0 million, respectively, of debt issuance costs which will be amortized as
additional interest expense over the term of the credit facility. In connection with entering into the Note Purchase
Agreement and issuing $100.0 mitlion of related notes, the Company deferred $0.2 million of debt issuance costs which
will be amortized as additional interest over the term of the notes.

As of December 31, 2007, the Company had, under its Note Purchase Agreement, outstanding notes of
$100.0 million and $100.0 million available under the uncommitted shelf facility. As of December 31, 2007, the
Company had, under its Credit Agreement, outstanding revolving credit facility borrowings of $295.6 million; and
$154.1 million available under the revolving credit facility for future borrowings.

The Company has two interest rate swap agreements with a total notional amount of $70.0 million. The Company
uses these interest rate swaps to manage interest cost and cash flows associated with variable interest rates.
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The Company had a current ravio (current assets to current Habilities) of 1.13 to 1.00 at December 31, 2007.
Sharcholders’ equity of $683.2 million at December 31, 2007 increased from $603.4 million ar December 31, 2006.
The debt to equity ratio of 0.60 to 1.00 at December 31, 2007 increased from the prior year-end ratio of 0.38 o 1.00
due to net income and the issuance of Common Stock partially offset by common stock repurchases.

The Company believes that cash generated from operations, together with proceeds from borrowings, will provide
sufficient funds to meet the Company’s short and long-term funding needs.

Contractual Obligations
The Company has the following future payments related to contractual obligations as of December 31, 2007:
Payments due by Period

{in millions) Less than 1-2 2-3 3-4 After
Contractual Obligations Toral 1 year years years years 4 years
Long-termdebe(1) . ..o $554,333 $40,766 $37,862 $31,272 $308,016 $136,417
Operatingleases . . .............ovinn 123,583 30,859 24,519 21,224 16,660 30,321
Other long-term liabilities ... ... . ... 00000 40,880 4,606 3,590 5,426 4,867 22,391
Total obligations ............... ..., $718,796 $76,231 $65,971 $57,922 $329,543 $189,129

{1) Long-term debt includes estimated interest payments related to long-term debr and interest rate swaps that have
been designated as cash flow hedges under Statement of Financial Accounting Standards No. 133, “Accounting for
Detivative Instruments and Hedging Activities.” As of December 31, 2007, the Company had variable rate debt of
$295.6 million with a rate of 6.33%. The Company estimated interest payments for variable rate debt using the
effective interest rates as of December 31, 2007, As of December 31, 2007, the Company had interest rate swaps
with a rotal notional amount of $70.0 millien.

Industry Regulatory Matters

On August 31, 2005, the Company entered into an agreement with the Artorney General of the State of
Connecticut (the Attorney General) and the Insurance Commissioner of the State of Connecticut (the Commissioner) to
resolve all issues related ro investigations conducted by the Artorney General and the Commissioner into certain
insurance brokerage and insurance agency practices (the Investigations) and to settle an action commenced on
August 31, 2005 by the Attorney General in the Connecticut Superior Courr alleging violations of the Connecricut
Unfair Trade Practices Act and the Connecticut Unfair Insurance Practices Act. In the agreement, the Company agreed
to take certain actions including establishing 2 $30.0 million national fund for distribution to certain clients, enhancing
disclosure practices for agency and broker clients, and to not accept or request contingent compensation on brokerage
business. In 2007, the Company reduced the accrual for the previously recognized regulatory charge by $5.7 million. For
further information on this agreement, see “Note M-Regulatory Charge and Related Matters” of Notes to Consolidared
Financial Statements.

Contingent and National Override Agreements Commissions

As a result of the industry and regulatory developments, changes occurred with respect to the longstanding
insurance industry practice of contingent and override commissions paid to agents and brokers by underwriters. Prior to
the agreement with the Atrorney General and the Commissioner, the Company had historically entered into contingent
and override commission agreements with various underwriters. Contingent commissions are commissions paid by
underwriters based on profitability of the business, premium growth, total premium volume or some combination of
these factors. Revenue from contingent commissions is heavily weighted in the first and second quarters.

For 2007, 2006 and 2005, the Company recognized contingent and National Override Agreements commissions of
$48.4 million, $44.2 million and $48.5 million, respectively. Of the 2007 and 2006 annual amounts, 100% was from
standard contingency agreements and none were from National Override Agreements. Of the 2005 annual amount, 94%
was from standard contingency agreements and 6% was from National Override Agreements. The standard contingency
agreements are entered into and maintained at the local office level. National Override Agreements, as defined in the
agreement with the Attorney General, mean corporate-wide compensation agreements negotiated by the Company with
certain insurance companies on behalf of all of the Company’s offices to receive commissions in lieu of standard
contingent compensation arrangements with each office of the Company. Effective for business written on or after
January 1, 2005, these National Override Agreements reverted into industry standard local contingency arrangements.
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The departments of insurance of various stares may adopt new regulations addressing contingent commission
arrangements and disclosure of such arrangements with insureds. In addition, the National Association of Insurance
Commissioners has proposed model legislation to implement new disclosure requirements refating to agent and broker
compensation arrangements. The Company intends to monitor agent and broker compensation practices and, as
warranted by market and regulatory developments, will review its compensation arrangements with underwriters, While
it is not possible to predict the outcome of the governmental inquiries and investigations into the insurance industry’s
commission payment practices or the responses by the market and regulators, any marerial decrease in the Company’s
contingent commissions is likely to have an adverse effect on its results of operations.

In addition to state regulatory inquiries, the Company has been named as a defendant in a purported class action
brought against a number of brokers in the insurance industry. For information on industry and other litigation, see
“Note P-Commitments and Contingencies” of Notes to Consolidated Financial Statements.

Critical Accounting Policies

The consolidated financial statements are prepared in accordance with U.S. generally accepted accounting
principles, which require the Company to make estimates and assumptions. The Company believes that of its significant
accounting policies {see “Note A-Significant Accounting Policies” of Notes to Consolidated Financial Statements) the
following may involve a higher degree of judgment and complexity.

Revenue Recognition

The Company is engaged in insurance agency and brokerage activities and derives revenues primarily from
commissions on the sale of insurance products to clients that are paid by the insurance underwriters with whom its
subsidiary agencies place their clients’ insurance. Generally, commission income (and fees in lieu of commission), as well
as the related premiums receivable from clients and premiums payable to insurance companies, is recognized as of the
effective date of insurance coverage or billing date, whichever is later, net of an allowance for estimated policy
cancellations. Commissions on premiums billed and collected directly by insurance companies on its middle-market and
major accounts property and casualty business are recorded as revenue on the later of the billing date or the effective date.
Commissions on premiums billed and collected directly by insurance companies on other property and casualty and
employee benefits business are recorded as revenue when received. Contingent commissions and miscellancous
commissions are recorded as revenue when received. Supplemental commissions are recorded on an accrual basis when
dara becomes available which generally represents a one-month lag. Service fees are recognized over the period which the
services are rendered.

Allowance for Doubtful Accounts

The Company maintains an allowance for doubtful accounts for estimated losses resulting from the inability of its
clients to make required payments. The Company monitors its allowance utilizing accounts receivable aging data as the
basis to support the estimate. If the financial condition of the Company’s clients were to deteriorate, resulting in an
impairment of their abilicy to make payments, an additional allowance may be required. In addition, the Company has
the ability to cancel coverage for clients who have not made required payments.

Intangible Assets

The Company has acquired significant intangible assets in business acquisitions. The valuation of intangible assets is
subject to significant assumptions including projected future operating results. The determination of estimated useful
lives and whether the assets are impaired requires significant judgment and affects the amount of future amortization and
possible impairment charges. The Company tests goodwill for impairment annually in the fourth quarter, or sooner if
impairment indicators arise. The fair value of the reporting units is estimated by applying valuation multiples to the
reporting units’ revenues and operating profits. The selection of multiples is dependent upon assumprions regarding
fucure levels of operating performance as well as business trends, prospects and market and economic conditions. When
the fair value is less than the carrying value for the net assets of a reporting unit, including goodwill, an impairment loss
may be recognized. Based on our testing, no impairment was identified for the years ended December 31, 2007, 2006 or
2005. However, since the estimated fair values are subject to change based on operating performance and ocher factors,
furure impairment charges are possible. In addition, when impairment indicators are present, intangible assets subject to
amortization are reviewed for recoverability using estimated future undiscounted cash flows relaring ro these assets.
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Stock Based Compensation

The Company grants stock options and non-vested stock awards (restricted stock) to its employees, officers and
directors. Compensation expense for all share-based awards is recognized in the financial statements over the vesting
period based upon the grant-date fair value of those awards. The Company utilizes the Black-Scholes option pricing
model to estimate the fair value of stock option awards.

Income Taxes

The Company records an income tax provision for the expected tax consequences of its reported results. The
Company’s provision includes deferred income taxes to reflect the rax effects of temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes.
The Company evaluates its ability to realize the deferred. tax assets in the future and records a valuadion allowance when
necessary. The determination of income taxes and assessment of realization of deferred rax assets requires significanc
judgment due to the complexity of tax laws and the Company’s operation internationally and in multiple states.

Recent Accounting Pronouncements

In 2006, the Company adopted Statement 123R. For additional information on the adoption of Statement 123R,
see “Note A-Significant Accounting Policies” of Notes to Consolidated Financial Statements.

In June 2006, the Financial Accounting Standards Board (FASB) issued Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes—an Interpretation of SFAS No. 109" (FIN 48). FIN 48 clarifies the accounting for
uncerrainty in income taxes recognized in an enterprise’s financial statements in accordance with FASB Statement
No. 109, “Accounting for Income Taxes.” FIN 48 prescribes 2 minimum recognition threshold that a rax position is
required to meet before being recognized in the financial statements. FIN 48 also provides guidance on measurement,
derecognition and classification and additional disclosure requirements. As required, the Company adopted FIN 48 as of
January 1, 2007. The adoption of FIN 48 did not have a material impact on the Company’s financial position or results
of operations. For further information, see “Note F—Income Taxes” of Notes to Consolidated Financial Statements.

In Seprember 2006, FASB issued Statement No. 157, “Fair Value Measurements” (Statement 157). Statement 157
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles and
expands disclosures about fair value measurements. Effective January 1, 2008, the Company adopted Statement 157 for
its financial assets and liabilities. The Company continues to evaluate the application of Statement 157 for non-financial
assets and liabilicies but does not believe that it will significantly impact the Company’s financial position and results of
operations.

In December 2007, FASB issued Statement No. 141 {revised 2007), “Business Combinations™ {Statement 141R).
Statement 141R requires thar an acquirer (i) recognize, with certain exceptions, 100% of the fair value of the assets and
liabilities acquired; (i) include contingent consideration arrangements in the purchase price consideration at cheir
acquisition date fair values; and (iii} expense all acquisition-related transaction costs as incurred. Statement 141R is
effective for fiscal years beginning after December 15, 2008. Adoption is prospective and early adoption is not permirted.

Risk Factors and Forward-Looking Statements

Information concerning the Company’s risk factors and forward-looking statements is incorporated by reference to
the material included in Irem 1A of this report. :

ITEM 7A, QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

As of December 31, 2007, approximately 47% of the Company’s debt is effectively fixed rate. The Company has
variable rate debt, mainrains cercain investments and utilizes derivative financial inscruments (on a limited basis) which
are subject 1o marker risk; however, the Company believes that exposure to market risk associated with these instruments
is not material.

The Company also has market risk exposure associated with fluctuadions in foreign currency exchange rates,
primarily relating to its United Kingdom subsidiaries. This risk results from (i) translating che financial statements of our
foreign subsidiaries into U.S. dollars and (ii) our foreign subsidiaries receiving revenues or incurring obligations in
currencies that differ from their functional currencies. To manage foreign currency exchange rate risk, the Company
urilizes derivative financial instruments to reduce its exposure.
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HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET

(in thousands)
ASSETS
CURRENT ASSETS
Cash and cash equivalents, including $109,330 and $59,821, respectively, of restricred
DS . . e
Recetvables: . ... ... .. ... .
Premiums and commissions, less allowance for doubtful accounts of $3,972 and
$3.713, respectively . ... e e
Other ..o e e

Prepaid expenses and other currentassets .......... ... oo oo,

TOTAL CURRENT ASSETS ..ottt i
PROPERTY AND EQUIPMENT, NET . ...\ttt
GOODWILL . .. e oo e e e e

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES
Premiums payable to insurance companies . ....... .o
Accounts payable . . ... e
ACCIUC EXPEIISES © . v vt vttt e e e
Premium deposits and credits due customers ... ... e i e
Current portionof long-termdebe . . ... ... oo

TOTAL CURRENT LIABILITIES ... ... ... ... i,
LONG-TERM DEBT .. e aeees
DEFERRED INCOME TAXES . .. .. oo
OTHER LONG-TERM LIABILITIES ......... i ianeens
SHAREHOLDERS' EQUITY

Common Stock, no par value; authorized 100,000 shares; outstanding 36,749 and
36,312 shares, respectively . .. .. ..o e e e
Reminedearnings ....... ... i i
Accumulated other comprehensive income
Unrealized (loss) gain on interest rate swaps, net of deferred tax benefit {expense)
of $651 and $(404), respectively .. ...... . ..
Foreign currency translation adjustments .......... ... ... oLl

See notes to consolidated financial statements.
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December 31,

2007 2006
$ 294407 $ 254811
319,025 273,523
47,190 34,169
366,215 307,692
42,200 33,869
702,822 596,372
26,023 22,178
794,007 636,997
258,271 148,657
1,052,278 785,654
36,303 33,943
$1,817,426 $1,438,147
$ 453,850 $ 385,556
32,380 22,572
54,290 70,703
69,284 38,760
14,705 9,060
624,509 526,651
412,432 231,957
50,524 32,231
46,758 43,939
271,263 250,359
409,443 350,084
{1,018) 636
3,515 2,290
683,203 603,369
$1,817,426 $1,438,147




HILB ROGAL & HOBBS COMPANY AND SUBSICIARIES
STATEMENT OF CONSOLIDATED INCOME

Year Ended December 31,

2007 2006 2005
(in thousands, except per share amounts)
REVENUES
Corecommissionsand fees . . ... .. ... it i e $731,572 $651,885 $609,467
Contingent COMMISSIONS . ... . ... oottt e 48,378 44,156 48,545
INVESTMENE INCOMIE & v v v ettt e e et e e e e e e e e e e e e e 14,213 10,506 6,581
Other oo e e e e 5,501 4,298 9,292
799,664 710,845 673,885
OPERATING EXPENSES
Compensation and employee benefits ... ............ ... o o L 455,070 397,323 365,481
Other operating eXpenses .. .............coiiiiiiineannniinennn.. 152,705 123,304 127,702
Depreciation . .. ... .o 8,827 8,268 8,410
Amortization of intangibles ............ .. oo oo oo 33,037 21,516 18,755
Interestexpense ... e i e e 23,554 18,368 16,243
Regulatory charge'and related costs ............. ... o ool {(5.725) — 42,320
INtegration COSTS « . . oottt ittt ettt et e 1,134 (243) 764
Loss on exdnguishmentofdebt ... ... .. ... ... ... ... oL 72 897 —
Severancecharge . . ... ... . ... — _— 1,303
668,674 569,433 580,978
INCOME BEFORE INCOME TAXES . ... ... e 130,990 141,412 92,907
IMOOMIE BAXES . o v v vttt et et e e e e e e e 52,865 54,381 36,707
NETINCOME . ... i e e e e e e e e i $ 78,125 § 87,031 § 56,200
Net Income Per Share:
Basic . . e $ 214 % 242 % 1.57
Assuming Dilution .. ... . e $§ 211 § 239 § 155

See notes to consolidated financial stacements.
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HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
STATEMENT OF CONSOLIDATED SHAREHOLDERS' EQUITY

ACCUMULATED

OTHER
COMMON RETAINED COMPREHENSIVE
STOCK EARNINGS INCOME (LOSS)

(in thousands, except per share amounts)

Balance at January 1, 2005 . ... ... ... o $233,785  $240,125 $ 1,393
Issuance of 682 shares of Common Stock ... ... ... ... ...... 17,279
Repurchase of 613 shares of Common Stock ........... ... ... (21,848)
Stock-based compensation ......... oo oo iiii e 2,097
Income tax benefit from exercise of stock options . .............. 1,979
Payment of dividends ($0.450 pershare}) ..................... (16,138)
Unrealized gain on derivative contracts, net of deferred tax expense
of $428 . e 643
Foreign currency translation adjustments ..................... (1,111)
o T oY ' V- 56,200
Balance at December 31,2005 ... ... i 233,292 280,187 925
Issuance of 990 shares of Common Stock .. ................... 30,221
Repurchase of 633 shares of Common Stock .................. (24,967)
Stock-based compensation . ... o o L 9,097
Income tax benefic from exercise of stock options ............... 2,716
Payment of dividends ($0.475 pershare) ..................... {17,134)
Unrealized gain on derivative contracts, net of deferred tax expense
of 896 . . s 174
Foreign currency translation adjustments ..................... 1,827
L o ot 5 87,031
Balance at December 31,2006 ... ... .. o0 250,359 350,084 2,926
Issuance of 795 shares of Common Stock .. ...... ... ... .. ... 25,681
Repurchase of 358 shares of Commeon Stock .................. (15,210)
Stock-based compensation ......... . Lol 6,914
Income rax benefit from exercise of stock oprions ............... 3,519
Payment of dividends ($0.510 pershare) ..................... (18,766)
Unrealized loss on derivative contracts, net of deferred rax benefir of
B1,055 e (1,654)
Foreign currency transladion adjustments ... 0L 1,225
Nt income . . i it e e e e e 78,125
Balance at December 31, 2007 ...t ittt $271,263  $409,443 $ 2,497

See notes to consolidated financial statemenis.
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HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
STATEMENT OF CONSOLIDATED CASH FLOWS

Year Ended December 31,

2007 2006 2005
{in thousands}
OPERATING ACTIVITIES
Nt IMCOMIE ..ottt e e e e e e e e e $ 78,125 § 87,031 $ 56,200
Adjustments to reconcile net income to net cash provided by operating
activities:
Regulatory charge and related costs .. .......................... (5,725) — 42,320
INEegration CoSTS . .\ v v v vttt e e 1,134 (243) 764
Loss on‘extingnishmentofdebr ... ... ... ... . oo L 72 897 —
Severancecharge . ... ... ... — — 1,303
Depreciation ... ouiiin i e 8,827 8,268 8,410
Amortization of intangibles .. ... ... ..ol 33,037 21,516 18,755
Stock-based compensation .. ... 6,914 9,097 2,097
Provision for losses on receivables . .. ... ... ... . ... ... 1,981 502 753
Provision for deferred incometaxes ......... .. o0, 3,382 5,926 {4,115)
Gainonsale of as8ets . ..ot oottt (2,032) (1,087) (5,104)
Income tax benefit from exercise of stock options ................. — — 1,979
Changes in operating assets and liabilities net of effects from regulatory
charge and related costs, integration costs, loss on extinguishment of
debt, severance charge and insurance agency acquisitions and
dispositions:
(Increase) decrease inreceivables ............... .. ... .. ... 15,614 (42,567) (10,238)
Dectease in prepaid expenses . ... 178 3,647 2,046
Increase (decrease) in premiums payable to
insurance companies . ... ... ... . i e (36,324) 25,744 21,670
Increase (decrease) in premium deposits and credits due
CUSTOITIETS &+« o v v v vt et e e e e e e ae e n et e ae et e aaanenas 26,648 {(1,694) (7,833)
Increase inaccounts payable .. .. ... L.l ool Ll 5,127 5,045 2,611
Increase (decrease) in accrued expenses ......... ... . ....... {15,572} 11,210 (6,737)
Decrease in regulatory chargeaccrual . .......... .. ... L. (10,435) (3,145) (22,264)
Other operating activities « . . ... v ovueuniineenierneaann 3,690 (4,885) (452)
NET CASH PROVIDED BY OPERATING ACTIVITIES ... .............. 114,641 125,262 102,165
INVESTING ACTIVITIES
Purchase of property and equipment ......... ... ... ... L. (10,147) (5,720} (9,224)
Purchase of insurance agencies, net of cash acquired ............... {200,606) (60,024) (23,797}
Proceeds fromsaleofassets ... ... ... .. i i 15,951 11,004 7,738
Purchase of INVESTMENTS . . ..ottt e it ee e — —_ (13,800}
Sale of INVeStMENEs . ... oot i i e e — 13,800 —
Other investing activities . ......... .. ... oo i (2,347) 1,496 2,462
NET CASH USED IN INVESTING ACTIVITIES ............civvitn (197.149)  (39,444) (36,621)
FINANCING ACTIVITIES
Proceeds from long-termdebe ... . o oo ol iiiiil L 289,131 250,625 —
Principal payments on long-termdebt ............. ... ... L (148,973) (272,611) (14,297)
Debt issuance costs .. ov ittt e (1,077) {1,819) (204)
Repurchase of Common Stock .. ......... .. oo, (15,210) (24,967) (21,848)
Proceeds from issuance of Common Stock, ner of tax payments for
options exercised . ... ... 13,482 7,712 944
Income rax benefit from exercise of stock options ........... ... ... 3,519 2,716 —
Dividends . ... ... ... (18,766) (17,134)  (16,138)
NET CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES ....... 122,104 (55,478)  (51,543)
Increase in cash and cash equivalents ........... ... ... ... il 39,596 30,340 14,001
Cash and cash equivalents at beginning of year ... ... ... .. ... ... 254,811 224,471 210,470
CASH AND CASH EQUIVALENTSATENDOFYEAR ................. $ 294,407 $ 254,811 $224,471

See notes to consolidared financial statemens.
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HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
NQTES TO CONSOLIDATED FINANCIAL STATEMENTS
December 31, 2007

Hilb Rogal & Hobbs Company, a Virginia corporation, operates offices located in 30 states and in London,
England as well as branch locations in Russia, South Africa and Australia. Its principal activity is the performance of
insurance and risk management intermediary services which involves placing various types of insurance, including
property and casualty, employee benefits, professional liability and other areas of specialized exposure, with insurance
underwriters on behalf of its clients.

NOTE A—SIGNIFICANT ACCOUNTING POLICIES

Principles of Consolidation—The accompanying financial statements include the accounts of the Company and its
subsidiaries. Significant intercompany accounts and transactions have been eliminated in consolidation. Certain amounts
for the prior years have been reclassified to conform to the current year’s reportable segment structure.

Use of Estimates—The preparation of financial statements in conformity with United States generally accepted
accounting principles requires management to make estimates and assumptions that affect the amounts reported in the
financial statements and accompanying notes. Actual results could differ from those estimates.

Revenues—Commission income (and fees in lieu of commission) as well as the related premiums receivable from
clients and premiums payable to insurance companies are recorded as of the effective date of insurance coverage or the
billing date, whichever is later. Commissions on premiums billed and collected directly by insurance companies on
middle-marker and major accounts property and casualty business are recorded as revenue on the later of the billing date
or effective date. Commissions on premiums billed and collected directly by insurance companies on other property and
casualty and employee benefits business are recorded as revenue when received which, in many cases, is the Company’s
first notification of amounts earned due to the lack of policy and renewal information, Supplemental commissions are
recorded on an accrual basis when data becomes available which generally represents a one-month lag. Supplemental
commissions relate to supplemental commission agreements between the Company’s branches and certain underwriters
which have replaced contingent commission arrangements that previously existed with these underwriters. Supplemental
commissions are a percentage of the premium paid by the client when the Company’s branch has served as an agent of
the underwriter rather than as a broker of the client.

Contingent commissions are recorded as revenue when received. Contingent commissions are commissions paid by
insurance underwriters and are based on the estimated profit, growth and/or overall volume of business placed with the
underwriter. The data necessary for the calculation of contingent commissions cannot be reasonably obtained prior to
receipt of the commission which, in many cases, is the Company’s first notification of amounts earned.

The Company carries a reserve for policy cancellations which is periodically evaluated and adjusted as necessary.
Miscellaneous premium and commission adjustments are recorded as they occur. The policy cancellation reserve as of
December 31, 2007 and 2006 was $2.9 million and $2.6 million, respectively. For 2007, the cancellation reserve activity
was primarily related to new reserves related to acquisitions.

Service fee revenue is recorded on a pro rata basis as the services are provided. Service fee revenue typically relates to
claims management and loss control services, program administration and workers compensation consultative services
which ate provided over a period of time, typically one year,

Investment income is recorded as earned. The Company’s investment policy provides for the investment of
premiums between the time they are collected from the client and remitted (net of commission} to the underwriter.
Typically, premiums are due to the underwriters 45 days after the end of the month in which the policy renews. This
investment activity is part of normal operations and, accordingly, investment income earned is reported in revenues.

Cash Equivalents—The Company considers all highly liquid investments with a marurity of three months or less at
the date of acquisition to be cash equivalents. The carrying amounts reported on the balance sheet approximare the fair
values.
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HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued

NOTE A—SIGNIFICANT ACCOUNTING POLICIES—Continued

Allowance for Doubtful Accounts—The Company maintains an aflowance for doubtful accounts for estimared
losses resulting from the inability of its clients to make required payments. The Company monitors its allowance
utilizing accounts receivable aging data as the basis to support the estimate.

Property and Equipment—DProperty and equipment are stated on the basts of cost. Depreciation is computed by
the straight-line method over the estimaced useful lives (generally 3 to 7 years for furniture and equipment). Leasehold
improvements are generally amortized using the straight-line method over the shorter of the term of the related lease or
the estimated useful life of the corresponding asset.

Intangible Assets—The Company accounts for goodwill and other intangible assets in accordance with che
provisions of Financial Accounting Standards Board Statements No, 141, “Business Combinations,” and No. 142,
“Goodwill and Other Intangible Assets” (Statement 142). Goodwill represents the excess of the purchase price over the
fair value of identifiable net assets of businesses acquired and accounted for under the purchase method. The fair value of
identifiable intangible assets is typically estimated based upon discounted future cash flow projections.

Goedwill is rested for impairment annually in the fourth quarter, or sooner if impairment indicators arise. In
reviewing goodwill for impairment, potential impairment is identified by comparing the estimated fair value of a
reporting unit with its carrying value. The fair value of a reporting unit is estimated by applying valuation multiples to
the reporting unit’s revenues and operating profits. The selection of multiples is dependent upon assumptions regarding
future levels of operating performance as well as business trends, prospects and market and economic conditions. When
the fair value is less than the carrying value of the net assets of a reporting unit, including goodwill, an impairment loss
may be recognized. See Note ] for additional information. Intangible assets with finite lives are amortized over their
useful lives and, when indicators of impairment are present, are reviewed for recoverability using estimated future
undiscounted cash flows related to those assets.

Accounting for Stock-Based Compensation—Ar December 31, 2007, 2006, and 2005, the Company had three
stock-based compensation plans. These plans are described more fully in Note H.

Through December 31, 2005, the Company accounted for its stock options using the intrinsic value method
prescribed in Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (APB 25), and
related interpretations. Effective January 1, 2006, the Company adopted Financial Accounting Standards Board
Statement No. 123 (revised 2004), “Share-Based Payment” (Statement 123R) and accounted for the adoption using the
modified-prospective method. The revised standard requires all companies to recognize compensation costs related to all
share-based payments (including stock options) in their financial statements at fair value, thereby, upen adoption,
eliminating the use of pro forma disclosures to report such amounts.

In applying the modified-prospective method at adoption, effective January 1, 2006, the Company recognized
compensation cost based upon fair value for only (i) those share-based awards granted or modified with an effective date
subsequent to January 1, 2006 and (i) share-based awards issued in prior periods that remained unvested ar January 1,
2006. No prior period results were restated. In 2005, no stock-based compensation cost for stock options was reflected in
net income, as all options granted under those plans had an exercise price equal to the market value of the underlying
common stock on the date of grant. Stock-based compensation cost relating to restricted stock awards was recognized in
both the current and prior periods.

For valuation purposes, the Company uses a Black-Scholes option-pricing model to estimate the fair value of stock
option awards. Determining the Black-Scholes fair value of stock options necessitates the development of certain key
assumptions, The volatility factor was estimated based on the Company’s historical volatility over the contractual term of
the opticns. The Company also used historical dara to derive the option’s expected life and employee forfeiture rates
within the valuation model. The risk-free interest rate is based on the United States Treasury yield curve in effect at the
date of grant. The dividend yield is predicated on the current annualized dividend payment and the average stock price
over the year prior to the grant darte.
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HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued

NOTE A—SIGNIFICANT ACCOUNTING POLICIES—Continued

The Company's stock options vest and become fully exercisable at various periods up to five years. Sratement 123R
provides that compensation cost, related to awards with a graded vesting schedule, may be recognized on either (a) a
straight-line basis for the entire award or (b) an accelerated basis by applying a straight-line method to each separate
vesting portion of the award. Effective with the Company’s adoption on January 1, 2006, the Company’s policy is to
recognize compensation cost on 2 straight-line basis for the entire award for all awards granted after January 1, 2006. For
compensation costs related to awards issued prior to January 1, 2006 and that were unvested at that date, the Company
will continue to follow its previous policy of recognizing the related compensation cost on an accelerated basis as
described above.

As a resulr of adopting Statement 123R and no longer accounting for stock-based compensation under APB 25, the
Comny’s income before income taxes and net income were reduced for 2007 by $4.8 million and $2.8 million,
respectively, and for 2006 by $6.6 million and $4.0 million, respectively. Basic and diluted net income per share were
lower by $0.08 in 2007 and $0.11 in 2006 due to the Company’s adoption of Statement 123R.

Prior to the adoption of Statement 123R, the Company presented all tax benefits of deductions resulting from the
exercise of stock options as operating cash flows in the Statement of Consolidated Cash Flows. Statement 123R requires
the cash flows resulting from the benefits of tax deducrions in excess of recognized compensation costs be reported as
financing cash flows. The $3.5 million and $2.7 million excess tax benefits classified as financing cash inflows for 2007
and 2006 would have been classified as operating cash inflows if the Company had not adopted Statemenr 123R.

Rent Expense—Minimum rental expenses are recognized over the term of the lease. When a lease contains a
predetermined fixed escalation of the minimum rent, the related rent expense is recognized on a straight-line basis. Lease
incentives are amortized as a reduction to rent expense over the lease term. Contingent rent and rent escalations are
included in rent expense when it is probable that the expense will be incurred and the amount can be reasonably
estimated.

Fair Value of Financial Instruments—The carrying amounts of financial instruments reported in the balance sheet
for cash and cash equivalents, receivables, other assets, premiums payable to insurance companies, accounts payable,
accrued expenses, premium deposits and credits due customers, and variable interest rate long-term debt approximate
those assets’ and liabilities’ fair values. The fair value of the Company’s $100.0 million fixed interest rate long-term debt
at December 31, 2007 was $98.2 million. Fair values for derivative instruments are based on third-party pricing models
or formulas using current assumptions. Fair values for interest rate swaps are disclosed in Note D. Fair value for currency
contracts is disclosed in the “Derivatives” section of this note.

Derivatives—The Company accounts for derivative and hedging instruments in accordance with the provisions of
Statement of Financial Accounting Standards No. 133, “Accounting for Derivative Instruments and Hedging Activiries”
(Scatement 133), as amended. Statement 133 requires the Company to recognize all derivatives as either assets or
liabilities on the balance sheer at fair value. Gains and losses resulting from changes in fair value must be recognized
currently in earnings unless specific hedge criteria are met. If a derivative is a hedge, depending upon the nature of the
hedge, a change in its fair value is offser against the change in the fair value of the hedged assets, liabilicies, or firm
commitments either through earnings or recognized in accumulated other comprehensive income (OCI) until the
hedged item is recognized in earnings. Any difference between fair value of the hedge and the item being hedged, known
as the ineffective portion, is immediately recognized in earnings.

The Company’s use of derivative instruments includes the use of interest rate swap agreements to modify the
interest characteristics for a portion of its outstanding variable rate debt. These interest rate swaps are designated as cash
flow hedges and are structured so that there is no ineffectiveness.

The change in value of the interest rate swaps is reported as a component of the Company’s OCI and reclassified
into interest expense in the same. period ot petiods during which the hedged transaction affects earnings. Derivarive
instruments are carried at fair value on the balance sheet in the applicable line item, other non-current assets or other
non-current liabilities.
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HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued

NOTE A—SIGNIFICANT ACCOUNTING POLICIES—Continued

Termination of an interest rate swap agreement would result in the amount previously recorded in OCI being
reclassified to interest expense related to the debt over the remaining term of the original contract life of the terminated
swap agreement. In the event of the early extinguishment of a debt obligation, any amounts in OCI relating to
designated hedge cransactions of the extinguished debt would be reclassified to earnings coincident with the
extinguishment.

The Company also urilizes forward sales currency contracts to minimize the exposure to variability in foreign
currency exchange rates in its International segment. These contracts have not been designated as hedges for Statement
133 purposes. At December 31, 2007, the fair value of these contracts was less than $0.1 million. Future changes in the
fair value of these contracts will be recorded in earnings as a component of other income.

Income Taxes—The Company (except for its foreign subsidiaries) files a consolidated federal income tax return
with its subsidiaries, Deferred taxes result from temporary differences berween the income tax and financial statement
bases of assets and liabilities and are based on tax laws as currently enacted. The Company evaluates its ability to realize
deferred 1ax assets in the future and recoids 2 valuation atlowance when necessary.

Foreign Currency Translation—The accounts of the Company’s foreign subsidiaries are measured using local
currency as the functional currency. Accordingly, assets and liabilities are translated into U.S. dollars at period-end
exchange rates, and income and expense are translated at average monthly exchange rates. Net exchange gains or losses
resulting from such transiations are excluded from net earnings and accumulated as a separate component of OCI. The
Company does not provide income raxes on such gains and losses.

Accrued Expenses—Accrued expenses included compensation and employee benefits of $36.1 million and $36.7
million at December 31, 2007 and 2008, respectively.

NOTE B—RECENT ACCOUNTING PRONOQUNCEMENTS

In June 2006, the Financial Accounting Standards Board (FASB) issued Interpretation No. 48, “Accounting for
Uncertainty in Income Taxes—an Interpretation of SFAS No. 109” (FIN 48). FIN 48 clarifies the accounting for
uncerainty in income taxes recognized in an enterprise’s financial statements in accordance with Financial Accounting
Standards Board Statement No. 109, “Accounting for Income Taxes.” FIN 48 prescribes a minimum recognition
threshold that a tax position is required to meet before being recognized in the financial statements. FIN 48 also provides
guidance on measurement, derecognition and classification and additional disclosure requirements. As required, the
Company adopted FIN 48 as of January 1, 2007. The adoption of FIN 48 did not have a material impact on the
Company’s financial position or results of operations. See Note F for more information on income taxes.

In September 2006, FASB issued Statement No. 157, “Fair Value Measurements” (Statement 157). Statement 157
defines fair value, establishes a framework for measuring fair value in generally accepted accounting principles and
expands disclosures about fair value measurements. In February 2008, the FASB issued FSP 157-2, “Effective Darte of
FASB Statement No. 157-2,” which delayed the effective date of the statement for nonfinancial assets and liabilities to
fiscal years ending after November 15, 2008. Effective January 1, 2008, the Company adopted Statement 157 for its
financial assets and liabilities. The Company continues to evaluate the application of Statement 157 fot non-financial
assets and liabilities but does not believe that it will significantly impact the Company’s financial position and results of
operations.

In December 2007, FASB issued Statement No. 141 (revised 2007), “Business Combinations” (Statement 141R).
Statement 141R requires that an acquirer (i} recognize, with certain exceptions, 100% of the fair value of the assets and
liabilities acquired; (ii) include contingent consideration arrangements in the purchase price consideration at their
acquisition date fair values; and (iii) expense all acquisition-related transaction costs as incurred. Statement 141R is
effective for fiscal years beginning after December 15, 2008. Adoption is prospective and early adoption is not permitted.
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~ HILB ROGAL & HOBBS COMPANY AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—Continued

NOTE C—PROPERTY AND EQUIPMENT

Property and equipment on the consolidated balance sheer consists of the following:

(in thousands) 2007 2006
Furniture and equipment ......... i e $66,125 $60,139
Leasehold improvements . ... ..oviv i e 14,063 11,448
80,188 71,587
Less accumulated depreciation . .. ... ... e 54,165 49,409

$26,023 $22,178

NOTE D—LONG-TERM DEBT

Long-term debt on the consolidated balance sheet consists of the following:

(in thousands) 2007 2006
Credit facility, 6.33% interest at December 31,2007 ...... ... . i s $295,625 $229,875
Prudential Series A Notes, 6.44% interest at December 31,2007 ... ... ... oo 100,000 —
[nstallment notes payable primarily incurred in acquisitions of insurance agencies, 1.46% to
8.0% due in various installments to 20011 . L. L i et 31,512 11,142
427,137 241,017
LLeSS CLITENE POTTIOM . 4 4t vttt et ettt s vttt e e v e e et e e n et aa s s 14,705 9,060

$412,432 $231,957

Maurities of long-term debt for the years ending after December 31, 2008 are $11.5 million in 2009, $5.3 million
in 2010, $295.6 million in 2011, none in 2012, and $100.0 million thereafter.

Interest paid was $21.2 million, $18.4 million and $16.1 million in 2007, 2006 and 2005, respectively.

As of December 31, 2006, the Company had under its Credit Agreement with Bank of America, N.A. and other
lenders (the Credit Agreement), outstanding term loans of $99.3 million and outstanding revolving credit facility
borrowings of $130.6 million. On September 10, 2007, the Company entered into (i) a Note Purchase and Private Shelf
Agreement (the Note Purchase Agreement) with The Prudential Insurance Company of America (Prudential) and
(i) Amendment No. 2 to Credit Agreement and Joinder Agreement (the Amendment and Joinder Agreement) with
Bank of America, N.A. and other lenders.

Under the Note Purchase Agreement, the Company issued $100.0 million of Senior Secured Notes, Series A (the
Series A Notes) to Prudential. The Series A Notes will mature on August 27, 2017 and bear interest at an annual fixed
rate of 6.44%. The proceeds from the Series A Notes issuance were primarily used to prepay the $98.8 million of term
loans outstanding under the Credit Agreement. The Note Purchase Agreement also provides for an uncommitted shelf
facility by which the Company may issue, over the next three years, up to $100.0 million of Senior Secured Notes to
Prudential at a fixed interest rate and with a maturity date not to exceed ten years. The interest rate will be based on the
Treasury Rate available at the time of borrowing plus a negotiated spread. The Note Purchase Agreement provides,
among other terms, requirements for maintaining certain financial ratios and specific limits or restrictions an foreign
acquisitions, indebtedness, investments, payment of dividends, and repurchases of common stock. In addition, under
certain prepayment events, the Company may be required to pay additional fees as part of a prepayment.

‘The Amendment and Joinder Agreement amended the Credit Agreement to (i) permit entry into the Norte Purchase
Agreement, (ii) increase the aggregate principal amount of the revolving credit facitity from $325.0 million to $445.0
million, (i} permit the Company to request additional aggregate principal amounts up to $125.0 million for the
revolving credit facility, and (iv) consents to the acquisition of Banc of America Corporate Insurance Agency, LLC and
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allows its exclusion from the acquisition limitation covenant of the Credit Agreement. Subsequent to the Amendment
and Joinder Agreement, the Company increased the aggregate principal amount of the revolving credit facility by $5.0
million to a roral of $450.0 million.

In 2007, the Company recognized losses of $0.1 million related to the extinguishment of the outstanding term
loans under the Credit Agreernent. This loss on extinguishment included various financing and professional costs
previously deferred in connection with the financing of the Credit Agreement.

In April 2006, the Company entered into the Credit Agreement which provided for a revolving credit facility of
$325.0 million and a term loan facility of $100.0 million. Upon entry into the Credit Agreement, the Company
borrowed $140.6 million under the revolving credit facility and $100.0 million under the term loan facility. The
Company used these proceeds to repay its outstanding borrowings under a previous credit agreement.

The Credit Agreement provides that a portion of the revolving credit facility will be available for the issuance of
letters of credit. Borrowings bear interest at variable rates based on LIBOR plus a negotiated spread (1.50% at
December 31, 2007). In addition, the Company pays commitment fees (0.30% at December 31, 2007) on the unused
portion of the revolving credit facility. The principal balance of the revolving credir facility is due and payable on the
April 26, 2011 maturity date. The Credit Agreement represents senior secured indebtedness and contains, among other
provisions, requirements for maintaining certain financial ratios and specific limits or restrictions on acquisitions,
indebtedness, investments, payment of dividends and repurchases of Common Stock.

In 2006, the Company recognized losses of $0.9 million related to the extinguishment of the debt outstanding
under a prior credit agreement. This loss on extinguishment primarily included various financing and professional costs
previously deferred in connection with the financing of the prior credit agreement and certain lending fees paid in
obtaining the Credit Agreement.

In December 2004, the Company entered into an interest rate swap agreement with a notional amount of $20.0
million and a maturity date of December 31, 2010. In December 2003, the Company entered into a second interest rate
swap agreement with a notional amount of $50.0 million and a maturity date of December 31, 2010. The Company has
designated all of its interest rate swaps as cash flow hedges under Statement 133. The Company enters into interest rate
swap agreements to manage interest costs and cash flows associated with variable interest rates, primarily short-term
changes in LIBOR; changes in cash flows of the interest rate swaps offset changes in the interest payments on the covered
portion of the Company’s credit facility. The notional amounts of the interest rate swap agreements are used to measure
interest to be paid or received and do not represent the amount of exposure to credit loss. The credit risk to the
Company would be a counterparty’s inability to pay the differential in the fixed rate and variable rate in a rising interest
rate environment. The Company’s exposure to credic loss on its interest rate swap agreements in the event of
non-performance by a counterparty is believed to be remote due to the Company’s requirement thar a counterparty have
a strong credic rating. The Company is exposed to market risk from changes in interest rates.

Under the current interest rate swap agreements, the Company makes payments based on fixed pay rates of
approximately 4.7% and receives payments based on the counterparties’ variable LIBOR pay rates. At the end of the
year, the variable rate was approximartely 4.8% for each agreement. In connection with these interest rate swap
agreements, the Company recorded after-tax income (loss) in other comprehensive income of $(1.7) million, $0.2
million and $0.6 million in 2007, 2006 and 2005, respectively. There was no impact on net income due to
ineffectiveness. The fair market value of the interest rate swaps resulted in a liability of $1.7 million at December 31,
2007, which is included in other long-term liabilities, and in an asset of $1.0 million ar December 31, 2006, which is
included in other non-current assets.

NOTE E—RETIREMENT PLANS

The Company sponsors the HRH Retirement Savings Plan (the Retirement Savings Plan) which covers
substantially all employees of the Company and its subsidiaties. The Retirement Savings Plan, which may be amended or
terminated by the Company at any time, provides that the Company shall contribute a matching contribution of up to
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3% of a participant’s eligible compensation and any additional amounts as the Board of Directors shall determine to a
trust fund.

Prior to merger with the Company, certain of the other merged companies had separate profit sharing or benefit
plans. These plans were terminated or frozen at the time of merger with the Company.

The total expense recorded by the Company under the Retirement Savings Plan for 2007, 2006 and 2003 was $6.7
million, $6.1 million and $5.9 million, respecrively.

The Company has the Supplemental Executive Retirement Plan (the Plan) for key executives, The Plan provides

-that participants shall be credited each year with an amount that is calculated by determining the total Company match

and profit sharing contribution that the participant would have received under the Retirement Savings Plan absent the
compensation limitation thac applies to such plan, reduced by the amount of actual Company march and profir sharing
contributions to such plan. The Plan also provides for the crediting of interest to participant accounts. Expense
recognized by the Company in 2007, 2006 and 2005 related to these Plan provisions amounted ro $1.1 million, $1.4
million and $0.9 millien, respectively. At December 31, 2007 and 2006, the Company’s accrued liability for benefits
under the Plan was $5.6 million and $5.0 million, respectively, and is included in other long-term liabilities.

NOTE F—INCOME TAXES

The components of income taxes shown in the statement of consolidated income are as follows:

(in thousands) 2007 2006 2005
Current expense
Federal ..o e s $42,186 $40,647 $35,405
N 7 <1 7,297 7,808 5.417

49,483 48,455 40,822

Federal . ..ot e e e e e e 1,836 4,199 (3,156)
AT & vt ottt e e e e e 1,546 1,727 (959)

3,382 5,926  (4,115)
$52,865 $54,381 836,707

The Company operates in multiple rax jurisdictions and its tax returns are subject to audit by various taxing
authorities. The Company believes that adequate accruals have been made for all tax returns subject to audit. Deferred
income taxes reflect the tax effects of temporary differences between the carrying amounts of assets and liabilities for
financial reporting purposes and the amounts used for income tax purposes.

The effective income tax rate varied from the statutory federal income tax rate as follows:

2007 2006 2005

Sratutory federal income tax rate ... ... ... i i e 35.0% 35.0% 35.0%
Tax exempt inveStMENt INCOME . .o\ttt ittt ittt ieai et aaas (0.8) (0.8) (0.6)
State income taxes, net of federal tax benefit .. ... ... .. i 4.2 4.0 3.2
Basis difference on sale of InsUrance acCounts . . ...\ v v vt i nrtin e e e e 1.5 (0.1) 0.1
Nondeductible portion of regulatery charge . ... ... ... . Lo il {0.5) 0.1 0.9
Oher e e e e e 1.0 0.3 09
Effective INCOME [AX TAE oo vttt ettt e ie e e e et taas e e ea e enennns 40.4% 38.5% 39.5%

Income taxes paid were $48.2 million, $37.2 million and $38.1 million in 2007, 2006 and 2005, respectively.
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Significant components of the Company’s deferred tax liabilities and assets on the consolidated balance sheet are as
follows:

(in thousands) : : 2007 2006
Deferred tax liabilities:
Intangibleassets . .. .. ..o e $49,868 $35,404
Unrealized gain on Interest rate SWaps . ..o ooiiiiiieinnn it — 291
110 T 1 - 564 1,204
Tortal deferred tax liabilities ... .. ..ot i i i e et 50,432 36,899
Deferred tax assets:
Deferred compensation . ... ... ...ttt ii it e 15,373 14,815
Allowance for doubtful accounts . .. ..ottt e e e 1,232 1,317
Deferred rent and Income . ... ..ot e 3,579 3,392
Foreign loss carryforwards and other tax attributes . ... ... ... . oo oL 4,573 —
Regulatory chargeand related costs .. ... ... . . 300 4,397
Unrealized loss on INCerest rate SWaps ... ..ouuuunuernteiiiiineaeenineeiians 758 —
Retirement benefits .. ... ... oo i i e e e e e 195 159
40 3T 1,192 1,021
Total deferred tax assets . .. . .o i it e e e 27,202 25,1010
Net deferred tax liabilities . .. ... ottt i e $23,230 $11,798

The net current deferred rax asset, which is included in prepaid expenses and other current assets, was $27.3 million
and $20.4 million at December 31, 2007 and 2006, respectively.

A reconciliation of the beginning and ending balance of unrecognized tax benefits is as follows (in thousands):

Balance at January 1, 2007 L . ... oo e e $1.571
Additions based on tax positions related to the currentyear ... 383
Addirions for tax positions of Prior Years . .......... . it s 492
Reductions for tax positions of prior years ... ... ... . i e e (248)
Balance at December 31, 2007 ... ... e e $2,198

The Company accrues interest and penalties related to unrecognized income tax benefits in its income tax provision.
At December 31, 2007 and 2006, the Company had accrued interest and penalties related to unrecognized income tax
benefits of $0.5 million and $0.4 million, respectively. At December 31, 2007, the amount of unrecognized tax benefits,
that if recognized would affect the effective tax rate, is $1.7 million.

The Company and its subsidiaries operate in multiple jurisdictions including the U.S. Federal, various states, and
other foreign countries. The Company’s U.S. Federal rax returns are subject to audit for calendar years 2004, 2005 and
2006. The Company’s state tax returns are subject to audit for calendar years subsequent to 2002. The Company’s
United Kingdom tax returns are subject to audit for calendar years 2005 and 2006.

NOTE G—LEASES

The Company and its subsidiaries have noncancellable lease contracts for office space, equipment and automobiles
which expire ac various dates through che year 2018 and generally include escalation clauses for increases in lessors’
operating expenses and increased real estate taxes.

Furure minimum rental payments required under such operating leases are summarized as follows {in thousands):

7.4 L1 $ 30,859
2000 L e e e e e e e e e e e e e 24,519
7 1 1 21,224
4 3 1 T O S U 16,660
0 12,558
B 4T - 17~ O 17,763

$123,583
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Rental expense for all operating leases in 2007, 2006 and 2005 amounted to $31.3 million, $28.3 million and
$28.2 million, respectively. Included in rental expense for 2007, 2006 and 2005 is approximately $1.8 million, $1.5
million and $1.4 million, respectively, which was paid to employees or related parties.

NOTE H—SHAREHOLDERS' EQUITY

The Company has adopted and the shareholders have approved the 2007 Stock Incentive Plan, the 2000 Srock
Incentive Plan (as amended and restated in 2003) and the Non-employee Directors Stock Incentive Plan, which provide
for the granting of stock awards to purchase up to an aggregate of approximately 7,557,000 and 5,557,000 shares of
common stock as of December 31, 2007 and 2006, respectively. There were 2,547,000 and 945,000 shares available for
furure grants under these plans as of December 31, 2007 and 2006, respectively. Stock options granted have seven to ten
year terms and vest and become fully exercisable at various periods up to five years. Stock option activity under the plans
was as follows:

Weighted Average
Weighted Average  Contractual Term
Shares Exercise Price {Years)
Outstanding at December 31,2006 ........... ... ...t 3,641,421 $34.52
Granted . ... e e e 452,052 42.68
Exercised ..ot e e e e (537,522) 29.39
Expired ... .o e e (116,465) 37.91
Outstanding at December 31,2007 ...t 3,439,486 36.28 3.7
Exercisable at December 31,2007 .. ..o vt i i 2,123,396 34.99 29

The aggregate intrinsic values for shares outstanding and exercisable at December 31, 2007 were $16.7 million and
$13.0 million, respectively. The total intrinsic values of options exercised during the years ended December 31, 2007,
2006 and 2005 were $10.8 million, $7.5 million and $5.1 million, respectively.

The fair value of options granted during 2007 and 2006 was estimated ar the grant dace using a Black-Scholes
option pricing model with the following weighted average assumptions for each respective period: risk free rates of 4.80%
and 4.66%; dividend yields of 1.11% and 1.17%; volatility factors of 0.275 and 0.276; and an expected life of
approximately five years. The weighted average fair value per option granted in 2007 and 2006 was $12.83 and $11.67,
respectively.

No compensation expense related to stock options was recognized in operations for 2005. As disclosed in Note A,
the Company accounted for its stock oprions using the intrinsic value method prescribed in APB 25. The following table
illustrates the effect on ner income and net income per share as if the Company had applied the fair value recognirtion
provisions of Statement 123 to stock-based compensation prior to 2006. The 2005 net expense of $3.3 million includes
a $1.7 million net expense reduction for stock options that were forfeited prior to vesting. These stock option forfeirures

relate to stock options granted from 2002 through 2004.

(in thousands, except per share amounts) 2005
Share-based compensation, net of tax—as reported ... . ... .. L i $ 1,269
Net [Ncome—as rePorted . . ..ottt et e e e $56,200
Deduct: Total stock-based compensation expense determined under fair value based method for all awards,

netof related tax el ects .. .ot e e (3,264)
Pro oI MEL INCOMMIC &+ o v ittt it et e et et e e et ettt e e st a ety $52,936

Net Income Per Share:

Basic—as teported ... ... e $ 1.57
Basic—pro forma . . . ... e $§ 148
Assuming Dilution—asreported . ... ... . e $ 155
Assuming Dilution—proforma . ... ... .. e $ 146
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The fair value of these options for 2005 was estimated at the grant date using a Black-Scholes option pricing model
with the following weighted average assumptions: risk free rate of 3.72%; dividend yield of 1.27%; volatility factor of
0.293; and an expected life of approximately five years. The weighted average fair value per option granted in 2005 was
$9.71.

Restricted shares are also awarded to certain employees under the 2007 and 2000 Stock Incentive Plans. Restricted
shares generally vest ratably over a four year period beginning in the second year of continued employment. Stock
activity under this portion of the Company’s share-based compensation arrangements is as follows:

Weighted Average
Shares Grant Date Fair Value
Non-vested restricted shares at January 1,2007 ....... .. ... .. ool 249,808 $35.79
Granted . ..o e e e 68,500 42.66
B« P (70,756) 34.48
Forfeited .. e e e et e, (10,538) 39.58
Non-vested restricted shares at December 31,2007 . ... ... .. i i, 237,014 38.00

The tortal fair value of shares vested during the years ended December 31, 2007, 2006 and 2005 was $3.1 miilion,
$2.5 million and $3.2 million, respectively.

At December 31, 2007, there was $7.8 million and $4.6 million of total unrecognized compensation cost related to
non-vested stock options and non-vested restricted shares, respectively. These costs are expected to be recognized over a
weighted average period of approximately two years.

NOTE {—NET INCOME PER SHARE

The following table sets forth the compuration of basic and diluted net income per share:

{in thousands, except per share amounts) 2007 2006 2005
Numerator for basic and diluted net income per share
AL 0Tl ) 1L PPN $78,125 $87,031 $56,200
Denominator
Weighted average shares . ........ ..o o i 36,521 35,782 35,522
Effect of guaranteed future shares to be issued in connection with agency
ACQUISTEIONS + o4 vttt ettt e e 64 113 234
Denominator for basic net income pershare . ..............oooii e 36,585 35,895 35,756
Effect of dilutive securities:
Employeestockoptions . ... i 308 292 308
Employee non-vested stock . . . ... i 130 130 139
Contingent stock—acquisitions .. .....ovviv i vnnniiee e 37 52 111
Dilutive potential commonshares ...... ... oot e 475 474 558
Denominator for diluted net income per share—adjusted weighted average
ShArES L e e e 37,060 36,369 306,314
Net Income Per Share:
BaSiC o vt i e e e e e e e e e $ 214 % 242 3 157
Assuming Dilution . ... o $ 211§ 23% $§ 155

NOTE J—INTANGIBLE ASSETS

The Company accounts for goodwill and other intangible assets as disclosed in Note A. In accordance with
Statement 142, the Company performed the annual impairment tests of goodwill in 2007, 2006 and 2005. No
impairment charge resulted from these tests.
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Intangible assets on the consolidated balance sheet consist of the following:

2007 2006
Weighted Weighted
Gross Average Gross Average
Carrying  Accumulated Life Carrying  Accumulated Life
(in thousands) Amount Amortization (Years) Amount Amortization (Years)
Amortizable intangible assets:
Customer relationships .............. $274,905 % 68,399 9.8 $164,681  $46,489 9.8
Noncompete/nonpiracy agreements . . .. 71,413 31,177 10.6 52,409 23,399 12.0
Insurance underwriter relationships . . . . . 7,178 580 13.7 — — —
Tradename ....................... 5,619 1,768 9.3 2,368 913 8.8
Proprietary software/technology ....... 1,440 360 4.0 — — —
Total ... $360,555  $102,284 $219,458  $70,801
Net Carrying  Ner Carrying
Amount Amount
Indefinite-lived intangible assets:
Goodwill ... . e s $794,007  $636,997

Aggregate amortization expense for 2007, 2006 and 2005 was $33.0 million, $21.5 million and $18.8 million,
respectively.

Future amortization expense is estimated as follows (in thousands):

L $38,500
2 37,591
2000 L e e e e e et e e 35,484
2 33,365
2 30,423

The changes in the net carrying amount of goodwill for 2006 and 2007 are as follows (in thousands):

Domestic  Excess and

Rerail Surplus  International  All Other Total
Balance ar January 1,2006 . ...... ... ... i, $502,516 $36,656 $ 7,702  $34,872 $581,746
Goodwill acquired ... .. ... ... Lo il 54,467 3,771 5,513 723 64,474
Goodwill disposed ........ e (9,223) — — — (9,223)
Balance at December 31,2006 ... ... o0vvreernnnnnnn, 547,760 40,427 13,215 35,595 636,997
Goodwill acquired ........... e 102,811 7,389 58,539 — 168,739
Goodwill disposed . .......... ... ... ... ..., (5,499) (94) — (6,136) (11,729)
Balance at December 31,2007 .. ... .o viniinnnnn., $645,072 $47.722  $71,754  $29,459 $794,007

NOTE K—ACQUISITIONS

During 2007, the Company acquired certain assets and liabilities of ten insurance agencies and other accounts for
$284.1 million ($247.0 million in cash, $29.3 million in guaranteed future cash and Common Stock payments and
approximately 181,000 shares of Common Stock). The combined purchase price may be increased by $21.1 million in
2008, $21.8 millien in 2009 and $8.8 million in 2010 based upon revenues earned or net profits realized. For certain
acquisitions, the allocation of purchase price is preliminary and subject to refinement as the valuations of certain
intangible assets are not final.
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Significant agencies acquired in 2007 were:

*  Banc of America Corporarte Insurance Agency, LLC, headquartered in Cranford, New Jersey, with 15 locations
in seven states, focuses on employee benefits and specializes in the public sector and private equity arenas.

*  The Resource Group, L.C,, located in Overland Park, Kansas, specializes in group health insurance, ancillary
benefits, retirement programs, executive insurance and financial services.

*  Brown/Raynor Corporation, located in Denver, Colorado, is a property and casualty agency, specializing in
coverage for home builders.

¢ Charlton Manley, Inc., with three locations in Lawrence, Topeka and Overland Park, Kansas, specializes in
construction, medical professional liability, truckers’ liability, schools and school athletic programs.

* The Urman Company, headquartered in Denver, Colorado, a retail employee benefits and property and
casualty brokerage specializing in insurance programs for public educational entities and municipalities.

*  Global Special Risks, L.L.C., with offices in New Orleans and Houston, is an excess and surplus lines wholesale

broker and managing general agency specializing in the energy and non-marine property fields.

* Investigative Solutions, Inc., headquartered in Atlanta, Georgia, is a provider of high-level risk management
consulting and investigative solurtions.

*  Nevin, Works 8 Associates, Inc. and thinc USA, LLC, headquartered in Pordand, Oregon, primarily focuses
on small group insurance sales and service.

¢ Glencairn Group Limited (Glencairn}, with offices in the United Kingdom, South Africa, Russia and Australia,
provides a broad spectrum of products and services largely in the property, casualty, reinsurance, financial,
professional, accident & health, and specialty areas, including political risks and cargo, through both wholesale
and retail operations.

* Loan Protector General Agency, Inc. and Loan Protector Tracking Services, Inc. (collectively known as Loan
Protector Insurance Services), headquartered in Cleveland, Ohio, provide specialized insurance products to
financial institutions.

Goodwill recognized for these transactions was approximately $138.8 million. Of this amount, $133.6 million is
fully deductible for tax purposes. Approximately $96.5 million was assigned to the Domestic Retail segment and $42.3
million was assigned to the International segment. All acquired goodwill has an indefinice life.

Intangible assets related to these acquisitions is as follows:

Weighted
G Av
(in thousands) Amount (Years)
Amortizable intangible assets:
Customer relationships . ... ..o e e $112,559 9.9
Noncompete/nonpiracy agreements ... ... ..iiiiuiin ittt 18,389 6.1
Insurance underwriter reladonships ........ .. . . oo 7,178  13.7
Tradename . . .. ..ot e 3,135 100
Proprietary softwareftechnology . ... ... oo e 1,440 4.0

Total L e $142,701

There is no restdual value associated with the acquired incangible assets.

The following unaudited, condensed pro forma results of operations assumes the acquisitions above, had been
completed as of January 1 for each of the fiscal years below.

(in thousands, except per share amounts) 2007 2006

Pro Forma Revenmues . ... ot ettt it e e it et e e e e $867,341 $855,197
Pro Forma NetIncome .. ... it e e e e 79,235 88,192
Pro Forma Net Income Per Share (Basic) ..o i ittt e v ieeae s $ 217 % 244
Pro Forma Net Income Per Share (Assuming Diludon) . ... ... .. o oo o i $ 214 % 241
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Pro forma data may not be indicative of the results that would have been obtained had these events actually
occurred at the beginning of the periods presented, nor does it intend to be a projection of future results.

During 2006, the Company acquired certain assets and liabilities of three insurance agencies and other accounts for
$75.0 million ($58.9 million in cash, $2.4 million in guaranteed future cash and Commeoen Stock payments and
approximately 340,000 shares of Common Stock). Assets acquired include intangible assets of $73.8 million at the date
of purchase. The combined purchase price increased by $5.4 million in 2007, and may be increased by $17.7 million in
2008 and $0.3 million in 2009 based upon revenues earned or net profits realized.

During 2005, the Company acquired certain assets and liabilities of four insurance agencies and other accounts for
$15.0 million ($10.7 million in cash, $1.9 million in guaranteed future cash and Common Stock payments, and
approximately 69,000 shares of Common Stock). Assets acquired include intangible assets of $14.5 million at the date of
purchase. The combined purchase price increased by $2.8 million in 2007 and $2.4 million in 2006, and may be
increased by $1.5 million in 2008 based upon revenues earned or net profits realized.

The financial statements of the Company reflect the combined operations of the Company and each acquisition
fram the respective closing date of each acquisirion.

NOTE L—SALE OF ASSETS AND OTHER GAINS

During 2007, 2006 and 2005, the Company disposed of certain insurance accounts and other assets resulting in net
gains of $2.0 million, $1.1 million and $5.1 million, respectively. These amounts are included in other revenues in the
Statement of Consolidated Income. Income taxes related to these gains were $1.9 million, $0.2 million and $2.2 million
in 2007, 2006 and 2005, respectively. Revenues, expenses and assets of these operations were not material to the
consolidated financial statements.

NOTE M—REGULATORY CHARGE AND RELATED MATTERS

The Company and certain other companies in the insurance intermediary indusiry have been subject to
investigations and inquiries by various governmental authorities regarding business practices and broker compensation
arrangements. On August 31, 2003, the Company entered into an agreement (the Agreement) with the Artorney
General of the State of Connecticut (the Attorney General) and the Insurance Commissioner of the State of Connecticut
(the Commissioner) to resolve all issues related to investigations conducted by the Attorney General and the
Commissioner into certain insurance brokerage and insurance agency practices (the Investigations} and to settle an action
commenced on August 31, 2005 by the Attorney General in the Connecticut Superior Courrt alleging violations of the
Connecticut Unfair Trade Practices Act and the Connecticut Unfair Insurance Practices Act (the Action).

Following is a summary of the material terms of the Agreement:

1.  The Company will pay $30.0 million into a fund (the Fund) in two installments to be distributed to certain
eligible U.S. policyholder clients (the Affected Policyholdets). These payments are in full satisfaction of the
Company’s obligations under the Agreement, and the Attorney General and the Commissioner have agreed
not to impose any other financial obligation or liability on the Company related to the Investigations and/or
the Action, except for the fine as provided for in the Stipulation and Consent Order with the Commissioner
(see below for additional derail). The Company is not permitted to seek or accept, directly or indirectly,
indemnification for payments made by the Company pursuant to the Agreement and the fine described below
to the State of Connecticut Insurance Department. No pottion of the payments by the Company for the Fund
is considered a fine or penalty. The Company will make payments into the Fund as follows:

*  On or before February 1, 2006, the Company shall pay $20.0 million into the Fund,
*  On or before August 1, 2007, the Company shall pay $10.0 million into the Fund.
2. The Fund, plus interest, will be used to compensate the Affected Policyholders according to procedures set

forth in the Agreement.
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3.

Affected Policyholders are a) all Company U.S. brokerage business clients on whose insurance placements,
renewals, consultations or service the Company was eligible to receive Contingent Compensation (as defined
in the Agreement) between January 1, 2001 and December 31, 2004 (the Broker Clients); b} all Company
U.S. agency clients on whose insurance placements, renewals, consultations or service the Company was
eligible to receive Contingent Compensation pursuant to a National Override Agreement berween January 1,
2001 and December 31, 2004 (the National Override Clients); and ¢) all Company U.S. agency clients, other
than National Override Clients, on whose insurance placements, renewals, consultations or service the
Company was eligible to receive Contingent Compensation between January 1, 2001 and December 31, 2004
(the Agent Clients).

The Fund will be allocated $19.5 million between Broker Clients and National Override Clients (the Broket/
Override Fund) and $10.5 million to Agent Clients {the Agency Fund), and an Affected Policyholder arising
from an acquisition by the Company after December 31, 2000 shall be included only as of the date of
acquisition by the Company.

National Override Agreements, as defined in the Agreement, mean corporate-wide compensation agreements
negotiated by the Company with those certain insurance companies on behalf of all of the Company’s offices
to receive commissions in lieu of standard contingent compensation arrangements with each office of the
Company.

By August 21, 2006, the Company will send notice to each client setting forth the amount it will be paid from
the Fund if it elects to participate. Clients will have until November 21, 2006 to make an election to receive
distriburions from the Fund.

The Company will make distributions from the Fund on January 15, 2007 and, if necessary, ]anuary 15,2008
to participating clients that elected to receive a distribution.

In the event that any Affected Policyholder elects not to participate or otherwise does not respond (the
Non-Participating Policyholders), that Affected Policyholder’s allocated share may be used by the Company to
satisfy any pending or other claims of policyholders relating to the matters covered by the Agreement. The
funds arrributable to Non-Participating Policyholders also may be used to reimburse the Company for any
payments made to policyholders between September 1, 2005 and April 15, 2008 for claims related to this
Agreement. In no event shall a distribution be made from the Fund to any Non-Participating Policyholder or
as reimbursement to the Company for prior payments to any Non-Participating Policyholder until all
participating clients have been paid the full aggregate amount due, nor shall total payments to any
Non-Participating Policyholder exceed 80% of that Non-Participating Policyholder’s original allocated share.
If any funds remain in the Fund as of April 13, 2008, such funds will be distributed pro rata to the
participating policyholders and clients. In no event shall any of the menies in or from the Fund be used to pay
artorney fees.

Within 60 days of executing the Agreement, the Company will undertake the implementation of certain
business reforms for both brokerage business and agency business. These reforms include:

*  to not accept or request contingent compensation on brokerage business,
* 1o make enhanced disclosures to clients regarding compensation and customer righes,
* 1o accept certain types of compensation only after disclosing such compensation to a client,

* 1o adopt additional corporate governance practices.

In conjunction with executing the Agreement, the Company entered into a Stipulation and Consent Order with the

Commissioner to resolve all issues relating to the Commissioner’s investigation into the placement or attempted
placement of professional liability insurance in Connecticut. Pursuant to the Stipulation and Consent Order, the
Company paid an administrative fine of $250,000 to the State of Connecticut Insurance Department. The cost of this
fine is ifcluded in the 2005 regulatory charge of $342.3 million described below.

In 2005, the Company recorded a $42.3 million charge, and related income tax benefit of $16.0 million, primarily
relating to the Agreement with the Attorney General and the Commissioner. This charge included the $30.0 million
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national fund established by the Agreement; $5.1 million of estimated legal and administrative costs to be incurred
related to the Fund and complying with the Agreement’s other provisions; and $1.4 million of legal costs relating ro che
Agreement incurred in the 2005 third quarter. The regulatory charge also included $5.8 million of estimated costs for
pending regulatory matters. These estimated costs represented the Company’s best estimate of the probable outcomes of
the various pending regulatory matters and included related legal and administrative costs incurred or expected to be
incurred for these regulatory matters. Since incurring the charge, the Company has made related payments of $30.0
million into the national fund and various amounts for legal and administrative matcers.

These pending regulatory matters relate to subpoenas issued and/or inquiries made by state attorneys general and
insurance departments into, among other things, the industry’s commission payment practices. The Company has
received subpoenas and/or requests for information from attorneys general and/or insurance departments in fourteen
states. In addition to the original regulatory inquiries, the Company has received subsequent subpoenas and/or requests
for informarion from certain of these states, and the Company may receive additional subpoenas and/or requests for
information in the future from attorneys general and/or insurance departments of these andfor other states. The
Company will continue to evaluare and monitor all such subpoenas and requests.

It 2007, the Company reduced the accrual for the previously recognized regulatory charge by $5.7 million. This
reduction was due to new factors concerning the estimated (i) legal and administrative costs to be incurred related to the
Fund and (ii) costs for pending regulatory matters.

The current liability portion of this charge as of December 31, 2007 and 2006 is $0.7 million and $15.2 million,
respectively, and is included in accrued expenses. The remaining hability is included in other long-term liabilities.

A summary of the activity with respect to the regulatory charge liability is as follows (in thousands):

Balance at December 31, 2004 . ... .o o i et e 3 —
Regulatory charge . ... e 42,320
Paymentsintothe Fund ... .. . o e (20,000}
Payments-legal and administrative . ... ... (2,264)

Balance at December 31, 2005 . ... o i e e e e e 20,056
Payments-legal and administrative . . .. .. .. ... e (3,145)

Balance at December 31, 2006 ..o u ittt i e i et i e ettt e 16,911
ACCrUal TedUCHION o o vttt e et e e e e e e e e e e e e e e e {5,723)
Paymentsintothe Fund ... ... {10,000)
Payments-legal and administrative . . .. ... ..o e (435)

Balance at December 31, 2007 . ..ottt e e e e $§ 751

NOTE N—INTEGRATICN CCSTS

[n January 2007, the Company acquired Glencairn. As part of Glencairn’s integration, the Company recognized in
2007 integration costs of $1.1 million and a related income tax benefic of $0.3 million. This amount represented facility
and lease termination costs and severance.

In 2002, the Company acquired Hobbs Group, LLC (Hobbs). The Company began the integration of Hobbs with
the rest of the Company subsequent to June 30, 2003 with the completion of the Hobbs earn-out. Relating to this
integration, the Company recognized integration costs of $0.8 million and a related income tax benefit of $0.3 million in
2005. This amount represented facility and lease termination costs. In 2006, there were no new Hobbs integration costs;
however, the Company reduced the accrual for the previously recognized inregration costs by $0.2 million due to new
factors regarding a lease termination. The income tax effect related to the accrual reduction was $0.1 million.
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In May 2005, Robert B. Lockhart, the Company’s former president and chief operating officer, resigned. In
connection with Mr. Lockhart's resignation, the Company recorded a severance charge of $1.3 million, and related
income tax benefic of $0.5 million, representing estimated payments due to Mr. Lockhart under the terms of his
employment agreement.

NOTE P—COMMITMENTS AND CONTINGENCIES

Included in cash and cash equivalents and premium deposits and credits due customers are $1.4 million and $0.8
millien of funds held in escrow at December 31, 2007 and 2006, respectively. In addition, premiums collected from
insureds but not yet remicted to insurance companies are restricted as to use by laws in certain states in which the
Company operates. The amount of cash and cash equivalents so restricted was approximately $107.9 million and $59.1
million at December 31, 2007 and 2006, respectively.

Industry Litigation

The Company has been named as a defendant in certain legal proceedings against brokers and insurers relating o
broker compensation arrangements and other business practices.

MDL 1663 Class Action

In August 2004, OptiCare Health Systems Inc. filed a putative class action in the U.S. District Court for the
Southern District of New York (Case No. 04-CV-06954) against a number of the country’s largest insurance brokers and
several large commercial insurers. The Company was named as a defendant in the OptiCare suit in November 2004. In
December 2004, two other purported class actions were filed in the U.S. District Court for the Northern District of
Ilinots, Eastern Division, by Stephen Lewis (Case No. 04-C-7847) and Diane Preuss (Case No. 04-C-7853),
respectively, against certain insurance brokers, including the Company, and several large commercial insurers. On
February 17, 2005, the Judicial Panel on Mulddistrice Litigation (the Panel) ordered that the OptiCare suit, along with
three other purported anticrust class actions filed in New York, New Jersey and Pennsylvania against industry
participants, be centralized and transferred to the U.S. District Courr for the District of New Jersey (District Court of
New Jersey). In addition, by Conditional Transfer Order dated March 10, 2005, the Panel conditionally transferred the
Lewis and Preuss cases to the District Court of New Jersey. The transfer subsequently became effective and as a resulc of
the Panel’s transfer orders, the OptiCare, Lewis and Preuss cases are proceeding on a consolidated basis with other
purported class action suits styled as In re: Insurance Brokerage Antitrust Litigation (MDL 1663).

On August 1, 2005, the plaintiffs in MDL 1663 filed a First Consolidated Amended Commercial Class Action
Complaint {the Commercial Complaint) in the District Court of New Jersey (Civil No. 04-5184) against the Company
and certain other insurance brokers and insurers. In addicion, the plaindffs in MDL 1663 also filed on August 1, 2005 a
First Consolidated Amended Employee Benefits Class Action Complaint (the Employee Benefits Complaint) in the
District Court of New Jersey {Civil No. 05-1079) against the Company; Frank F. Haack & Associates, Inc.; O'Neill,
Finnegan & Jordan Insurance Agency Inc.; and certain other insurance brokers and insurers.

The Company, along with other defendants, filed a motion to dismiss both the Commercial Complaint and the
Employee Benefits Complaint. Also, on February 13, 2006, the plaintiffs filed their motions for class certification in each
case. On May 5, 2006, the defendants filed their oppositions to the motions for class certification. On May 31, 2006,
the plaintiffs filed a reply brief in support of their motions for class certification.

On Qctober 3, 2006, the District Court of New Jersey denied in part the motion to dismiss the Commercial
Complaint and the Employee Benefits Complaint and ordered that plaindffs provide supplemental information
regarding each of their consolidated complaints by October 25, 2006. The plaintiffs filed the supplemental pleadings and
the Company, along with other defendants, filed renewed motions to dismiss. On February 12, 2007, MDL 1663 was
wransferred o Judge Garrett E. Brown, Jr., Chief Judge of the District Coutt of New Jersey.

On April 5, 2007, the District Court of New Jersey dismissed the Commercial Complaint and the Employee
Benefits Complaint without prejudice. On May 22, 2007, the plaintiffs filed a Second Consolidated Amended
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Commercial Class Action Complaint (the Second Amended Commercial Complaint) and a Second Consolidated
Amended Employee Benefits Class Action Complaint (the Second Amended Employee Benefits Complaint).

The Second Amended Employee Benefits Complaint does not contain allegations against the Company; Frank F.
Haack & Associates, Inc; O’Neill, Finnegan & Jordan Insurance Agency Inc; or any of the Company’s other
subsidiaries or affiliates, and the Company and its subsidiaries and affiliates are, therefore, no longer defendants in the

Employee Benefits case, Civil No. 05-1079.

In the Second Amended Commercial Complaint, the named plaintiffs purport to represent a class consisting of all
persons or entities who berween January 1, 1998 and December 31, 2004 engaged the services of any one of the broker
defendants, including the Company, or any one of their subsidiaries or affiliates, in connection with the purchase or
renewal of insurance or reinsurance from an insurer.

Plainciff Tri-State Container Corporation (Tri-State) purports to represent a class consisting of all persons or
entities who berween January 1, 1998 and December 31, 2004 engaged the services of the Company, including its
subsidiaries and affiliates, in connection with the purchase or renewal of insurance from an insurer. Certain other
plaintiffs purporr to represent classes of persons and entities with claims against other broker and insurer defendants. The
plaintiffs allege in the Second Amended Commercial Complaint, among other things, that the broker defendants
engaged in improper steering of clients to the insurer defendants for the purpose of obtaining undisclosed additional
compensation in the form of contingent commissions from insurers; that certain of the defendants were engaged in a
bid-rigging scheme involving the submission of false and/or inflated bids from insurers to clients; that certain of the
broker defendants improperly placed their clients’ insurance business with insurers through related wholesale entities
where an intermediary was unnecessary for the purpose of generating additional commissions from insurers; thar cerrain
of the broker defendants entered into unlawful tying arrangements to obtain reinsurance business from the defendant
insurers; and that certain of the broker defendants created centralized internal departments for the purpose of
monitoring, facikitating and advancing the collection of contingent commissions, payments and other improper fees. The
plaintiffs allege violations of federal and state antitrust laws, violations of the Racketeer Influenced and Corrupt
Organizations Act, 18 U.S.C. § 1962(c) and (d) (RICO), breach of fiduciary duty, aiding and abetting breach of
fiduciary duty and unjust enrichment. The plaintiffs scek monetary relief, including treble damages, injunctive and
declaratory relief, restitution, interest, attorneys’ fees and expenses, costs and other relief, however, no actual dollar
amounts have been stated as being soughr.

On June 21, 2007, the Company, along with other defendants, filed motions to dismiss the Second Amended
Commercial Complaint and to strike the addition of certain allegations and parties, including the addition of Tri-State as
a named plaintiff. On July 19, 2007, the plaintiffs filed oppositions to the motions to dismiss and to strike and cross-
moved for leave to amend the Second Amended Commercial Complaint to add allegations and parties, including
Tri-State. On July 31, 2007, the defendants filed reply briefs.

On August 31, 2007, the District Court of New Jersey dismissed all federal antitrust claims in the Second Amended
Commercial Complaint. On September 28, 2007, the District Court of New Jersey dismissed all federal RICO claims in
the Second Amended Commercial Complaint with prejudice. The District Court of New Jersey further declined 1o
exercise jurisdiction over state law claims in the Second Amended Commercial Complaine, dismissed those state law
claims without prejudice and dismissed Civil No. 04-5184 in its entirety. The District Court of New Jersey also
dismissed as moot all other motions pending in Civil No. 04-5184 as of Seprember 28, 2007,

On October 10, 2007, the plaintiffs filed a notice of appeal to the United States Court of Appeals for the Third
Circuit (Third Circuit) relating to the District Court of New Jersey’s order dismissing Civil No. 04-5184 and all other
adverse orders and decisions in Civil No. 04-5184. The plaintiffs filed an opening brief in support of their appeal on
February 19, 2008. Defendants will file an opposition brief 30 days thereafter and plaintiffs will then file a reply brief.
No oral argument date is yet set, and it is not possible to state when a decision will be rendered by the Third Circuir.

On February 13, 2007, a lawsuit was filed in the Districe Court of New Jersey by Avery Dennison Corporation
{Avery) (Civil No. 07-757) against the Company, certain Marsh & Mclennan companies, and several large commercial
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insurers making factual and legal claims similar to those raised in the Opticare, Preuss and Lewis cases. Avery seeks treble
and punitive damages, attorneys’ fees and expenses, forfeiture of compensation paid to the broker defendants, restitution,
general damages, interest and injunctive relief; however, no actual dollar amounts have been stated as being sought. This
is not a putative class action. Pursuant to the procedures promulgated by the District Court of New Jersey in MDL
1663, the case has been consolidated with the other actions pending before the District Court of New Jersey in MDL
1663. Avery was stayed pending the District Court of New Jersey’s ruling on the dispositive pleadings filed in response to
the amended complaints filed by the plaintiffs in the consolidated actions. All dispositive pleadings filed in response to
the amended complaints are now resolved, and the District Court of New Jersey is currently considering a request by
most defendants, including the Company, to continue the stay in the Avery and certain other cases pending resolution of
the appeal to the Third Circuit by the plaintiffs of the order dismissing Civil No. 04-5184. Avery has opposed this
request and seeks an order to lift the stay. The District Court of New Jersey has yet to resolve whether the stay will
remain in place.

The Company believes it has substantial defenses in these cases and intends to defend isself vigorously. However,
due to the uncertainty of these cases, the Company is unable to estimarte a range of possible loss at this time. In addition,
the Company cannot predict the outcome of these cases or their effects on the Company’s financial position or results of
operations.

Securities Class Action

In June 2005, the Iron Workers Local 16 Pension Fund filed a putative class action complaint in the U.S. District
Courr for the Eastern District of Virginia (Case No. 1:05-CV-00735-GBL-TCB) against the Company and Andrew L.
Rogal, Martin L. Vaughan, III, Timothy J. Korman, Carolyn Jones, Robert W. Blanton; Jr. and Robert B, Lockhart.
The plaintiff alleged violations by each of the defendants of Section 10(b) of the Securities Exchange Act of 1934 and
Rule 10b-5 promulgated thereunder and violations by the individual defendants of Section 20(a) of the Securities
Exchange Act of 1934. In October 2005, the appointed Lead Plaintiff filed an amended putative class action complaint.
On April 27, 2006, an order was entered granting the defendants’ motion and dismissing the amended complaint in its
entirety with prejudice. On May 23, 2006, the plaintiff appealed this order to the Fourth Circuit, U.S. Court of Appeals.
On May 22, 2007, the Fourth Circuit, U.S. Court of Appeals entered an order dismissing the plaintiff's appeal.

Lockhart Suit

On August 16, 2006, Robert B, Lockhart filed a complaint against the Company in the Circuit Court for the
County of Henrico, Virginia (Civil Action No. CL06 - 2141). The plainciff was the Company’s President and Chief
Operating Officer from August 2003 until May 25, 2005. In the complaint, the plaindff alleges, among other things,
that the Company made defamartory public statements arising out of the investigation and settlement of an action by the
Connecticut Artorney General. The plaintiff sought 2 judgment against the Company in an amount not less than $30.0
million, including an award for presumed, compensatory punitive damages and costs. On October 24, 2006, the court
submitted the matters set forth in the complaint to arbicration, where the plaintiff raised an additional claim of breach of
contract with the Company. On March 14, 2007, the parties entered into a settlement agreement that resolved all claims
between the parties relating to the complaint and the arbitration, The settlement is effective without court approval. The
amount of the settlement is not material to the Company.

Other

There are in the normal course of business various other outstanding commitments and contingent liabilities.
Management does nor anticipate material losses as a result of such matters.

NOTE Q—SEGMENT INFORMATICN

In 2005 and 2006, the Company's business consisted of two reportable segments, Domestic Retail and Excess and
Surplus, as well as an All Other category for the remaining profit centers. In 2007, the Company began reporting an
additional segment, International, due to the January 2007 acquisition of Glencairn, which expanded the Company’s
foreign operations.
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The Domestic Retail segment places insurance products for risk areas including property and casualty, employee
benefits, professional liability and personal lines through a nationwide network of offices. Domestic Retail is organized
into (i) seven United States regional operating units which oversee individual profit centers {Retail Profit Centers) and
(ii) coordinated national resources providing marketing and specialized industry or product expertise, which further
enhance the service capacity of Retail Profit Centers to larger and more complex clients.

The Excess and Surplus segment represents a group of domestic profit centers that focus on providing excess and
surplus lines insurance through retail insurance brokers.

The International segment is principally located in London, England with branch locations in Russia, South Africa
and Australia. The International operating units provide various insurance products and have a focus towards wholesale
and reinsurance brokerage. Prior to 2007, the Internarional operating units were reperted in the All Other category.

The Company’s remaining profit centers comprise the All Other category. These profit centers include the
Company’s Managing General Agencies/Underwriters and other specialized business units.

The Company evaluates the performance of its operating segments based upon operating profits. Operating profit is
defined as income befote taxes, excluding the impact of gains/losses on sate of assets, amortization of intangibles, interest
expense, minority interest expense, and special charges. A reconciliation of operating profit to income before taxes is as
follows:

(in thousands) 2007 2006 2005
Operating profir ... .......oovvuiio oo, e $182,221 $181,577 $167,900
Gainonsale 0f assers . ..o v it et 2,032 1,087 5,104
Amortization of intangibles . ...... ... o (33,037) (21,516) (18,75%)
INterest EXPense ... .....eenuiiit e (23,554) (18,368) (16,243)
Minority Interest eXpense ... ..ottt e (1,191) (714) (712)
Regulatory charge and related costs ... .. .oooiii 5,725 — (42,320}
Severance charge . ....... D — — (1,303)
Integration COSES ..o v vttt et i e (1,134) 243 (764)
Loss on extinguishmentofdebr ........ ... ... ... ... ... o (72) {897) —
Income Before tares ... oo e e $130,990 3$141,412 $ 92,907

The accounting policies of the reportable segments are consistent with those described in Note A. Each segment has
been allocated a portion of the Company’s corporate overhead based upon a percentage of roral revenues, excluding any
gains/losses on the sales of assets. Interest income and expense includes intercompany balances allocated to the individual
segments through the Company’s internal cash management program. The “Corporate/Elimination” column consists of
certain intercompany revenue eliminations; unallocated interest income and expense; certain corporate compensation
costs, legal, compliance, and claims expenditures, and other miscellaneous operating expenses not included in the
allocation of corporate overhead; and special charges. Total assets for “Corporate/Eliminations” primarily consist of
intercompany elimination and reclassification adjustment balances. Summarized information concerning the Company’s
reportable segments is shown in the following tables:

2007
Domestic Excess & All Carporate/

(in thousands) Retail Surplus International Other Eliminations Total

Totalrevenues .......... ..o, $ 683,251 $ 40,798 $ 57,173 $27,271 § (8,829) % 799,664
Investment income ........0ivinnn.. 16,463 1,361 2,556 1,869 (8,0306) 14,213
Depreciation ...................... 6,621 481 632 212 881 8,827
Operating proﬁc ................... 180,391 12,448 7,472 8,766 (26,856) 182,221
Amortization of intangibles ........... 22,072 3,212 4,979 1,933 841 33,037
Interestexpense .................... 1,388 63 4,066 1,178 16,859 23,554
Totalassets ........coivvrinuenn... 1,482,779 131,124 243,434 63,447  (103,358) 1,817,426
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2006
Domestic Excess & All Corporate/
(in thousands) Retail Surplus International Other Eliminations Toral
Total revenues .. ....oovvvrrenneens $ 629,571 § 38,177 $17,693  $30,601 3 (5,197) $ 710,845
Investmentincome ................. 11,067 662 1,193 2,073 (4,489) 10,506
Depreciation ..........ciiiiant. 6,607 449 83 223 906 8,268
Operating profit ................... 169,520 13,349 6,902 10,065 (18,259) 181,577
Amortization of intangibles ........... 14,986 2,603 69 3,017 841 21,516
Interestexpense .................... 1,394 4 200 1,236 15,534 18,368
Totalassets ..........covvinnvnnnn 1,222,601 100,291 67,906 98,266 {50,917) 1,438,147
2005
Domestic Excess & All Cur?ontel
{in thousands) Retail Surplus International Other Eliminations Total
Total revenues .........o.vvvueennns. $ 599,118 $34,657 $13,265 $32,292 $ (5.447) $ 673,885
[NVeStment iNCOME v vv v v veennnnnn 9,204 476 604 1,799 (5,502) 6,581
Depreciation . .............oiiin, 6,845 427 83 227 828 8,410
Operatingprofit ................o0t. 160,129 11,487 3,914 10,497  (18,127) 167,900
Amortization of intangibles ............ 12,507 2,449 66 2,892 841 18,755
Interestexpense ..................... 1,602 10 9 1,058 13,564 16,243
Total assers ....ovvivennn i, 1,070,496 92,741 56,611 96,304 (31,389} 1,284,763
The Company generated the following total revenues by line of business:

(in thousands) 2007 2006 2005
Commercial propertyand casualty .......... oo $472,556 $415,983 $385,391
Employeebenefits ... i 165,591 142,999 136,798
NWholesale . . ..o e e 68,904 64,577 61,229
Personal Limes . oot e e 51,162 45,822 48,338
Other . e e e e e 41,451 41,464 42,129
Consolidated total . ... .. ..t e e i e $799.664 $710,845 $673,885

NOTE R—QUARTERLY RESULTS OF OPERATIONS (UNAUDITED)

The following is a sunmary of the quarterly results of operations for the years ended December 31, 2007 and 2006:

Three Months Ended!
March 31 June 30 September 30 December 31

(in thousands, except per share amounts)
2007
Total Revenues . ... ... oot it i i i e $198,193 $200,091 $195,509  $205,871
Netlncome ... it e it e 25,222 22,212 19,626 11,065
Net Income Per Share:

Basic ot e e e 0.70 0.61 0.53 0.30

Assuming Diludon .............. o oo 0.69 0.60 0.53 0.30
2006
Total Revenues .........ivnvier e e $183,785 $178,423 $173,165 $175472
Net Income . ... e e 25,924 20,629 19,068 21,410
Net Income Per Share:

T 0.72 0.58 0.53 0.59

Assuming Dilution ................0 o o e 0.71 0.57 0.53 0.59
1 Quarterly financial information is affected by seasonal variations. The timing of contingent commissions, policy

renewals and acquisitions may cause revenues, expenses and net income to vary significantly from quarter to

quarter.
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Report of Independent Registered Public Accounting Firm on Consolidated Financial Statements

Shareholders and Board of Directors
Hilb Rogal & Hobbs Company

We have audited the accompanying consolidated balance sheets of Hilb Rogal & Hobbs Company as of
December 31, 2007 and 2006, and the related consolidated statements of income, shareholders’ equity and cash flows for
each of the three years in the period ended December 31, 2007. Our audits also included the financial statement
schedule listed in the Index at Item 15(@@)2. These financial starements and schedule are the responsibility of the
Company’s management. Qur responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards requite that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also inctudes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all marerial respects, the consolidated
financial position of Hilb Rogal & Hobbs Company at December 31, 2007 and 2006, and the consolidated results of its
operations and its cash flows for each of the three years in the period ended December 31, 2007, in conformity with U.S.
generally accepted accounting principles. Also, in our opinion, the related financial statement schedule, when considered
in relation to the basic financial statements taken as a whole, presents fairly in all material respects the information set
forth therein.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board
(United States), Hilb Rogal & Hobbs Company’s internal control over financial reporting as of December 31, 2007,
based on criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our report dated February 28, 2008 expressed an unqualified opinion
thereon.

fs! Ernst & Young LLP

Richmond, Virginia
February 28, 2008
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ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE.

None.

ITEM 9A. CONTROLS AND PROCEDURES.
Evaluation of Disclosure Controls and Procedures

The Company maintains disclosure controls and procedures that are designed to ensure thar informarion required
to be disclosed by the Company in the reports that it files or submits under the Securities Exchange Act of 1934, as
amended, is recorded, processed, summarized and reported within the time periods required by the Securities and
Exchange Commission. As of the end of the period covered by this report on Form 10-K, the Company’s management,
including the Chief Executive Officer (CEO) and the Chief Financial Officer (CFO), performed an evaluation of
the effectiveness of the design and operation of the Company’s disclosure controls and procedures (as defined in
Rules 13a-15(¢) and 15d-15(e) under the Securities Exchange Act of 1934, as amended). Based on thart evaluarion, the
Company’s management, including the CEO and CFO, concluded that the Company’s disclosure controls and
procedures were effective as of December 31, 2007.

Changes in Internal Control Over Financial Reporting

The Company’s management is also responsible for establishing and maintaining adequate internal control over
financial reporting. There have been no changes in the Company’s internal control over financial reporting during the
three months ended December 31, 2007, thar have materially affected, or are reasonably likely to materially affect, the
Company’s internal control over financial reporting.

Inherent Limitations of Internal Control Over Financial Reporting

The Company’s management, including the CEO and CFO, does not expect that the Company’s disclosure
controls and procedures and internal control over financial reporting will prevent or detect all errors and all fraud. A
control system, no matter how well conceived and operated, can provide only reasonable, not absolute, assurance thart the
objectives of the control system are met, Further, the design of a control system must reflect the fact that there are
resource constraints, and the benefits of controls must be considered relative to their costs. Because of the inherent
limitations in a cost-effective control system, no evaluation of controls can provide absolute assurance that misstatements
due to error or fraud will not occur or that all control issues and instances of fraud, if any, within the Company have
been detected. These inherent limitations include the realities that judgments in decision-making can be faulty, and that
breakdowns can occur because of simple error or mistake. Additionally, controls can be circumvented by the individual
acts of some persons, by collusion of two or more people, or by management override of the controls.

The design of any system of control is based in part on certain assumptions about the likelihood of future events,
and there can be no assurance that any design will succeed in achieving its stated goals under all potential future
conditions. Over time, a control may become inadequate because of changes in conditions, or the degree of compliance
with the policies or procedures may deteriorate.

Management’s Report on Internal Control over Financial Reporting

The Company’s management is responsible for establishing and maintaining adequate internal control over
financial reporting (as defined in Rule 13a-15(f) under the Securities Exchange Act of 1934, as amended). Under the
supervision of the CEO and CFO, the Company’s internal control over financial reporting is a process designed to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of the Company’s
financial statements for external reporting purposes in accordance with U.S. generally accepted accounting principles.
Management conducted an assessment of the effectiveness of the Company’s internal control over financial reporting
based on the framework established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (COSO).

In conducting its assessment of the effectiveness of the Company's internal control over financial reporting,
management excluded the following acquisitions completed by the Company in 2007: Loan Protector Insurance
Services; Nevin, Works & Associates, Inc.; Investigative Solutions, Inc.; Global Special Risks, LLC; The Urman
Company; Charlton Manley, Inc;; The Resource Group, L.C.; Brown/Raynor Corporation; and Banc of America
Corporate Insurance Agency, LLC; which are included in the 2007 consolidated financial statements and constituted less
than 14% of total assets as of December 31, 2007 and less than 6% of revenues and 8% of net income for the year then
ended.
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Based on this assessment using the criteria outlined in Internal Control—Integrated Framework issued by COSO,
management has concluded that the Company’s internal control over financial reporting was effective as of
December 31, 2007. The effectiveness of the Company’s internal control over financial reporting as of December 31,
2007 has been audited by Ernst & Young LLP, an independent registered public accounting firm thac has also audited
the Company’s consolidated financial statements, as stated in its report which follows.
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Report of Independent Registered Public Accounting Firm on Internal Control over Financial Reporting

Sharcholders and Board of Directors
Hilb Rogal & Hobbs Company

We have audited Hilb Rogal & Hobbs Company’s internal control over financial reporting as of December 31,
2007, based on ctitetia established in Internal Control—Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission (the COSO criteria). Hilb Rogal & Hobbs Company’s management is
responsible for maintaining effective internal control over financial reporting, and for its assessment of the effectiveness of
internal control over financial reporting included in the accompanying Management’s Report on Internal Control Over
Financial Reporting. Our responsibility is to express an opinion on the Company’s internal control over financial
reporting based on our audit. '

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all material respects. Qur audit included
obraining an understanding of internal control over financial reporting, assessing the risk thar a material weakness exists,
testing and evaluating the design and operating effectiveness of internal control based on the assessed risk, and
performing such other procedures as we considered necessary in the circumstances. We believe that our audit provides a
_ reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting inctudes
those policies and procedures that {1) pertain to the maintenance of records that, in reasonable detail, accurately and
fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary 1o permit preparation of financial statements in accordance with generally accepted
accounting principles, and that receipts and expenditures of the company are being made only in accordance with
authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention
or timely detection of unauthorized acquisition, use, or disposition of the company’s assets that could have a2 marerial
effecr on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatermnents. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls
may become inadequate because of changes in conditions, or that the degree of compliance with the policies or
procedures may deteriorate.

As indicated in the accompanying Management’s Report on Internal Control Over Financial Reporting,
management’s assessment of and conclusion on the effectiveness of internal control over financial reporting did not
include the internal controls of the following entities acquired by Hilb Rogal & Hobbs Company in 2007: Loan
Protector Insurance Services, Nevin, Works & Associates, Inc., Investigative Solutions, Inc., Global Special Risks, LLC,
The Urman Company, Charlcon Manley, Inc., The Resource Group, L.C., Brown/Raynor Corporation, and Banc of
America Corporate Insurance Agency, LLC, which are included in the 2007 consolidated financial statements of Hilb
Rogal & Hobbs Company and constitured less than 14% of total assets as of December 31, 2007 and 6% and 8% of
revenues and net income, respectively, for the year then ended. Our audit of internal control over financial reporting of
Hilb Rogal & Hobbs Company also did not include an evaluation of the internal control over financial reporting of the
entittes referred to above.

In our opinion, Hilb Rogal & Hobbs Company maintained, in all material respects, effective internal control over
financial reporting as of December 31, 2007, based on the COSO criteria.

We have also audited, in accordance with the standards of the Public Company Accoundng Oversight Board
{United States), the 2007 consolidated financial statements of Hilb Rogal & Hobbs Company and our report dated
February 28, 2008 expressed an unqualified opinion thereon.

fs/  Ernst & Young LLP

Richmond, Virginia
February 28, 2008
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ITEM 9B. OTHER INFORMATION.

None.
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PART Il

ITEM 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE.

Except for certain information regarding executive officers included in Part I and the matters set forth below, the
information required by this Item is incorporated by reference to the Company’s definitive Proxy Statement for the 2008
Annual Meeting of Shareholders to be filed within 120 days after the end of the fiscal year.

Code of Ethics

The Company has adopted codes of ethics that apply to all its directors, officers (including its Chief Executive
Officer, Chief Financial Officer, Chief Accounting Officer and any person performing similar functions) and employees.
The codes of ethics contain provisions relating to honest and ethical conduct (including the handling of conflicts of
interest between personal and professional relationships), the preparation of full, fair, accurate and cimely disclosure in
reports and documents filed with the SEC and in other public communications made by the Company, compliance with
governmental laws, rules and regulations and other matters. Shareholdets of the Company and the public may obtain a
copy from the “Investor Relations” section of the Company’s website at www.hrb.com or request a free copy from Hilb
Rogal & Hobbs Company, Attention: Investor Relations, 4951 Lake Brook Drive, Suite 500, Glen Allen, Virginia
23060. Any amendment 1o or waiver from a provision of the code of ethics relating to directors and executive officers
will be promptly disclosed on the Company’s website.

ITEM 11. EXECUTIVE COMPENSATION.

Informartion required by this Item is incorporated by reference to the material under the heading “Executive
Compensation” in the Company’s definitive Proxy Statement for the 2008 Annual Meeting of Sharcholders to be filed
within 120 days after the end of the fiscal year.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

Information required by this [tem is incorporated by reference to the Company’s definitive Proxy Statement for the
2008 Annual Mecting of Sharcholders to be filed within 120 days after the end of the fiscal year.

Securities Authorized for Issuance under Equity Compensation Plans

Informarion regarding the Company's equity compensation plans is incorporated by reference to the marerial under
the heading “Equity Compensation Plan Information” in the Company’s definitive Proxy Statement for the 2008
Annual Meeting of Shareholders to be filed within 120 days after the end of the fiscal year.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS AND DIRECTOR INDEPENDENCE.

Information required by this Item is incorporated by reference to the Company’s definirive Proxy Statement for the
2008 Annual Meeting of Sharcholders to be filed within 120 days after the end of the fiscal year. ’

iTEM 14, PRINCIPAL ACCOUNTING FEES AND SERVICES.

Information required by this Item is incorporated by reference to the Company’s definitive Proxy Statement for the
2008 Annual Meeting of Shareholders to be filed within 120 days after the end of the fiscal year.
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PART IV

ITEM 15. EXHIBITS, FINANCIAL STATEMENT SCHEDULES.

The following documents are filed as part of this report:

{a)

Financial statements

Reference is made to the information set forth in Item 8 of this report, which information is incorporared
by reference.

Consolidated Financial Stacement Schedules,

The following consolidated financial statement schedule of Hilb Rogal & Hobbs Company and subsidiaries is
submirted as a separate section of this report:

Schedule II Valuation and Qualifying Accounts

All other schedules for which provision is made in the applicable accounting regulation of the Securities and
Exchange Commission are not required under the related instructions or are inapplicable and therefore have been

omirtted.

2007 Exhibits

The following exhibits are filed as a part of this report:

Exhibit No.

Document

31

3.2

10.1

10.2

10.3

10.4

10.5

10.6

10.7

10.8

10.9

Amended and Restated Articles of Incorporation of the Company, (incorporated by reference to
Exhibit 3.1 to the Company’s Current Report on Form 8-K, dated May 1, 2007, File No. 0-15981)

Amended and Restated Bylaws of the Company, (incorporated by reference to Exhibit 3.1 to the
Company’s Current Report on Form 8-K, dated February 14, 2006, File No. 0-15981)

Hilb, Rogal and Hamilton Company 2000 Stock Incentive Plan, as amended and restated February 11,
2003 (incorporated by reference to Exhibit 4.3 to the Company’s Registration Statement on Form $-8
dated November 21, 2003, File No. 333-110666)**

Hilb Rogal & Hobbs Company 2007 Stock Incentive Plan (incorporated by reference to Exhibit 4.3 to
the Company’s Registration Statement on Form S-8, dated May 1, 2007, File No. 0-15981)**

Hilb Rogal & Hobbs Company Non-employee Directors Stock Incentive Plan, as amended and restated
effective January 1, 2007 (incorporated by reference to Exhibit 10.6 to the Company’s Form 10-Q for the
quarter ended March 31, 2007, File No. 0-15981)**

2007 Corporate Incentive Plan (incorporated by reference to Exhibit 10.1 to the Company’s Current
Report on Form 8-K, dated February 12, 2007, File No. 0-15981)**

2008 Corporate Incentive Plan (incorporated by reference to Exhibit 10.1 to the Company’s Current
Report on Form 8-K, dated February 12, 2008, File No. 0-15981)*

Senior Executive Employment Agreement of Martin L. Vaughan, I1I, dated May 6, 2003, by and berween
the Company and Martin L. Vaughan, I1I (incorporated by reference to Exhibit 10.15 to the Company's
Form 10-K for the year ended December 31, 2003, File No. 0-15981)**

Amendment dated July 17, 2007, to the Senior Executive Employment Agreement with Martin L.
Vaughan, I (incorporated by reference to Exhibit 10.2 to the Company’s Form 10-Q for the quarter
ended September 30, 2007, File No. 0-15981)**

Senior Executive Employment Agreement of F. Michael Crowley, dated January 17, 2006, by and
between Hilb Rogal & Hobbs Company and F. Michael Crowley (incorporated by reference to
Exhibir 10.1 to the Company’s Current Report on Form 8-K, dared January 17, 2006, File No. 0-
15981)**

Amendment dared July 17, 2007, to the Senior Executive Employment Agreement with F. Michael
Crowley (incorporated by reference to Exhibit 10.3 to the Company’s Form 10-Q for the quarter ended
September 30, 2007, File No. 0-15981)**
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Exhibit No.

Document

10.10

10.11

10.12

10.13

10.14

10.15

10.16

10.17

10.18

10.19

10.20

10.21

10.22

10.23

10.24

Executive Employment Agreement of Michael Dinkins, dated September 13, 2005, by and berween Hilb
Rogal & Hobbs Company and Michael Dinkins (incorporated by reference to Exhibit 10.2 to the
Company’s Current Report on Form 8-K dated September 13, 2005, File No. 0-15981)**

Offer Lecter of Michael Dinkins, dated July 25, 2005, by and between Hilb Rogal & Hobbs Company
and Michael Dinkins (incorporated by reference to Exhibit 10.1 to the Company’s Current Report on
Form 8-K dated September 13, 2005, File No. 0-15981)**

Hilb Rogal & Hobbs Company Restricted Stock Agreement between the Company and Michael Dinkins,
dated Ocrober 1, 2005 (incorporated by reference to Exhibit 10.4 to the Company’s Form 10-Q/A for
the quarter ended September 30, 2005, File No. 0-15981)**

Hilb Rogal & Hobbs Company Employee Non-Qualified Stock Option Agreement berween the
Company and Michael Dinkins, dated October 1, 2005 (incorporated by reference to Exhibit 10.5 to the
Company’s Form 10-Q/A for the quarter ended September 30, 2003, File No. 0-15981)™*

Senior Executive Employment Agreement of Timothy ]. Korman dated December 1, 2001 by and
between Hilb, Rogal and Hamilton Company and Timothy J. Korman (incorporated by reference to
Exhibit 10.22 to the Company’s Form 10-K for the year ended December 31, 2001, File No. 0-15981)**

Amendment dated July 17, 2007, to the Senior Executive Employment Agreement with Timothy J.
Korman (incorporated by reference to Exhibit 10.4 w the Company’s Form 10-Q for the quarter ended
September 30, 2007, File No. 0-15981)**

Executive Employment Agreement of Frank H. Beard dated November 15, 2005 by and between Hilb
Rogal & Hobbs Company and Frank H. Beard (incorporated by reference to Exhibit 10.18 to the
Company’s Form 10-K for the year ended December 31, 2005, File No. 0-15981)**

Form of Regional Director Employment Agreement for the following executive officers: William F.
Creedon, John P. McGrath and J. Thomas Stiles (incorporated by reference to Exhibit 10.11 to the
Company's Form 10-K for the year ended December 31, 2004, File No. 0-15981)**

Form of Regional Director Employment Agreement #2 for the following executive officers: Steven C.

Deal and William L. Chaufty*,**

Form of Change of Control Employment Agreement for the following executive officers: Timothy J.
Korman, Martin L. Vaughan, III, Carolyn Jones, Michael Dinkins, Frank H. Beard, Joseph W. G. Birrtel,
Walter L. Smith, A. Brent King, William C. Widhelm and F. Michael Crowley (incorporated by reference
tc Exhibit 10.12 1o the Company’s Form 10-K for the year ended December 31, 1998, File
No. 0-15981)**

Form of Change of Control Employment Agreement for the following executive officers: John
P. McGrath, William C. Chaufty, William F. Creedon, Steven C. Deal, J. Thomas Stiles, Karl E. Manke
and Robert S. O’Brien (incorporated by reference to Exhibit 10.13 to the Company’s Form 10-K for the
year ended December 31, 1998, File No. 0-15981)**

Form of First Amendment to Change of Control Employment Agreement for the following executive
officers: Timothy J. Korman, Martin L. Vaughan, III, Carolyn Jones, Michael Dinkins, Frank H. Beard,
Joseph W. G. Birriel, Walter L. Smith, A. Brent King, William C. Widhelm, F. Michae! Crowley, John P.
McGrath, William C. Chaufry, William F. Creedon, Steven C. Deal, }. Thomas Stiles, Karl E. Manke
and Robert $. O’'Brien (incorporated by reference to Exhibit 10.12 to the Company’s Form 10-K for the
year ended December 31, 2004, File No. 0-15981)**

Change of Control Employment Agreement of F. Michael Crowley, dated January 17, 2006, by and
beeween Hilb Rogal & Hobbs Company and F. Michael Crowley (incorporated by reference two
Exhibit 10.2 to the Company’s Current Report on Form 8-K, dated January 17, 2006, File
No. 0-15981)**

Hilb Rogal & Hobbs Company Executive Voluntary Deferral Plan, as amended and restated effective
January 1, 2005 (incorporated by reference to Exhibit 10.3 to the Company’s Form 10-Q for the quarter
ended March 31, 2007, File No. 0-15981)**

Hilb Rogal & Hobbs Company Outside Directors Deferral Plan, as amended and restated effective
January 1, 2007 (incorporated by reference to Exhibit 10.7 to the Company’s Form 10-Q for the quarter
ended March 31, 2007, File No. 0-15981)**
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Exhibit No.

Document

10.25

10.26

10.27

10.28

10.29
10.30
10.31

10.32

10.33

10.34

10.35

10.36

10.37

10.38

10.39

10.40

10.41

Hilb Rogal & Hobbs Company Supplemental Cash Incentive Plan, effective February 13, 2007
(incorporated by reference to Exhibit 10.44 to the Company’s Form 10-K for the year ended
December 31, 2006, File No. 0-15981)**

Hilb Rogal & Hobbs Company Supplemental Executive Retirement Plan, as amended and restated
effective January 1, 2005 (incorporated by reference to Exhibit 10.8 to the Company’s Form 10-Q for the
quarter ended March 31, 2007, File No. 0-15981)**

Amended and restated Hilb Rogal & Hobbs Company Employee Stock Purchase Plan, effective
November 235, 2002 (incorporated by reference to Exhibit 4.3 to the Company’s Registration Statement
on Form §-8, dated May 4, 2007, File No. 0-15981)**

Form of Hilb Rogal & Hobbs Company Director Non-Qualified Stock Option Agreement {incorporated
by reference to Exhibit 10.2 to the Company’s Form 10-Q for the quarter ended June 30, 2006, File
No. 0-15981)**

Form of Hilb Rogal & Hobbs Company Employee Non-Qualified Stock Option Agreement®,**
Form of Hilb Rogal & Hobbs Company Employee Restricted Stock Agreement*,*

2008 form of Hilb Rogal & Hobbs Company Employee Non-Qualified Stock Option Agreement with
schedule of optionees and amounts of options granted *,**

2008 form of Hilb Rogal 8 Hobbs Company Restricted Stock Agreement with schedule of grantees and
amounts of restricted stock granted *,**

2007 form of Hilb Rogal & Hobbs Company Employee Non-Qualified Stock Option Agreement with

schedule of optionees and amounts of options granted *,**

2007 form of Hilb Rogal & Hobbs Company Restricted Stock Agreement with schedule of grantees and

amounts of restricted stock granted *,**

2006 form of Hilb Rogal 8 Hobbs Company Employee Non-Qualified Stock Option Agreement wich
schedule of optionees and amounts of options granted (incorporated by reference to Exhibir 10.28 to the
Company’s Form 10-K for the year ended December 31, 2005, File No. 0-15981)**

2006 form of Hilb Rogal & Hobbs Company Restricted Stock Agreement with schedule of grantees and
amounts of restricred stock granted (incorporated by reference to Exhibit 10.8 to the Company’s Form
10-Q for the quarter ended March 31, 2006, File No. 0-15981)**

2005 form of Hilb Rogal & Hobbs Company Employee Non-Qualified Stock Option Agreement with
schedule of optionees and amounts of options granted (incorporated by reference to Exhibit 10.24 to the
Company’s Form 10-K for the year ended December 31, 2004, File No. 0-15981)**

2005 form of Hilb Rogal & Hobbs Company Restricted Stock Agreement with schedule of grantees and
amounts of restricted stock granted (incorporated by reference to Exhibir 10.25 to the Company’s
Form 10-K for the year ended December 31, 2004, File No. 0-15981)**

2004 form of Hilb, Rogal and Hamilton Company Employee Non-Qualified Stock Option Agreement
with schedule of optionees and amounts of options granted (incorporated by reference to Exhibit 10.25 to
the Company’s Form 10-K for the year ended December 31, 2003, File No. 0-15981)**

2004 form of Hilb, Rogal and Hamilton Company Restricted Stock Agreement with schedule of grantees
and amounts of restricted stock granted (incorporated by reference to Exhibit 10.26 to the Company’s
Form 10-K for the year ended December 31, 2003, File No. 0-15981)**

Credit Agreement dated April 26, 2006, by and between Hilb Rogal & Hobbs Company, as borrower;
Bank of America, N.A., as administrative agent; and the lenders named therein as Lenders (incorporated
by reference to Exhibit 10.9 to the Company’s Form 10-Q for the quarter ended March 31, 2006, File
No. 0-15981) :
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Exhibit No.

Document

10.42

10.43

10.44

10.45

10.46

10.47

10.48

10.49

10.50

21
23
31.1
31.2
32.1
32.2

* .

*

Amendment No. 1 o Credit Agreement, dated July 13, 2007, among the Company, as borrower; Bank of
America, N.A., as administrative agent; and the lenders named therein as Lenders (incorporated by
reference to Exhibit 10.7 to the Company’s Form 10-Q for the quarter ended June 30, 2007, File
No. 0-15981)

Amendment No. 2 to Credit Agreement and Joinder Agreement dated Seprember 10, 2007, by and
between Hilb Rogal & Hobbs Company and Bank of America, N.A. and other lenders (incorporated by
reference to Exhibit 10.6 1o the Company’s Form 10-Q} for the quarter ended September 30, 2007, File
No. 0-15981)

Note Purchase and Private Shelf Agreement dated September 10, 2007, by and berween Hilb Rogal &
Hobbs Company and The Prudential Insurance Company of America (incorporated by reference to
Exhibit 10.5 to the Company’s Form 10-Q for the quarter ended September 30, 2007, File No. 0-15981)

Amended and Restated Consulting Agreement berween the Company and Robert H. Hilb (incorporated
by reference to Exhibit 10.3 to the Company’s Form 10-Q for the quarter ended June 30, 2002, File
No. 0-15981)**

First Amendment to Amended and Restated Consulting Agreement between the Company and Robert H.
Hilb (incorporated by reference to Exhibit 10.1 to the Company’s Form 10-Q dated August 13, 2003,
File No. 0-15981)**

Second Amendment to Amended and Restated Consulting Agreement berween the Company and Robert
H. Hilb (incorporated by reference to Exhibit 10.43 to the Company’s Form 10-K for the year ended
December 31, 2006, File No. 0-15981)**

Aggeement between the Artorney General of the State of Connecticur and the Insurance Commissioner of
the State of Connecticut and Hilb Rogal & Hobbs Company and its subsidiaries and affiliates dated
August 31, 2005 {incorporated by reference to Exhibit 10.1 to the Company’s Current Report on Form
8-K dated August 31, 2005, File No. 0-15981) '

Stipulation and Consent Order between the Insurance Commissioner of the State of Connecticur and
Hilb Rogal & Hobbs Company and Hilb Rogal & Hobbs of Connecticut, LLC dared August 31, 2005
(incorporated by reference to Exhibit 10.2 to the Company’s Current Report on Form 8-K dated
August 31, 2005, File No. 0-15981)

Amended and Restated Voting and Standstill Agreement dated as of November 7, 2002 made by and
among the Company, The Phoenix Companies, Inc., Phoenix Life Insurance Company and PM
Holdings, Inc. (incorporated by reference to Exhibit 10.1 to the Company’s Form 10-Q for the quarter
ended September 30, 2002, File No. 0-15981)

Subsidiaries of Hilb Rogal & Hobbs Company*

Consent of Ernst & Young LLP*

Certification Statement of Chief Executive Officer Pursuant to Rule 13a-14(a}/15(d)-14(a)*
Certification Statement of Chief Financial Officer Pursuant to Rule 13a-14(a)/15(d)-14(a)*
Certificarion Statement of Chief Executive Officer Pursuant to 18 U.5.C. Section 1350*

Certification Statement of Chief Financial Officer Pursuant to 18 U.S5.C. Section 1350*

Filed Herewith

Indicates management contract or compensatory plan or arrangement
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

HILB ROGAL & HOBBS COMPANY

By: Isi  MARTIN L. VAUGHAN, 1II

Martin L. Vaughan, IT1
Chairman and Chief Executive Officer

Date: February 28, 2008

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant in the capacities and on the dates indicated.

Signature Tide Date

/si  MARTIN L. VAUGHAN, 111 Chairman, Chief Executive Officer and February 28, 2008

Martin L. Vaughan, III Director
(Principal Executive Officer)

I/ MICHAEL DINKINS

Michael Dinkins

/s JOHN HAMERSKI

John Hamerski

/s JULIE A. BECK

Julie A. Beck

/s/  THEODORE L. CHANDLER, JR.

Theodore L. Chandles, Jr.

Is/  NORwoOD H. Davis, jr.

Norwood H. Davis, Jr.

Is/  ROBERT W. FIONDELLA

Robert W. Fiondella

/s/ ROBERT H. HiLB

Rebert H. Hilb

/s  ANTHONY F. MARKEL

Anthony F. Markel

fsi  Tuomas H. O’BrIEN

Thomas H. O’Brien

Is! ScoTT R. ROYSTER

Scotr R. Royster

/s/  JuLlous P. SMITH, JR.

Julious P. Smith, Jr.

fs/  VWWARREN M. THOMPSON

Warren M, Thompson

/s!/  ROBERT S. UKrOP

Robert 8. Ukrop

Executive Vice President and Chief
Financial Officer
{Principal Financial Officer)

Vice President and Controller

{Principal Accounting Officer)

Director

Direcror

Director

Director

Director

Director

Director

Director

Director

Director

Director
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February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008

February 28, 2008



Description

Year ended December 31, 2007:
Allowance for doubtful accounts

Year ended December 31, 2006:;
Allowance for doubtful accounts

Year ended December 31, 2005:
Allowance for doubtful accounts

HILB ROGAL & HOBBS COMPANY
SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS

(in thousands)
Col. A Col. B Col. C Col. D Col.E
Additions
. al
Balance at Charged to Other Balance
B?gi 1 to Costs Accounts  Deductions  at End
o Pcriﬁ and Expenses (Describe)  (Describe)  of Period

{a) Recoveries ($264) and from acquisitions ($263)

(b} Bad debts written off

{c) Recoveries ($101) and from acquisitions ($58)
{(d) Recoveries ($155) and from acquisitions ($9)
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................... $3,713 $1,981 $527(a) $2,249(b) $3,972
................... 4,180 502 159(c) 1,128(b) 3,713

................... 4,630 753 164(d) 1,367(b) 4,180




Exhibit 21
Subsidiaries of Hilb Rogal & Hobbs Company

| Name of Subsidiary State/Province of Incorporation
| Bay Technology Group, LLC Delaware
Bliss & Glennen, Inc. (3 locations) California
Dominion Specialty Group, Inc. Florida
Ed Murray & Sons, Inc. Wyoming
Essenale, Led. Bermuda
Freberg & Company of Wyoming, Inc. Wyoming
Freberg Environmental, Inc. (4 locations) Colorado
Glencairn Group Limited United Kingdom
Global Special Risks, LLC (2 locations) Texas
HRH Consulting, LLC Virginia
HRH E&sS Services, LLC Illinois
HRH Insurance Services of Nevada, Inc. Nevada
HRH Investment Advisors, LLC Delaware
HRH (London) Limited United Kingdom
HRH Metro Northeast, LLC (15 locations) New Jersey
HRH Michigan, Inc. Michigan
HRH Reinsurance Brokers Limited United Kingdom
HRH Risk Mitigation, Inc. (4 locations) Pennsylvania
HRH Securities, LLC New York
HRH Wisconsin, Inc. Wisconsin
Hilb Rogal & Hobbs of Alabama, Inc. (4 locations) Alabama
Hilb Rogal & Hobbs of Appleton, Inc. Wisconsin
Hilb Rogal & Hobbs of Arizona, Inc. (3 locations) Arizona
Hilb Rogal & Hobbs of Atlanta, Inc, Georgia
Hilb Rogal & Hobbs of Baltimore, Inc. Maryland
Hilb Rogal & Hobbs of Chicage, Inc. Illinois
| Hilb Rogal & Hobbs of Chicagoland, Inc. Tllinois
Hilb Rogal & Hobbs of Colorado, Inc. (2 locations) Colorado

Hilb Rogal & Hobbs of Connecticut, LLC (3 locations)

Connecticut

Hilb Rogal & Hobbs of Conroe, Inc, Texas
Hilb Rogal & Haobbs of Florida, Inc. (9 locations) Florida
Hilb Rogal & Hobbs of Gainesville, Inc. Georgia
Hilb Rogal & Hobbs of Grand Rapids, Inc, Michigan
Hilb Rogal & Hobbs of lilineis, Inc. (2 locations) Ilinois
Hilb Rogal & Hobbs of Kansas, Inc. (6 locations) Kansas
Hilb Rogal & Haobbs of Massachusetts, LLC (2 locations) Virginia
Hilb Rogal & Hobbs of Metropolitan Washington, Inc. Delaware
Hilb Rogal & Hobbs of Nebraska, Inc. Nebraska
Hilb Rogal & Hobbs of New York, LLC New York
Hilb Rogal & Hobbs of Northern New England, Inc. (4 locations) Maine
Hilb Rogal & Hobbs of New Jersey, LLC (2 locations) New Jersey



Exhibit 21 {Continued)
Subsidiaries of Hilb Rogal & Habbs Company

Name of Subsidiary

Hilb Rogal & Hobbs of Oak Brook, LLC

Hilb Rogal & Hobbs of Ohio, LLC

Hilb Rogal & Hobbs of Oklahoma, Inc.

Hilb Rogal & Hobbs of Oregon, Inc. (2 locations)

Hilb Rogal & Hobbs of Philadelphia, LLC

Hilb Rogal & Hobbs of Pittsburgh, LLC

Hilb Rogal & Hobbs of Savannah, Inc.

Hilb Rogal & Hobbs of Tennessee, Inc.

Hilb Rogal & Hobbs of Texas, LP (10 locations)

Hilb Rogal & Hobbs of Upstate New York, LLC (2 locations)
Hilb Rogal & Hobbs of Virginia (3 locations)

Hilb Rogal & Hobbs Insurance Services of Aliso Viejo, LLC
Hilb Rogal & Hobbs Insurance Services of California, Inc. (19 locations)
Hilb Rogal & Hobbs Insurance Services of Long Beach, LLC
Hilb Rogal & Hobbs Professional Practice Insurance Brokers, Inc.
Hilb Rogal & Hobbs Services Company

Hilb Rogal & Hobbs UK Holdings Ltd.

Hobbs Group Insurance Brokers, LLC

Hobbs Group, LLC

Habbs Group, Inc.

Hobbs Group, Enc.

Hobbs Group, Inc.

Hobbs Group (NY)}, LLC

[ntegrated Risk Solutions Insurance Services, LLC

Integrated Risk Solutions Insurance Services, L1.C

Kirklin & Company, LLC

Lees Preston Fairy Holdings Limited

Maclean, Oddy & Associates, Inc.

Nevin, Wakayama & Assoc., Inc. {3 locations)

NIB {Holdings) Limited

Premium Funding Associates, Inc.

Smith, Bell and Thompsen, Inc.

The Managing Agency Group, Inc.

The Urman Company (3 locations)

Westport Financial Services, LLC (5 locations)

Westport Insurance Agency, Inc.

Westport Insurance Agency, LLC

Westport Insurance Brokerage, LLC

Westport Insurance Agency, LLC

Westport Worldwide, LLC

Zurz Assoctates, Inc.

State/Province of Incorporation

[llinois

Ohio
Oklahoma
Oregon
Pennsylvania
Pennsylvania
Georgia
Tennessee
Texas
Delaware
Virginia
Califernia
California
California
California
Virginia
United Kingdom
Massachusetts
Delaware
Maryland
Massachusetts
Texas

New York
California
Delaware
Delaware
United Kingdom
Texas
Oregon
United Kingdom
Connecticut
Vermont
Connecticut
Colorado
Delaware
Delaware
Delaware
Massachusetts
Texas
Delaware

Delaware



Exhibit 23
Consent of Independent Registered Publi; Accounting Firm

We consent to the incorporation by reference in the Registration Statements (Form S-8 No. 333-103191, Form §-8
333-103262, Form S-8 333-44735, Form 5-8 No. 333-53417, Form S-8 333-37142, Form §-8 No. 333-110666, Form
S-8 No. 333-74344, Form S5-8 No. 333-74340, Form S-3 No. 333-74564, Form $-4 No. 333-50018, Form $-4 No.
333-135016, Form S-8 No. 333-142528 and Form S-8 No. 333-142622) of Hilb Rogal & Hobbs Company and in the
related Prospectuses of our reports dated February 28, 2008, with respect to the consolidated financial statements and
schedule of Hilb Rogal & Hobbs Company and the effectiveness of internal control over financial reporting of Hilb
Rogal & Hobbs Company, included in this Annual Report (Form 10-K) for the year ended December 31, 2007.

s/ Ernst & Young LLP

Richmeond, Virginia
February 28, 2008



Exhibit 31.1

STATEMENT OF CHIEF EXECUTIVE OFFICER
PURSUANT TO RULE 13a - 14(a)/15d - 14(a)

I, Martin L. Vaughan, III, Chairman and Chief Executive Officer of Hilb Rogal 8 Hobbs Company, certify that:
1. T have reviewed this report on Form 10-K of Hilb Rogal & Hobbs Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omir to stare a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the petied covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting
(as defined in Exchange Act Rules 132-15(f) and 15d-15{f)) for the tegistrant and have:

(@) Designed such disclosure controls and procedures, or caused such disclosure cantrols and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during che period in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions abour the effectiveness of the disclosure controls and procedures as of the end of the period
covered by this report based on such evaluation; ang

{d) Disclosed in this report any change in the registrant’s internal contrel over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financial
reporting; and

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit commiteee of the registrant’s board of directors
(or persons performing the equivalent functions):

{a) All significant deficiencies and marerial weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b}, Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting,

Date February 28, 2008 /s MARTIN L. VAUGHAN, III

Martin L. Vaughan, III
Chairman and Chief Executive Officer



Exhibit 31.2

STATEMENT OF CHIEF FINANCIAL OFFICER
PURSUANT TO RULE 13a - 14(a)/15d - 14{(a)

I, Michael Dinkins, Executive Vice President and Chief Financial Officer of Hilb Rogal & Hobbs Company, certify
that:

1. I have reviewed this report on Form 10-K of Hilb Rogal 8 Hobbs Company;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omir to state 2
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in alt material respects the financial condition, results of operations and cash flows of the registrant as of, and for,
the periods presented in this report;

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control over financial reporting
(as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and have:

(a} Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the peried in
which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of financial
reporting and the preparation of financial statements for external purposes in accordance with generally accepted
accounting principles;

(c} Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure contrals and procedures as of the end of the period
covered by this report based on such evaluation; and

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report)
that has materially affected, or is reasonably likely to materially affect, the registrant’s internal control over financtal
reporting; and

5. The registrant’s other certifying officer and 1 have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors
(ot persons performing the equivalent functions):

{a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summatize and report financial information; and

(b} Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date February 28, 2008 /s!  MICHAEL DINKINS
Michael Dinkins
Executive Vice President and Chief Financial Officer




Exhibit 32.1

STATEMENT OF CHIEF EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350

In connection with the Form 10-K of Hilb Rogal & Hobbs Cornpany for the year ended December 31, 2007, 1,
Martin L. Vaughan, !1I, Chairman and Chief Executive Officer of Hilb Rogal 8 Hobbs Company, hereby cerrify
pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my
knowledge:

(a) such Form 10-K for the year ended December 31, 2007 fully complies with the requirements of section 13(a} of
the Securities Exchange Act of 1934, as amended; and

(b) the information contained in such Form 10-K for the year ended December 31, 2007 fairly presents, in all
material respects, the consolidated financial condition and results of operations of Hilb Rogal & Hobbs Company and its
subsidiaries as of and for the periods presented in such Form 10-K.

By: /s MARTIN L. VAUGHAN, III Date: February 28, 2008

Martin L. Vaughan, III
Chairman and Chief Executive Officer




Exhibit 32.2

STATEMENT OF CHIEF FINANCIAL OFFICER
PURSUANT TC 18 U.S.C. SECTION 1350

In connection with the Form 10-K of Hilb Rogal & Hobbs Company for the year ended December 31, 2007, I,
Michael Dinkins, Executive Vice President and Chief Financial Officer of Hilb Rogal 8 Hobbs Company, hereby certify
pursuant to 18 U.S.C. § 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that, to my
knowledge:

(a) such Form 10-K for the year ended December 31, 2007 fully complies with the requirements of section 13(a) of
the Securities Exchange Act of 1934, as amended; and

(b) the information contained in such Form 10-K for the year ended December 31, 2007 fairly presents, in all
material respects, the consolidated financial condition and results of operations of Hilb Rogal & Hobbs Company and its
subsidiaries as of and for the periods presented in such Form 10-K.

By: /s! MICHAEL DINKINS Dare: Eebruary 28, 2008
Michael Dinkins
Executive Vice President and Chief Financial Qfficer




CORPORATE INFORMATION

SHAREHOLDER INQUIRIES

Correspondence about stock ownership, dividend payments,
transfer requirements, changes of address, lost stock certificates,
duplicate mailings and account status may be directed to the
HRH transfer agent, BNY Mellon Shareowner Services.
Other inquiries should be directed to the Secretary at the
corporate address.

FORM 10-K

Copies of the company's current Form 10-K for the year ended
December 31, 2007, as filed with the Securities and Exchange
Commission, may be obtained upon written request without
charge from the Secretary at the corporate address.

CERTIFICATIONS

The company has filed cettifications required by Section 302
of the Sarbanes-Oxley Act of 2002 as exhibits to the company'’s
Form 10-K for the year ended December 31, 2007, In addition,
the chief executive officer’s annual certification wich the New
York Stock Exchange (NYSE) regarding compliance with NYSE
Corporate Governance Listing Standards Section 303A.12(a)
was filed on May 22, 2007 without qualification,

ETHICS LINE

At Hilb Rogal & Hobbs Company, we are proud of the way we
do business, maintaining the highest ethical srandards in our
everyday practices. We focus on integrity in our business dealings,
and on compliance with legat standards and company policies.
We do this because it is the right thing to do.

As part of our commitment to integrity and compliance, and

in compliance with federal laws applicable to all public companies,
we offer the HRH Ethics Line. This is a confidential hotline,
operated by a third party, which allows callers to prorect their

FINANCIAL MEASURES

anonymity when reporting issues of concern, The system is
available 24 hours a day, 365 days a year, and may be accessed
by:dialirig 800-735-1239. Residents of the United Kingdom
may.access the system by dialing 0-800-89-0011-800-735-1239.
Additionally, complaints may.be submitted confidentially by
completing an-online form at www.hrh.com.

Whether accessing the system by telephone ot the Internet,
callers may give their names or remain anonymous if they
wish. All complaints will be followed up promptly with an
appropriate response.

ANNUAL MEETING

Tuesday, May 6, 2008, 10 a.m.
The Jefferson Hotel

101 West Franklin Street
Richmond, Virginia 23220

OUTSIDE LEGAL ‘COUNSEL
Williams Mullen
Richmond, Virginia

INDEPENDENT AUDITORS
Ernst & Young LLP
Richmond, Virginia

TRANSFER AGENT AND REGISTRAR
BNY Mellon Shareowner-Services
490 Washington Boulevard

Jersey City, New Jersey 07310-1900
800-676-0801

www.bnymellon.com/shareowner/isd

This annual report conrains references to financial measures that exclude cerrain charges and non-recurring items. The company
believes that these adjusted financial measures provide additional measures of performance that investors can use in evaluating the
company’s performance. The schedule below provides a reconciliation of these financial measures to those prepared in accordance with

United States generally accepted accounting principles (GAAP).

OPERATING NET INCOME

OPERATING NET INCOME PER SHARE

(in thousands, excepr per share data) 2007 2006 2005 2004 2003 .2007 2006 2005 2004 2003
GAAP NET INCOME $78,125 | 387,031 $56,200 $81.414 $43.,101 $211 | $239 3155 $223 $1.19
Excluding:
Non-operating (gains) losses and asset

write-off, net of tax 549 (702}  (2,910) 336 {227) 0.01 (0.02) (0.08} 0.01 (0.01)
Regulatery charge and related costs,

net of tax 4,253) — 26,292 — — (0.11} — 0.73 — —
Integration costs, net of tax 794 {148) 459 1,145 2,497 0.02 (0.01) 0,01 0.03 0.07
Loss on extinguishment of debe, ner of tax 44 547 — 934 — — 0.02 —  0.03 —
Severance charge, net of tax — — 782 — — —_ — 0.02 — —
Retirement benefit, net of tax : —_ — _— — 3,169 —_ — —_ — 0.09

OPERATING NET INCOME $75,259 | $86,728 $80,823 $83,829 $48,540 | $2.03 | $238 §$2.23 3230 3134




Designed by Curran & Connors, Inc. / www.curran-connors.com

BOARD OF DIRECTORS AND OFFICERS

Hilb Rogal & Hobbs Company and Subsidiacies

i

PICTURED ABOVE FROM LEFT TO RIGHT: Marcin L. V:lughan, [11; Julie A. Beck; Theodore L. Chandler, Jr.; Norwood H. Davis, Jr.; Robert W. Fiondella;

Robert H. Hilb; Anthony E. Markel; Thomas H. OFBrien; Scote R. Royster; Julious I. Smith, Jr.; Warren M. Thompson; Robert 8. Ukrop

DIRECTORS

Martin L. Vaughan, II1®
Chairman and Chief Executive Officer
Hilb Rogal & Hobbs Company

GLEN ALLEN, VIRGINIA

Julie A. Beck ¥
Executive Vice President and
Chief Financial Officer
Journal Register Company
YARDLEY, PERNSYLVANIA

Theodore L. Chandler, Jr. @458
Chairman and Chicf Execusive Officer
LandAmerica Financial Group, Inc,
GLEN ALLEN, VIRGINIA

Norwood H. Davis, Jr. %7
Revired Chairman

Trigon Healihcare, Inc.

RicHMOND, VIRGINIA

Robert W. Fiondella 457
Retired Chairman

The Phoenix Companies, Inc.
Hagrriorp, CONNECTICUT

CORPORATE OFFICERS

Martin L. Vaughan, III
Chairman and Chief Executive Officer
F. Michael Crowley

President

Michael Dinkins
Executive Vice President and
Chief Financial Officer

Timothy J. Korman
Executive Vice President
Mergers and Acquisitions

Joseph W, G. Birriel
Senior Vice President
Human Resources and Corporase Branding

Carolyn Jones
Senior Vice President
Treasurer and Investor Relations

Walter L. Smith

Seniar Vice President, Business Practices and
Quality Assurance and Corporate Secresary
A. Brent King

Vice President, General Counsel and
Assistant Corporate Secretary

Robert H. Hiib -3¢
Chairman Emeritus

Hill Rogal & Hobbs Company
GLEN ALLEN, VIRGINIA

Anthony F. Markel %456
President and Chief Operating Officer
Markel Corporation

GLEN ALLEN, VIRGINIA

Thomas H. O’Brien 567
Retired Chairman

The PNC Financial Services Group, Ine.
PrrTsBURGH, PENNSYLVANIA

Scott R. Royster®: ¢

Founding Partner

Royal Oak Capital Management, LLC
WasHincTON, DC

Julious P. Smith, Jr, &3 %6
Chairman and Chief Executive Officer
Williams Mullen

RicHMoND, VIRGINIA

Robert P. Abramson
Vice President, National Direcror of
Excess & Surplus Lines

William L. Chaufty

Vice President; Regional Director, Central Region

William F. Creedon

Vice President; Regional Director. West Region

Steven C. Deal

Vice President; Regional Director
Mid-Aslantic Region

Steven P. Hearn

Vice President, Director of International

Stanley Jablonowski
Vice President; Regional Director
Northeast Metro Region

John P. McGrath

Vice President; Regional Direcror
Midwest Region

J- Thomas Stiles

Vice President; Regional Director
Southeast Region

Frank H. Beard
Vice President
National Direceor of Propersy & Casualty

Warren M. Thompson*-**7!
Chairman and Presiden:
Thompson Haspitality Corporation
Hernpon, VIRGINIA

Robert S. Ukrop & #7

President and Chief Executive Officer
Ukrop's Super Markets, fne.
RicnmonD, VIRGINIA

Committees:

1—Audit Committee

2-~Business Practices Committee

3—Corporate Affairs Commircee

4—Corporate Governance Committee

5—ILixecutive Committee

G—Finance Commitree

7—Human Resources and Compensation Commitice

Peter Gruenberg
Vice President
Nazional Direcror of Employee Benefiss

Karl E. Manke

Vice President, National Director of

Select Commercial and Personal Lines
Rebert S. O’Brien

Vice President, National Director of Production
and Sales Development

John Hamerski

Vice Presidens, Controller

Christopher T. Hearn

Vice President, Financial Reporting

Viren Kapadia

Vice President, Chicf Infarmation Officer
and Sourcing

William C. Widhelm

Vice President, Internal Audic

Elizabeth J. Cougot

Assistans Vice President

Corporate Communications

Valerie C. Elwood

Assistant Vice President, Cash Management
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hilb rogal & hobbs”

CORPORATE HEADQUARTERS
The Hilb Rogal & Hobbs Building
4951 Lake Brook Drive-—Suite 500, Glen Allen, Virginia 23060-9272
804-747-6500 804-747-6046 fax

www.hrh.com




