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attisiicd vianagers Group, Inc, (INYSE AMG) is an
asset management company which operates through a
diverse group of high qualicy Boutique asset
management frms (its “Affiliaces™). AMGY unigue
partitership approach with its Affilintes preserves the
entreprencuarial orientation thae distinguishes the most
suecessful invesemene management firms. AMG
promotes the continued groweh and strong performance
ot its Afhlares by:

* Maineaining and enhancing Affiliate managers equity
mcentives in cheir Arms;

* Preserving each Affiliate’s distinet culwure and
invesement focus: and

* Leveraging AMGs scale to expand the product
offerings and distribution capabilities of its Affiliares.
and to provide its Affiliates aceess o the highest quality

opetations. compliance and technology resources.

AMG secks 1o achieve earnings growth through the
nternal growth of its Affiliares, development initiatives
fesigned to enhance its Affliates businesses, and
nvestments in new Affiliares. AMGS Affiliaces
ollectively manage approximacely $275 billion {as of
Jecember 31, 2007} in more than 300 nvestment
roducts across the institutional, mutual fund and high
et worth distribution channels for investors around the
vorld. AMG has achieved strong long-tenm growth in
arnings. with compound annual growth in Cash
arnings Per Share of 21 percent since its inicial

ublic offering in 1997.
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Financial Highlights

Years ended Decentber 31,

(i millions, EXCOpE d inrbicated 1,’1{(/.}!(’1‘ shwtre data) 2005 2006

Dperating Results

Revenue . S 9165 S 11704 $1,369.9
Net Income 141 151.3 182.0
Cash Net Income™ 186.1 2225 258.7
FEITDA® 2675 3421 482
Farnings Per Share — diluted S 281 S 31 $ 458
Cash Earnings Per Share — diluted™ 485 5.68 6.65
Batance Sheet Data

Total Assets 3 23186 $ 2,665.9 $3,395.7
Senior Indebtedness 665.5 7789 897.6
Mandatory Convertible Securities 300.0 300.0 300.0
Junior Convertible Securities 0 300.0 800.0
Stockholders” Equity 817.4 499.2 469.2
Dther Financial Data

Assets Under Management (at period end, in billions) § 1843 S 211 § 2148
Average Shares Qutstanding — diluted 447 452 449
Average Shares Qutstanding — adjusted diluted" 384 39.2 389
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In November 2007, we marked the milestone of our 10th
anniversary as a public company. Over the past decade, we
have successfully executed our growth strategy of partnering
with outstanding boutique asset managers and leveraging our
scale to enhance the growth and operations of our Affiliates.
Through the strong organic growth of our Affiliates, as well as
accretive new investments, we have generated compound
annual growth of 21 percent in Cash Earnings Per Share over
that time, as compared to four percent growth in the S&P

500 Index.

Sean M. Healey
President and
Chief Executive Officer

Nathaniel Dalton
Executive Vice President
and Chief Operating Offiver

Darrel) W. Crate
Executive Vice President
and Chief Financial Officer

John Kingston, Nl
Executive Vice President
and General Counsel

Jay C. Horgen
Executive Vice Presidens,
New Investments

We have creared substantial value for our shareholders over
the long term by building a strong and diverse business that
includes many of the world’s leading boutique asset managers.
Our Affiliates have outstanding performance records in their
investment disciplines and established reputations for
providing excellent client service, and they are well-positioned
to continue to deliver superior results for their clients and
generate organic growth at their firms. We have increased-our
exposure to fast-growing asset classes, such as international
equities and alternative investments (including through our
2007 investments in two high quality alternative managers),

which now account for 30 percent and 20 percent of our

AMG Executive Management




In 2007, our participation across a range of investment styles and asset classes
around the globe generated strong earnings growth, with Cash Earnings Per Share
of $6.65, or growth of 17%, and EBITDA of $418 million, or growth of 22%.

earnings, respectively. We also continue to increase our exposure  and scale of our business has positioned us to continue to

to fast-growing client segments worldwide — non-U.S. client deliver strong results for our shareholders. In the United Stares,
assets at our Affiliares are approximarely $85 billion, or 30 we participate broadly in domestic equity investment styles,
percent of our roral assets under management. from deep value to aggressive growth, as well as quantitative,

. o . real estate and other alternative strategies. Qur earnings
AMG has a proven history of delivering strong and consistent
) ) . . stability is enhanced by our substantial international client
earnings growth even in challenging marker environments,
. . base, as well as the increasingly global profile of our
such as those from 2000 to 2003, and the volarile markets in
i investment products, including international developed market

the second half of 2007. With over 300 products across a

. . equities, emerging markets equities, and mulri-strategy,
wide array of investment styles and asset classes around the
globe, AMG is highly diversified, and the increased breadth

currency and market neutral strategies. Finally, our increasing

exposure to alternative investments provides us with earnings

thac are generally less correlated to the broader equiry markets.
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To Our Shareholders continucd

We believe international equittes will continue to benefit from
long-term secular growth trends, and our participation in

this area will generate strong growth going forward. Two of
our largest Affiliates, Tweedy, Browne Company and Third
Avenue Management, recently reopened highly regarded
international equity products based on their view that the
current market envirenment has produced a growing number
of new investment opportunities worldwide. In addidon, our
Affiliate Genesis Investment Management is one of the largest
and most experienced emerging markets equities managers

in the industry, with outstanding long-term investment

performance and excellent prospects for continued growth,

The environment for domestic growth equities products,
which contribute 235 percent of our EBITDA, was strong for
much of the year, and we had excellent results among our
growth equities managers. Affiliates specializing in this area
offer a broad range of outstanding products with superior
absolute and relative performance over the long term. As a
group, our Affiliates, including Friess Associates, TimesSquare
Capital Management, Frontier Capital Management

Company, and Renaissance [nvestment Management,

continued to build on their impressive one-, three- and five-
year performance records. Most notably, Friess Associates,
manager of the Brandywine Funds, was a finalist for

Morningstar’s Domestic-Stock Manager of the Year award.

[n the domestic value equity area, which contributes 20
percent of our EBITDA, we have an outstanding array of
products managed by such highly regarded and experienced
managers as Tweedy, Browne, Third Avenue and Systematic

Financial Management.

In the growing alternative investments segment of our
business, we have enhanced the diversity of our product mix
to include more than 40 distinct investment strategies, many
of which have low correlation to the equity markets. Our
alternative investment products are focused on a range of
strategies, including distressed securities, quantitative global
macro, activist investing and credir alternatives. Given

the breadth of our alternative product offerings, we have

significantly increased the potential contribution of




Over the past decade, we have successfully executed our growth strategy of
partnering with outstanding boutique asset managers and leveraging our scale to
enhance the growth and operations of our Affiliates.

performance fees to our earnings, and we expect that
performance fees will continue to provide a meaningful

contribution to our earnings growth in the furure.

We further expanded our exposure in the alternatives area
during 2007 by completing accretive investments in two high
quality firms with outstanding performance records,
BlueMountain Capital Management and ValueAcr Capiral.
BlueMountain, a leading global credit alternatives manager, has
a proven track record of delivering exceptional absolute returns
for its clients. ValueAcr is a premier active value investment
manager with strong prospects for continued growth. Both of
these firms offer producrs with little correlation to our current

portfolio of performance-fee products.

We continue to enhance our Affiliates’ growth and
profitability through our distribution platforms both in the
United States and internationally. Around the globe, our
Affiliares have already demonstrated their strong appeal to
non-1J.8. clients, but we see additional opportunities to
support client relationships in key international markets,
particularly markets where institutional investors are

increasingly demanding the expertise of outstanding bourique

asset managers. Over the past year, we launched our global
distribution platform with the opening of our Sydney office
(in early 2007) to suppott insticutional marketing initiatives
in Australia, followed by the opening of our London office
(in early 2008) to support marketing efforts throughour the

Middle East.

In the U.S. intermediary-driven marketplace, Managers
[nvestment Group continues to provide AMG Affiliates

with a platform to meaningfully expand the distribution of
their products to retail investors. Managers’ eam of
experienced sales professionals distributes single- and multi-
manager Affiliate mucual fund and separate account products
to intermediaries, including broker-dealers, banks and
independent advisors, as well as in the sub-advisory and

defined contribution markerplaces.

In addition to the growth of our existing Affiliates, AMG
continues to grow through accretive investments in new
Affiliates. We have an established track record of successful
investments, and an excellent reputation as an innovarive and

supportive parener to our Affiliates. AMG is widely regarded




To Qur Shareholders continued

as the succession planning partner of choice among growing We have also positioned our capital structure to support our
boutique firms, and prospective partners are also increasingly growth opportunities. Our business generates strong and
attracted to the range of strategic support services we offer, recurring free cash flow, and we are disciplined in our
from initiatives that can help firms expand their product approach to allocating our capital when making investments
offerings and broaden their distribution capabilities, to our in new Affiliates, investing in growth initiatives on behalf
legal and compliance resources. Our success in partnering of our existing Affiliates, and repurchasing our stock. AMG
with bourtique firms positions us to execute upon a range of maintains an investment grade rating and a strong balance

' very actractive investment opportunities within the universe sheet, with substantial liquidity and financial flexibilicy.

of both traditional and alternative managers. In 2007, we enhanced our financial capacity through the
|
|

AMG Board of Directors

Sean M. Healey William J. Nutt Patrick T. Ryan
President and Chairman Former Chief Executive Officer,

Chief Executive Officer PolyMedica Corporation
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With more than 300 products across a wide array of investment styles and asset
classes, AMG is highly diversified, and the increased breadth and scale of our
business has positioned AMG to continue to deliver strong results to

our shareholders.

issuance of a $500 million convertible trust preferred security we will generate substantial value for our sharcholders in the
and an increase in our credic facility, to $950 million. More future. We are grateful to our Affiliates, employees, Board of
recently, in early 2008, we further strengthened our balance Directors and service providers for their contributions to our
sheet through the conversion to equity of our $300 million ongoing success, and to our sharcholders for their support.

floating rate convertible securities and $300 million

mandatory convertible securites. /

In conclusion, through the continued execution of our é e
business strategy — partnering with the highest quality Sean M. Healey

boutique asser managers in the world, and leveraging our scale Presidens and Chief Execurive Officer

to suppott and enhance theit growth — we are confident that

Jide J, Zeitlin Richard E. Floar Rita M. Rodriguez Harold J. Meyerman

Former General Partner, Parmner, Former Director, Former Senior Executive,

Goldman, Sachs & Co. Goodwin Procter LLP Export-Impors Bank The Chase Manbastan Bank
p ’ ) of the United States . and First Interstate Bank, Lid.
/ ! - e,
.
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AMG Overview

AMG follows a proven, disciplined
strategy for growing its business: invest in
excellent boutique asset management
businesses; allow management to retain
equity in their firm as a powerful incentive
for growth through a partnership structure
that preserves the unique culture and
approach that has led to their success; and
then provide these Affiliates with a range
of growth and development initiatives

designed to enhance their businesses.

AMG's success in execuring its growth
strategy has established a strong foundation
for continued growth. With the diversiry
and strong performance of AMG’s
Affiliates, a proven ability and capacity

to execute its growth initatives, and
AMG?s established position as a leading
institutional partner for growing boutique
asset management firms, AMG is
well-positioned ro continue to generate

shareholder value in the furure.



Investment Products

AMG’s Affiliates include some of the
highest quality boutique investment
management Arms in the industry. As a
group, AMG Affiliates manage more
than 300 investment products across a
broad array of invesiment styles. AMG's
Affiliates are leading investors in their
disciplines, with years of successful
application of their investment processes
demenstrated chrough their outstanding

long-term performance records.

AMG’s Affiliates predominantly offer
active portfolio management of domestic

and international equities, which,

combined with a growing emphasis on
alternative investments, gives AMG a
significant presence in some of the most
dynamic and fastest growing areas of the
investment management industry.
Approximately 30 percent of AMG’s
EBITDA is derived from global, interna-
tional and emerging markets equity
products, 20 percent from alrernative
products, and 45 percent from domestic
equity products, including both growth
and value styles. The remaining five
percent is derived from fixed income and
balanced products. This diverse array

of products enables AMG 1o participate

broadly in the most attractive segments

-----

Al
-

of the investment management industry,
while generating incremental growth
by introducing Affiliate products into

additional distributton channels.

Global, International
and Emerging Markets Equities

AMG’s Affiliates include leading boutique

firms which manage global, international

and emerging markets equities across

a wide variety of products with distinct
investment styles. Tweedy, Browne
Company, Third Avenue Management,
Genesis Investment Management, AQR
Capital Management, First Quadrant,
and Foyston, Gordon & Payne arc

well-known for their experience investing



ANIG's Expanding Global Presence

Diverse Global and International Products
$150 Billion in Non-U.S. Investments

U International Developed Market Equities

O Emerging Markets Equities

0O Currency, Market Neutral and Multi-Strategy
Global Fixed Income

O U.S. Equities

Growing International Client Base
$85 Billion in Non-U.S. Clients

O Non-U.S. AUM
00 u.s AUM

$275 Billion in total AUM as
of December 31, 2007
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in internacdonal markets, and have out-

standing long-term performance records.

Tweedy, Browne's Global Value product
is among the largest and most distin-
guished global value equity products, and
follows a diversified, Graham and Dodd
approach to global investing. The Global
Value fund, which reopened to investors
in 2008, has an excellent long-term track
record and continues to generate strong,
results for its investors. In 2007, the firm
launched the Tiveedy, Browne Worldwide
High Dividend Yield Value Fund, which
secks long-term growth of capital by
investing in companies around the globe
that have above-average dividend yields
and are reasonably valued in the marker in

relation to their underlying intrinsic value.

Third Avenue also applies a disciplined
value philosophy to investing in interna-
tional equities. The firm has generated
solid long-term results utilizing its “safe
and cheap” investment approach. Third
Avenue’s international value equity portfo-
lios seek long-term capital appreciation by

investing in the securities of well-financed,

well-managed foreipn companies believed
to be priced below their intrinsic values.
The Third Avenue International Value
Fund has delivered strong, long-term
results by successfully applying the firm’s
investment strategy and also reopened

to new investors in 2007.

Genesis is a specialist manager of
emerging markets equities for institu-
tional clients. The firm aims to achieve
capital growth over the medium- to
long-term through a company-based
approach while mitigating councry risk

through extensive diversification.

AQR employs a disciplined and system-
atic global research process through its
global and international equity products
to develop diversified portfolios that

are overweight on cheap (and, in turn,
underweight on expensive) international
securities, countries and currencies to

achieve long-term success in both invest-

ment pcrformancc and risk managemcnt.

AQR manages international products on
behalf of a wide range of leading global

institurional investors through collective

Earnings Contribution
By Product Category

O International Equities 30%
B Alternative Strategies 20%
B U.S. Growth Equities 25%

B U.S. Value Equities 20%

B Fixed Income 5%

investment vehicles and scparate
accounts, and has generated outstanding

results in this area.

First Quadrant employs its highly
regarded quanditative investment strategies
to identify stocks with shared fundamen-
tal characteristics that are likely to have

a similar impact upon the equity markets.
The firm’s diversified equity portfolios
include global long and long/short
products, as well as regional products
such as a European markert neurral

product, which has an excellent long-

term performance record.
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AMG Distribution Channels

Earnings Contribution
By Distribution Channel

O Institutional 50%
O Mutual Fund 40%
O High Net Worth 10%

Institutional Distribution Channel
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AMG's Affiliates serve two principal client groups it
relationships with high net worth individuals and fa

management or customized investment counseling and fiduciary services. The secend group eonsists of individual managed account client
relationships established through intermediaries, which are gerierally brokerage firms or similar spansors. AMG's Affiliates provide investment
management services through more than 90 managed account programs.

AMG has undertaken several initiatives te provide its Affiliates with enhanced managed account distribution and administration capabilities.
Through Managers Investment Group, AMG is presently distributing more than 40 investment products managed by nine Affiliates. Managers
distributes single- and multi-manager separate account products and mutual funds through brokerage firms.
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ANMUG’'s ATtiliates have outstanding performance records in their
investment disciplines and established reputations for providing
excellent client service, and are well-positioned to continue to
deliver superior results for their clients and generate organic
growth at their firms.
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First Quadrant offers investment
management strategies in two main areas,
equities and global macro, while paying
close attention to risk management.

In addition, First Quadrant’s Global
Alternatives murtual fund offers retail

investors access to the firm’s proven

global asset allocation strategies focused
on uncorrelated alpha sources across

the globe.

AQR employs a disciplined, multi-asset,

global research process. The firm employs

more than 20 distincr investment

strategies in managing its portfolios, and

offers products ranging from aggressive
high volatility, market neutral hedge
funds to low volatility, benchmark-driven

traditional portfolios.

BlueMountain is a relative value
investor in the global credic and equiry

derivatives markets. The firm identifies

Aunnwal Repops 2007
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investment strategies using a combination
of fundamental research and quantitacive

and technical analysis. BlueMountain’s

investment team operates in a highly

integrated manner, with risk management
as a key element of the firm’s investment

process.

.

Genesis, a leading investment firm in
emerging markets equities, introduced
the Genesis Smaller Companies Fund in
2006. The fund invests primarily in
equity securities of firms that operate

in emerging markets and have market

capitalizations of less than $1 billien.
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Third Avenue applies its disciplined
value approach to products investing in
real estate securities, as well as distressed
securities and other special situations,
For example, the Third Avenue Real
Estate Value Fund invests primarily in
equity and debr securities of companies

in the real estate industry or related

13
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industries, using bottom-up, fundamental
analysis to identify undervalued securities,

Third Avenue also has a long history

of including investments in distressed

debrt securities within its equity mutual
funds and has extended this expertise to
investing in distressed and ocher special
situations through private investment

partnerships.

ValueAct establishes substantial owner-
ship positions in companies it believes to
be fundamentally undervalued, and then

works with the company’s management

and board of directors to implement
business strategies that enhance
shareholder value and create a return

independent of the market.

U.S. Growth Equity

AMG’s Affiliates are among the leading
boutique managers in the active manage-
ment of LS. equities. Among the
Company’s larger Affiliates providing
growth equity expertise, Friess
Associates, TimesSquare Capital

Management, Frontier Capital

3

& =1,
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Management and Renaissance
Investment Management have strong
market positions and are well-respecred

as leading growth investors.

Friess uses a time-tested investment
strategy that relies on exhausrive,
company-by-company research to
identify companies with dynamic earn-
ings growth potential and a high
probability for earnings surprises thar
have yet to be recognized by the broader
investment community. Friess” highly
rated Brandywine mutual fund family is

one of the most well-respected and best
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performing families of mutual funds, and
it continues to generate superior results.
In 2007, the firm was nominated for
Morningstar’s Domestic-Stock Manager
of the Year award. Friess also has
expanded its distribution internally in the
institutional channel, as well as in the
retail and defined contribution channels
through AMG’s Managers Investment
Group platform.

TimesSquare is among the industry’s
leading growth equity managers, special-

izing in small-, small/mid-, and mid-cap

strategies. The firm has achieved excellent
returns for its investors through its propri-
etary research driven, bottom-up process
of selecting companies thar meet its

definition of superior growth businesses.

Frontier offers a wide range of high
quality investment products, including
strategies focused on small-, small/mid-,
mid-, and large-cap growth equities.
The firm uses a highly disciplined stock
selection process driven by intensive
internal research to generate excellent

returns for its clients.

Renaissance employs disciplined,
systematic investment processes in the
management of small-, mid-, and large-
cap growth stocks. Renaissance’s portfolios
follow specific investment disciplines
designed to maximize return and control
risk, and have generated strong, long-term

results for the firm’s clients.

U.S. Value Equity

AMG’s Affiliates also include some of the
industry’s most experienced and respected
practitioners of value investing, such as
Tweedy, Browne, Third Avenue and
Systematic Financial Management.
AMG’s domestic value equity products
span a wide range of market capitalizations
and include many of the industry’s

maost highly rated investment products.

Tweedy, Browne, a renowned practitioner
of deep value investing, manages U.S.
equity products including the Tweedy,
Browne Value Fund, which reopened o
investors in 2007, as well as individual
accounts for institutional and high net
worth investors. Tweedy, Browne’s research
seeks to appraise the intrinsic value of a
company, and uses a disciplined buy

and sell process o guide its investment

decistons.

Third Avenue is among the leading value

managers in the investment management

industry, with strong-performing products
including the Third Avenue Value and
Third Avenue Small-Cap Value murual
funds. The firm seeks to invest in securities
and companies at a deep discount to

the intrinsic value of their assets, and has
created superior returns for its investors

over the long term.

Systematic specializes in the managemenc
of value equity portfolios across the
market capitalization spectrum. The
firm’s investment philosophy focuses on
identifying companies thart exhibit a
combination of attractive valuartion and a
positive earnings catalyst. This strategy
has produced supetior near- and long-

term results for its clients.

Fixed Income

In addition to their specialized expertise
in equity and alternative products, a num-
ber of AMG's Affiliates, such as Foyston
and Managers Investment Group, offer
fixed income and other products to their
institutional, mutual fund and high net
worth clients. Together, these products

account for approximately five percent of
AMG's EBITDA.

Growth and Development
Initiatives

AMG’s growth and development straregy
is focused on preserving each Affiliate’s
distinct operating and investment culture
while offering Afhliates the advantages

of scale.

While AMG’s Affiliates have independ-
ently demonstrated an ability to achieve
strong organic growth, AMG has imple-
mented a number of strategic initiatives
to further enhance the growth and
profitability of its Affiliates’ businesses,
AMG makes available to its Affiliates a

broad array of opporrunities and services,
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including iniciartives designed to expand
an Affiliate’s product offerings and
distribution capabilities, as well as cross-
Affliace initiatives that enable Afhliates
to streamline operations and obuain high
quality services at cost-effective rates.
While Affiliates maintain the flexibility
and freedom to determine their participa-
tion, nearly all have elected to participate

in one or more of these initiatives.

Multi-Affiliate Distribution
Platforms

AMG’s Affiltates, like high quality boutique
asset managers generally, integrate their
specific investment process in every func-
tion of the firm, including both sales and
client service, which provides these firms
with competitive advantages in bringing
their products and services to certain dis-
tribution channels in the marketplace,
such as direct or consultant-driven institu-
tional channels. In other channels, which
require a breadth of product offerings and
depth of marketing capacity, AMG has
created distribution pladforms that offer
Affiliates the benefits of scale where they
exist, while preserving each Affiliate’s dis-
tinct operating and investment culture, as
well as its unique set of relationships and
marketing expertise. More than half of
AMG’s Affiliates, including most of its
largest Affiliates, use AMG as part of their

product distribution strategy.

As institutional investors worldwide
increasingly seek high quality investment
managers, AMG has identified a number
of opportunities to meet the global
demand for boutique asser managets.
AMG has recently established offices in
Sydney and London to provide its
Affiliates with access to institutional
investors in Australia and che Middle
East. AMG’s experienced professionals
have broad expertise in serving these

markets and a demonstrated capacity to

provide superior execution in sales, client
service and support. By providing its
Affiliates with efficient and superior
distribution capabilities for international
investors in these regions, AMG expects
o generate significant incremental client
cash flows over time. AMG has identified
additional, fast-growing markets where its
high quality investment products appeal
to sophisticated institutional investors,
and expects to further develop this plat-

form in other regions around the world.

In the United States, AMG’s Managers
Investment Group distribution platform
offers Affiliates the opportunity to mean-
ingfully expand their product offerings
and distribution capabilities through
intermediaries in the retail marketplace,
where scale and quality of execurion in
sales, client service, support and back-
office requirements are essential for
success. With a team of experienced sales
professionals, the Managers platform
services and distributes single- and
multi-manager Affiliate mutual fund and
separate account products to intermedi-
aries, including broker-dealers, banks
and independent advisors. In additon,
the Managers Investment Group platform
distributes Afhliate mutual funds in the

defined contriburion markecplace.

Legal and Compliance Resources

AMG has also leveraged the benefits

of scale to offer Affiliates cost-effective
access to high quality resources in areas
such as compliance and technology. As
the regulatory climate in the investment
management industry continues 1o create
complexity, Affiliates can take advantage
of AMG's centralized resources as a source
of support, providing a full range of
custornized assistance across the universe of
requirements. By bringing the knowledge
and experience of senior AMG attorneys

and compliance professionals to its
d compl profe Is to it
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Affiliates, AMG provides industry
expertise and robust, leading-edge com-
pliance capabilities at a level well beyond
that which would be typically available

to boutique firms.

Ongoing Succession Planning

AMG works closely with its Affiliates to
maintain and enhance the equity incentives
that are critical to each Affiliate’s continued
growth. AMG engages in an ongoing
process with its Affiliates to manage each
firm’s succession and transition process,
with a focus on ensuring that equity incen-
tives are propetly allocated and aligned

among key members of each firm.

Investments in
New Affiliates

In addition to the strong organic growth
of AMG’s existing Affiliates, AMG has
generated substantial growth through
accretive investments in additional high

quality boutique firms.

AMG’s investment strategy provides
Affiliate managers with direct equity in
their firm, creating a powerful incentive
for long-term growth and investment
performance. This approach preserves the
entrepreneurial culture that characterizes

the best boutique asset management

= %

firms, while also providing access to the
resources and distribution capabilities of
a larger asset management company.
AMG’s investment structure is attractive
to successful asser managers who value
their autonomy and continued participa-

tion in their firm’s future growth.

AMG continues to tdentify and develop
relationships with high quality domestic
and international boutique firms, and is
well-positioned to execute new invest-
ments, having established relationships
with many of the best firms in the industry.
Within its target universe, AMG is widely
recognized as the preeminent succession

planning alternative for owners, clients




\

and employees of firms that seek to
facilitate ownership transitions, while
mainaining their unique culture and
approach and providing nexr generation
management with key growth incentives

through direct equity ownership.

With a proven track record of value
creation, a disciplined investment strategy,
and a strong, flexible balance sheet to sup-
port further growth, AMG is
well-positioned for continued success in

executing accretive investments in new

Affliartes.

Financial Strength

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

interests in new Affiliates.

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

repurchasing its stock, when appropriate.
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Management’s Discussion and Analysis of
Financial Condition and Results of Operations

Annual Repore 2007

Affiliated Managers Group, Inc.

Forward-Looking Statements

When used in this Annual Report and in our other filings wirh
the United States Securities and Exchange Commission, in our
press releases and in oral statements made with the approval of
an executive officer, the words or phrases “will likely result,”

B

“are expected to,” “will continue,” “is anticipated,

» .

may "
“intends,” “believes,” ‘estimate,” “project” or similar expressions
are intended to identify “forward-looking statements” within
the meaning of the Private Securities Litigation Reform Act of
1995, Such statements are subject to certain risks and uncer-

tainties, including, among others, the following:

® our performance is directly affected by changing condirions
in global financial markets generally and in the equity
markets particularly, and a decline or a lack of sustained
growth in these markets may result in decreased advisory
fees or performance fees and a corresponding decline (or
lack of growth) in our operating results and in the cash flow
distributable to us from our Affiliaes;

® we cannot be certain that we will be successful in finding
or investing in additional investment management firms
on favorable terms, that we will be able to consummate
announced investments in new investment management
firms, or that existing and new Affiliates will have

[favorable operating results;

@ we may need to raise capital by making long-term or
short-term borrmwings or by selling shares of our common
stock or other securities in order to finance investments in
additional investment management firms or additional
investments in our extsting Affiliates, and we cannot be sure
that such capital will be available to us on acceptable terms,
ifat all; and

® those certain other factors discussed under the caption
“Risk Factors,” which are set forth in our 2007 Annual
Report on Form 10-K.

These factors (as well as those discussed above under “Risk
Factors”) could affect our financial performance and cause
actual results to differ materially from bistorical earnings and
those presently anticipated and projected. We will not
undertake and we specifically disclaim any obligation to release
publicly the result of any revisions which may be made to any
Jforward-looking statements to reflect events or circumstances
afier the date of such statements or to reflect the occurrence of
events, whether or not anticipated. In that respect, we wish to
caution readers not to place undue reliance on any such for-

ward-looking statements, which speak only as of the date made.

Overview

We are an asset management company with equity invest-
ments in 2 diverse group of boutique investment manage-
ment firms (our “Affiliates”). We pursue a growth strategy
designed to generate shareholder value through the internal
growth of our existing business, additional investments in
boutique investment management firms and strategic trans-
actions and relationships designed to enhance our Affiliates’

businesses and growth prospects.

Through our Affiliates, we manage approximately $274.8
billion in assets (as of December 31, 2007) in more than 300
investment products across a broad range of asset classes and
investment styles in three principal distribution channels:
Mutual Fund, Institutional and High Net Worth. We believe
that our diversification across asset classes, investment styles
and distribution channels helps to mitigate our exposure to
the risks created by changing market environments. The
following summarizes our operations in our three principal

distribution channels,

@ Qur Affiliates provide advisory or sub-advisory services
to more than 100 mutual funds. These funds are distrib-

uted to retail and institutional clients directly and




through intermediaries, including independent invest-
ment advisors, retirement plan spensors, broker/dealers,

major fund markerplaces and bank trust deparrments.

® In the Insticurional distribution channel, our Affiliates
offer approximately 200 investment products across
approximately 50 different investment styles, including
small, small/mid, mid and large capitalization value,
growth equity and emerging markets. In addition, our
Affiliates offer quantitative, alternative, credit arbitrage
and fixed income products. Through this distribution
channel, our Affiliates manage assets for foundations
and endowments, defined benefit and defined contri-
bution plans for corporations and municipalities, and
Taft-Hartley plans, with disciplined and focused
investment styles that address the specialized needs of

institutional clients.

@ The High Net Worth distribution channel is comprised
broadly of two principal client groups. The first group
consists principally of direct relationships with high net
waorth individuals and families and charitable founda-
tions. For these clients, our Affiliates provide investment
management or customized investment counseling and
fiduciary services. The second group consists of individ-
ual managed account client relationships established
through intermediaries, generally brokerage firms or
other sponsors. Our Affiliates provide investment
management services through more than 90 managed

account and Wrap programs.

[n 2007, we enhanced the diversity of our praduct offerings
across these channels through investments in two alternative

INvestment Managers:

® In November, we 2cquired a minority interest in
ValueAct Capital (“ValueAct”), a San Francisco-based
investment firm that establishes ownership interests in
undervalued companies and works with each company’s
management and Board of Directors 1o implement

business strategies that enhance shareholder value.

ValueAcr has over 250 dlients, including endowments,
foundations, corporations, family offices, high net

worth investors and funds of funds.

@ In December 2007, we acquited a minority interest in
BlueMountain Capital Management (“BlueMountain”),
a leading global credit alternatives manager specializing
in relative value strategies in the corporate loan, bond,
credit and equity derivatives markets. BlueMountain has
offices in New York and London, and manages assets on
behalf of predominantly institutional and high net

worth clients.

We operate our business through our Affiliates in our three
principal distribution channels, maintaining each Affiliace’s
distinct entrepreneurial culture and independence through
our investment structure. In each case, our Affiliates are
organized as separate firms, and their operating or share-
holder agreements arc tailored to provide appropriate
incentives for our Affiliate management owners and to
address the particular characteristics of that Affiliate while

enabling us to protect our interests.

In making investments in boutique asser management
firms, we seek to partner with the highest quality firms in
the industry, with outstanding management teams, strong
long-term performance records and a demonstrated com-
mitment to continued growth and success. Fundamental to
our investment approach is the belief thar Affiliate manage-
ment equity ownership (along with AMG’s ownership)
aligns our interests and provides Affiliate managers with a
powerful incentive to continue to grow their business. Qur
investment structure provides a degree of liquidity and
diversification to principal owners of boutique investment
management firms, while at the same time expanding equity
ownership opportunities among the firm’s management
and allowing management to continue to participate in the
firm’s future growth. Qur partnership approach also ensures
that Affiliates maintain operational autonomy in managing
their business, thereby preserving their firm’s entreprencurial

culture and independence.

kil
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Although the specific structure of each investment is highly
tailored to meet the needs of a particular Affiliate, in all
cases, AMG establishes 2 meaningful equity interest in the
firm, with the remaining equity interests retained by the
management of the Affiliate. Each Affiliate is organized as
a separate firm, and its operating or shareholder agreement
is structuted to provide appropriate incentives for Affiliate
management owners and ro address the Affiliate’s particular
characteristics while also enabling us to protect our inter-
ests, including through arrangements such as long-term
employment agreements with key members of the firm's

management team.,

In most cases, we own a majority of the equity interests of
a firm and structure a revenue sharing arrangement, in
which a percentage of revenue is allocated for use by
management of that Affiliate in paying operating expenses
of the Affiliate, including salaries and bonuses. We call this
the “Operating Allocation.” The portion of the Affiliate’s
revenue that is allocated to the owners of that Affiliate
(including us) is called the “Owners’ Allocation.” Each
Affiliate allocates its Owners’ Allocation to its managers
and to us generally in proportion to their and our

respective ownership interests in that Affiliate.

One of the purposes of our revenue sharing arrangements is
to provide ongoing incentives for Affiliate managers by
allowing them to participate in the growth of their firm’s
revene, which may increase their compensation from both
the Operating Allocation and the Owners’ Allocation.
These arrangements also provide incentives to control
operating expenses, thereby increasing the portion of the
Operating Allocation that is available for growth initiatives

and compensation.

An Affiliate’s Operating Allocation is structured to cover its
operating expenses. However, should actual operating

expenses exceed the Operating Allocation, our contractual

share of cash under the Owners’ Allocation generally has
priority over the allocations and distributions to the
Affiliate’s managers. As a result, the excess expenses first
reduce the portion of the Owners’ Allocation allocated to
the Affiliate’s managers until that portion is eliminated,
before reducing the porton allocated to us. Any such
reduction in our portion of the Owners’ Allocation is
required to be paid back to us out of the portion of future

Owners’ Allocation atlocated to the Affiliate’s managers.

Our minority investments are also structured to align our
interests with those of the Affiliate’s management through
shared equity ownership, as well as to preserve the Affiliate’s
entrepreneurial culture and independence by maintaining
the Affiliate’s operational autonomy. In cases where we hold
a minority interest, the revenue sharing arrangement
generally allocates a percentage of the Affiliate’s revenue.
The remaining revenue is used to pay operating expenses

and profir distributions to the other owners.

Certain of our Affiliates operate under profit-based arrange-
ments through which we own a majority of the equity in
the firm and receive a share of profits as cash flow, rather
than a percentage of revenue through a typical revenue
sharing agreement. As a result, we pardicipate fully in any
increase or decrease in the revenue or expenses of such
firms. In these cases, we participate in a budgeting process
and generally provide incentives to management through

compensation arrangements based on the performance of

the Affiliate.

We are focused on establishing and mainmaining long-
term partnerships with our Affiliates. Our shared equity
ownership gives both AMG and our Affiliate partners
meaningful incentives to manage their businesses for strong
future growth. From time to time, we may consider changes
to the structure of our relationship with an Affiliate in order

to better support the firm's growth strategy.




Through our affiliated investment management firms, we
derive most of cur revenue from the provision of investment
management services. [nvestment managemenc fees (“asset-
based fees”) are usually determined as a percentage fee
charged on pericdic values of a client’s assets under manage-
ment; most asser-based advisory fees are billed by our
Affiliates quarterly. Certain clients are billed for all or a por-
rion of their accounts based upon assets under management
valued at the beginning of a billing period (“in advance”).
Other clients are billed for all or a portion of their accounts
based upon assets under management valued at the end of
the billing period (“in arrears”). Most client accounts in the
High Net Worth distribution channel are billed in advance,
and most client accounts in the Institutional distribution
channel are billed in arrears. Clients in the Mutual Fund dis-
tribution channel are billed based upon average daily assets
under management. Advisory fees billed in advance will not
reflect subsequent changes in the market value of assets
under management for that period but may reflect changes
due to client withdrawals. Conversely, advisory fees billed
in arrears will reflect changes in the market value of assets

under management for that period.

In addition, over 50 Affiliate alternative investment and
equity products, representing approximately $45 billion of
assets under management (as of December 31, 2007), also
bill on the basis of absolute or relarive investment
performance {“performance fees”). These products, which
ate primarily in the Institutional distribution channel, are
often structured to have returns that are not directly corre-
lated to changes in broader equity indices and, if earned,
the performance fee component is typically billed less
frequently than an asset-based fee. Although performance
fees inherently depend on investment results and will vary
from period to period, we anticipate performance fees to be

a recurring component of our revenue. We also anticipate

that, within any calendar year, the majority of performance

fees will typically be realized in the fourth quarter.

For cerrain of our Affiliates, generally where we own a
minority interest, we are required to use the equity method
of accounting. Consistent with this methed, we have not
consolidated the operating results of these firms (including
their revenue) in our Consolidated Statements of Income.
Qur share of these firms’ profits (net of intangible amorti-
zation) is reported in “Income from equity method invest-
ments,” and is therefore reflected in our Net Income
and EBITDA. As a consequence, increases or decreases in
these firms’ assets under management {which totaled $64.0
billion as of December 31, 2007) will not affect reported
revenue in the same manner as changes in assets under
management at our other Affiliates. Our recent invesiments
in ValueAct and BlueMountain are both accounted for

under the equity method of accounting,

Our Nert Income reflects the revenue of our consolidated
Affiliates and our share of income from Affiliates which we

account for under the equity method, reduced by:

@ our expenses, including the operating expenses of our

consolidated Affiliates; and

@ the profits allocated to managers of our consolidared

Affiliates (i.e., minority interest).

As discussed above, for consolidared Affiliates with revenue
sharing arrangements, the operating expenses of the Affiliate
as well as its managers’ minority interest generally increase (or
decrease) as the Affiliate’s revenue increases (or decreases)
because of the direct relationship established in many of our
agreements between the Affiliace’s revenue and its Operating
Allocation and Owners' Allocation. At our consolidated
profit-based Affiliates, expenses may or may not correspond

to increases or decreases in the Affiliates’ revenues.
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Our level of profitability will depend on a variety of factors,

including;

@ those affecting the global financial markets generally and
the equiry markets particularly, which could potentially
result in considerable increases or decreases in the assets

under management at our Affiliates;

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

clients and obtaining favorable investment results;

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

certain levels of operating profit margins;

® the increases or decreases in the revenue and expenses of

Affiliates that operate on 2 profit-based model;

@ the availability and cost of the capital with which we

finance our existing and new investments;

® our success in making new investments and the terms

upen which such transactions are completed;

® the level of intangible assets and the associated amortiza-

tion expense resulting from our investments;

® cthe level of our expenses, including compensation for

our employees; and

® the level of taxation to which we are subject.

Results of perations

The following tables present our Affiliates’ reported assets
under management by operating segment (which are also

referred to as distribution channels in this Annual Report).

Assets under Management

Statement of Changes

Murual High Net
{in billions) Fund Institutional Worth Total
December 31, 2004 $33.9 $ 761 $19.8 $129.8
Net client cash flows 4.1 8.7 (2.0 10.8
New investmentst 6.9 15.0 6.1 28.0
Investment performance 5.4 13.1 0.8 19.3
Other? — (3.6) — (3.6}
December 31, 2005 50.3 109.3 24.7 184.3
Net client cash flows 0.4 18.5 0.5 19.4
New investments® 0.6 11.1 0.2 11.9
Investment performance 6.9 16.1 3.4 26.4
Other® — (0.3) 0.6) 0.9
December 31, 2006 58.2 154.7 28.2 241.1
Net client cash flows (0.2) 0.7 0.9 (0.4)
New investments®” — 8.8 2.0 10.8
Investment performance 4.6 15.9 39 244
Other™ (0.4) 0.3 {1.0) (1.1}
December 31, 2007 $62.2 $1804  $322 32748

{1} In 2005, we acquired the mutual fund business of Fremont Investment
Advisors Inc. through Managers Investment Group LLC and
completed new Affiliate investments in a group of Canadian asser
management firms, In 2006, we completed a new Affiliate investment
in Chicago Equity Partners. In 2007, we completed new investments
in ValueAct and BlueMountain.

(2) We transferced our interests in certain affiliated investment manage-
ment firms in cach of the periods presented. Additionally, during
2007, we reclassified $0.6 billion and $0.4 billion of existing assets
under management to the Mutual Fund and Institutional diseribution
chanuels, respectively, from the High Net Worth distribution channel.
These changes were not material to our financial position or resulis
of operations.

The operating segment analysis presented in the following
table is based on average assets under management. For the
Mutual Fund distribution channel, average assets under
management generally represent an average of the daily net
assets under management. For the Institutional and High
Net Worth distribution channels, average assets under man-
agement represents an average of the assets at the beginning
and end of each calendar quarter during the applicable
period. We believe that this analysis more closely correlates
to the billing cycle of each distribution channel and, as such,

provides a more meaningful relationship to revenue.




(in millions, except as noted) 2005 2006 % Change 2007 % Change

Average Assets under Management (in billions)™

Mutual Fund $ 43.0 $ 3544 27% $ 619 14%
Institutional 88.8 125.1 41% 168.9 35%
High Net Worth 209 26.8 28% 305 14%
Toral $152.7 $ 2063 35% $ 2613 27%
Revenue™¥

Mutual Fund $400.9 $ 5017 25% % 5583 1%
Institutional 385.7 514.8 33% 645.6 25%
High Ner Worth 129.9 153.9 18% 166.0 8%
Total $916.5 $1,170.4 28% $1,369.9 17%
Net Income®

Mutual Fund $ 56.8 $ 68.0 20% $ 725 7%
Institutional 51.3 65.8 28% 87.9 34%
High Ner Worth 11.0 17.5 59% 21.6 23%
Total $t19.1 $ 1513 27% $ 1820 20%
EBITDA™®

Mutual Fund $110.3 $ 138.2 25% § 153.9 11%
Institutional 125.2 162.3 30% 211.3 30%
High Net Worth 32.0 41.6 30% 53.0 27%
Total $267.5 $ 3421 289% $ 418.2 22%

(1) Assets under management attributable to investments that were completed during the relevant periods are included on a weighted average basis for
the period from the closing date of the respective investment. Average assets under management includes assets managed by affiliated investment
management firms that we do not consolidate for financial reporting purposes of $20.6 billion, $39.1 billion and $53.7 billien for 2005, 2006 and
2007, respectively.

{2) Note 26 to the Consolidated Financial Statements describes the basis of presentation of the financial results of our three operating segmenus. As dis-
cussed in Note 1 to the Consolidated Financial Statements, we are required to use the equity methed of accounting for cerrain investments and
as such do not consolidate their revenue for financial reporting purposes. Our share of profits from these investments is reported in “Income from
equity method investments” and is therefore reflected in Net Income and EBITDA.

{3) EBITDA represents earnings before interest expense, income taxes, depreciation and amortization. As a measure of liquidity, we believe that
EBITDA is useful as an indicator of our ability to service debt, make new investments and meer working capital requirements. EBITDA is not
a measure of liquidity under generally accepred accounting principles and should not be considered an alternative te cash flow from operations.
EBITDA, as calculated by us, may not be consistent with compurations of EBITDA by other companies. Qur use of EBITDA, including a reconcil-
iation to cash flow from operations, is discussed in grearer detail in “Liquidiry and Capital Resources.”
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Revenue

Qur revenue is generally determined by the level of our assets
under management, the portion of our assets across our
products and three operating segments, which realize differ-

ent fee rates, and the recognition of any performance fees.

Qur revenue increased $199.5 million (or 17%) in 2007
from 2006, primarily as a result of a 27% increase in
average assets under management. The increase in average
assets under management resulted principally from positive
investment performance in 2006 and 2007, net client cash
flows in 2006 and, to a lesser extent, our 2006 investmenr in
a new Affiliate. The increase in revenue was proportionately
less than the growth in assets under management primarily as
a result of our equity method investments, as we do not

consolidate the revenue or expenses of these Affiliaces.

The increase in revenue of $253.9 million (or 28%) in
2006 from 20035 resulted principally from a 35% increase
in average assets under management. The increase in average
assets under management was primarily acributable ro
positive investment performance and net client cash flows
and, to a lesser extent, our 2005 investments in new
Affiliates. The increase in revenue was proportionately less
than the growth in assets under management primarily as
a result of our equity method investments, as we do not

consolidate the revenue or expenses of these Affiliates.

The following discusses the changes in our revenue by

opcra[ing segments.

Muiual Fund Distribution Channel

The increase in revenue of $56.6 million {or 11%) in the
Mucual Fund distribution channel in 2007 from 2006
resulted principally from a 14% increase in average assets
under management. The increase in average assets under
management resulted principally from positive investrment

performance.

The increase in revenue of $100.8 million (or 25%) in
2006 from 2005 resulted principally from a 27% increase
in average assets under management. The increase in
average assets under management resulted principally from
positive investment pcrformancc, our 2005 investments in

new Affiliates, and positive net client cash flows,

Instituticnal Distribution Channel

The increase in revenue of $130.8 million (or 25%) in the
Institutiona! distribution channel in 2007 from 2006
resulted principally from a 35% increase in average assets
under management. The increase in average assets under
management resulted principally from positive investment
performance in 2006 and 2007, net client cash flows in
2006 and, to a lesser extent, our 2006 investment in a new
Affiliate. The increase in revenue was proportionately less
than the increase in assets under management primarily as
a result of our equity method investments, as we do not

consolidate revenue or expenses of such Affiliates.

Qur revenue increased $129.1 million (or 33%) in
2006 from 2005, primarily as a result of a 419 increase in
average assets under management. The increase in average
assets under management resulted principally from positive
investment performance and net client cash flows and, to a
lesser extent, our 2005 invesrments in new Affiliates. The
increase in revenue was proportionately less than the
increase: in assets under management primarily as a result of
our equity method investments, as we do not consolidate

revenue or expenses of such Affiliates.

High Net Worth Distribusion Channel

The increase in revenue of $12.1 million {or 8%) in the
High Net Worth distribution channel in 2007 from 2006
resulted principally from a 14% increase in average assets
under management. The increase in average assets under
management resulted principally from positive investment

performance. The increase in revenue was proportionately




less than the increase in assets under management primari-
ly as a result of our equity method investments, as we do
not consolidate the revenue or expenses of these Affiliates,
and increases in assets under management that realize a

comparatively lower fee rate.

Our revenue increased $24.0 million (or 18%) in 2006
from 2005 primarily as a result of a 28% increase in aver-

age assets under management. The increase in average assets

Operating Expenses

under management resulted principally from our 2005
investments in new Affiliates and positive investment per-
formance. The increase in revenue was proportionately less
than the increase in assets under management primarily as
a result of our equity method investments, as we do not
consolidate the revenue or expenses of these Affiliates, and
increases in assets under management that realize a compar-

atively lower fee rate.

The following table summarizes our consolidated operating expenses:

(in millions) 2005 2006 % Change 2007 % Change
Compensation and related expenses $365.9 $472.4 29% $579.4 23%
Selling, general and administrative 162.1 184.0 14% 198.0 8%
Amorutization of intangible assets 24.9 27.4 10% 31.7 16%
Depreciation and other amortization 7.0 8.7 24% 10.4 20%
Othet operating expenses 21.5 239 11% 18.8 (21)%
Total operating expenses $581.4 $716.4 23% $838.3 17%

The substantial portion of our operating expenses is
incurred by our Affiliates, the majority of which is incurred
by Affiliates with revenue sharing arrangements. For
Affiliares with revenue sharing arrangements, an Affiliate’s
Operating Allocation percentage generally determines its
operating expenses. Accordingly, our compensation expense
is generally impacted by increases or decreases in each
Affiliate’s revenue and the corresponding increases or
decreases in their respective Operating Allocations. During
2007, approximately $322.6 million, or about 56% of our
consolidated compensation expense, was attributable to our
Affiliate managers. The percentage of revenue allocated to
operating expenses varies from one Affiliate to another and
may vary within an Affiliate depending on the source or
amount of revenue. As a result, changes in our aggregate

revenue may not impact our consolidated operating

expenses to the same degree.

Compensation and related expenses increased 23% in 2007
and 299 in 2006. These increases were primarily a result of
the relationship between revenue and operating expenses at
our Affiliates with revenue sharing arrangements, which
experienced aggregate increases in revenue and accordingly,
reported higher compensation expense. The increases were
also related to increases in aggregate Affiliate expenses from
our new investments ($13.4 million in 2007 and $12.8
million in 2006). In 2007, the increase in compensation
was proportionately greater than the increase in revenue
because of an increase in revenue at Affiliates with higher
Operating Allocations. Unrelated to the changes in revenue,
the increase in 2007 was also ateributable to a $7.4 million

increase in share-based compensation.
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Selling, general and administrative expenses increased 8%
in 2007 and 14% in 2006, principally as a result of the
growth in assets under management at our Affiliates in the
Mutual Fund distribution channel. Selling, general and
administrative expenses also increased in 2007 as a result of
$1.0 million of expenses related to our global distribution
initiatives. These increases were partially offset by a $6.7
million decrease in aggregate Affiliate expenses from the
transfer of our interests in certain Affiliates during 2006
and 2007.

Amortization of intangible assets increased 16% in 2007
and 10% in 2006, principally from an increase in definite-

lived intangible assets resulting from our investments in
new and existing Affiliates during 2005 and 2006,

Other Income Statement Data

Depreciation and other amortization increased 20% in
2007 and 24% in 2006. These increases were principally
attributable to spending on depreciable assets in recent
periods. The increase in 2006 was also arttributable to our

2005 investments in new Affiliates.

Other aperating expenses decreased 21% in 2007 princi-
pally as a result of benefits realized upon the rtransfer of
Affiliate interests during 2007 as well as a $0.8 million
recovery of Affiliate expenses that previously reduced our
share of Owners’ Allocation. These decreases were partially
offset by a $0.7 million increase in aggregate Affiliate
expenses from our 2006 investment in Chicage Equity
Partners. Other operating expenses increased 11% in 2006
principally as a result of a $1.1 million increase in operat-
ing expenses from our new investments in 2005 and

expenses related to other Affiliate transactions.

The following table summarizes non-operating income and expense data:

(in millions) 2005 2006 % Change 2007 % Change
Income from equity method investments $ 27.0 $ 383 42% § 382 52%
Investment and other income 8.9 16.9 90% 17.1 1%
Investment income from

Affiliate invesuments in partnerships 0.4 3.4 750% 38.9 1,044%
Minority interest in

Affiliate investments in partnerships - 3.4 — 38.1 1,021%
Minority interest 144.3 212.5 47% 2420 14%
Interest expense 374 58.8 57% 76.9 31%
Income tax expense 70.6 86.6 23% 106.9 23%

Income from equity method investments consists of our
share of income from Affiliates that are accounted for under
the equity method of accounting, net of any related intangi-
ble amortization. Income from equity method investments
increased 52% in 2007 and 42% in 2006 principally as a
resuit of increases in assers under management and revenue
ateriburable to Affiliates thar are accounted for under the
equity method of accounting, including investments in our

new Affiliates.

Investment and other income primarily consists of earnings
on cash and cash equivalent balances and earnings that
Affiliates realize on investments in marketable securities.
Investment and other income increased 1% in 2007 and
90% in 2006. The increase in 2006 resulted principally
from an increase in Affiliate investment earnings of $6.4
million, and earnings of $1.6 million on investments held

by new Affiliates,




As discussed in Note 1 to the Consolidated Financial
Statements, Investment income from Affiliate investments
in partnerships and Minority interest in Affiliate invest-
ments in partnerships relate to the consolidation of certain
investment partnerships in which our Affiliates serve as the
general partner. For 2007 and 2006, the income from
Affiliate investments in partnerships was $38.9 million and
$3.4 million, respectively, which was principally attributable

to investors who are unrelated to us.

Minority interest increased 14% in 2007 and 47% in 2006,
principally as 2 result of the previously discussed increases
in revenue. In 2006, the increase was proportionately
greater than the increase in revenue because certain
Affiliates reported expenses that were less than their
Operating Allocation, resulting in higher profits attributable
to our Affiliate management partners. In 2007, these
Affiliates reported expenses that were equal to their

Operating Allocation.

Interest expense increased 31% in 2007, principally from
borrowings under our senior credit facility ($11.5 million in
2007), the October 2007 issuance of $500 million of junior
convertible trust preferred securities ($5.4 million in 2007)
and the April 2006 issuance of $300 million of junior
convertible trust preferred securities ($3.5 million in 2007).
These increases were partially offser by a $3.1 million
decrease in interest expense from repayment of our Senior
Notes due 2006. The increase in 2006 was principally
attriburable to the $300 million junior convertible trust
preferred securities ($11.4 million in 2006} and increases in
borrowings under our senior credit facility ($7.2 million
in 2000).

Income taxes increased 23% in 2007 and 2006 principally
as a result of the increases in net income before taxes of
21% and 25%, respectively. The increase in 2006 was
partially offset by a $1.4 million reduction in income taxes
from a decrease in Canadian federal income tax rates, which

reduction did not recur in 2007.

Net Income

The following table summarizes Net Income for the past

three years:

(in millions)

2005
51191

2006 % Change
$151.3 27%

2007 % Change
$182.0 20%

Net Income

Net Income increased 20% in 2007 and 27% in 2006, prin-
cipally as a result of increases in revenue and income from
equity method investments, partially offset by increases in
reported operating, interest, minority interest and tax

expenses, as described above.

Supplemental Performance Measure

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

for aligning executive compensation with stockholder value.

Since our acquired assets do not generally depreciate or
require replacement by us, and since they generate deferred
tax expenses that are unlikely to reverse, we add back these
non-cash expenses to Net Income to measure operating
performance. We add back amortization attributable to
acquired client relationships because this expense does not
correspond to the changes in value of these assets, which
do not diminish predictably over time. The portion of
deferred taxes generally attributable to intangible assets
(including goodwill) that we no longer amortize but which
continues to generate tax deductions is added back,

because these accruals would be used only in the event of
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a future sale of an Affiliate or an impairmenc charge, which
we consider unlikely. We add back the portion of consoli-
dated depreciation expense incurred by our Affiliates
because under our Affiliates’ operating agreements we are
generally not required to replenish these depreciating
assets. Conversely, we do not add back the deferred taxes
relating to our floating rate senior convertible securities or

other depreciation expenses.

The following table provides a reconciliation of Net Income

to Cash Net Income:

(in millions) 2005 2006 2007
Net Income $119.1 $151.3 $182.0
Intangible amordzation 249 274 316
Intangible amortization—

equiry method

investments™ 8.5 9.3 10.4
Intangible-related

deferred taxes 28.8 28.8 28.6
Affiliate depreciation 4.8 5.7 6.1
Cash Net Income $186.1 $222.5 $258.7

(1) As discussed in Note 1 to the Consolidated Financial Statements, we
are required to use the equity method of accounting for our invest-
ments in AQR, Beutel, Deans Knight, ValueAct and BlueMountain
and, as such, do not consolidate their revenue or expenses (including
intangible amortization expenses) in our income statement. Qur share
of these investments’ amortization is reported in “Income from equity
method investments.”

Cash Ner Income increased 16% in 2007 and 20% in
2006, primarily as a result of the previously described

factors affecting Net Income.

Liquidity and Capital Resources

The following table summarizes certain key financial data

relating to our liquidiry and capiral resources:

December 31,

(in millions) 2005 2006 2007
Balance Sheet Data
Cash and cash equivalents 3 140.4 52017 §223.0
Senior debt 2413 365.5 519.5
Zero coupon

convertible notes 124.2 1134 78.1
Floating rate

convertible securities 300.0 300.0 300.0
Mandatory

convertible securities 300.0 300.0 300.0
Junior convertible trust

preferred securities — 300.0 800.0
Cash Flow Data
Operating cash flows $ 2041 $301.0 $326.7
Investing cash ows (82.0} (165.1} (580.8)
Financing cash flows (122.3) (75.1) 272.5
EBITDA®™ 267.5 342.1 418.2

(1) The definicion of EBITDA is presented in Note 3 on page 35

We view our ratio of debt to EBITDA (our “leverage ratio”)
as an important gauge of our ability to service debt, make new
investments and access capital. Consistent with industry
practice, we do not consider our mandatory convertible
securities or our junior convertible trust preferred securities as
debt for the purpose of determining our leverage ratio. We
also view our leverage on a “net debt” basis by deducting our
cash and cash equivalents from our debt balance. The leverage
covenant of our senior credit facility is generally consistent
with our treatment of our mandatory convertible securities
and our junior convertible trust preferred securities and our
net debr approach. As of December 31, 2007, our leverage

ratio was 1.6:1.

Supplemental Liquidity Measure

As supplemental information, we provide information
regarding our EBITDA, a non-GAAP liquidity measure.
This measure is provided in addidon to, but not as a

substitute for, cash flow from operations. EBITDA




represents earnings before interest expense, income taxes,
depreciation and amortization. EBITDA, as calculated by
us, may not be consistent with compurations of EBITDA
by other companies. As a measure of liquidity, we believe
that EBITDA is useful as an indicator of our ability to serv-
ice debt, make new investments and meet working capiral
requirements. We further believe that many investors use
this information when analyzing the financial position of

companies in the investment management industry.

The following table provides a reconciliation of cash flow

from operations to EBITIDA:

(in millions} 2005 2006 2007
Cash Flow

from Operations $204.1 $301.0 $326.7
Interest expense,

net of non-cash items®™  32.5 53.6 70.9
Current tax provision 38.9 55.2 74.6

Income from equity

method investments,

net of distriburions® 18.9 1.6 15.0
Changes in assets and

liabilities and other

adjustments®™ {26.9) (69.3) (69.0)
EBITDA® $267.5 $342.1 $418.2

(1) Non-cash items represent amortization of issuance costs and interest
accretion ($4.9, $5.2 and $6.0 million in 2005, 2006 and 2007,
respectively).

(2) Distributions from equity methad investments were $16.6, $46.0 and
$53.6 million for 2005, 2006 and 2007, respectively.

(3) Ocher adjustments include stock option expenses, tax benefits from
stock options and other adjustments 1o reconcile Net Income to cash
flow from operating activiries,

(4) The definition of EBITDA is presented in Note 3 on page 35.

In 2007, we met our cash requirements primarily through
cash generated by operating activities, the issuance of con-
vertible securities and borrowings of senior debt. Our prin-
cipal uses of cash were to repurchase shares of our common
stock, make investments in new and existing Affiliates,
repay senior debt and make distributions to Affiliate man-
agers. We expect that our principal uses of cash for the fore-
secable future will be for investments in new and existing
Affiliates, distributions to Affiliate managers, payment of

principal and interest on outstanding debr, the repurchase

of debr securities, the repurchase of shares of our common

stock and for working capirtal purposes.

Senior Credit Facility

On November 27, 2007, we entered into an amended and
restated senior credit facility (the “Facility”). The Facility
allows us to borrow an aggregate of $950 million. The
Facility is comprised of a $750 millien revolving credic
facilicy (the “Revolver”) and a $200 million term loan (the
“Term Loan”). We pay interest on these obligations ar spec-
ified rates {based either on the Eurodollar rate or the prime
rate as in effect from time to time) that vary depending on
our credit rating. The Term Loan requires principal pay-
ments to be made at specified dates until maturity. Subject
to the agreement of lenders to provide additional commir-
ments, we have the option to increase the Facility by up to

an additional $250 million.

The Facility will mature in February 2012, and contains
financial covenants with respect 1o leverage and interest cov-
erage. The Facility also contains customary affirmative and
negative covenants, including limitations on indebtedness,
liens, cash dividends and fundamental corporate changes.
Borrowings under the Facility are collateralized by pledges of
the substantial majority of our capital stock or other equity
interests owned by us. As of December 31, 2007, we had

$519.5 million ousstanding under our Facility.

Zero Coupon Senior Convertible Notes

In 2001, we issued $251 million principal amount at matu-
rity of zero coupon senior convertible notes due 2021
(“zero coupon convertible notes”), with each note issued at
90.50% of such principal amount and accreting at a rate of
0.50% per year. As of December 31, 2007, $83.5 million
principal amount at maturity remain outstanding. Each
security is convertible into 17.429 shares of our common
stack (at a current base conversion price of $33.68) upon
the occurrence of certain events, including the following: (i)
if the closing price of a share of our common stock is more

than a specified price over certain periods (initially $62.36
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and increasing incrementally at the end of each calendar
quarter to $63.08 in April 2021}); (i) if the credit rating
assigned by Standard & Poor’s 1o the securities is below
BB-; or (iii) if we call the securities for redemption. The
holders may require us to repurchase the securities ac their
accreted value in May 2011 and 2016. If the holders
exercise this option in the future, we may elect to
repurchase the securities with cash, shares of our common
stock or some combination thereof, We have the option w0
redeem the securities for cash at their accreted value. Under
the terms of the indenture governing the zero coupon
convertible notes, a holder may convert such security into
common stock by following the conversion procedures in
the indenture; subject to changes in the price of our com-
mon stack, the zero coupoen convertible notes may not be

convertible in certain future periods.

In 2006, we amended the zero coupon convertible notes.
Under the terms of this amendment, we will pay interest
through May 7, 2008 at a rate of 0.375% per year on the
principal amount at maturity of the notes in addition o the

accrual of the original issue discount,

Fioating Rate Senior Convertible Securities

In 2003, we issued $300 million of floating rate senior
convertible securities due 2033 (“floating rate convertible
securities”) bearing interest at a rate equal to 3-month
LIBOR minus 0.50%, payable in cash quarterly. In the first
quarter of 2008, we called the outstanding fleating rate
convertible securities for redemption at their principal
amount plus accrued and unpaid interest. In lieu of
redemption, substantially all of the holders elected to convert
their securities. Pursuant to these conversions and other
privately negotiated exchanges, we will issue approximately
7.0 million shares of common stock and all of our floating

rate convertible securities will be cancelled and retired.

The floating rate senior convertible securities are consid-

ered contingent payment debr instruments under federal

income tax regulations. These regulations required us 1o
deduct interest in an amount greater than our reported
interest expense, and resulted in annual deferred raxes of
approximately $3.7 million. Because the trading price of
our common stock exceeded $60.90 at the time of the
conversions described above, $18.3 million of deferred rax
liabilities attriburable to these securities will be reclassified

1o stockholders’ equity in the first quarter of 2008.

2004 Mandatory Convertible Securities

In 2004, we issued $300 million of mandatory convertible
securities (“2004 PRIDES”), each unit consisting of (i) a
senior note due February 2010 with a principal amount of
$1,000 per note, with interest payable quarterly ar the
annual rate of 4.125%, and (ii) a forward equity purchase
contract pursuant to which the holder agreed to purchase
shares of our common stock in February 2008. The holders’
obligations under the forward equity purchase contracts

were collateralized by the pledge to us of the senior notes.

In che firse quarter of 2008, we repurchased the outstanding
senior notes component of our 2004 PRIDES. The repur-
chase proceeds were used by the original holders to fulfill
their obligations under the relared forward equity purchase
contracts. Pursuant to the sertlement of the forward equity
purchase contracts and other privately negotiated exchanges,
we have issued approximately 4.0 million shares of
common stock. All of our 2004 PRIDES have been cancelled

and retired.

Juniar Convertible Trust Preferred Securities

In 2006, we issued $300 million of junior subordinated
canvertible debentures due 2036 to a wholly-owned
trust simultaneous with the issuance, by the trust, of
$291 million of convertible trust preferred securities to
investors. The junior subordinated convertible deben-
tures and convertible trust preferred securities (together,
the “2006 junior convertible trust preferred securities”)

have substantially the same terms.




The 2006 junior convertible trust preferred securities bear
interest at 5.1% per annum, payable quartetly in cash. Each
$50 security is convertible, at any time, into 0.333 shares of
our common stock, which represents a conversion price of
$150 per share (or a 48% premium to the then prevailing
share price of $101.45). Upon conversion, investors will
receive cash or shares of our common stock (or a combina-
tion of cash and common stock) at our election. The 2006
junior convertible trust preferred securities may not be
redeemed by us prior to April 15, 2011. On or after April
15, 2011, they may be redeemed if the closing price of our
common stock exceeds $195 per share for a specified peri-
od of time. The trust’s only assets are the junior convertible
subordinated debentures. To the extent that the trust has
available funds, we are obligated to ensure that holders of
the 2006 junior convertible trust preferred securicies receive

all payments due from the trust.

In Ocrober 2007, we issued an additional $500 million of
junior subordinated convertible debentures due 2037 to a
wholly-owned trust simultaneous with the issuance, by the
trust, of $500 million of convertible trust preferred securities
to investors. The junior subordinated convertible debentures
and convertible trust preferred securities (together, the
“2007 junior convertible trust preferred securities”} have

substantially the same terms.

The 2007 junior convertible trust preferred securities bear
interest at 5.15% per annum, payable quarterly in cash.
Each $50 security is convertible, at any time, into 0.25
shares of our common stock, which represents a conversion
price of $200 per share (or a 53% premium to the then
prevailing share price of $130.77). Upon conversion,
investors will receive cash or shares of our common stock
{or a combination of cash and common stock) at our
election. The 2007 junior convertible trust preferred
securities may not be redeemed by us prior to October 15,
2012. On or after QOctober 13, 2012, they may be

redeemed if the closing price of our common stock exceeds
$260 per share for a specified period of time. The trusts
only assers are the 2007 junior convertible subordinared
debenrtures. To the extent that the trust has available funds,
we are obligated to ensure that holders of the 2007 junior
convertible trust preferred securities receive all payments

due from the trust.

The 2006 and 2007 junior convertible trust preferred secu-
rities are considered contingent payment debrt instruments
under the federal income tax regulations. We are required
to deduct interest in an amount greater than our reported
interest expense. In 2008, these deductions will generate

deferred taxes of approximately $8.5 million.

Call Spread Option Agreements

In 2006, we entered into a series of contracts that provided
the option, but not the obligation, to repurchase up to
917,000 shares of our common stock ar a weighted average
price of $99.59 per share at specified times. Upon exercise,
we could elect to receive the intrinsic value of a contract in
cash or common stock. During 2007, we exercised 917,000
options with a total intrinsic value of $21.1 million. We
elected ro receive approximately 116,000 shares of common
stock and used the remaining proceeds ($6.8 million) to
enter into another series of contracts that provide the
option, but not the obligation, to repurchase up to 800,000
shares of its common stock ar a weighted average price of
$120.89 per share. These options may be exercised or will

expire during the first quarter of 2008.

Forward Purchase Contract

In October 2007, we entered inro a prepaid forward pur-
chase contract, pursuant to which we purchased 1,578,300
shares of common stock for approximately $206 million,
We have the option to settle the forward purchase contract
on or before Ocrober 15, 2012.
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Purchases of Affiliate Equity

Many of our Affiliate operating agreements provide our
Affiliate managers the conditional right to require us to
purchase their retained equity interests at cerzain intervals.
These agreements alse provide us a conditional right to
require Affiliate managers to sell their retained equity
interests to us upon their death, permanent incapacity or
termination of employment and provide Affiliate man-
agers a conditional right to require us to purchase such
retained equity interests upon the occurrence of specified
events. These purchases may occur in varying amounts
over a period of approximately 15 years (or longer), and
the actual timing and amounts of such purchases {or the
actual occurrence of such purchases) generally cannot be
predicted with any certainty. These purchases are generally
calculated based upon a multiple of the Affiliate’s cash
flow distributions at the time the right is exercised, which
is intended to represent fair value. As one measure of the
potential magnitude of such purchases, in the event that a
tiggering event and resulting purchase occurred with
respect to all such retained equity interests as of December
31, 2007, the aggregate amount of these payments would
have totaled approximately $1,470.1 million. In the event
that all such transactions were consummated, we would
own the cash flow distributions attributable to the addiional
equity interests purchased from our Affiliate managers. As of
December 31, 2007, this amount would represent approxi-
mately $204.4 million on an annualized basis. We may pay
for these purchases in cash, shares of our common stock or
other forms of consideration. Affiliate management partners
are also permitted to sell their equi