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To large extent our business mirrors the broader

market economy We write insurance coverage for

middle-market customers across the country many

of whom experienced shrinkage in their businesses

in 2009 Insurance premiums are calculated by

multiplying rates by the number of insurable expo

sure units As the result of the impact of weakening

economy on our customers premiums went down

which brought our commissions down as well In the

current negative internal growth environment our

margins continue to be under pressure Shareholders

and analysts regularly ask us what affects our busi

ness more declining rates or shrinking exposure

units Even though rates declined 49% on average

last year the decrease in exposure units clearly

impacted us the most The silver lining to the current

environment is that as the economy strengthens our

margins should show improvement

We have been and continue to be company that

invests in our business through acquiring other

insurance operations In 2009 we acquired 11 insur

ance operations which generated $26.5 million of

revenue for us last year This was the smallest amount

of annualized revenue acquired since 2000 Industry-

wide there were 3040% fewer acquisitions in the

insurance agency space last year than the year before

One reason for fewer acquisitions was the gap

between what some sellers expected in terms of

purchase price and what we or other buyers for that

matter were willing to pay Apart from the decrease

in the quantity of available acquisitions however we

are very excited about the quality of the talented new

team members that joined us through the acquisition

process and through direct hire last year Moreover

we remain optimistic that greater number of quality

acquisition opportunities will present themselves as

the economy improves Finally our balance sheet is

the strongest it has ever been which should allow us

to continue to invest in operations with the right

cultural fit regardless of the economic conditions

Thank you to all of our team members for everything

you do for the success of our organization

Regards

Powell Brown CPCU

President and

Chief Executive Officer
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With surgical precision our leaders removed cost

commensurate with reduced revenue and sustained

the highest operating profit margins of any publicly-

traded insurance intermediary At the same time we

maintained the quality of service expected by our

customers customer for life is very valuable

asset and goal toward which our employees strive

each and every day

Although there were fewer acquisitions in number

we believe the 2009 class of acquisitions is of the

highest quality We are encouraged by the signs of

stability returning to our industry in the area of

mergers and acquisitions and anticipate more

active 2010 and beyond

Perhaps our most notable achievement in 2009 was

the increased pace of our recruitment and mentor

ing of talented future leaders Even in the face of an

earnings challenge we invested more in new people

and training in 2009 than ever before tighter job

market made available rich pool of five-star talents

We continue to take advantage of this opportunity to

strengthen our bench for the next levels

This August will close my career with Brown

Brown after 25 years How fortunate have been to

have played part in this great American success

story have experienced the joy and fulfillment of

working with very special friends We have worked

hard together played hard together and experienced

great success Together we have risen further than

we would have individually The journey has been

special pleasure never job

Thank you each and every one

Jim Henderson CPCU

Vice Chairman

Chief Operating Officer
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The quick and nimbe are just

natura My attracted to us
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Like cheetah on the hunt our profit

center leaders ability to thrive is completely

dependent on exerting maximum effort and

making the best decisions While our culture

is based on shared goals our team members

are free to choose the path best suited to

their teams success Thats what makes us

more agile
than the rest
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Our strength comes from disciphned

approach and attention to detail
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CONSSTENT DMDEND GROWTH

Brown Brown Fnc has creased the

annuC dvdend for Uxteen consecubve

years The Company has been recognCed

as Mergents D%dend AcHever Unce

2003 ThU dUb ncbon is based ona record

of ten or more consecubve years of dividend

increases feat acHeved by just 3% of at

U.S pubicly Hsted companies

$03025
$02850

$0.25

$0.21

$0.17

1450

$0 1213

$0.10

$0.08
$00675
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Our hghquaHty peope are constanty

sthvng to become even better
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ho terr eetah spends much of her

ten er own but she ist tve takes

et traw bcr bs the art tsurv val

At Brown Br wr we know that ur ess we

rater we vestc the task sttra nrc

our xt gererabor of our

ouob atrsk eareoeten nedto

orbnue lt vating ou people

2009 ANNUAL REPORT 11



Anyone can sefl insurance

We aim to be trusted adviser
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QUAUTY CUSTOMER SERVCE
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Tota revenues for 2009 were

$5814 miIIion

The Reta Div on the foundat on of Brown Browr operat ng

through 112 profit cc Aers in 31 states employ rg more than

800 icensed nsura cc agents and supported by experierced

and knowledgeab mstomer serv cc persor ne Tb Us on

offers broad ranee of insurance products and services to

commerc pub cent ty professona assoc atior and Ado

dua customers We are dd mmarket nsurar cc intermed aries

that place for our ents rsurance coverages if premiums

ranging from several thousand dollars to severa Ilion do lars

The categories of nsurance prim pa ly
sold by us nc ode property

nsurance re atingto phys ca damage to property and resu tant

nterrupt or of bus ness or extra expense caused by re wind

storri or other per casua ty nsurance re at ng to lega iab lties

workers cor pensaton and commerc and phvate passenger

automobi coverages and tide ty and surety bonds We so sd

service group and individua fe accident sab ity hea if

hosptalizat on redica and derta insurance

2009 posed sigr ficant ha lenges for us ar for most reta

nsuranceagercies part due to the cont nu ng soft nsurance

pric ng market but primar ly due to the significant reductions

nsurab exposure units such as sa es payrol property and

nventory va.ues as the or sequence of the genera weaken ng of

the U.S dd market economy is dur ng fficult econom

per ods such as 200o teat our decentra zed operating mode

oemonstrates ts strength by mainta ng superior operat ng

orofit margins the face of signficant revenue evaporation

ach of our decentra ized reta offices fave up to ten depart

cents each wth their own mo itily proft and ossfinanc

statements which the department eaders and the office

eader take ownersh The bonus compensation of the office

eader and the department leaders based pr mar on their

perating resu ts and as suct the operating effic encies have

mpuvcd cvw if thus
gi

iuuiit uvdporatiori of revenues

Most ndependentnsunanceagencyowners run the ragenc es

mi ar to our decentra ized model Tb one of the primary

masons that many of those agency owners are attracted to our

ture and our Jecentna zed operating mode when choos ng

to join arger organ zaton Agency owners wko have oined us

benefit from operating under as lar nified cu tore that so

grants tkem access to al of our otker reta operatons financia

esuhs and tie ab ty to share operat ng effic encies and sa es

ecnn qcs amng We fel ow fe eaders

Conner Strong Companes

Small Business Unit

Mt Laure

One Source kmurarce Inc

bmw

Smith nancial

Corporation Inc

Group Benefit Unit

boscnin

Reed Company Inc

Porta dOR

Ks meW Kirk

Regional President

Ken Regi or de spcn

op
dcvc opn nt ubsi nt pa

orBr wnBr wn rrea perato

west fti Msss pp ardtl

Or and Flcr da re off

Thomas Riley

CPA CPCU CMA CIC

Regional President

Torn Regio de respor

sib ef crta Coopary retai

nerations uth Fo da New

er ey NewT rk Penn var

andVirgn

Roy Bridges

CIC

Regional Executive Vice President

RoywRcgoi Wxe utveVwe

ident respo Lie evera

eta opemt ens on tLe wst sr

JO Ja aJ t5t
Arkar sas ana Ok an rn

Ten ess eardTexis

The Feinman Group LLC

Group Benefit Unit

Co shaLom em.PA

RosseI Associates LLC

entwood

Prime Insurance Group

awre cGA

Alamo Insurance Group Inc

Sa A.toio

14 BROWN anowx xc



60
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Linda Downs

CPCU AlA

Executive Vice President

Leadership Development and

Programs

Lr as tveVce

res Ce it eso b.c for

the opa cad rs

Dove pnert Depdrtrle it

as we as reta oft

Dc are Sout Caro ía

Charles Lydecker

CPCU GIG AIM

Regional Executive Vice

President

hare sRegori Exe utv

Proc nr

erta tai off ces .n da

Georga NewYork exasanc

Scott Penn3

GIG

Regional Executive Vice

President

Scott Reg ore xe Ut ye

Pres dert re be for rota

rocra the pp rMidwe

dpo is oft eN rt east

Northwest

47.8o

$121.8

NH

MA
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NJ

Do

zo Ne Har psb re Per var

ka di na New Je sey cth Cam

rr New Mex co icr ne see

Co redo Lcu an New York Ic

or nect Macca csets Nort Caro Vrg

Dc acare Mict gan io IV of rgto

br da ta at IV ors

Jon ga Nov Irew
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14
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Tota revenues for 2009 were

$19O6 millionand grew 69%over 2008

Our Natiora Programs Dv sian cors sts of two ur ts ofess ora

Programs and Special Programs Th Divis or ranages or

admnsters more thar 50 ditfere programs that prov de

broad spectrum of surarce products and services to our chents

roost cases the surance carners that or dervvnte the programs

have de egated underwrit ng and any istances clal cis

Fandl ng authority to our programs operat ons These programs

are gereraJy distributed through natonwide networks of

ndependent agents and offer targetea products and serv ces

des gned for specit industhes trade groups professions

publ entit es and market es

Profess ia Programs prov des profess or ai .iab ty and related

pa kage nsurance products for certa professionas Profes

sonal Programs tailors rsurance products to the needs of

part calar profess onal group negot ates pa ct forms and

coverage wth an rsurarce company and ce tan cases

secures the formal or rforma erdorsernert of the prado

by pro essiona association or spar sor ng ccmpany

Professional groups that Protessiona Programs serv cc rc ode

dert sts lawyers accourtants optometr sts optc ans irsur

arce agents financia advisors registered representat yes

securit es broker-oea.ers berefit adri nstrators real estate

brokers real estate agents and escrow agents

Speca Programs markets targeted products and serv ces

to spec tic ir dustries trade groups pub ic and quas pub ic

entities and rr.arket nches Most of our spe programs are

iiarketed and sold through ndependent agerts however

so lie are marketed ard sod directly to nsured customers

The argest program the Specia Programs Ur adn

tered by Proctor Financ nc P51 one of our subsidiar es

Th program represented approx mateiy 4400 of the tota

comm ssiors and fees reverues generated bytLe Speca

rograms Unt 2009 P51 oneered ender aced Lazard

rsurance in the 1970s and due to its proficiency underwritirg

today enjoys outstand ng access to insurance capac ty PP

partners with more tha 600 lenders nat onwide to protect

ther rrortgage oan partfo as ana ther real estate owred

propertes PFIs lender-p ed tire and flood overage camp
mented by nsurance admin strat on solutons and advanced

techno ogy of wL ch are des gned to enkance tke enders

re ationsL as cv th ther customers

SaiiR.Boone Jr

Regional Executive Vice President

Reg Execu Pies Jer

re par bet tLe Co pa Pub

Ertty perad se states ard

eCanparyVueiv csdvsor

Linda Downs

CPCU AlA

Executive Vice President Leadership

Development and Programs

execu va ce Pr oem

reapor letort owoanys
ed rscp Deveoa cc epartr art

we act rttrProgracsDvson

pcritorc nTawpa Ford

Sr .Mss

Kenncth Masters

Regiona Executive Vce President

Reg Executive cc

Peace cap sbetora ye

Pr gr rr Dvsonaaer to

odng aS ar TtePac

Pro rFiai al wc ardArrer ar

Specialt aura

deragencyagreer ierts wit rsurar ecompa

es that underwrite tkese programs we after have

thority to
coverage subject to estab ishod

guide nes to land co ect prom ums and some

ases to ad st Ja

Other autstar di ig programs Speca pr grams

Un pray de rsurarce aoverages and nsurance

solut onsfo coasta ard ard gh-va ue condom ri

ms and apartmerts goverr cierta and educatiora

rstitutians dry iearers men supply anc on form

renta car par es commerc prvate sL ppers

for sma packages ard parce id ierts prafes

oral sports motor sports ciate sports ard the

tertanment ndstr1
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ndara texas

nsas Vrgna

gao Was gtor
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Ca Surar

ie Pr tess on rotect or

Laaye Pro ton an LPP

Optorretr Wotect or PP

Opt ca rvce Prote OS PP

Wedo ng Pr te ton Pan

Pan

on ntracoasta Underwr ters

Lritod omoa yPU
PuW kUrdnrvrWrs cc

Droctor ra cat rc

er Spe aty ur

RskServce nc

Poor are rv rgOeber Asso at

Par Ensura ce

ArC cc cm
unre Re Marcgeaaert Corporaror

Ra ad Protect or

Pry mr ne ita oteM or Pa

og perator Protet or cP CPP

33

19

$1906 $70.4
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Tota revenues for 2009 were

$153 million

Our Who esa Br kerage Dv so markets excess an surp us

commercia and persona nsurance products to reta nsurance

agencies and re nsurance products and serv ces to rsurarce

corn pan es ft roughout the Un ted States Our Who esale Broker

age Dvis on ces represent var ous U.S and U.K surp us res

nsura cc compan es and certain of our offices are so oyds

of London orrespor dents The Wholesa Brokerage Div or

so represerts adm tted nsurance co irpanies for smal er

agerc es that do rot Pave access to certa rsurance ompary

represertation Excess and surp us ines insurance produ ts

nclude de var ety of insurer cc coverages Ac uding persona

es orneowners eweiry ye hts comm crc al property and

casuady comm erca automob Ic garage staurant bui ders

sk and and mar ne nes Df cu to- nsure genera iabi ity

end pmndccts Mb itt overagcs am pe t1 mcess

workers corn pensat on overage Who esa brokers sol cit

bus ness iroug ma rgs and througH rent contact st th

reta agency representat yes

mc ar to ftc Reta Div son tHe owdown them idd market

ecoromy dur ng 2009 drastcal reduced our ents exposure

un ts and as resu tour WHolesa Brokerage Div sons reven es

decreased by $12.3 mn However even with these strong

eadwinds our Wholesa Brokerege operations ontinued to

drive more effic entooeretinrn and me nta red the EBITDA

carg ns the 28o range

Brown Brown Un vers ty cont nues to expnnd for our oH olesa

brokers by adding new curricu urn for nd ng author ty under

wr ters Our nd ng authohty bus ness represents sign fcant

part of the Wholesale Brokerage vis ons revenues and ns sts

of programs that we have wth the nsurai cc compan es if at

iderwrite those programs but wHere we have authority to

nd coverage sub ecttothe nsurance corn pan es estab shed

gu de ines We are partner ng th several of our too excess and

surplus ines compan es ardour proven seasoned wHo esale

producers to provide courses on tHe techi ca market ng and

se ng sk lecessary to sure success ror om newest sa es

force recruts

Linda Downs

CPCU AlA

Executive Vice President Leadership

Development and Programs

ide Em \C Presice

esp iOi cC pa iys

mdersh Deve op Depart ci

Cs cc for ne l/t aeB rage

opereo rdo

Michael Riorden

Regional Executive Vice President

Mk cReg Pc tvet

Pre cent 0mb rH

cor nyenosevcri erBr or

Brow hoe eeMGA ubsdre
udngbra mR Bgkky

Urde wrters Br eM oc at

thn Coi Group

Anthony Stranese

Regional Executve Vice President

To nelE utve\ ePcsOe
so moef rPc ctfreeSpe aRc

nd ri AierBr on
Brow oh es em He me retort

rc ngEu nsu cers MacD

id wrher Dc mc marc

Brokers ltd wtcc nnerc opcr
ton 2008 rd Hg end

Add ore spec ized vvt esa cove rages eve ab

through tHs Div son nc ude profess oral and genera

ieo ity for the ice thcare dustry program fm tne

ust oi uustiy fieiu em rr er me cot tractors

end ong-Haul truckers restaurant and iquor iabi ty

ovenages for the amateur eno profess one sports

ndustn mend tf cc terta rent fmeld genera

ifrecto send off cers ab ityf condomin in and

resident ass atoms end otHer entities end -npoy

ment precti ab ity products for mmmc cr00

operet ons ard coca serv ces prov ders
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Tota revenues were $32J miflion 2009

and grew L9%for the year

The Serv ces or compnsed of USIS nc Preferred

Governmertal aims Solubors rc PGCSAmer Sys

vision of USIS no and ocation Serv ces ic do rg bus ress

as NuQuest Br dge Pu nte and Medica Settlement Protocols

These operations provide ients th tL rd-party aims admir is

trafon and comprehenCve mcdi utilization management

serv ces both the workers compensat on and nes iabil ty

arenas as vvel as Medcare set aside serv ces Un ke our other

three visons the Serv ces vsion revenues are primari

der ved from fees

US prov des comprehens ye sk iianagement and if rd party

admin stration services for nsurance entites ard set funded or

ful insured workers compensation and iabi ity plans

NuQuesr Bridge Pu rite and Medca Sett ement Protocos

prov de ful sute of Med care Secor dary Payer comp ar cc

re ated services nc uding Med care set-aside services medica

ost projection services Medicare cond tonal payme it reso

tio and profess ona adm nistrat or of settlement funds to

nore than 300 nsurance carr ers th rd party adrr istrators

se insured employers and mants natior wide These entities

assist wth enforcement of the Medicare Secondary Payer

Statute MSP which intended to ensure that Medicare does

not make primary payment to hea th care providers when anott er

responsib payer exsts Meoicares enlorcement rignrs ur aer

the MSP cont nue to be strengthered most recent by new

federal law addressing ssues of benefit coordinatior and condi

tional payment reimbursement This new aw Las resu ted

ncreased opportun tes with workers camper sation ab lty

nsurance nc ud ng self- rsjrance and no fault ms

AmeriSys provides cert tied and no curt tied ziedical mar age

ment and managed care programs ror workers compensation

insurance plans Servces include case management uti izafon

my ew ad rraragement cI ace tu custu duvu upud

meCca provider networks PPOs and Returr-to Work programs

ard in tiatives As med cal costs consume an ever- arger portion

ol the workers compensaton cIa do ar iner Sys provides ts

customers with the systems and programs necessary to conta

those costs wC ensur ng continued patient sat sfactor ard

promot ng prompt returns to work

SaiT BooneJr
Regional Executve Vce President

Sar Regoral ecut vu

Pres dert respons etort ie

Coriparys Pub cErttyoperat

in severai states ad the Cu sipary

Services Dv son
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USES rc

Preferr Govern- ente ems
So ut ore no PGCS

An-cr Sys

NuQ test/Br dge Po rte

MedUa Setter ert ProtocoG

304
321

Jo

3.400

$32.7

so ar

2.7

$7.0

he Services Division

revenue is primarily

generated from fees

which are not significantly

affected by fluctuations

general insurance

premiums
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DIRECTORS

Partner in the law firm of Pennington Moore

Wilkinson Bell Dunbar PA
TTtC

Founder and former President

Chief Executive Officer BAMSI Inc

ttee an No

Go ra tte

Partner in the law firm of

King Spalding LLP
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it eC nr te

President Chief Executive Off cer
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Il
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Cid ttccN ii atrg ate

aer eConife
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President Chief Executive
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The msson of the Ann van Dyk Cheetah Centre is to ensure the

ongterm surviva of predatorsspecfficafly the cheetah and wid

dog in their natura environment

Located Pretoha South Afri the Ann

var Dyk Cheetah Centre was tab shed

1971w ft the of breeding erdan

gered speces Over rhe years over 750

cheetah cubs have beer born aft Certre

drar at cortrast to tf days when

the cit re cheetah popu at on Soutf

Afr ca was est mated at mere 700

Wh the cheetah project was the

base from wh ch the Centre aur cf oh

ts cons rvat on cOurts soon widered

to nc ode ot icr rare id endargered

ma so as wid dog brown

hye ia serva sun te ope card

red duiker bontebok ver ne rabb and

vu tures icrud ng the very rare Egypt an

vu ture Mary of ft ese have been success

ru ly bred for ater reirtroduct rto

dthushelprgtorepopuatearras

wheres chspe esh vedsapp arch

rare io onger abur da

Toach eve tsrissiortheAnr van

Dyk Cheetaf Ccrtre ias exte isve

mr imunty outreach and educat on

program ard trateg breeding

The Frost condo ts research or cv Idi

cease ard nutrrt or aid South Afh

ias mple iiertco nabona for

the conservafior of free-roaming cheetah

Browr Brown ro id to be bencfa

torof the hrnvar DykCfeetah Centre

To make donafior or /earr more ease

mnfacffheA ir van Dyk Cheefan Centre

at cheetah@dewildtco.za

Coma fax deductible do afion to

the Foundafio the U.S to

arson Sprrgs Wi/d/fe Four dation

8528 East Coo ity Road 225

Ga nest i//c Florida 32609
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General

The following discussion should be read in conjunction with

our Consolidated Financial Statements and the related Notes to

those Consolidated Financial Statements included elsewhere in

this Annual Report

We are diversified insurance agency wholesale brokerage

and services organization headquartered in Daytona Beach and

Tampa Florida As an insurance intermediary our principal sour

ces of revenue are commissions paid by insurance companies

and to lesser extent fees paid directly by customers

Commission revenues generally represent percentage of the

premium paid by an insured and are materially affected by fluctu

ations in both premium rate levels charged by insurance compa

nies and the insureds underlying insurable exposure units

which are units that insurance companies use to measure or

express insurance exposed to risk such as property values

sales and payroll levels to determine what premium to charge

the insured Insurance companies establish these premium rates

based upon many factors including reinsurance rates paid by

such insurance companies none of which we control

The volume of business from new and existing insured cus

tomers fluctuations in insurable exposure units and changes in

general economic and competitive conditions all affect our rev

enues For example level rates of inflation or continuing gen

eral decline in economic activity could limit increases in the

values of insurable exposure units Conversely the increasing

costs of litigation settlements and awards have caused some

customers to seek higher levels of insurance coverage Histor

ically our revenues have typically grown as result of an intense

focus on net new business growth and acquisitions

We foster strong decentralized sales culture with goal

of consistent sustained growth over the long term In 2009 our

senior leadership group included 12 executive officers with

regional responsibility for oversight of designated operations

within the Company In July 2009 Powell Brown who serves

as President of Brown Brown Inc succeeded his father

Hyatt Brown as Chief Executive Officer Mr Hyatt Brown con

tinues to serve as Chairman of the Board and remains actively

involved with acquisitions and recruitment As previously

announced Jim Henderson Vice Chairman and Chief Operat

ing Officer will retire from the Company in August 2010

We increased revenues every year from 1993 to 2008

However in 2009 our revenues declined from the prior year to

$967.9 million Our revenue growth from 1993 to 2009 reflects

compound annual growth rate of 15.6% In the same period

we increased net income from $8.0 million to $153.3 million in

2009 compound annual growth rate of 20.3%

The past three years have posed significant challenges for

us and for our industry in the form of prevailing decline in

insurance premium rates commonly referred to as soft

market increased significant governmental involvement in the

Florida insurance marketplace since 2007 resulting in sub

stantial loss of revenues for us and beginning in the second

half of 2008 and throughout 2009 increased pressure on the

values of insurable exposure units as the consequence of the

general weakening of the economy in the United States

Beginning in the first quarter of 2007 through the fourth

quarter of 2009 we experienced negative internal revenue growth

each quarter This was due primarily to the soft market and

beginning in the second half of 2008 and throughout 2009 the

decline in insurable exposure units which further reduced our

commissions and fees revenues Part of the decline in 2007 was

the result of the increased governmental involvement in the

Florida insurance marketplace as described below in The

Florida Insurance Overview One industry segment that was hit

especially hard during these years was the home-building

industry in southern California and to lesser extent in Nevada

Arizona and Florida We have wholesale brokerage operation

that focuses on placing property and casualty insurance products

for that homebuilding segment and program operation that

places errors and omissions professional liability coverages for

title agents These operations revenues were negatively affected

by these national economic trends primarily in 2007 and 2008

but continuing into 2009

While insurance premium rates continued to decline for

most lines of coverage during 2009 the rate of decline appears

to have been less than in 2008 In 2009 continued declining

exposure units had greater negative impact on our commis

sions and fees revenues than declining insurance premium rates

Even though we do not anticipate significant additional declines

in exposure units or pricing in 2010 we currently do not see any

indications of improvement in these areas

We also earn profit-sharing contingent commissions which

are profit-sharing commissions based primarily on underwriting

results but may also reflect considerations for volume growth

and/or retention These commissions are primarily received in

the first and second quarters of each year based on the afore

mentioned considerations for the prior years Over the last

three years profit-sharing contingent commissions have aver

aged approximately 5.9% of the previous years total commis

sions and fees revenue Profit-sharing contingent commissions

are typically included in our total commissions and fees in the

Consolidated Statements of Income in the year received The

term core commissions and fees excludes profit-sharing con

tingent commissions and therefore represents the revenues
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earned directly from specific insurance policies sold and specific

fee-based services rendered In recent years five national

insurance companies have replaced the loss-ratio based profit-

sharing contingent commission calculation with guaranteed

fixed-based methodology referred to as Guaranteed Supple

mental Commissions GSC Since these GSC5 are not sub

ject to the uncertainty of loss ratios they are accrued throughout

the year based on actual premiums written As of December 31

2009 we earned $15.9 million from GSC5 during 2009 Most of

this total will not be collected until the first quarter of 2010

For the twelve-month periods ended December 31 2008 and

2007 we earned $13.4 million and $6.6 million respectively

from GSCs

Fee revenues relate to fees negotiated in lieu of commis

sions which are recognized as services are rendered Fee rev

enues are generated primarily by our Services Division which

provides insurance-related services including third-party claims

administration and comprehensive medical utilization manage

ment services in both the workers compensation and all-lines

liability arenas as well as Medicare set-aside services and

our National Programs and Wholesale Brokerage Divisions

which earn fees primarily for the issuance of insurance policies

on behalf of insurance companies These services are provided

over period of time typically one year Fee revenues as

percentage of our total commissions and fees represented

13.3% in 2009 13.7% in 2008 and 14.3% in 2007

Historically investment income has consisted primarily of

interest earnings on premiums and advance premiums collected

and held in fiduciary capacity before being remitted to

insurance companies Our policy is to invest available funds in

high-quality short-term fixed income investment securities As

result of the bank liquidity and solvency issues in the United

States in the last quarter of 2008 we moved substantial

amounts of our cash into non-interest bearing checking accounts

so that they would be
fully insured by the Federal Depository

Insurance Corporation FDIC or into money-market investment

funds portion of which recently became FDIC insured of Sun-

Trust and Wells Fargo two large national banks Investment

income also includes gains and losses realized from the sale of

investments In 2007 we sold our investment in Rock-Tenn

Company for net gain of $18.7 million

Florida Insurance Overview

Many states have established Residual Markets which

are governmental or quasi-governmental insurance facilities that

provide coverage to individuals and/or businesses that cannot

buy insurance in the private marketplace i.e insurers of last

resort These facilities can be designed to cover any type of risk

or exposure however the exposures most commonly subject to

such facilities are automobile or high-risk property exposures

Residual Markets can also be referred to as FAIR Plans Wind

storm Pools Joint Underwriting Associations or may even be

given names styled after the private sector like Citizens Property

Insurance Corporation in Florida

In August 2002 the Florida Legislature created Citizens

Property Insurance Corporation Citizens to be the insurer

of last resort in Florida
Initially Citizens charged insurance

rates that were higher than those generally prevailing in the pri

vate insurance marketplace In each of 2004 and 2005 four

major hurricanes made landfall in Florida As result of the ensu

ing significant insurance property losses Florida property

insurance rates increased in 2006 To counter the increased

property insurance rates the State of Florida instructed Citizens

to essentially reduce its property insurance rates by half begin

ning in January 2007 By state law Citizens guaranteed these

rates through January 2010 As result Citizens became one

of the most if not the most competitive risk-bearers for large

percentage of Floridas commercial habitational coastal property

exposures such as condominiums apartments and certain

assisted living facilities Additionally Citizens became the only

insurance market for certain homeowner policies throughout

Florida Today Citizens is one of the largest underwriters of

coastal property exposures in Florida Effective January 2010

Citizens raised its insurance rates on average 10% for proper

ties with values of less than $10 million and more than 10% for

properties with values in excess of $10 million As result the

impact of Citizens should continue to decline in 2010

In 2007 Citizens became the principal direct competitor of

the insurance companies that underwrite the condominium pro

gram administered by one of our indirect subsidiaries Florida

Intracoastal Underwriters Limited Company FlU and the

excess and surplus lines insurers represented by our wholesale

brokers such as Hull Company Inc another of our sub

sidiaries Consequently these operations lost significant

amounts of revenue to Citizens During 2008 and 2009 FlUs

revenues were relatively flat and therefore Citizens impact was

not as dramatic as in 2007 Citizens continued to be competitive

with the excess and surplus lines insurers however and there

fore negatively affected the revenues of our Florida-based whole

sale brokerage operations such as Hull Company Inc from

2007 through 2009

Citizens impact on our Florida Retail Division was less

severe than on our National Program and Wholesale Brokerage
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Managements Discu

and Results of Operat

Divisions because our retail offices have the ability to place

business with Citizens although at slightly lower commission

rates and with greater difficulty in placing coverage

Current Year Company Overviiew

For the third consecutive year we recorded negative internal

revenue growth of our commissions and fees revenues as

direct result of the general weakness of the economy since the

second half of 2008 and the continuing soft market Our total

commissions and fees revenues excluding the effect of recent

acquisitions profit-sharing contingencies and sales of books of

business over the last twelve months had negative internal

growth rate of 5.1%

During 2009 investment income and other income were

substantially less than in 2008 and 2007 due principally to the

fact that investment yields dropped significantly in each of the

last two years and to the fact that we had more infrequent gain

transactions in 2008 and 2007

Approximately 18000 independent insurance agencies are

estimated to currently be operating in the United States Part of

our continuing business strategy is to attract high-quality

insurance agencies to join our operations From 1993 through

2009 we acquired 334 insurance intermediary operations

including acquired books of business customer accounts that

had aggregate estimated annual revenues of $889.0 million for

the 12 calendar months immediately preceding the dates of

acquisition Acquisition activity slowed in 2009 in part because

potential sellers were unhappy with reduced agency valuations

that were the consequences of lower revenues and operating

profits due to the continuing soft market and decreasing

exposure units and therefore opted to defer the sales of their

insurance agencies

summary of our acquisitions over the last three years is as

follows in millions except for number of acquisitions

Acquisitions

Number of Acquisitions Estimated Recorded Aggregate

Annual Net Cash Notes Liabilities Earn-out Purchase
Asset Stock Revenues Paid Issued Assumed Payable Price

2009 11 26.5 40.4 6.9 1.8 7.2 56.3

2008 43 120.2 255.8 8.3 14.6 278.7

2007 38 108.3 207.9 13.0 20.5 241.4

28 BROWN BROWN NO



COMMISSIONS AND FEES

Commissions and fees revenue including profit-sharing

contingent commissions decreased 0.1% in 2009 but increased

5.6% in 2008 and 5.8% in 2007 Profit-sharing contingent com

missions decreased $8.8 million to $47.6 million in 2009 and

$1.2 million to $56.4 million in 2008 primarily due to higher loss

ratios and therefore lower profitability for insurance carriers

Core commissions and fees revenue decreased 5.1% in 2009

5.5% in 2008 and 3.4% in 2007 when excluding commissions

and fees revenue generated from acquired and divested oper

ations The 2009 decrease of 5.1% represents $46.5 million of

net lost core commissions and fees revenue of which

$22.4 million is related to our retail wholesale and services

operations based in Florida The decrease in our non-Florida

retail and wholesale brokerage operations in 2009 was $35.1 mil

lion but that was substantially offset by another year of

strong revenue growth of $13.4 million in Proctor Financial Inc

subsidiary that provides lender-placed insurance coverage The

2008 decrease of 5.5% represents $46.7 million of net lost core

commissions and fees revenue of which $31.0 million was

related to our retail wholesale and services operations based in

Florida The decrease in our non-Florida retail and wholesale

brokerage operations in 2008 was $32.3 million which was

substantially offset by strong revenue growth of $14.8 million in

Proctor Financial

INVESTMENT INCOME

Investment income decreased to $1.2 million in 2009

compared with $6.1 million in 2008 and $30.5 million in 2007

The $4.9 million decrease in 2009 from 2008 was primarily due

to substantially lower investment yields in 2009 even though the

average daily invested balance was higher in 2009 than in 2008

The $24.4 million decrease in 2008 from 2007 was primarily

due to the sale of our investment in Rock-Tenn Company in 2007

for net gain of $18.7 million The remaining $5.7 million

decrease in investment income in 2008 was primarily due to

lower investment yields

Results of Operations for the Years Ended

December 31 2009 2008 and 2007

The following discussion and analysis regarding results of

operations and liquidity and capital resources should be

considered in conjunction with the accompanying Consolidated

Financial Statements and related Notes

Financial information relating to our Consolidated Financial

Results is as follows in thousands except percentages

REVENUES

Core commissions and fees

Profit-sharing contingent commissions

Investment income

Percent

2009 change

Percent

2008 Change

917226

47637

1161

1853

2007

Other income net

Total revenues 967877

EXPENSES

Employee compensation and benefits 484680

Non-cash stock-based compensation 7358

Other operating expenses 143389

Amortization 49857

Depreciation 13240

Interest 14599

Total expenses 713123

Income before income taxes 254754

0.8%

15.6%

80.9%

66.3%

1.0%

0.2%

0.6%

4.4%

6.9%

0.3%

0.6%

1.1%

6.5%

Net internal growth rate core commissions and fees

Employee compensation and benefits ratio

Other operating expenses ratio

Capital expenditures

Total assets at December 31

909564 6.1% 857027

56419 2.1% 57623

6079 SO.1% 30494

5492 62.2% 14523

977554 1.9% 959667

485783 9.4% 444101

7314 29.1% 5667

137352 4.6% 131371

46631 15.3% 40436

13286 4.1% 12763

14690 6.4% 13802

705056 8.8% 648140

272498 12.5% 311527

5.5% 3.4%

49.7% 46.3%

14.1% 13.7%

14115 30643

2119580 1960659

5.1%

50.1%

14.8%

11310

2224226
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OTHER INCOME NET

Other income consists primarily of gains and losses from

the sale and disposition of assets In 2009 gains of $0.2 million

were recognized from sales of books of business customer

accounts as compared with $1.0 million and $13.7 million in

2008 and 2007 respectively Although we are not in the busi

ness of selling books of business we periodically will sell an

office or book of business that does not produce reasonable

margins or demonstrate potential for growth

EMPLOYEE COMPENSATION AND BIENEFITS

Employee compensation and benefits decreased on net

basis approximately 0.2% or $1.1 million in 2009 However

within that net decrease was $17.3 million of new compensation

costs related to new acquisitions that were stand-alone offices

and therefore employee compensalion and benefits from those

offices that existed in same time periods of 2009 and 2008

including the new acquisitions that folded into those offices

decreased by $18.4 million The employee compensation and

benefit reductions from these offices were primarily related to

producer commissions staff salaries and bonuses of $15.9 mil

lion off-set by an increase in compensation of new salaried

producers of $1.1 million Employee compensation and benefits

increased approximately 9.4% or $41.7 million in 2008 of which

an increase of $46.8 million was related to acquisitions that

were stand-alone offices Of the remaining net $5.1 million

decrease from the offices in existence in both 2008 and 2007

including the new acquisitions that folded into those offices the

major decreases were primarily related to producer commissions

and bonuses of $10.7 million off-set by an increase in compen

sation of new salaried producers of $4.9 million

Employee compensation and benefits as percentage cf

total revenues increased in each of the last two years

representing 50.1% in 2009 49.7% in 2008 and 46.3% in 2007

and is the result of the significant loss of revenues although

minimized by the continued reduction of compensation expense

by headcount reductions We had 5206 full-time equivalent

employees at December 31 2009 compared with 5398 at

December 31 2008 and 5047 at December 31 2007 Of the

192 net decrease in full-time equivalent employees at

December 31 2009 over the prior year-end an increase of 86

was from the acquisitions that continued as stand-alone offices

thus reflecting net reduction of 278 employees in the offices

existing at both year-ends

NON-CASH STOCK-BASED COMPENSATION

The Company grants stock options and non-vested stock

awards to its employees Compensation expense for all share-

based awards is recognized in the financial statements based

upon the grant-date fair value of those awards

For 2009 2008 and 2007 the non-cash stock-based

compensation expense incorporates the costs related to each of

our three stock-based plans as explained in Note 11 of the Notes

to the Consolidated Financial Statements

Non-cash stock-based compensation increased 0.6% or less

than $0.1 million in 2009 as result of full year of expense

from the Performance Stock Plan PSP shares and incentive

stock options ISO granted primarily in February 2008 Prior to

the February 2008 grants the last major grant of PSP and ISO

shares occurred in January 2003

OTHER OPERATING EXPENSES

As percentage of total revenues other operating expenses

represented 14.8% in 2009 14.1% in 2008 and 13.7% in 2007

Other operating expenses in 2009 increased $6.0 million over

2008 of which $4.6 million was related to acquisitions that

joined as stand-alone offices The remaining net $1.4 million

increase from the offices in existence in both 2009 and 2008

including the new acquisitions that folded into those existing

offices were broad-based reductions relating to travel and enter

tainment expenses supplies and postage and delivery

expenses however such cost savings were offset by $3.0 mil

lion of additional legal fees Other operating expenses in 2008

increased $6.0 million over 2007 of which $12.2 million was

related to acquisitions that joined as stand-alone offices The

remaining net $6.2 million decrease from the offices in existence

in both 2008 and 2007 including the new acquisitions that

folded into those offices were broad-based reductions relating

to supplies telephone insurance legal and claims expenses

AMORTIZATION

Amortization expense increased $3.2 million or 6.9% in

2009 $6.2 million or 15.3% in 2008 and $3.9 million or

10.8% in 2007 The increases in 2009 and 2008 were due to

the amortization of additional intangible assets as result of

acquisitions completed in those years

DEPRECIATION

Depreciation decreased 0.3% in 2009 but increased 4.1%

in 2008 and 12.9% in 2007 The slight decrease in 2009 was

primarily due to lower acquisition activity The increases in 2008

and 2007 were primarily due to the purchase of new computers

related equipment and software corporate aircraft and the

depreciation of fixed assets associated with acquisitions com

pleted in those years

INTEREST EXPENSE

Interest expense decreased $0.1 million or 0.6% in 2009

over 2008 primarily as result of principal payments during

2009 Interest expense increased $0.9 million or 6.4% in 2008
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over 2007 primarily as result of the additional $25.0 million

that was borrowed in February 2008

INCOME TAXES

The effective tax rate on income from operations was 39.8%

in 2009 39.0% in 2008 and 38.7% in 2007 The successive higher

effective annual tax rate from 2007 to 2009 was primarily the

result of continued reduced benefits from tax-exempt interest

income and increased amounts of business conducted in states

having higher state tax rates During 2007 the IRS concluded its

audit of our 2004-2006 tax years in which it disputed our method of

recognizing profit-sharing contingent commissions for tax purposes

We recognize profit-sharing contingent commissions when determi

nable which is when such commissions are received However the

IRS believes that we should estimate those amounts as of each

December 31 We agreed to resolve this dispute for $1.1 million

payment of interest and our agreement to accrue at each

December 31 for tax purposes only known amount of
profit-

sharing contingent commissions represented by the actual amount

of profit-sharing contingent commissions received in the first quar

ter of the related year with true-up adjustment to the actual

amount received by the following March 31 Because this method

now required for tax purposes differs from the method used for

book purposes it will result in current deferred tax asset as of

December 31 each year which will be reversed by the following

March 31 when the related profit-sharing contingent commissions

are recognized for financial accounting purposes

Results of Operations Segment Information

As discussed in Note 16 of the Notes to Consolidated Finan

cial Statements we operate four reportable segments or divi

sions the Retail National Programs Wholesale Brokerage and

Services Divisions On divisional basis increases in amor

tization depreciation and interest expenses result from com

pleted acquisitions within given division in particular year

Likewise other income in each division primarily reflects net

gains on sales of customer accounts and fixed assets As such

in evaluating the operational efficiency of division manage

ment places emphasis on the net internal growth rate of core

commissions and fees revenue the gradual improvement of the

ratio of total employee compensation and benefits to total rev

enues and the gradual improvement of the ratio of other operat

ing expenses to total revenues

Total core commissions and fees are our total commissions

and fees less profit-sharing contingent commissions revenue

derived from special revenue-sharing commissions from

insurance companies based upon the volume and the growth

and/or profitability of the business placed with such companies

during the prior year and ii divested business commissions

and fees generated from offices books of business or niches

sold by the Company or terminated

The internal growth rates for our core commissions and fees

for the three years ended December 31 2009 2008 and 2007 by

divisional units are as follows in thousands except percentages

For the years

ended December 31 Less Internal Internal

Total Net Total Net Acquisition Net Net

2009 2008
Change Growth Revenues Growth Growth

Florida Retail 155817 167508 11691 7.0% 6203 17894 10.7%

National Retail 309386 293748 15638 5.3% 32713 17075 5.8%
Western Retail 98888 96155 2733 2.8% 16302 13569 14.1%

Total Retail1 564091 557411 6680 1.2% 55218 48538 8.7%

Professional Programs 44588 43881 707 1.6% 707 1.6%

Special Programs 133768 121833 11935 9.8% 1719 10216 8.4%

Total National Programs 178356 165714 12642 7.6% 1719 10923 6.6%

Wholesale Brokerage 142090 149895 7805 5.2% 1602 9407 6.3%
Services 32689 32137 552 1.7% 552 1.7%

Total Core Commissions and Fees 917226 905157 12069 1.3% 58539 46470 5.1%

The reconciliation of the above internal growth schedule to the total Commissions and Fees included in the Consolidated State

ments of Income for the years ended December 31 2009 and 2008 is as follows in thousands except percentages

ZaI131 2008

Total core commissions and fees 917226 905157

Profit-sharing contingent commissions 47637 56419

Divested business 4407

Total commissions and fees 964863 965983

For the years

ended December 31
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For the years

ended December 31 Less Internal Internal

Total Net Total Net Acquisition Net Net

2008 2008 2007 Change Growth Revenues Growth Growth

Florida Retail 168576 174744 6168 3.5% 12490 18658 10.7%

National Retail 294563 238017 56546 23.8% 64337 7791 3.3%

Western Retail 98307 91234 7073 7.8% 15321 8248 9.0%

Total Retail1 561446 503995 57451 11.4% 92148 34697 69%
Professional Programs 43401 42185 1216 2.9% 1216 2.9%

Special Programs 122532 108747 13785 12.7% 674 13111 12.1%

Total National Programs 165933 150932 15001 9.9% 674 14327 9.5%

Wholesale Brokerage 150048 156790 6742 4.3% 16192 22934 14.6%

Services 32137 35505 3368 9.5% 3368 9.5%

Total Core Commissions and Fees 909564 847222 62342 7.4% 109014 46672 5.5%

The reconciliation of the above internal growth schedule to the total Commissions and Fees included in the Consolidated State

ments of Income for the years ended December 31 2008 and 2007 is as follows in thousands except percentages

For the years

ended December 31

2008 2007

Total core commissions and fees 909564 847222

Profit-sharing contingent commissions 56419 57623

Divested business 9805

Total commissions and fees 965983 914650

For the years

ended December 31 Less Internal Internal

Total Net Total Net Acquisition Net Net

2007 2007 2006 Change Growth Revenues Growth Growth

Florida Retail 175330 175205 125 0.1% 3108 2983 1.7%

National Retail 242762 202763 39999 19.7% 40808 809 0.4%

Western Retail 95357 101386 6029 5.9% 436 6465 6.4%

Total Retail1 513449 479354 34095 7.1% 44352 10257 2.1%

Professional Programs 42348 40867 1481 3.6% 423 1058 2.6%

Special Programs 108747 113141 4394 3.9% 5357 9751 8.6%

Total National Programs 151095 154008 2913 1.9% 5780 8693 5.6%

Wholesale Brokerage 156978 151278 5700 3.8% 15221 9521 6.3%

Services 35505 32561 2944 9.0% 2328 616 1.9%

Total Core Commissions and Fees 857027 817201 39826 4.9% 67681 27855 3.4%

The reconciliation of the above internal growth schedule to the total Commissions and Fees included in the Consolidated State

ments of Income for the years ended December 31 2007 and 2006 is as follows in thousands except percentages

For the years

ended December 31

2007 2006

Total core commissions and fees 857027 817201

Profit-sharing contingent commissions 57623 41048

Divested business 6414

Total commissions and fees 914650 864663

The Retail Division includes commissions and fees reported in the Other column of the Segment In formation in Note 16 of the Notes to the Consolidated

Financial Statements which includes corporate and consolidation items
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RETAIL DIVISION

The Retail Division provides broad range of insurance

products and services to commercial public and quasi-public

professional and individual insured customers Approximately

96.2% of the Retail Divisions commissions and fees revenue is

commission-based Because most of our other operating expenses

do not change as premiums fluctuate we believe that most of

any fluctuation in the commissions net of related compensation

that we receive will be reflected in our pre-tax income

Financial information relating to Brown Browns Retail

Division is as follows in thousands except percentages

The Retail Divisions total revenues in 2009 decreased

$6.9 million to $583.4 million 1.2% decrease from 2008

Profit-sharing contingent commissions in 2009 decreased $6.0 mil

lion from 2008 primarily due to increased loss ratios result

ing in lower profitability for insurance companies in 2008 Approx

imately $2.3 million of the change in the Retail Divisions total

revenues was due to net growth in core commissions and fees

however $55.2 million was from acquisitions for which there

were no comparable revenues in 2008 Therefore excluding

revenues from acquisitions $48.5 million was lost on

same-store sales basis resulting in negative internal growth

rate of 8.7% Most of the negative internal growth resulted from

continued reductions in insurable exposure units caused by the

significant slow down in the middle-market economy during

2009 Additionally insurance pricing continues to be competitive

primarily in Florida and in the western United States

Income before income taxes in 2009 decreased $16.8 mil

lion from 2008 of which $6.0 million was due to reduced profit

sharing contingent commissions and $3.1 million was due to

reduced investment and other income The remaining decrease

of $7.7 million was due to reduced earnings from core commis

sions and fees offset by earnings from acquisitions

The Retail Divisions total revenues in 2008 increased

$27.8 million to $590.2 million 4.9% increase over 2007

Profit- sharing contingent commissions in 2008 decreased $7.5 mil

lion from 2007 primarily due to increased loss ratios result

ing in lower profitability for insurance carriers in 2007 Approx

imately $45.7 million of the change in the Retail Divisions total

revenues was due to net growth in core commissions and fees

however $92.1 million was from acquisitions for which there

were no comparable revenues in 2007 Therefore after removing

the revenue from acquisitions from the calculation $34.7 million

was lost on same-store sales basis resulting in negative

internal growth rate of 6.9% Most of the negative internal growth

resulted from continued competitive insurance pricing primarily

in Florida Additionally even though there are signs that declines

in insurance rates are slowing the second half of 2008 was

marked by indications of additional slowing of the economy

which resulted in reduction in insurable exposure units For

2009 the slowing economy will most likely have greater impact

on the premium volume of our customers than will the insurance

premium rates

REVENUES

Core commissions and fees

Profit-sharing contingent commissions

Investment income

Other income net

Percent

2009 change

Percent

2008 Change

562619

19853

282

620

2007

Total revenues 583374

EXPENSES

Employee compensation and benefits 291675

Non-cash stock-based compensation 4692

Other operating expenses 97639

Amortization 29943

Depreciation
6060

Interest 31596

Total expenses 461605

Income before income taxes 121769

0.4%

23.3%

71.8%
79.6%

1.2%

0.1%

30.0%

4.6%

11.6%

4.3%

2.2%

12.1%

Net internal growth rate core commissions and fees

Employee compensation and benefits ratio

Other operating expenses ratio

Capital expenditures

Total assets at December 31
_______

560311 8.9% 514639

25884 22.5% 33399

999 284.2% 260

3044 78.5% 14140

590238 4.9% 562438

291486 10.8% 263056

3610 11.3% 3243

93372 5.7% 88359

26827 23.9% 21659

6061 5.9% 5723

30287 43.6% 21094

451643 12.0% 403134

138595 13.O% 159304

6.9% 2.1%

49.4% 46.8%

15.8% 15.7%

4152 5816

1687137 1356772

8.7%
50.0%

16.7%

3459

1764249
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Income before income taxes in 2008 decreased $20.7 mil

lion from 2007 of which $11.1 million was primarily attributable

to historically high amount of gairis from the sales of books of

business customer accounts in 2007 The remaining decrease

of $9.6 million was due to reduced profit-sharing contingent

commissions and to reduced earnings from core commissions

and fees offset by earnings from acquisitions

NATIONAL PROGRAMS DIVISION

The National Programs Division is comprised of two units

Professional Programs which provides professional liability and

related package products for certain professionals delivered

through nationwide networks of independent agents and Special

Programs which markets targeted products and services des

ignated for specific industries trade groups public and quasi-

public entities and market niches Like the Retail Division and

the Wholesale Brokerage Division the National Programs Divi

sions revenues are primarily commission-based

Financial information relating to our National Programs Divi

sion is as follows in thousands except percentages

The National Programs Divisions total revenues in 2009

increased $12.3 million to $190.6 million 6.9% increase over

2008 Profit-sharing contingent commissions in 2009 increased

$0.2 million from 2008 primarily due to the improved profitability

of the insurance carriers during calendar year 2008 Of the

$12.4 million increase in core commissions and fees revenues

only approximately $1.7 million related to core commissions and

fees revenue from acquisitions for which there were no com

parable revenues in 2008 The National Programs Divisions net

internal growth rate for core commissions and fees revenue was

6.6% excluding core commissions and fees revenues recognized

in 2009 from new acquisitions The majority of the internally

generated growth in core commissions and fees revenues was

primarily related to $13.4 million of net new business written in

our Proctor Financial Inc our subsidiary which provides lender-

placed insurance Proctor Additionally our professional

liability programs generated net new business of approximately

$0.9 million our condominium program at Florida Intracoastal

Underwriters Limited Company FlU was down slightly by $0.3 mil

lion and our public entity business lost approximately $0.9 mil

lion of core commissions and fees revenues mainly due to

premium rate reductions

Income before income taxes in 2009 increased $7.1 million

to $70.4 million an 11.3% increase over 2008 Most of this

increase resulted from net new business generated by Proctor

The National Programs Divisions total revenues in 2008

increased $20.7 million to $178.3 million 13.2% increase

over 2007 Profit-sharing contingent commissions in 2008

increased $6.1 million from 2007 primarily due to the improved

profitability of the insurance companies during calendar year

2007 Of the $14.8 million increase in core commissions and

fees revenues only approximately $0.7 million related to core

commissions and fees revenue from acquisitions for which there

were no comparable revenues in 2007 The National Programs

REVENUES

Core commissions and fees

Profit-sharing contingent commissions

Investment income

Other income net

Percent

2009 Change

Percent

2008 Change 2007

Total revenues

EXPENSES

Employee compensation and benefits

Non-cash stock-based compensation

Other operating expenses

Amortization

Depreciation

Interest

Total expenses

178356

12216

18

190593

73142

1029

28721

9175

2725

5365

7.5%

1.8%

99.1%

37.9%

6.9%

7.4%

28.6%

7.3%

0.8%

1.2%

28.8%

4.5%

11.3%

______________ 120157

Income before income taxes 70436

Net internal growth rate core commissions and fees

Employee compensation and benefits ratio

Other operating expenses ratio

Capital expenditures

Total assets at December 31

165933 9.8% 151095

11997 102.9% 5913

327 36.3% 513

29 7.4% 27

178286 13.2% 157548

68116 8.5% 62755

800 0.1% 801

26761 6.7% 25084

9098 0.7% 9039

2693 2.3% 2757

7531 24.5% 9977

114999 4.2% 110413

63287 34.3% 47135

9.5% 5.6%
38.2% 39.8%

15.0% 15.9%

2867 1831

607599 570295

6.6%

38.4%

15.1%

4318
627392
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Divisions net internal growth rate for core commissions and fees

revenue was 9.5% excluding core commissions and fees rev

enues recognized in 2008 from new acquisitions The majority of

the internally generated growth in core commissions and fees

revenues was primarily related to $14.8 million of net new busi

ness written by Proctor Additionally our professional liability

programs generated net new business of approximately $1.6 mil

lion our condominium program at FlU was flat and our public

entity business lost approximately $1.6 million of core commis

sions and fees revenues mainly due to premium rate reductions

Income before income taxes in 2008 increased $16.2 mil

lion to $63.3 million 34.3% increase over 2007 Most of this

REVENUES

Core commissions and fees

Profit-sharing contingent commissions

Investment income

Other income net

Total revenues

EXPENSES

Employee compensation and benefits

Non-cash stock-based compensation

Other operating expenses

Amortization

Depreciation

Interest

Total expenses

Net internal growth rate core commissions and fees

Employee compensation and benefits ratio

Other operating expenses ratio

Capital expenditures

Total assets at December 31
_________________

increase is attributable to increased profit-sharing contingent

commissions and the net new business generated by Proctor

WHOLESALE BROKERAGE DIVISION

The Wholesale Brokerage Division markets and sells excess

and surplus commercial and personal lines insurance and

reinsurance primarily through independent agents and brokers

Like the Retail and National Programs Divisions the Wholesale

Brokerage Divisions revenues are primarily commission-based

Financial information relating to our Wholesale Brokerage

Division is as follows in thousands except percentages

150048 4.4% 156978

18538 1.2% 18311

1414 51.7% 2927

645 11.21% 726

170645 4.6% 178942

87297 O.2% 87500

810 2.4% 791

33815 7.3% 31522

10205 10.5% 9237

2892 6.5% 2715

18033 6.0% 19188

153052 1.4% 150953

17593 37.1% 27989

14.6% 6.3%

51.2% 48.9%

19.8% 17.6%

4794 2835

618662 640931

The Wholesale Brokerage Divisions total revenues in 2009

decreased $12.3 million from 2008 of which $8.0 million was

attributable to the reduction in core commissions and fees rev

enues $3.0 million was the result of lower profit-sharing con

tingent commissions and $1.4 million was due to reduction in

investment income Of the $8.0 million net decrease in core

commissions and fees only $1.6 million related to core commis

sions and fees revenues from acquisitions for which there were

no comparable revenues in 2008 The net internal growth rate for

core commissions and fees revenues in 2009 was 6.3% or

$9.4 million less in revenues than in 2008 excluding core com

missions and fees revenue recognized in 2009 from new acquis

itions The 2009 internal growth rate of 6.3% is an improvement

over the 2008 internal growth rate of 14.6% and represents

$13.5 million of less revenues lost This improvement is reflective

of stabilizing coastal property insurance rates and the fact that

excess and surplus lines carriers products have become more

competitive against the standard lines carriers especially as it

relates to Citizens Property Insurance Corporation in Florida

Income before income taxes in 2009 decreased by only

$0.6 million to $17.0 million 3.2% decrease from 2008 even

though total revenues decreased $12.3 million from 2008 This

improvement in pre-tax margin was primarily the result of specific

headcount reductions at several of our wholesale operations

which was also the main reason for $6.7 million reduction in

employee compensation and benefits Additionally we reduced

other operating expenses by $1.5 million primarily in the areas of

travel and entertainment expenses bad debt expense and occu

Percent

2009 change

Percent

2008 Change 2007

142090

15568

62

621

158341

5.3%

16.O%

95.6%

3.7%

7.2%

Income before income taxes $17030

80561 7.7%

985 21.6%

32343 4.4%

10239 0.3%

2894 0.1%

14289 20.8%

141311 7.7%

___________
3.2%

6.3%

50.9%

20.4%

3201

618704
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pancy costs Interest expenses to this Division for prior acquis

itions decreased by $3.7 million primarily due to the 1.0% annual

reduction in the cost of capital interest rate charged against the

total purchase price of the Divisions prior acquisitions

The Wholesale Brokerage Divisions total revenues in 2008

decreased $8.3 million from 2007 of which $6.9 million was

attributable to the reduction in core commissions and fees

revenues and $1.5 million was attributable to the reduction in

investment income Of the net decrease in core commissions and

fees of $6.9 million approximately $16.2 million related to core

commissions and fees revenues from acquisitions for which there

were no comparable revenues in 2007 The net internal growth

rate for core commissions and fees revenues in 2008 was

14.6% or $22.9 million less in revenues than in 2007 excluding

core commissions and fees revenue recognized in 2008 from new

acquisitions The negative internal growth rate for the Division was

the result of lost revenues from nearly every one of our Wholesale

Brokerage operations including our reinsurance intermediary

Axiom Re In the competitive soft market of 2008 not only did

insurance premium rates continue to drop but standard admitted

insurance companies continued to pursue accounts in classes

of business that otherwise would have gone to the excess and

REVENUES

Core commissions and fees

Profit-sharing contingent commissions

Investment income

Other loss income net

Net internal growth rate core commissions and fees

Employee compensation and benefits ratio

Other operating expenses ratio

Capital expenditures

Total assets at December 31

surplus lines market via wholesale brokers for coverage Addition

ally our Florida-based wholesale brokerage operations lost $3.3 mil

lion of revenue in 2008 as result of the continued competitive

rate environment created primarily by Citizens

Income before income taxes in 2008 decreased $10.4 mil

lion to $17.6 million 37.1% decrease from 2007 This

decrease is due primarily to net lost business lower investment

income and an increase in other operating expenses primarily

from data processing bad debts rent and telephone expenses

SERVICES DIVISION

The Services Division provides insurance-related services

including third-party claims administration TPA and compre

hensive medical utilization management services in both the

workers compensation and all-lines
liability arenas as well as

Medicare set-aside services Unlike our other segments approx

imately 99.5% of the Services Divisions 2009 commissions and

fees revenue is generated from fees which are not significantly

affected by fluctuations in general insurance premiums

Financial information relating to our Services Division is as

follows in thousands except percentages

32137 95% 35505

13 58.1% 31

95.8% 144

32144 9.2% 35392

18293 58% 19416

140 0.7% 139

4924 9.9% 5467

462 462

421 21.2% 534

751 4.5% 719

24991 6.5% 26737

7153 17.4% 8655

9.5% 1.9%

56.9% 54.9%

15.3% 15.4%

301 318

45360 41233

The Services Divisions total revenues in 2009 increased

$0.6 million from 2008 primarily due to net new business

growth generated by our Medicare Secondary Payer statute

compliance-related services and our workers compensation

claims business This net new business growth was offset by

$0.9 million reduction in commissions and fees at our public

entity claims services due to the continued drop in the Florida

workers compensation rates

Income before income taxes in 2009 decreased $0.2 million

from 2008 Even though total revenues increased slightly in

2009 employee compensation and benefits increased $0.8 mil

lion due to increased staffing at our Medicare Secondary Payer

Percent

2009 Change

Percent

2008 Change

32689

23

31

2007

Total revenues 32743

EXPENSES

Employee compensation and benefits 19106

Non-cash stock-based compensation 163

Other operating expenses 5015

Amortization 462

Depreciation 333

Interest 668

Total expenses 25747

Income before income taxes 6996

1.7%

76.9%

NMF%

1.9%

4.4%

16.4%

1.8%

20.9%

11.1%

3.0%

2.2%

1.7%

58.4%

15.3%

160

47829
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statute compliance-related services and our workers compensa

tion claims business

The Services Divisions total revenues in 2008 decreased

$3.2 million from 2007 Of this decrease $4.2 million related to

one of our largest clients transferring the bulk of its claims-

paying services in-house in September 2007 which resulted in

revenue reduction of approximately $400000 per month through

August 2008 This decrease was partially offset by $1.0 million

of net new business growth generated by our Medicare Secon

dary Payer statute compliance-related services

Income before income taxes in 2008 decreased $1.5 million

from 2007 primarily due to the loss of $4.2 million of workers

compensation claims business which was partially offset by the

transfer of approximately $2.3 million of the related ongoing

annual claims-paying costs

OTHER

As discussed in Note 16 of the Notes to Consolidated Finan

cial Statements the Other column in the Segment Information

table includes any income and expenses not allocated to report

able segments and corporate-related items including the inter

company interest expense charges to reporting segments

Liquidity and Capital Resources

Our cash and cash equivalents of $197.1 million at

December 31 2009 reflected an increase of $118.6 million from

CONTRACTUAL CASH OBLIGATIONS

the $78.6 million balance at December 31 2008 During 2009

$221.6 million of cash was provided from operating activities

Also during this period $44.7 million of cash was used for

acquisitions $11.3 million was used for additions to fixed

assets $15.1 million was used for payments on long-term debt

and $42.9 million was used for payment of dividends

Our cash and cash equivalents of $78.6 million at

December 31 2008 reflected an increase of $40.3 million from

the $38.2 million balance at December 31 2007 During 2008

$341.8 million of cash was provided from operating activities

Also during this period $263.4 million of cash was used for

acquisitions $14.1 million was used for additions to fixed

assets $20.3 million was used for payments on long-term debt

and $40.2 million was used for payment of dividends

Our cash and cash equivalents of $38.2 million at

December 31 2007 reflected decrease of $50.2 million

from the $88.5 million balance at December 31 2006 During

2007 $215.3 million of cash was provided from operating activ

ities Also during this period $212.3 million of cash was used

for acquisitions $30.6 million was used for additions to fixed

assets $29.1 million was used for payments on long-term debt

and $35.1 million was used for payment of dividends

Our ratio of current assets to current liabilities the current

ratio was 1.28 and 1.00 at December 31 2009 and 2008

respectively

DEBT

In July 2004 the Company completed private placement

of $200.0 million of unsecured senior notes the Notes The

$200.0 million is divided into two series Series for $100.0 mil

lion due in 2011 and bearing interest at 5.57% per year and

Series for $100.0 million due in 2014 and bearing interest at

6.08% per year The closing on the Series Notes occurred on

July 15 2004 The closing on the Series Notes occurred on

September 15 2004 Brown Brown has used the proceeds

from the Notes for general corporate purposes including acquis

itions and repayment of existing debt As of December 31 2009

and 2008 there was an outstanding balance of $200.0 million

on the Notes

On December 22 2006 the Company entered into Master

Shelf and Note Purchase Agreement the Master Agreement with

national insurance company the Purchaser The Purchaser

also purchased Notes issued by the Company in 2004 The Master

Agreement provides for $200.0 million private uncommitted

shelf facility for the issuance of senior unsecured notes over

three-year period with interest rates that may be fixed or floating

and with such maturity dates not to exceed ten 10 years as the

parties may determine The Master Agreement includes various

covenants limitations and events of default similar to the Notes

issued in 2004 The initial issuance of notes under the Master

Agreement occurred on December 22 2006 through the issuance

of $25.0 million in Series Senior Notes due December 22 2016

As of December 31 2009 our contractual cash obligations were as follows

Less Than After

in thousands
Total Year 1-3 Years 4-5 Years Years

Long-term debt 267333 17124 100209 100000 50000

Other liabilities 9802 1640 6220 770 1172

Operating leases 101248 24987 37927 21060 17274

Interest obligations 53797 14436 21621 14888 2852

Unrecognized tax benefits 635 635

Maximum future acquisition contingency payments 149032 39980 108707 345

Total contractual cash obligations 581847 98167 275319 137063 71298
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with fixed interest rate of 5.66% per annum On February 2008

$25.0 million in Series Senior Notes due January 15 2015 with

fixed interest rate of 5.37% per annum were issued As of

December 31 2009 there was an outstanding balance of $50.0 mil

lion under the Master Agreement

On June 12 2008 the Company entered into an Amended

and Restated Revolving Loan Agreement the Loan Agreement

with national banking institution that was dated as of

June 2008 amending and restating the existing Revolving Loan

Agreement dated September 29 2003 as amended the

Revolving Agreement in order to increase the lending commit

ment to $50.0 million subject to potential increases up to

$100.0 million and to extend the maturity date from December 20
2011 to June 2013 The Revolving Agreement initially provided

for revolving credit facility in the maximum principal amount of

$75.0 million After series of amendments that provided covenant

exceptions for the notes issued or to be issued under the Master

Agreement and relaxed or deleted certain other covenants the

maximum principal amount was reduced to $20.0 million The

calculation of interest and fees is generally based on the Compa

nys quarterly ratio of funded debt to earnings before interest

taxes depreciation amortization and non-cash stock-based

compensation Interest is charged at rate equal to 0.50% to

1.00% above the London lnterbank Offering Rate LIBOR or

1.00% below the base rate each as more fully defined in the Loan

Agreement Fees include an upfront fee an availability fee of

0.10% to 0.20% and letter of credit usage fee of 0.50% to

1.00% The Loan Agreement contains various covenants limi

tations and events of default customary for similar facilities for

similar borrowers The 90-day LIBOR was 0.251% and 1.425% as

of December 31 2009 and 2008 respectively There were no

borrowings against this facility at December 31 2009 or 2008

In January 2001 Brown Brown entered into $90.0 million

unsecured seven-year term agreement with national banking

institution the Term Agreement bearing an interest rate based

upon the 30- 60- or 90-day LIBOR plus 0.50% to 1.00% depend

ing upon Brown Browns quarterly ratio of funded debt to earn

ings before interest taxes depreciation amortization and

non-cash stock-based compensation The 90-day LIBOR was

4.70% as of December 31 2007 This loan was fully funded on

January 2001 and was to be repaid in equal quarterly

installments of $3.2 million through December 2007 As of

December 31 2007 the outstanding balance had been paid mi full

All four of these credit agreements require or required

Brown Brown to maintain certain financial ratios and comply

with certain other covenants Brown Brown was in compliance

with all such covenants as of December 31 2009 and 2008

Neither we nor our subsidiaries has ever incurred off-balance

sheet obligations through the use 01 or investment in

off-balance sheet deiivative financial instruments or structured

finance or special purpose entities organized as corporations

partnerships or limited
liability companies or trusts

We believe that our existing cash cash equivalents short-

term investment portfolio and funds generated from operations

together with our Master Agreement and the Loan Agreement

described above will be sufficient to satisfy our normal liquidity

needs through at least the end of 2010 Additionally we believe

that funds generated from future operations will be sufficient to

satisfy our normal liquidity needs including the required annual

principal payments on our long-term debt

Historically much of our cash has been used for acquis

itions If additional acquisition opportunities should become

available that exceed our current cash flow we believe that given

our relatively low debt-to-total-capitalization ratio we would have

the ability to raise additional capital through either the private or

public debt markets

CRITICAL ACCOUNTING POLICIES

Our Consolidated Financial Statements are prepared in

accordance GAAP The preparation of these financial statements

requires us to make estimates and judgments that affect the

reported amounts of assets liabilities revenues and expenses

We continually evaluate our estimates which are based on

historical experience and on assumptions that we believe to be

reasonable under the circumstances These estimates form the

basis for our judgments about the carrying values of our assets

and liabilities which values are not readily apparent from other

sources Actual results may differ from these estimates

We believe that of our significant accounting policies see

Note Summary of Significant Accounting Policies of the

Notes to Consolidated Financial Statements the following crit

ical accounting policies may involve higher degree of judgment

and complexity

REVENUE RECOGNITION

Commission revenues are recognized as of the effective date

of the insurance policy or the date on which the policy premium is

billed to the customer whichever is later At that date the earn

ings process has been completed and we can reliably estimate

the impact of policy cancellations for refunds and establish

reserves accordingly Management determines the policy

cancellation reserve based upon historical cancellation experience

adjusted in accordance with known circumstances Subsequent

commission adjustments are recognized upon our receipt of

notification concerning matters necessitating such adjustments

from the insurance companies Profit-sharing contingent commis

sions are recognized when determinable which is when such

commissions are received from insurance companies or when we

receive formal notification of the amount of such payments Fee

revenues are recognized as services are rendered

BUSINESS COMBINATIONS AND PURCHASE PRICE ALLOCATIONS

We have acquired significant intangible assets through busi

ness acquisitions These assets consist of purchased customer

accounts non-compete agreements and the excess of purchase

prices over the fair value of identifiable net assets acquired
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Goodwill The determination of estimated useful lives and the

allocation of the purchase price to the intangible assets requires

significant judgment and affects the amount of future amor

tization and possible impairment charges

All of our business combinations initiated after June 30 2001

have been accounted for using the purchase method In connection

with these acquisitions we record the estimated value of the net

tangible assets purchased and the value of the identifiable

intangible assets purchased which typically consist of purchased

customer accounts and non-compete agreements Purchased cus

tomer accounts include the physical records and files obtained from

acquired businesses that contain information about insurance poli

cies customers and other matters essential to policy renewals

However they primarily represent the present value of the under

lying cash flows expected to be received over the estimated future

renewal periods of the insurance policies comprising those pur

chased customer accounts The valuation of purchased customer

accounts involves significant estimates and assumptions concern

ing matters such as cancellation frequency expenses and discount

rates Any change in these assumptions could affect the carrying

value of purchased customer accounts Non-compete agreements

are valued based on their duration and any unique features of

particular agreements Purchased customer accounts and

non-compete agreements are amortized on straight-line basis over

the related estimated lives and contract periods which range from

five to 15 years The excess of the purchase price of an acquisition

over the fair value of the identifiable tangible and intangible assets

is assigned to goodwill and is no longer amortized

INTANGIBLE ASSETS IMPAIRMENT

Goodwill is subject to at least an annual assessment for

impairment by applying fair-value-based test Amortizable

intangible assets are amortized over their useful lives and are sub

ject to an impairment review based on an estimate of the undis

counted future cash flows resulting from the use of the asset To

determine if there is potential impairment of goodwill we compare

the fair value of each reporting unit with its carrying value If the fair

value of the reporting unit is less than its carrying value an impair

ment loss would be recorded to the extent that the fair value of the

goodwill within the reporting unit is less than its carrying value Fair

value is estimated based on multiples of earnings before interest

income taxes depreciation and amortization EBITDA
Management assesses the recoverability of our goodwill on

an annual basis and assesses the recoverability of our amortiz

able intangibles and other long-lived assets whenever events or

changes in circumstances indicate that the carrying value of such

assets may not be recoverable The following factors if present

may trigger an impairment review significant under-

performance relative to historical or projected future operating

results ii significant negative industry or economic trends

iii significant decline in our stock price for sustained period

and iv significant decline in our market capitalization If the

recoverability of these assets is unlikely because of the

existence of one or more of the above-referenced factors an

impairment analysis is performed Management must make

assumptions regarding estimated future cash flows and other

factors to determine the fair value of these assets If these

estimates or related assumptions change in the future we may

be required to revise the assessment and if appropriate record

an impairment charge We completed our most recent evaluation

of impairment for goodwill as of November 30 2009 and identi

fied no impairment as result of the evaluation

NON-CASH STOCK-BASED COMPENSATION

The Company grants stock options and non-vested stock

awards to its employees which requires that the related

compensation expense be recognized in the financial statements

based upon the grant-date fair value of those awards

LITIGATION CLAIMS

We are subject to numerous litigation claims that arise in the

ordinary course of business If it is probable that an asset has

been impaired or liability has been incurred at the date of the

financial statements and the amount of the loss is estimable an

accrual for the costs to resolve these claims is recorded in

accrued expenses in the accompanying Consolidated Balance

Sheets Professional fees related to these claims are included in

other operating expenses in the accompanying Consolidated

Statements of Income Management with the assistance of

in-house and outside counsel determines whether it is probable

that liability has been incurred and estimates the amount of loss

based upon analysis of individual issues New developments or

changes in settlement strategy in dealing with these matters may

significantly affect the required reserves and affect our net income

DERIVATIVE INSTRUMENTS

In 2002 we entered into one derivative financial instru

mentan interest rate exchange agreement or swapto
manage the exposure to fluctuations in interest rates on our

$90.0 million variable rate debt As of December 31 2006 we

maintained this swap agreement whereby we paid fixed rate

on the notional amount to bank and the bank paid us varia

ble rate on the notional amount equal to base LIBOR We

assessed this derivative as highly effective cash flow hedge

and accordingly changes in the fair market value of the swap

were reflected in other comprehensive income The fair market

value of this instrument was determined by quotes obtained from

the related counter-parties in combination with valuation model

utilizing discounted cash flows The valuation of this derivative

instrument was significant estimate that was largely affected

by changes in interest rates As of December 31 2007 this

interest rate swap agreement expired in conjunction with the final

payment on the related $90.0 million variable rate debt

NEW ACCOUNTING PRONOUNCEMENTS

See Note of the Notes to Consolidated Financial

Statements for discussion of the effects of the adoption of new

accounting standards
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in thousands except per share data

REVENUES

Commissions and fees

Investment income

Other income net

See accompanying notes to consolidated financial statements

2009

Year Ended December 31

2008 2007

964863 965983 914650

1161 6079 30494

1853 5492 14523

Total revenues 967877 977554 959667

EXPENSES

Employee compensation and benefits 484680 485783 444101

Non-cash stock-based compensation 7358 7314 5667

Other operating expenses 143389 137352 131371

Amortization 49857 46631 40436

Depreciation 13240 13286 12763

Interest 14599 14690 13802

Total expenses 713123 705056 648140

Income before income taxes 254754 272498 311527

Income taxes 101460 106374 120568

Net income 153294 166124 190959

Net income per share

Basic 1.08 1.18 1.36

Diluted 1.08 1.17 1.35

Weighted average number of shares outstanding

Basic 137173 136319 135576

Diluted 137507 136884 136357

Dividends declared per share 0.3025 0.2850 0.2500
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Consolidated Balance Sheets

At December 31

in thousands except per share data Z11111 2008

ASSETS

Current Assets

Cash and cash equivalents 197113 78557

Restricted cash and investments 155257 144750

Short-term investments 8213 7511

Premiums commissions and fees receivable 209462 244515

Deferred income taxes 11791 14171

Other current assets 31863 33528

Total current assets 613699 523032

Fixed assets net 61467 63520

Goodwill 1074397 1023372

Amortizable intangible assets net 468862 495627

Other assets 5801 14029

Total assets 2224226 2119580

LIABILITIES AND SHAREHOLDERS EQUITY

Current Liabilities

Premiums payable to insurance companies 310296 357707

Premium deposits and credits due customers 37715 43577

Accounts payable 17431 18872

Accrued expenses and other liabilities 96387 96325

Current portion of long-term debt 17124 6162

Total current liabilities 478953 522643

Long-term debt 250209 253616

Deferred income taxes net 115609 90143

Other liabilities 9581 11437

Commitments and contingencies Note 13

Shareholders Equity

Common stock par value $0.10 per share authorized 280000 shares issued and

outstanding 142076 at 2009 and 141544 at 2008 14208 14154

Additional paid-in capital 267856 250167

Retained earnings 1087805 977407

Accumulated other comprehensive income net of related income tax effect

of $3 at 2009 and $8 at 2008 13

Total shareholders equity 1369874 1241741

Total liabilities and shareholders equity 2224226 2119580

See accompanying notes to consolidated financial statements
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Common Stock Accumulated

Additional Other

Shares Paid-In Retained Comprehensive
in thousands except per share datal Outstanding Par Value

Capital Earnings Income Total

Balance at January 2007 140016 14002 210543 695656 9144 929345

Net income 190959 190959

Net unrealized holding gain on available-for-sale securities

less amounts realized from sales in the current year 9093 9093
Net gain on cash-flow hedging derivative 38 38

Comprehensive income 181828

Common stock issued for employee stock benefit plans 647 64 16495 16559

Income tax benefit from exercise of stock benefit plans 4564 4564

Common stock issued to directors 10 286 287

Cash dividends paid $0.25 per share 35125 35125

Balance at December 31 2007 140673 14067 231888 851490 13 $1097458

Net income and comprehensive income 166124 166124

Common stock issued for employee stock benefit plans 856 86 17823 17909

Income tax benefit from exercise of stock benefit plans 138 138

Common stock issued to directors 15 318 319

Cash dividends paid $0.285 per share 40207 40207

Balance at December 31 2008 141544 14154 250167 977407 13 $1241741

Net income 153294 153294

Net unrealized holding gain on available-for-sale securities

Comprehensive income 153286

Common stock issued for employee stock benefit plans 518 52 17160 17212

Income tax benefit from exercise of stock benefit plans 243 243

Common stock issued to directors 14 286 288

Cash dividends paid $03025 per share 42896 42896

Balance at December 31 2009 142076 14208 267856 1087805 1369874

See accompanying notes to consolidated financial statements
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See accompanying notes to consolidated financial statements

in thousands

Year Ended December 31

2008

153294

2007

Cash flows from operating activities

Net income 166124 190959

Adjustments to reconcile net income to net cash provided by operating activities

Amortization 49857 46631 40436

Depreciation 13240 13286 12763

Non-cash stock-based compensation 7358 7314 5667

Deferred income taxes 27851 25713 325

Net loss gain on sales of investments fixed assets and customer accounts 374 1071 30944
Changes in operating assets and liabilities net of effect from acquisitions and divestitures

Restricted cash and investments increase decrease 10507 109654 12217

Premiums commissions and fees receivable decrease 36943 3169 45059

Other assets decrease 8668 12359 6357

Premiums payable to insurance companies decrease 48491 40045 53119
Premium deposits and credits due customers decrease increase 6049 2259 6723

Accounts payable decrease increase 1819 5992 533

Accrued expenses decrease increase 488 4099 2913

Other liabilities decrease 8646 1747 115

Net cash provided by operating activities 221585 341753 215340

Cash flows from investing activities

Additions to fixed assets 11310 14115 30643

Payments for businesses acquired net of cash acquired 44682 263400 212303

Proceeds from sales of fixed assets and customer accounts 1305 4600 6713

Purchases of investments 11570 13774 2695
Proceeds from sales of investments 10828 9756 21715

Net cash used in investing activities 55429 276933 217213

Cash flows from financing activities

Proceeds from long-term debt 25000

Payments on long-term debt 15089 20342 29142

Borrowings on revolving credit facility 14390 2180 26320

Payments on revolving credit facility 14390 2180 26320
Income tax benefit from exercise of stock benefit plans 243 138 4564

Issuances of common stock for employee stock benefit plans 10142 10914 11320

Cash dividends paid 42896 40207 35125
Net cash used in financing activities 47600 24497 48383
Net increase decrease in cash and cash equivalents 118556 40323 50256

Cash and cash equivalents at beginning of year 78557 38234 88490

Cash and cash equivalents at end of year 197113 78557 38234
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NOTE Summary of Significant Accounting Policies

NATURE OF OPERATIONS

Brown Brown Inc Florida corporation and its subsidiaries collectively Brown Brown or the Company is diversified

insurance agency wholesale brokerage insurance programs and services organization that markets and sells to its customers

insurance products and services primarily in the property arid casualty area Brown Browns business is divided into four reportable

segments the Retail Division which provides broad range of insurance products and services to commercial public entity pro

fessional and individual customers the Wholesale Brokerage Division which markets and sells excess and surplus commercial

insurance and reinsurance primarily through independent agents and brokers the National Programs Division which is composed of

two units Professional Programs which provides professional liability and related package products for certain professionals deliv

ered through nationwide networks of independent agents and Special Programs which markets targeted products and services des

ignated for specific industries trade groups governmental entities and market niches and the Services Division which provides

insurance-related services including third-party claims administration and comprehensive medical utilization management services in

both the workers compensation arid all-lines liability arenas as well as Medicare set-aside services

PRINCIPLES OF CONSOLIDATION

The accompanying Consolidated Financial Statements include the accounts of Brown Brown Inc and its subsidiaries All sig

nificant intercompany account balances and transactions have been eliminated in the Consolidated Financial Statements

REVENUE RECOGNITION

Commission revenue is recognized as of the effective date of the insurance policy or the date on which the policy premium is billed

to the customer whichever is later At that date the earnings process has been completed and Brown Brown can reliably estimate

the impact of policy cancellations for refunds and establish reserves accordingly The reserve for policy cancellations is based upon

historical cancellation experience adjusted based on known circumstances The policy cancellation reserve was $7796000 and

$8390000 at December 31 2009 and 2008 respectively and it is periodically evaluated and adjusted as necessary Subsequent

commission adjustments are recognized upon receipt of notification from the insurance companies Commission revenues are reported

net of commissions paid to sub-brckers or co-brokers Profit-sharing contingent commissions from insurance companies are recognized

when determinable which is when such commissions are received or when officially notified of the amount of such commissions Fee

income is recognized as services are rendered

USE OF ESTIMATES

The preparation of Consolidated Financial Statements in conformity with accounting principles generally accepted in the United

States of America GAAP requires management to make estimates and assumptions that affect the reported amounts of assets and

liabilities as well as disclosures of contingent assets and liabilities at the date of the Consolidated Financial Statements and the

reported amounts of revenues and expenses during the reporting period Actual results may differ from those estimates

CASH AND CASH EQUIVALENTS

Cash and cash equivalents principally consist of demand deposits with financial institutions and highly liquid investments with

quoted market prices having maturities of three months or less when purchased

RESTRICTED CASH AND INVESTMENTS AND PREMIUMS COMMISSIONS AND FEES RECEIVABLE

In its capacity as an insurance agent or broker Brown Brown typically collects premiums from insureds and after deducting its

authorized commissions remits the net premiums to the appropriate insurance company or companies Accordingly as reported in the

Consolidated Balance Sheets premiums are receivable from insureds Unremitted net insurance premiums are held in fiduciary

capacity until disbursed by Brown Brown Brown Brown invests these unremitted funds only in cash money market accounts

tax-free variable-rate demand bonds and commercial paper held for short term In certain states in which Brown Brown operates

the use and investment alternatives for these funds are regulated and restricted by various state laws and agencies These restricted

funds are reported as restricted cash on the Consolidated Balance Sheets The interest income earned on these unremitted funds is

reported as investment income in the Consolidated Statements of Income

In other circumstances the insurance companies collect the premiums directly from the insureds and remit the applicable commis

sions to Brown Brown Accordingly as reported in the Consolidated Balance Sheets commissions are receivables from insurance

companies Fees are primarily receivables due from customers
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IN VESTMENTS

Marketable equity securities held by Brown Brown have been classified as available-for-sale and are reported at estimated fair

value with the accumulated other comprehensive income unrealized gains and losses net of related income tax effect reported as

separate component of shareholders equity Realized gains and losses and declines in value below cost that are judged to be other-

than-temporary on available-for-sale securities are reflected in investment income The cost of securities sold is based on the specific

identification method Interest and dividends on securities classified as available-for-sale are included in investment income in the

Consolidated Statements of Income

Non-marketable equity securities and certificates of deposit having maturities of more than three months when purchased are

reported at cost and are adjusted for other-than-temporary market value declines

Net unrealized holding gains on available-for-sale securities included in accumulated other comprehensive income reported in

shareholders equity were $5000 and $13000 at December 31 2009 and 2008 net of deferred income taxes of $3000 and

$8000 respectively

FIXED ASSETS

Fixed assets including leasehold improvements are carried at cost less accumulated depreciation and amortization Expenditures

for improvements are capitalized and expenditures for maintenance and repairs are expensed to operations as incurred Upon sale or

retirement the cost and related accumulated depreciation and amortization are removed from the accounts and the resulting gain or

loss if any is reflected in other income Depreciation has been determined using the straight-line method over the estimated useful

lives of the related assets which range from three to 15 years Leasehold improvements are amortized on the straight-line method

over the shorter of the useful life of the improvement or the term of the related lease

GOODWILL AND AMORTIZABLE INTANGIBLE ASSETS

The excess of the purchase price of an acquisition over the fair value of the identifiable tangible and amortizable intangible assets

is assigned to goodwill While goodwill is not amortizable it is subject to at least an annual assessment for impairment by applying

fair value-based test Amortizable intangible assets are amortized over their useful livers and are subject to an impairment review based

on an estimate of the undiscounted future cash flows resulting from the use of the asset The Company compares the fair value of

each reporting unit with its carrying amount to determine if there is potential impairment of goodwill If the fair value of the reporting

unit is less than its carrying value an impairment loss is recorded to the extent that the fair value of the goodwill within the reporting

unit is less than its carrying value Fair value is estimated based on multiples of earnings before interest income taxes depreciation

and amortization EBITDA Brown Brown completed its most recent annual assessment as of November 30 2009 and identified

no impairment as result of the evaluation In addition as of December 31 2009 there are no accumulated impairment losses

Amortizable intangible assets are stated at cost less accumulated amortization and consist of purchased customer accounts and

non-compete agreements Purchased customer accounts and noncompete agreements are amortized on straight-line basis over the

related estimated lives and contract periods which range from five to 15 years Purchased customer accounts primarily consist of

records and files that contain information about insurance policies and the related insured parties that are essential to policy renewals

The carrying value of intangibles attributable to each business region comprising Brown Brown is periodically reviewed by

management to determine if the facts and circumstances suggest they may be impaired In the insurance agency and wholesale

brokerage industry it is common for agencies or customer accounts to be acquired at price determined as multiple of either their

corresponding revenues or EBITDA Accordingly Brown Brown assesses the carrying value of its intangible assets by considering the

estimated future cash flows generated by the corresponding region Any impairment identified through this assessment may require

that the carrying value of related intangible assets be adjusted however no impairments have been recorded for the years ended

December 31 2009 2008 and 2007

INCOME TAXES

Brown Brown records income tax expense using the asset and liability method of accounting for deferred income taxes Under

this method deferred tax assets and liabilities are recognized for the expected future tax consequences of temporary differences

between the financial statement carrying values and the income tax bases of Brown Browns assets and liabilities

Brown Brown files consolidated federal income tax return and has elected to file consolidated returns in certain states

Deferred income taxes are provided for in the Consolidated Financial Statements and relate principally to expenses charged to income

for financial reporting purposes in one period and deducted for income tax purposes in other periods
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NET INCOME PER SHARE

Effective in 2009 the Company adopted new Financial Accounting Standards Board FASB authoritative guidance that states

that unvested share-based payment awards that contain non-forfeitable rights to dividends or dividend equivalents are participating

securities and therefore are included in computing earnings per share EPS pursuant to the two-class method The two-class

method determines EPS for each class of common stock and participating securities according to dividends or dividend equivalents and

their respective participation rights in undistributed earnings Performance stock shares granted to employees under the Companys

Performance Stock Plan are considered participating securities as they receive non-forfeitable dividend equivalents at the same rate as

common stock This new guidance was adopted via retroactive application for the years ended December 31 2009 2008 and 2007

resulting in no change in either basic or diluted EPS for periods presented

Basic EPS is computed based on the weighted average number of common shares issued and outstanding during the period

Diluted EPS is computed based on the weighted average common shares issued and outstanding plus equivalent shares assuming

exercise of stock options The dilutive effect of stock options is computed by application of the treasuly stock method The following is

reconciliation between basic and diluted weighted average shares outstanding for the years ended December 31

in thousands except per share data ZIIT 2008 2007

Net income 153294 166124 190959

Net income attributable to unvested awarded performance stock 4937 5506 6661
Net income attributable to common shares 148357 160618 184298

Weighted average basic number of common shares outstanding 141738 140992 140476

Less unvested awarded performance stock included in weighted average basic shares outstanding 4565 4673 4900

Weighted average number of common shares outstanding for basic earnings per common share 137173 136319 135576

Dilutive effect of stock options 334 565 781

Weighted average number of shares outstanding 137507 136884 136357

Net income per share

Basic 1.08 1.18 1.36

Diluted 1.08 1.17 1.35

FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amounts of Brown Browns financial assets and liabilities including cash and cash equivalents restricted cash and

investments investments premiums commissions and fees receivable premiums payable to insurance companies premium deposits

and credits due customers and accounts payable at December 31 2009 and 2008 approximate fair value because of the short-term

maturity of these instruments The carrying amount of Brown Browns long-term debt approximates fair value at December 31 2009

and 2008 since the related coupon rate approximates the current market rate

STOCK-BASED COMPENSATION

The Company grants stock options and non-vested stock awards to its employees officers and directors The Company uses the

modified-prospective method to account for share-based payments Under the modified-prospective method compensation cost is

recognized for all share-based payments granted on or after January 2006 and for all awards granted to employees prior to Jan

uary 2006 that remained unvested on that date The Company uses the alternative transition method to determine the accounting of

the income tax effects of payments made related to stock-based compensation

The Company uses the Black-Scholes valuation model for valuing all stock options and shares purchased under the Employee

Stock Purchase Plan the ESPP Compensation for non-vested stock awards is measured at fair value on the grant-date based upon

the number of shares expected to vest Compensation cost for all awards is recognized in earnings net of estimated forfeitures on

straight-line basis over the requisite service period

RECENT ACCOUNTING PRONOUNCEMENTS

In June 2009 the FASB issued authoritative guidance establishing two levels of U.S generally accepted accounting principles

GAAP authoritative and nonauthoritative and making the Accounting Standards Codification ASC the source of author

itative nongovernmental GAAP except for rules and interpretive releases of the Securities and Exchange Commission This guidance
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which was incorporated into ASC Topic 105 Generally Accepted Accounting Principles was effective for financial statements issued

for interim and annual periods ending after September 15 2009 The adoption changed certain disclosure references to U.S GAAP

but did not have any other impact on the Companys Consolidated Financial Statements

Business Combinations In December 2007 the FASB issued authoritative guidance requiring an acquirer to recognize 100% of

the fair values of acquired assets including goodwill and assumed liabilities with only limited exceptions upon initially obtaining con

trol of an acquired entity even if the acquirer has not acquired 100% of its target Additionally the fair value of contingent consideration

arrangements such as earn-out purchase arrangements at the acquisition date must be included in the purchase price consideration

Transaction costs are expensed as incurred This guidance also modifies the recognition of pre-acquisition contingencies such as envi

ronmental or legal issues restructuring plans and acquired research and development value in purchase accounting This guidance

also amends ASC Topic 740 Income Taxes to require the acquirer to recognize changes in the amount of its deferred tax benefits

that are recognizable because of business combination either in income from continuing operations in the period of the combination

or directly in contributed capital depending on the circumstances This guidance which was incorporated into ASC Topic 805 Busi

ness Combinations is effective for fiscal years beginning after December 15 2008 Effective January 2009 the Company adopted

this guidance on prospective basis As result the recorded purchase price for all acquisitions consummated after January 2009

will include an estimation of the fair value of liabilities associated with any potential earn-out provisions Subsequent changes in these

earn-out obligations will be recorded in the consolidated statement of income when incurred Potential earn-out obligations are typically

based upon future earnings of the acquired entities usually between one and three years

In April 2008 the FASB issued authoritative guidance that amends the factors that should be considered in developing renewal or

extension assumptions used to determine the useful life of recognized intangible asset under ASC Topic 350 Intangibles-Goodwill

and Other This guidance requires enhanced disclosures concerning companys treatment of costs incurred to renew or extend the

term of recognized intangible asset This guidance which is incorporated into ASC Topic 350 Intangibles-Goodwill and Other is

effective for financial statements issued for fiscal years beginning after December 15 2008 The adoption of this guidance did not

have any material impact on our consolidated financial statements

In November 2008 the FASB ratified authoritative guidance that applies to defensive intangible assets which are acquired

intangible assets that the acquirer does not intend to actively use but intends to hold to prevent its competitors from obtaining access

to them As these assets are separately identifiable this guidance requires an acquiring entity to account for defensive intangible

assets as separate unit of accounting which should be amortized to expense over the period the asset is expected to diminish in

value Defensive intangible assets must be recognized at fair value in accordance with ASC Topic 805 Business Combinations and

ASC Topic 820 Fair Value Measurements and Disclosures This guidance which was incorporated into ASC Topic 350 Intangibles-

Goodwill and Other was effective for financial statements issued for fiscal years beginning after December 15 2008 The adoption of

guidance did not have any material impact on our consolidated financial statements

Subsequent Events In May 2009 the FASB issued authoritative guidance establishing general standards of accounting for and

disclosures of events that occur after the balance sheet date but before the financial statements are issued or are available to be

issued This guidance which was incorporated into ASC Topic 855 Subsequent Events was effective on prospective basis for

interim or annual periods ending after June 15 2009 and was adopted on June 2009

Subsequent events have been evaluated through the date and time the consolidated financial statements were issued on Febru

ary 26 2010 No material subsequent events have occurred since December 31 2009 that required recognition or disclosure in our

consolidated financial statements

InternationalAccounting Standards International Financial Reporting Standards IFRS are set of standards and inter

pretations adopted by the International Accounting Standards Board The Securities and Exchange Commission is currently considering

potential IFRS adoption process in the United States which could in the near term provide domestic issuers with an alternative

accounting method and which could ultimately replace U.S GAAP reporting requirements with IFRS reporting requirements We are

currently investigating the implications should we be required to adopt IFRS in the future
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NOTE Business Combinations

ACQUISITIONS IN 2009

During 2009 Brown Brown acquired the assets and assumed certain liabilities of 11 insurance intermediaries and several

books of business customer accounts The aggregate purchase price of these acquisitions was $56289000 including $40386000
of net cash payments the issuance of $6889000 in notes payable the assumption of $1788000 of liabilities and $7226000 of

recorded earn-out payables All of these acquisitions were acquired primarily to expand Brown Browns core businesses and to

attract and hire high-quality individuals Acquisition purchase prices are typically based on multiple of average annual operating profit

earned over one- to three-year period within minimum and maximum price range The recorded purchase price for all acquisitions

consummated after January 2009 included an estimation of the fair value of liabilities associated with any potential earn-out provi

sions Subsequent changes in the fair value of earn-out obligations will be recorded in the consolidated statement of income when

incurred

The fair value of earn-out obligations is based on the present value of the expected future payments to be made to the sellers of

the acquired businesses in accordance with the provisions outlined in the respective purchase agreements In determining fair value

the acquired businesss future performance is estimated using financial projections developed by management for the acquired busi

ness and reflects market participant assumptions regarding revenue growth and/or profitability The expected future payments are

estimated on the basis of the earn-out formula and performance targets specified in each purchase agreement compared to the asso
ciated financial projections These payments are then discounted to present value using risk-adjusted rate that takes into consid

eration the likelihood that the forecasted earn-out payments will be made The change to the fair value of earn-out obligations recorded

in net income for the year ended December 31 2009 was not material

These acquisitions have been accounted for as business combinations and are as follows

Maximum
in thousands 2009 Net Recorded Recorded Potential

Business Date of Cash Notes Earn-out Purchase Earn-out
Name Segment Acquisition Paid Payable Payable Price Payable

Conner Strong Companies Small Business Unit Retail January 22748 22748
Irving Weber Associates Inc National

Programs May 6181 1282 7463 3980
Alamo Insurance Group Inc Retail December 31 152 6484 1684 8016 3242
Other Various Various 11609 405 4260 16274 10102

Total
40386 6889 7226 54501 17324

The following table summarizes the estimated fair values of the aggregate assets and liabilities acquired as of the date of each

acquisition

in thousands
Strong Weber Alamo Other Total

Fiduciary cash

Other current assets 556 250 1084 1890
Fixed assets

52 80 33 42 207
Goodwill 13583 4466 5310 7748 31107
Purchased customer accounts 8698 2810 2797 8618 22923
Non-compete agreements 11 21 125 157
Other assets

Total assets acquired 22889 7617 8168 17615 56289
Other current liabilities 141 154 152 1341 1788
Deferred income taxes

Total liabilities assumed 141 154 152 1341 1788
Net assets acquired 22748 7463 8016 16274 54501

The weighted average useful lives for the above acquired amortizable intangible assets are as follows purchased customer

accounts are 14.9 years and non-compete agreements are 5.0 years
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Goodwill of $31107000 of which $24639000 is expected to be deductible for income tax purposes was assigned to the

Retail National Programs Wholesale Brokerage and Services Divisions in the amounts of $25610000 $3781000 $1716000 and

zero respectively

The results of operations for the acquisitions completed during 2009 have been combined with those of the Company since their

respective acquisition dates The total revenues and net pre-tax income from the acquisitions completed during 2009 included in the

Consolidated Statement of Income for the twelve months ended December 31 2009 were $13879000 and $981000 respectively

If the acquisitions had occurred as of the beginning of each period the Companys results of operations would be as shown in the fol

lowing table These unaudited pro forma results are not necessarily indicative of the actual results of operations that would have

occurred had the acquisitions actually been made at the beginning of the respective periods

For the Year Ended

UNAUDITED
December 31

in thousands except per share data
ZiIiN 2008

Total revenues
1003441

Income before income taxes 258111 281203

Net income 155314 171430

Net income per share

Basic
1.10 1.22

Diluted 1.09 1.21

Weighted average number of shares outstanding

Basic 137173 136319

Diluted
137507 136884

For acquisitions consummated prior to January 2009 additional consideration paid to sellers as result of purchase price

earn-out provisions are recorded as adjustments to intangible assets when the contingencies are settled The net additional consid

eration paid thus far by the Company in 2009 as result of these adjustments totaled $20052000 of which $19918000 was allo

cated to goodwill $109000 to noncompete agreements and $25000 to purchased customer accounts Of the $20052000 net

additional consideration paid $4296000 was paid in cash and $15756000 was issued in notes payable As of December 31

2009 the maximum future contingency payments related to acquisitions totaled $156387000 of which $7226000 is recorded as

non-current earn-out liabilities and $129000 is recorded as interest expense accretion related to the earn-out liabilities

ACQUISITIONS IN 2008

During 2008 Brown Brown acquired the assets and assumed certain liabilities of 43 insurance intermediaries the stock of two

insurance intermediaries and several books of business customer accounts The aggregate purchase price of these acquisitions was

$278749000 including $255803000 of net cash payments the issuance of $8304000 in notes payable and the assumption of

$14642000 of liabilities These acquisitions were acquired primarily to expand Brown Browns core businesses and to attract and

hire high-quality individuals Acquisition purchase prices are typically based on multiple of average annual operating profits earned

over one- to three-year period within minimum and maximum price range The initial asset allocation of an acquisition is based on

the minimum purchase price and any subsequent contingent consideration earn-out payment is allocated to goodwill Acquisitions are

initially
recorded at preliminary fair values Subsequently the Company completes the final fair value allocations and any adjustments

to assets or liabilities acquired are recorded in the current period

These acquisitions have been accounted for as business combinations and are as follows

in thousands 2008 Net Recorded

Business Date of Cash Notes Purchase

Name segment Acquisition Paid Payable Price

LDP Consulting Group Inc Retail January24 39241 39241

Powers Effler Insurance Brokers Inc Retail April 25036 25036

HBA Insurance Group Inc Retail June 48306 2000 50306

Fullerton Company Inc Retail August 17552 17552

Other
Various Various 125668 6304 131972

Total
255803 8304 264107
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The following table summarizes the estimated fair values of the aggregate assets and liabilities acquired as of the date of each

acquisition

in thousands LDP Powers HBA Fullerton Other Total

Fiduciary cash 173 1541 1714

Other current assets 1121 75 1439 1813 3113 7561

Fixed assets 19 353 652 141 686 1851

Goodwill 25958 19071 32507 14666 72742 164944

Purchased customer accounts 17124 5701 15931 5105 57076 100937

Non-compete agreements 55 11 141 80 787 1074

Other assets ii 32 609 16 668

Total assets acquired 44461 25211 50702 23955 134420 278749

Other current liabilities 5220 175 396 4672 2448 12911
Deferred income taxes 1731 1731

Total liabilities assumed 5220 175 396 6403 2448 14642
Net assets acquired 39241 25036 50306 17552 131972 264107

The weighted average useful lives for the above acquired amortizable intangible assets are as follows purchased customer

accounts are 15.0 years and non-compete agreements are 5.0 years

Goodwill of $164944000 of which $150705000 is expected to be deductible for income tax purposes was assigned to the

Retail National Programs Wholesale Brokerage and Services Divisions in the amounts of $161084000 $320000 $3540000 and

zero respectively

The results of operations for the acquisitions completed during 2008 have been combined with those of the Company since their

respective acquisition dates If the acquisitions had occurred as of the beginning of each period the Companys results of operations

would be as shown in the following table These unaudited pro forma results are not necessarily indicative of the actual results of

operations that would have occurred had the acquisitions actually been made at the beginning of the respective periods

For the Year Ended

December 31

in thousands except per share data 2008 2007

UNAUDITED

Total revenues 1030995 1080928
Income before income taxes 290542 351952

Net income 177124 215740
Net income per share

Basic 1.26 1.54

Diluted
1.25 1.53

Weighted average number of shares outstanding

Basic 136319 135576

Diluted 136884 136357

Additional contingent consideration paid to sellers as result of purchase price earn-out provisions are recorded as adjustments

to intangible assets when the contingencies are settled The net additional consideration paid by the Company in 2008 as result of

these adjustments totaled $15748000 of which $15667000 was allocated to goodwill $30000 to non-compete agreements and

$51000 to net liabilities that were forgiven Of the $15748000 net additional consideration paid $9310000 was paid in cash and

$6438000 was issued in notes payable As of December 31 2008 the maximum future contingency payments related to acquis

itions totaled $211919000
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NOTE Goodwill

The changes in goodwill for the years ended December 31 are as follows

National Wholesale

in thousands Retail Programs Brokerage Service Total

Balance as of January 2008 453485 146948 242730 3270 846433

Goodwill of acquired businesses 170722 350 3539 6000 180611

Goodwill disposed of relating to sales of businesses 3619 53 3672

Balance as of December 31 2008 620588 147298 246216 9270 1023372

Goodwill of acquired businesses 35520 5303 10202 51025

Goodwill disposed of relating to sales of businesses

Balance as of December 31 2009 656108 152601 256418 9270 1074397

NOTE Amortizable Intangible Assets

Amortizable intangible assets at December 31 consisted of the following

in thousands

Purchased customer accounts

Non-compete agreements

Total

747717 280473 467244

24721 23103 1618

772438 303576 468862

Amortization expense recorded for other amortizable intangible assets for the years ended December 31 2009 2008 and 2007

was $49857000 $46631000 and $40436000 respectively

Amortization expense for other amortizable intangible assets for the years ending December 31 2010 2011 2012 2013 and

2014 is estimated to be $49654000 $48208000 $47566000 $46665000 and $45479000 respectively

NOTE Investments

Investments at December 31 consisted of the following

33

8180

$8213

2008

Carrying Value

Non
Current Current

46

15 7465 287

$15 $7511 $287

2009

Weighted

Gross Net Average

Carrying Accumulated Carrying Life

Value Amortization Value years

2008

Weighted
Gross Net Average

Carrying Accumulated Carrying Life

Value Amortization Value years

14.9 724953 231748 493205 14.9

7.3 24455 22033 2422 7.3

749408 253781 495627

in thousands

Available-for-sale marketable equity securities

Non-marketable certificates of deposit and other securities

2009

Carrying Value

Non
Current Current

Total investments

The following table summarizes available-for-sale securities at December 31

Gross Gross

Unrealized Unrealized Estimated

in thousands Cost Gains Losses Fair Value

Marketable equity securities

2009 $25 $33

2008 $25 $21 $46
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The following table summarizes the proceeds and realized gains/losses on non-marketable equity securities and certificates of

deposit for the years ended December 31

Gross Gross

Realized Realized

in thousandsi Proceeds Gains Losses

2009 $10828 $299
2008 9652 542

2007 21715 18733 780

As of December 31 2006 our largest security investment was 559970 common stock shares of Rock-Tenn Company New

York Stock Exchange-listed company which we owned for more than 25 years Our investment in Rock-Tenn Company accounted

for 81% of the total value of our available-for-sale marketable equity securities non-marketable equity securities and certificates of

deposit as of December 31 2006 In late January 2007 the Board of Directors authorized the sale of half of our investment in

Rock-Tenn Company and subsequently authorized the sale of the balance of the shares As result we realized gain in excess of

our original cost basis of $18664000 in 2007 As of June 30 2007 we no longer owned any shares of Rock-Tenn Company

NOTE Fixed Assets

Fixed assets at December 31 consisted of the following

un thousandsi 2008

Furniture fixtures and equipment 123824 119998

Leasehold improvements 15555 14871

Land buildings and improvements 428 400

Total cost 139807 135269

Less accumulated depreciation and amortization 78340 71749
Total 61467 63520

Depreciation and amortization expense amounted to $13240000 in 2009 $13286000 in 2008 and $12763000 in 2007

NOTE Accrued Expenses and Other Liabilities

Accrued expenses and other liabilities at December 31 consisted of the following

2008

41396

24349

9211

8390

4784

8195

Total 96387 96325

in thousandsi

Accrued bonuses

Accrued compensation and benefits

Accrued rent and vendor expenses

Reserve for policy cancellations

Accrued interest

Other

41770

15204

9524

7796

4747

17346
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NOTE Long-Term Debt

Long-term debt at December 31 consisted of the following

in thousands

Unsecured senior notes

Acquisition notes payable

Revolving credit
facility

Other notes payable
_____________ _____________

In July 2004 the Company completed private placement of $200.0 million of unsecured senior notes the Notes The

$200.0 million is divided into two series Series which closed on September 15 2004 for $100.0 million due in 2011 and bearing

interest at 5.57% per year and Series which closed on July 15 2004 for $100.0 million due in 2014 and bearing interest at

6.08% per year The closing on the Series Notes occurred on July 15 2004 The closing on the Series Notes occurred on Sep

tember 15 2004 Brown Brown has used the proceeds from the Notes for general corporate purposes including acquisitions and

repayment of existing debt As of December 31 2009 and 2008 there was an outstanding balance of $200.0 million on the Notes

On December 22 2006 the Company entered into Master Shelf and Note Purchase Agreement the Master Agreement with

national insurance company the Purchaser The Purchaser also purchased Notes issued by the Company in 2004 The Master

Agreement provides for $200.0 million private uncommitted shelf facility
for the issuance of senior unsecured notes over three-

year period with interest rates that may be fixed or floating and with such maturity dates not to exceed 10 years as the parties may

determine The Master Agreement includes various covenants limitations and events of default similar to the Notes issued in 2004

The initial issuance of notes under the Master Agreement occurred on December 22 2006 through the issuance of $25.0 million in

Series Senior Notes due December 22 2016 with fixed interest rate of 5.66% per year On February 2008 $25.0 million in

Series Senior Notes due January 15 2015 with fixed interest rate of 5.37% per year were issued As of December 31 2009 there

was an outstanding balance of $50.0 million under the Master Agreement

On June 12 2008 the Company entered into an Amended and Restated Revolving Loan Agreement the Loan Agreement with

national banking institution that was dated as of June 2008 amending and restating the existing Revolving Loan Agreement dated

September 29 2003 as amended the Revolving Agreement in order to increase the lending commitment to $50.0 million subject

to potential increases up to $100.0 million and to extend the maturity date from December 20 2011 to June 2013 The Revolving

Agreement initially provided for revolving credit facility in the maximum principal amount of $75.0 million After series of amend

ments that provided covenant exceptions for the notes issued or to be issued under the Master Agreement and relaxed or deleted

certain other covenants the maximum principal amount was reduced to $20.0 million The calculation of interest and fees is generally

based on the Companys quarterly ratio of funded debt to earnings before interest taxes depreciation amortization and non-cash

stock-based compensation Interest is charged at rate equal to 0.50% to 1.00% above the London Interbank Offering Rate LIBOR
or 1.00% below the base rate each as more fully defined in the Loan Agreement Fees include an upfront fee an availability fee of

0.10% to 0.20% and letter of credit usage fee of 0.50% to 1.00% The Loan Agreement contains various covenants limitations and

events of default customary for similar facilities for similar borrowers The 90-day LIBOR was 0.251% and 1.425% as of December 31

2009 and 2008 respectively There were no borrowings against this
facility at December 31 2009 or 2008

In January 2001 Brown Brown entered into $90.0 million unsecured seven-year term agreement with national banking

institution the Term Agreement bearing an interest rate based upon the 30- 60- or 90-day LIBOR plus 0.50% to 1.00% depending

upon Brown Browns quarterly ratio of funded debt to earnings before interest taxes depreciation amortization and non-cash stock-

based compensation The 90-day LIBOR was 4.70% as of December 31 2007 This loan was fully funded on January 2001 and was

to be repaid in equal quarterly installments of $3200000 through December 2007 As of December 31 2007 the outstanding bal

ance had been paid in full

All four of these credit agreements require or required Brown Brown to maintain certain financial ratios and comply with certain

other covenants Brown Brown was in compliance with all such covenants as of December 31 2009 and 2008

Total debt 267333 259778

Less current portion 17124 6162

Long-term debt 250209 253616

250000

17289

44

2008

250000

9665

113
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To hedge the risk of increasing interest rates from January 2002 through the remaining six years of the Term Agreement

Brown Brown entered into an interest rate swap agreement that effectively converted the floating rate LIBOR-based interest payments

to fixed interest rate payments at 4.53% This agreement did not affect the required 0.50% to 1.00% credit risk spread portion of the

term loan The fair value of the interest rate swap of approximately $37000 net of related income taxes of approximately $22000

was recorded in other assets as of December 31 2006 with the related change in fair value reflected as other comprehensive income

Brown Brown has designated and assessed the derivative as highly effective cash flow hedge As of December 31 2007 the inter

est rate swap agreement expired in conjunction with the final payment on the Term Agreement

Acquisition notes payable represenit debt incurred to former owners of certain insurance operations acquired by Brown Brown

These notes and future contingent payments are payable in monthly quarterly and annual installments through April 2011 including

interest in the range from 0.0% to 6.0%

Interest paid in 2009 2008 and 2007 was $14636000 $14394000 and $13838000 respectively

At December 31 2009 maturities of long-term debt were $17124000 in 2010 $100209000 in 2011 $0 in 2012 $0 in

2013 $100000000 in 2014 and $50000000 in 2015 and beyond

NOTE Income Taxes

Significant components of the provision benefit for income taxes for the years ended December 31 are as follows

Deferred income taxes reflect the niet tax effects of temporary differences between the carrying amounts of assets and liabilities

for financial reporting purposes and the corresponding amounts used for income tax reporting purposes

Significant components of Brown Browns current deferred tax assets as of December 31 are as follows

in thousands

Current deferred tax assets

Deferred contingent revenue

in thousands 2008 2007

Current

Federal 62547 70634 105534

State 10730 10056 14709

Foreign 286 56

Total current provision 73563 80746 120243

Deferred

Federal 24913 21508 168
State 2984 4120 493

Total deferred provision 27897 25628 325

Total tax provision 101460 106374 120568

reconciliation of the differences between the effective tax rate and the federal statutory tax rate for the years ended

December 31 is as follows

2009

Federal statutory tax rate 35.0% 35.0% 35.0%

State income taxes net of federal income tax benefit 4.0 3.4 3.2

Non-deductible employee stock purchase plan expense 0.4 0.4 0.4

Interest exempt from taxation and dividend exclusion 0.1 0.2 0.5

Other net 0.5 0.4 0.6

Effective tax rate 39.8% 39.0% 38.7%

2008 2007

11791 14171

Total current deferred tax assets 11791 14171

2009 2008
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Significant components of Brown Browns non-current deferred tax liabilities and assets as of December 31 are as follows

2009

7875

3555

120887

132320

2008

7026

2466

96888

Income taxes paid in 2009 2008 and 2007 were $76373000 $79339000 and $114380000 respectively

At December 31 2009 Brown Brown had net operating loss carryforwards of $351000 and $30635000 for federal and state

income tax reporting purposes respectively portions of which expire in the years 2010 through 2029 The federal carryforward is

derived from insurance operations acquired by Brown Brown in 2001 The state carryforward is derived from the operating results of

certain subsidiaries

reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows

in thousands
2008 2007

We recognize interest and penalties related to uncertain tax positions in income tax expense As of December 31 2009 and

2008 we had approximately $140000 and $140000 of accrued interest related to uncertain tax positions respectively

Total amount of unrecognized tax benefits that would affect our effective tax rate if recognized is $635000 as of December 31

2009 and $611000 as of December 31 2008 We do not expect our unrecognized tax benefits to change significantly over the next

12 months

During 2007 the IRS concluded its audit of our 2004-2006 tax years in which it disputed our method of recognizing profit-sharing

contingent commissions for tax purposes We recognize profit-sharing contingent commissions when determinable which is when such

commissions are received however the IRS believes we should estimate those monies as of each December 31 We agreed to resolve

this dispute for $1.1 million payment of interest and our agreement to accrue at each December 31 for tax purposes only known

amount of profit-sharing contingent commissions represented by the actual amount of profit-sharing contingent commissions received

in the first quarter of the related year with true-up adjustment to the actual amount received by the end of the following March 31

Since this method for tax purposes differs from the method used for book purposes it will result in current deferred tax asset as of

December 31 each year with that balance reversing by the following March 31 when the related profit-sharing contingent commissions

are recognized for financial accounting purposes

in thousands

Non-current deferred tax liabilities

Fixed assets

Net unrealized holding gain of available-for-sale securities

Prepaid insurance and pension

Intangible assets

Total non-current deferred tax liabilities

Non-current deferred tax assets

Deferred compensation
8031 6980

Accruals and reserves 7422 8217

Net operating loss carryforwards
1536 1268

Valuation allowance for deferred tax assets 278 220

Total non-current deferred tax assets 16711 16245

Net non-current deferred tax liability
115609 90143

106388

Unrecognized tax benefits balance at January
611 507 591

Gross increases for tax positions of prior years
489 197 15805

Gross decreases for tax positions of prior years
274

Settlements
182 15772

Lapse of statute of limitations 93 117

Unrecognized tax benefits balance at January
635 611 507
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NOTE 10 Employee Savings Plan

Brown Brown has an Employee Savings Plan 401k under which substantially all employees with more than 30 days of service are

eligible to participate Under this plan Brown Brown makes matching contributions subject to maximum of 2.5% of each participants

salary Further Brown Brown provides for discretionary profit-sharing contribution of 1.5% of the employees salary for all eligible

employees Brown Browns contributions to the plan totaled $11750000 in 2009 $11061000 in 2008 and $10699000 in 2007

NOTE 11 Stock-Based Compensation

PERFORMANCE STOCK PLAN

Brown Brown has adopted and the shareholders have approved performance stock plan under which up to 14400000

shares of Brown Browns stock Performance Stock or PSP may be granted to key employees contingent on the employees

future years of service with Brown Brown and other criteria established by the Compensation Committee of Brown Browns Board

of Directors Before participants may take full title to Performance Stock two vesting conditions must be met Of the grants currently

outstanding specified portions will satisfy the first condition for vesting based on 20% incremental increases in the 20-trading-day

average stock price of Brown Browns common stock from the initial grant price specified by Brown Brown Performance Stock that

has satisfied the first vesting condition is considered awarded shares Awarded shares are included as issued and outstanding

common stock shares and are included in the calculation of basic and diluted EPS Dividends are paid on awarded shares and partic

ipants may exercise voting privileges on such shares Awarded shares satisfy the second condition for vesting on the earlier of partic

ipants 15 years of continuous employment with Brown Brown from the date shares are granted to the participants or in the

case of the July 2009 grant to Powell Brown 20 years ii attainment of age 64 or iii death or disability At December 31 2009

8446457 shares had been granted under the plan at initial stock prices ranging from $1.90 to $30.55 As of December 31 2009

4423436 shares met the first condition for vesting and had been awarded and 686728 shares satisfied both conditions for vesting

and had been distributed to the participants

The Company uses path-dependent lattice model to estimate the fair value of PSP grants on the grant date summary of PSP

activity for the years ended December 31 2009 2008 and 2007 is as follows

Weighted

Average

Grant Shares

Date Fair Granted Awarded Not Yet

Value Shares Shares Awarded

Outstanding at January 2007 5.92 5691518 5036170 655348

Granted 15.74 323495 323495

Awarded

Vested 5.33 48552 48552
Forfeited 8.95 391505 300886 90619

Outstanding at December 31 2007 6.38 5574956 4686732 888224

Granted 9.41 2607885 2607885

Awarded 8.22 17023 17023

Vested 6.41 38004 38004

Forfeited 11.78 322761 36530 286231

Outstanding at December 31 2008 7.21 7822076 4629221 3192855

Granted 11.80 389580 389580

Awarded

Vested 6.05 73860 73860

Forfeited 10.42 379249 131925 247324

Outstanding at December 31 2009 7.39 7758547 4423436 3335111

The weighted average grant-date fair value of PSP grants for years ended December 31 2009 2008 and 2007 was $11.80

$9.41 and $15.74 respectively The total fair market value of PSP grants that vested during each of the years ended December 31

2009 2008 and 2007 was $1412000 $685000 and $1314000 respectively
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EMPLOYEE STOCK PURCHASE PLAN

The Company has shareholder-approved Employee Stock Purchase Plan ESPP with total of 12000000 authorized shares

and 3285644 available for future subscriptions Employees of the Company who regularly work more than 20 hours per week are

eligible to participate in the ESPP Participants through payroll deductions may subscribe to purchase Company stock up to 10% of

their compensation to maximum of $25000 between August of each year to the following July 31st the Subscription Period at

cost of 85% of the lower of the stock price as of the beginning or ending of the Subscription Period

The Company estimates the fair value of an ESPP share option as of the beginning of the Subscription Period as the sum of 15%

of the quoted market price of the Companys stock on the day prior to the beginning of the Subscription Period and 85% of the value

of one-year stock option on the Company Stock using the Black-Scholes option-pricing model The estimated fair value of an ESPP

share option as of each Subscription Period beginning in August 2009 2008 and 2007 was $5.54 $4.41 and $4.63 respectively

For the plan year ended July 31 2009 2008 and 2007 the Company issued 579104 672222 and 490213 shares of common

stock in August 2009 2008 and 2007 respectively These shares were issued at an aggregate purchase price of $9358000 or

$16.16 per share in 2009 $10036000 or $14.93 per share in 2008 and $10711000 or $21.85 per share in 2007

For the five months ended December 31 2009 2008 and 2007 of the 2009-2010 2008-2009 and 2007-2008 plan years

250414 257643 and 233427 shares of common stock from authorized but unissued shares respectively were subscribed to by

participants for proceeds of approximately $3826000 $4164000 and $4664000 respectively

INCENTIVE STOCK OPTION PLAN

On April 21 2000 Brown Brown adopted and the shareholders approved qualified incentive stock option plan that provides

for the granting of stock options to certain key employees for up to 4800000 shares of common stock On December 31 2008 this

plan expired The objective of this plan was to provide additional performance incentives to grow Brown Browns pre-tax income in

excess of 15% annually The options were granted at the most recent trading days closing market price and vest over one-to-b-year

period with potential acceleration of the vesting period to three to six years based upon achievement of certain performance goals

All of the options expire 10 years after the grant date

The Company uses the Black-Scholes option-pricing model to estimate the fair value of stock options on the grant-date The

Company granted 1445000 option shares during the year ended December 31 2008 but did not grant any options during the year

ended December 31 2007 The weighted average fair value of the incentive stock options granted during 2008 estimated on the date

of grant using the Black-Scholes option-pricing model was $4.92 per share The fair value of these options granted was estimated on

the date of grant using the following assumptions dividend yield of 1.41% expected volatility of 26.0% risk-free interest rate of 3.14%

and an expected term of years

The risk-free interest rate is based upon the U.S Treasury yield curve on the date of grant with remaining term approximating the

expected term of the option granted The expected term of the options granted is derived from historical data grantees are divided into

two groups based upon expected exercise behavior and are considered separately for valuation purposes The expected volatility is

based upon the historical volatility
of the Companys common stock over the period of time equivalent to the expected term of the

options granted The dividend yield is based upon the Companys best estimate of future dividend yield
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summary of stock option activity for the years ended December 31 2009 2008 and 2007 is as follows

Weighted

Average

Remaining
Weighted Contractual Aggregate

Shares Under Average Term Intrinsic Value

Stock Options Option Exercise Price in years in thousands

Outstanding at January 2007 1885775 $11.11 4.9 $32241

Granted

Exercised 632307 8.38

Forfeited

Expired

Outstanding at December 31 2007 1253468 $12.49 4.3 $22679

Granted 1445000 $18.48

Exercised 223453 4.84

Forfeited

Expired

Outstanding at December 31 2008 2475015 $16.68 6.9 $22587

Granted

Exercised 69659 4.84

Forfeited 16672 $15.40

Expired

Outstanding at December 31 2009 2388684 $17.03 6.1 $21629

Ending vested and expected to vest at December 31 2009 2388684 $17.03 6.1 $21629
Exercisable at December 31 2009 317020 $12.68 2.4 1676
Exercisable at December 31 2008 383701 $11.22 3.0 3715
Exercisable at December 31 2007 590776 8.68 3.3 8757

The following table sum marizes information about stock options outstanding at December 31 2009

Options Outstanding Options Exercisable

Weighted

Average

Remaining Weighted Weighted
Contractual Average Average

Number Life Exercise Number Exercise

Exercise Price Outstanding years Price Exercisable Price

4.84 89680 0.3 4.84 89680 4.84

$15.78 842004 3.2 $15.78 227340 $15.78

$22.06 12000 5.0 $22.06

$18.48 1445000 8.2 $18.48

Totals 2388684 6.1 $17.03 317020 $12.68

The weighted average grant-date fair value of stock options granted during the years ended December 31 2009 2008 and 2007

was $0.00 $4.92 and $0.00 respectively The total intrinsic value of options exercised determined as of the date of exercise during

the years ended December 31 2009 2008 and 2007 was $948000 $3298000 and $12675000 respectively The total intrinsic

value is calculated as the difference between the exercise price of all underlying awards and the quoted market price of the Companys

stock for all in-the-money stock options at December 31 2009 2008 and 2007 respectively

There are no option shares available for future grant under this plan since this plan expired as of December 31 2008

SUMMARY OF NON-CASH STOCK-BASED COMPENSATION EXPENSE

The non-cash stock-based compensation expense for the years ended December 31 is as follows

in thousands 2008 2007

Employee Stock Purchase Plan

Performance Stock Plan

Incentive Stock Option Plan

Total

2878

2878

1602

7358

2951

2761

1602

73141-

3234

2016

417

5667
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SUMMARY OF UNRECOGNIZED COMPENSATION EXPENSE

As of December 31 2009 there was approximately $31.0 million of unrecognized compensation expense related to all non-vested

share-based compensation arrangements granted under the Companys stock-based compensation plans That expense is expected to

be recognized over weighted-average period of 9.7 years

NOTE 12 Supplemental Disclosures of Cash Flow Information

Brown Browns significant non-cash investing and financing activities for the years ended December 31 are summarized as follows

in thousands ZIII1 2008 2007

Unrealized holding loss on available-for-sale securities net of tax benefit of $5 for 2009 net of tax

benefit of $0 for 2008 and net of tax benefit of $5328 for 2007 9093

Net loss on cash-flow hedging derivative net of tax benefit of $22 for 2007 38
Notes payable issued or assumed for purchased customer accounts 29871 15987 23897

Notes received on the sale of fixed assets and customer accounts 958 3610 9689

NOTE 13 Commitments and Contingencies

OPERATING LEASES

Brown Brown leases facilities and certain items of office equipment under non-cancelable operating lease arrangements expiring

on various dates through 2020 The facility leases generally contain renewal options and escalation clauses based upon increases in

the lessors operating expenses and other charges Brown Brown anticipates that most of these leases will be renewed or replaced

upon expiration At December 31 2009 the aggregate future minimum lease payments under all non-cancelable lease agreements

were as follows

in thousands

2010 24987

2011 21689

2012 16238

2013 11723

2014 9337

Thereafter 17274

Total minimum future lease payments 101248

Rental expense in 2009 2008 and 2007 for operating leases totaled $37598000 $36032000 and $33381000 respectively

LEGAL PROCEEDINGS

The Company is involved in numerous pending or threatened proceedings by or against Brown Brown Inc or one or more of its

subsidiaries that arise in the ordinary course of business The damages that may be claimed against the Company in these various

proceedings are in some cases substantial including in many instances claims for punitive or extraordinary damages Some of these

claims and lawsuits have been resolved others are in the process of being resolved and others are still in the investigation or discov

ery phase The Company will continue to respond appropriately to these claims and lawsuits and to vigorously protect its interests

Although the ultimate outcome of such matters cannot be ascertained and liabilities in indeterminate amounts may be imposed on

Brown Brown Inc or its subsidiaries on the basis of present information availability of insurance and legal advice it is the opinion

of management that the disposition or ultimate determination of such claims will not have material adverse effect on the Companys

consolidated financial position However as one or more of the Companys insurance carriers could take the position that portions

of these claims are not covered by the Companys insurance ii to the extent that payments are made to resolve claims and lawsuits

applicable insurance policy limits are eroded and iii the claims and lawsuits relating to these matters are continuing to develop it is

possible that future results of operations or cash flows for any particular quarterly or annual period could be materially affected by

unfavorable resolutions of these matters
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GOVERNMENTAL INVESTIGATIONS REGARDING COMPENSATION PRACTICES

As disclosed in prior years offices of the Company are parties to profit-sharing contingent commission agreements with certain

insurance companies including agreements providing for potential payment of revenue-sharing commissions by insurance companies

based primarily on the overall profitability of the aggregate business written with those insurance companies and/or additional factors

such as retention ratios and the overall volume of business that an office or offices place with those insurance companies Additionally

to lesser extent some offices of the Company are parties to override commission agreements with certain insurance companies which

provide for commission rates in excess of standard commission rates to be applied to specific lines of business such as group health

business and which are based primarily on the overall volume of business that such office or offices placed with those insurance

companies The Company has not chosen to discontinue receiving profit-sharing contingent commissions or override commissions

Governmental agencies such as departments of insurance and offices of attorneys general in number of states have looked or

are looking into issues related to compensation practices in the insurance industry and the Company continues to respond to written

and oral requests for information and/or subpoenas seeking information related to this topic The Company is currently in litigation

commenced by the Company against the Attorney Generals Office in Connecticut in an effort to protect the confidentiality of

information sought by or produced in response to subpoena In addition agencies in Arizona Virginia Washington and Florida have

concluded their respective investigations of subsidiaries of Brown Brown Inc based in those states

The Company cannot currently predict the impact or resolution of the various governmental inquiries or related matters and thus

cannot reasonably estimate range of possible loss which could be material or whether the resolution of these matters may harm the

Companys business and/or lead to decrease in or elimination of profit-sharing contingent commissions and override commissions

which could have material adverse impact on the Companys consolidated financial condition

NOTE 14 Business Concentrations

significant portion of business written by Brown Brown is for customers located in California Florida Indiana Michigan New

Jersey New York Pennsylvania Texas and Washington Accordingly the occurrence of adverse economic conditions an adverse regu

latory climate or disaster in any of these states could have material adverse effect on Brown Browns business although no such

conditions have been encountered in the past

For the year ended December 31 2009 approximately 5.0% and 5.0% respectively of Brown Browns total revenues were

derived from insurance policies underwritten by two separate insurance companies For the year ended December 31 2008 approx

imately 5.2% of Brown Browns total revenues were derived from insurance policies underwritten by one insurance company For the

year ended December 31 2007 approximately 5.3% and 5.3% respectively of Brown Browns total revenues were derived from

insurance policies underwritten by the two separate insurance companies Should these insurance companies seek to terminate their

arrangement with Brown Brown the Company believes that other insurance companies are available to underwrite the business

although some additional expense and loss of market share could possibly result No other insurance company accounts for 5% or

more of Brown Browns total revenues
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TE 15 Quarterly Operating Results Unaudited

Quarterly operating results for 2009 and 2008 were as follows

First Second Third Fourth

in thousands except per share data Quarter Quarter Quarter Quarter

2009

Total revenues 263580 246369 243766 214162

Total expenses 184373 179390 176275 173085

Income before income taxes 79207 66979 67491 41077

Net income 48012 40668 40961 23653

Net income per share

Basic 0.34 0.29 0.29 0.17

Diluted 0.34 0.29 0.29 0.17

2008

Total revenues 256715 241720 247029 232090

Total expenses 172131 175126 179935 177864

Income before income taxes 84584 66594 67094 54226

Net income 51760 40398 40593 33373

Net income per share

Basic 0.37 0.29 0.29 0.24

Diluted 0.37 0.29 0.29 0.24

Quarterly financial information is affected by seasonal variations The timing of profit-sharing contingent commissions policy renew

als and acquisitions may cause revenues expenses and net income to vary significantly between quarters

NOTE 16 Segment Information

Brown Browns business is divided into four reportable segments the Retail Division which provides broad range of insurance

products and services to commercial public and quasi-public entities and to professional and individual customers the National Pro

grams Division which is comprised of two units Professional Programs which provides professional liability and related package prod

ucts for certain professionals delivered through nationwide networks of independent agents and Special Programs which markets

targeted products and services designed for specific industries trade groups public and quasi-public entities and market niches the

Wholesale Brokerage Division which markets and sells excess and surplus commercial and personal lines insurance and reinsurance

primarily through independent agents and brokers and the Services Division which provides insurance-related services including third-

party claims administration and comprehensive medical utilization management services in both the workers compensation and

all-lines
liability arenas as well as Medicare set-aside services Brown Brown conducts all of its operations within the United States

of America except for one wholesale brokerage operation based in London England that commenced business in March 2008 This

operation earned $6.6 million and $2.6 million of total revenues for the years ended December 31 2009 and 2008 respectively

The accounting policies of the reportable segments are the same as those described in Note Brown Brown evaluates the

performance of its segments based upon revenues and income before income taxes Inter-segment revenues are eliminated

2009 ANNUAL REPORT 61



Summarized financial information concerning Brown Browns reportable segments is shown in the following table The Other

column includes any income and expenses not allocated to reportable segments and corporate-related items including the inter

company interest expense charge to the reporting segment

Year Ended December 31 2009

National Wholesale

in thousands Retail Programs Brokerage Services Other Total

Total revenues 583374 190593 158341 32743 2826 967877

Investment income 282 62 23 791 1161

Amortization 29943 9175 10239 462 38 49857

Depreciation 6060 2725 2894 333 1228 13240

Interest expense 31596 5365 14289 668 37319 14599

Income before income taxes 121769 70436 17030 6996 38523 254754

Total assets 1764249 627392 618704 47829 $833948 2224226

Capital expenditures 3459 4318 3201 160 172 11310

Year Ended December 31 2008

National Wholesale

in thousands Retail Programs Brokerage Services Other Total

Total revenues 590238 178286 170645 32144 6241 977554

Investment income 999 327 1414 13 3326 6079

Amortization 26827 9098 10205 462 39 46631

Depreciation 6061 2693 2892 421 1219 13286

Interest expense 30287 7531 18033 751 41912 14690

Income before income taxes 138595 63287 17593 7153 45870 272498

Total assets 1687137 607599 618662 45360 839178 2119580

Capital expenditures 4152 2867 4794 301 2001 14115

Year Ended December 31 2007

National Wholesale

in thousands Retail Programs Brokerage Services Other Total

Total revenues 562438 157548 178942 35392 25347 959667

Investment income 260 513 2927 31 26763 30494

Amortization 21659 9039 9237 462 39 40436

Depreciation 5723 2757 2715 534 1034 12763

Interest expense 21094 9977 19188 719 37176 13802

Income before income taxes 159304 47135 27989 8655 68444 311527

Total assets 1356772 570295 640931 41233 648572 1960659

Capital expenditures 5816 1831 2835 318 19843 30643

62 BROWN BROWN INC



To the Board of Directors and Shareholders of

Brown Brown Inc

Daytona Beach Florida

We have audited the accompanying consolidated balance sheets of Brown Brown Inc and subsidiaries the Company as of

December 31 2009 and 2008 and the related consolidated statements of income shareholders equity and cash flows for each of

the three years in the period ended December 31 2009 These financial statements are the responsibility of the Companys manage

ment Our responsibility is to express an opinion on the 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 require that we plan and perform the audit to obtain reasonable assurance about whether the financial

statements are free of material misstatement An audit includes examining on test basis evidence supporting the amounts and

disclosures in the financial statements An audit also includes 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 reason

able basis for our opinion

In our opinion such consolidated financial statements present fairly in all material respects the financial position of

Brown Brown Inc and subsidiaries as of December 31 2009 and 2008 and the results of their operations and their cash flows for

each of the three years in the period ended December 31 2009 in conformity with accounting principles generally accepted in the

United States of America

We have also audited in accordance with the standards of the Public Company Accounting Oversight Board United States the

Companys internal control over financial reporting as of December 31 2009 based on the criteria established in Internal Control

Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated Febru

ary 26 2010 expressed an unqualified opinion on the Companys internal control over financial reporting

T_o14_

Certified Public Accountants

Jacksonville Florida

February 26 2010

2009 ANNUAL REPORT 63



To the Board of Directors and Shareholders of

Brown Brown Inc

Daytona Beach Florida

We have audited the internal control over financial reporting of Brown Brown Inc and subsidiaries the Company as of

December 31 2009 based on criteria established in Internal Control Integrated Framework issued by the Committee of Sponsoring

Organizations of the Treadway Commission As described in Managements Report on Internal Control over Financial Reporting

management excluded from its assessment the internal control over financial reporting at Conner Strong Companies Inc.- Small Busi

ness Unit One Source Insurance Inc Irving Weber Associates Inc and Camford National Insurance Brokers LLC collectively the

2009 Excluded Acquisitions which were acquired during 2009 and whose financial statements constitute 2.1 and 1.5% of net and

total assets respectively 1.2% of revenues and 1.1% of net income of the consolidated financial statement amounts as of and for the

year ended December 31 2009 Accordingly our audit did not include the internal control over financial reporting of the 2009 Excluded

Acquisitions The Companys 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 Managements Report on

Internal Control Over Financial Reporting Our responsibility is to express an opinion on the Companys 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 Our audit included obtaining an understanding of internal con

trol over financial reporting assessing the risk that material weakness exists testing and evaluating the design and operating effec

tiveness 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 reasonable basis for our opinion

companys internal control over financial reporting is process designed by or under the supervision of the companys principal

executive and principal financial officers or persons performing similar functions and effected by the companys board of directors

management and other personnel to provide reasonable assurance regarding the reliability of financia reporting and the preparation of

financial statements for external purposes in accordance with generally accepted accounting principles companys internal control

over financial reporting includes those policies and procedures that pertain to the maintenance of records that in reasonable detail

accurately and fairly reflect the transactions and dispositions of the assets of the company provide reasonable assurance that

transactions are recorded as necessary to 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 provide reasonable assurance regarding prevention or timely detection of unauthorized acquis

ition use or disposition of the companys assets that could have material effect on the financial statements

Because of the inherent limitations of internal control over financial reporting including the possibility of collusion or improper

management override of controls material misstatements due to error or fraud may not be prevented or detected on timely

basis Also projections of any evaluation of the effectiveness of the internal control over financial reporting to future periods are sub

ject to the risk that the controls may become inadequate because of changes in conditions or that the degree of compliance with the

policies or procedures may deteriorate

In our opinion the Company maintained in all material respects effective internal control over financial reporting as of

December 31 2009 based on the criteria established in Internal Control Integrated Framework issued by the Committee of

Sponsoring Organizations of the Treadway Commission

We have also audited in accordance with the standards of the Public Company Accounting Oversight Board United States the

consolidated financial statements as of and for the year ended December 31 2009 of the Company and our report dated February 26

2010 expressed an unqualified opinion on those financial statements

Ji2oAki .C-%444

Certified Public Accountants

Jacksonville Florida

February 26 2010
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The management of Brown Brown Inc and its subsidiaries Brown Brown is responsible for establishing and maintaining

adequate internal control over financial reporting as such term is defined in Securities Exchange Act Rule 13a-15f Under the super

vision and with the participation of management including Brown Browns principal executive officer and principal financial officer

Brown Brown conducted an evaluation of the effectiveness of internal control over financial reporting based on the framework in

Internal Control Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission

In conducting Brown Browns evaluation of the effectiveness of its internal control over financial reporting Brown Brown has

excluded the following acquisitions completed by Brown Brown during 2009 Conner Strong Companies Inc.- Small Business Unit

One Source Insurance Inc Irving Weber Associates Inc and Camford National Insurance Brokers LLC collectively the 2009

Excluded Acquisitions which were acquired during 2009 and whose financial statements constitute 2.1 and 1.5% of net and total

assets respectively 1.2% of revenues and 1.1% of net income of the consolidated financial statement amounts as of and for the year

ended December 31 2009 Refer to Note to the Consolidated Financial Statements for further discussion of these acquisitions and

their impact on Brown Browns Consolidated Financial Statements

Based on Brown Browns evaluation under the framework in Internal Control Integrated Framework management concluded

that internal control over financial reporting was effective as of December 31 2009 Managements internal control over financial

reporting as of December 31 2009 has been audited by Deloitte Touche LLP an independent registered public accounting firm as

stated in their report which is included herein

Brown Brown Inc

Daytona Beach Florida

February 26 2010

Powell Brown Cory Walker

Chief Executive Officer Chief Financial Officer
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The following graph is comparison of five-year cumulative total stockholder returns for our common stock as compared with the

cumulative total stockholder return for the NYSE Composite Index and group of peer insurance broker and agency companies Aon

Corporation Arthur Gallagher Co Marsh McLennan Companies Inc and Willis Group Holdings Ltd. The returns of each com

pany have been weighted according to such companies respective stock market capitalizations as of December 31 2004 for the

purposes of arriving at peer group average The total return calculations are based upon an assumed $100 investment on

December 31 2004 with all dividends reinvested

$160

12/04 12/05 12/06 12/07 12/08 12/09

Brown Brown Inc -A NYSE Composite Peer Group

FISCAL YEAR ENDING

12/31/2009COMPANY/INDEX/MARKET 12/31/2004 12/31/2005 12/31/2006 12/30/2007 12/29/2008

Brown Brown inc 100.00 141.29 131.43 110.53 99.70 87.09

NYSE Market Index 100.00 109.36 131.74 143.42 87.12 111.76

Peer Group 100.00 109.76 110.88 115.62 107.04 98.96

We caution that the stock price performance shown in the graph should not be considered indicative of potential future stock

price performance
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Ten-Year Financial Summary

in thousands except per share data and Other Information ZsI1 2008 2007

REVENUES

Commissions and fees 964863 965983 914650

Investment income 1161 6079 30494

Other income net 1853 5492 14523

Total revenues 967877 977554 959667

EXPENSES

Compensation and benefits 484680 485783 444101

Non-cash stock-based compensation 7358 7314 5667

Other operating expenses 143389 137352 131371

Amortization expense 49857 46631 40436

Depreciation expense 13240 13286 12763

Interest expense 14599 14690 13802

Total expenses 713123 705056 648140

Income before income taxes and minority interest 254754 272498 311527

Income taxes 101460 106374 120568

Minority interest net of tax

Net income 153294 166124 190959

Compensation and benefits as of total revenue 50.1% 49.7% 46.3%

Operating expenses as of total revenue 14.8% 14.1% 13.7%

EARNINGS PER SHARE INFORMATION

Net income per share diluted 1.08 1.17 1.35

Weighted average number of shares outstanding diluted 137507 136884 136357

Dividends paid per share 0.3025 0.2850 0.2500

YEAR-END FINANCIAL POSITION

Total assets 2224226 2119580 1960659

Long-term debt 250209 253616 227707

Shareholders equty 1369874 1241741 1097458

Total shares outstanding excluding treasury shares 142076 141544 140673

OTHER INFORMATION

Number of full-time equivalent employees 5206 5398 5.047

Revenue per average number of employees 182549 187181 196251

Book value per share 9.64 8.77 7.80

Stock price at year end closing price 17.97 20.90 23.50

Stock price earnings multiple 16.64 17.86 17.41

Return on beginning shareholders equity 12% 15% 21%

NOTE Prior years have been restated to reflect the acquisitions of Bowers Schumann and Welch The Flagship Group WMH and Huffman

Associates and Mangus Insurance Bonding in 2000 The Huval Insurance Agency Spencer Associates The Young Agency

Layne Associates Insurance Professionals Inc and Comp Vantage Finwall Associates The Connelly Insurance Group The
Benefits Group Logan Insurance Agency Froehlich-Paulson-Moore McKinnon Mooney and Raleigh Schwarz Powell in 2001



Year Ended December 31

2006 2005 2004 2003 2002 2001 2000

864663 775543 638267 545287 452289 359697 258309

11479 6578 2715 1428 2945 3686 4887

1862 3686 5952 4325 508 1646 2209

878004 785807 646934 551040 455742 365029 265405

404891 374943 314221 268372 224755 187653 149836

5416 3337 2625 2272 3823 1984 483

126492 105622 84927 74617 66554 56815 44372

36498 33245 22146 17470 14042 15.860 9226

11309 10061 8910 8203 7245 6536 6158

13357 14469 7156 3624 4.659 5703 1266

597963 541677 439985 374558 321078 274551 211341

280041 244130 206949 176482 134664 90478 54064

107691 93579 78106 66160 49271 34834 20146

2271 1731 1125

172350 150551 128843 110322 83122 53913 32793

46.1% 47.7% 48.6% 48.7% 49.3% 51.4% 56.5%

14.4% 13.4% 13.1% 13.5% 14.6% 15.6% 16.7%

1.22 1.08 0.93 0.80 0.61 0.43 0.25

135886 135033 133994 132814 130730 121889 122456

0.2100 0.1700 0.1450 0.1213 0.1000 0.0800 0.0675

1807952 1608660 1249517 865854 754349 488737 324677

226252 214179 227063 41107 57585 78195 10660

929345 764344 624325 498035 391590 175285 118372

140016 139383 138318 137122 136356 126388 124328

4733 4540 3960 3517 3384 2921 2143

189368 184896 173046 159699 144565 144166 127629

6.64 5.48 4.51 3.63 2.87 1.39 0.95

28.21 30.54 21.78 16.31 16.16 13.65 8.75

23.12 28.28 23.41 20.38 26.49 32.12 33.02

23% 24% 26% 28% 47% 46% 33%

All share and per-share in formation has been adjusted to give effect to the 2-for-i common stock splits which each became effective August23 2000

November21 2001 and November 292005

Weighted average number of shares outstanding-diluted has been adjusted to give effect for the two-class method of calculating earnings per share as

described in Note ito the Consolidated Financial Statements



ShehoIder Information

CORPORATE OFFICES

220 South Ridgewood Avenue

Daytona Beach Florida 32114

386 252-9601

3101 West Martin Luther King Jr Boulevard

Suite 400

Tampa Florida 33607

813 222-4100

OUTSIDE COUNSEL

Cobb Cole

150 Magnolia Avenue

Daytona Beach Florida 32114

Holland Knight LLP

100 North Tampa Street

Suite 4100

Tampa Florida 33602

CORPORATE INFORMATION AND
SHAREHOLDER SERVICES

The Company has included as Exhibits 31.1 and 31.2

and 32.1 and 32.2 to its Annual Report on Form 10-K for

the fiscal year 2009 filed with the Securities and Exchange

Commission certificates of the Chief Executive Officer and

Chief Financial Officer of the Company certifying the quality

of the Companys public disclosure The Company has also

submitted to the New York Stock Exchange certificate from

its Chief Executive Officer certifying that he is not aware of

any violation by the Company of New York Stock Exchange

corporate governance listing standards

copy of the Companys 2009 Annual Report on Form

10-K will he furnished without charge to any shareholder

who direcLs request in writing to

Corporate Secretary

Brown Brown Inc

3101 West Martin Luther King Jr Boulevard

Suite 400

Tampa Florida 33607

reasonable charge will be made for copies of the exhibits

to the Form 10-K

ANNUAL MEETING

The Annual Me6ting of Shareholders

of Brown Brown Inc will be held

April 28 2010

900 am EDT
The Shores Resort

2637 South Atlantic Avenue

Daytona Beach Florida 32118

TRANSFER AGENT AND REGISTRAR

American Stock Transfer Trust Company

59 Maiden Lane

New York New York 10038

866 668-6550

email investorsamstock.com

www.amstock.com

INDEPENDENT REGISTERED PUBLIC

ACCOUNTING FIRM

Deloitte Touche LLP

One Independent Drive

Suite 2801

Jacksonville Florida 32202

STOCK LISTING

The New York Stock Exchange Symbol BRO

Approximate number of shareholders of record as of

February 24 2010 was 1024 Closing price per share on

that date was $16.95

MARKET PRICE OF COMMON STOCK

Cash
Stock Price Range

Dividends

High Low per Share

1st Quarter 21.50 14.95 0.075

2nd Quarter 20.30 17.57 0.075

3rd Quarter 20.00 18.33 0.075

4th Quarter 19.81 17.10 .0775

2008

1st Quarter 23.72 16.99 0.070

2nd Quarter 20.19 16.63 0.070

3rd Quarter 27.41 16.31 0.070

4th Quarter 22.05 16.27 0.075

ADDITIONAL INFORMATION

Information concerning the services of Brown Brown Inc as

well as access to current financial releases is available on the

Internet Brown Browns address is www.bbinsurance.com
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