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PART 1

Item 1. Business
General
Erie Indemnity Company (Company), a Pennsylvania corporation, operates predominantly as the management
services company that provides sales, underwriting and policy issuance services to the policyholders of Erie Insurance
Exchange (Exchange). The Exchange is a reciprocal insurance exchange, which is an unincorporated association of
individuals, partnerships and corporations that agree to insure one another. Each applicant for insurance to a reciprocal
insurance exchange signs a subscriber s agreement that contains an appointment of an attorney-in-fact. We have served
as the attorney-in-fact for the policyholders of the Exchange since 1925. We also operate as a property/casualty
insurer through our three wholly-owned subsidiaries, Erie Insurance Company, Erie Insurance Property and Casualty
Company and Erie Insurance Company of New York. The Exchange and its property/casualty insurance subsidiary,
Flagship City Insurance Company, and our three insurance subsidiaries (collectively, the Property and Casualty
Group) write a broad line of personal and commercial lines property and casualty coverages and pool their
underwriting results. Our financial position or results of operations are not consolidated with the Exchange s. We also
own 21.6% of the common stock of Erie Family Life Insurance Company (EFL), an affiliated life insurance company
of which the Exchange owns 78.4%. We, together with our subsidiaries, affiliates and the Exchange operate
collectively as the Erie Insurance Group.
Business segments
We operate our business as three reportable segments management operations, insurance underwriting operations and
investment operations. Financial information about these segments is set forth in and referenced to Item 8. Financial
Statements and Supplementary Data Note 20 of Notes to Consolidated Financial Statements contained within this
report. Further discussion of financial results by operating segment is provided in and referenced to Item 7.

Management s Discussion and Analysis of Financial Condition and Results of Operations contained within this report.
Description of business
For our services as attorney-in-fact, we charge the Exchange a management fee of up to 25% of the direct written
premiums of the Property and Casualty Group. Management fees accounted for approximately 72% of our revenues in
2007, 2006 and 2005.
We have an interest in the growth and financial condition of the Exchange as 1) the Exchange is our sole customer and
2) our earnings are largely generated from management fees based on the direct written premium of the Exchange and
other members of the Property and Casualty Group. The Property and Casualty Group operates as a regional insurance
carrier that underwrites a broad range of personal and commercial insurance using its non-exclusive independent
agency force as its sole distribution channel. In addition to their principal role as salespersons, the independent agents
play a significant role as underwriting and service providers and are fundamental to the Property and Casualty Group s
success. The Property and Casualty Group is represented by nearly 2,000 independent agencies comprising over 8,400
licensed representatives. The Property and Casualty Group operates primarily in the Midwest, mid-Atlantic and
southeast regions of the United States (Illinois, Indiana, Maryland, New York, North Carolina, Ohio, Pennsylvania,
Tennessee, Virginia, West Virginia and Wisconsin and the District of Columbia). Pennsylvania, Maryland and
Virginia made up 65% of the Property and Casualty Group s 2007 direct written premium. We intend to begin writing
in the state of Minnesota in 2009. While sales, underwriting and policy issuance services are centralized at our home
office, the Property and Casualty Group maintains 23 field offices throughout its operating region to provide claims
services to policyholders and marketing support for the independent agents who represent us.
Historically, due to policy renewal and sales patterns, the Property and Casualty Group s direct written premiums are
greater in the second and third quarters of the calendar year. Consequently, we generate more management fee and
have higher gross margins in our management operations in those quarters. While loss and loss adjustment expenses
are not entirely predictable, historically such costs have been greater during the third and fourth quarters, influenced
by the weather in the geographic regions, including the Midwest, mid-Atlantic and southeast regions in which the
Property and Casualty Group operates.
The members of the Property and Casualty Group pool their underwriting results. Under the pooling arrangement, the
Exchange assumes 94.5% of the pool. Accordingly, the underwriting risk of the Property and Casualty Group s
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business is largely borne by the Exchange, which had $4.8 billion and $4.1 billion of statutory surplus at

December 31, 2007 and 2006, respectively. Through the pool, our property/casualty insurance subsidiaries currently
assume 5.5% of the Property and Casualty Group s underwriting results, and, therefore, we also have a direct incentive
to manage the insurance underwriting operations as effectively as possible.

Principal products

The Property and Casualty Group seeks to insure standard and preferred risks primarily in personal and commercial
lines. In 2007, personal lines comprised 70% of direct written premium revenue of the Property and Casualty Group
while commercial lines made up the remaining 30%.

The principal products in personal lines, based upon direct written premiums, are private passenger automobile (47%)
and homeowners (20%) while the principal commercial lines consist of multi-peril (12%), commercial automobile
(9%) and workers compensation (7%).

Competition

Property and casualty insurers generally compete on the basis of customer service, price, brand recognition, coverages
offered, claim handling ability, financial stability and geographic coverage. Vigorous competition, particularly in the
personal lines automobile and homeowners lines of business, is provided by large, well-capitalized national
companies, some of which have broad distribution networks of employed or captive agents, by smaller regional
insurers and by large companies who market and sell personal lines products directly to consumers. In addition,
because the insurance products of the Property and Casualty Group are marketed exclusively through independent
insurance agents, the Property and Casualty Group faces competition within its appointed agencies based on ease of
doing business, product, price and service relationships. The market is competitive with some carriers filing rate
decreases while others focus on acquiring business through other means, such as increases in advertising and effective
utilization of technology. Some carriers have increased their spending on advertising in an effort to generate increased
sales and market penetration. The Property and Casualty Group ranked as the 16t largest automobile insurer in the
United States based on 2006 direct written premiums and as the 215t largest property/casualty insurer in the United
States based on 2006 total lines net premium written according to AM Best.

Market competition bears directly on the price charged for insurance products and services subject to regulatory
limitations. Growth is driven by a company s ability to provide insurance services and competitive prices while
maintaining target profit margins and is influenced by capital adequacy. Industry capital levels can also significantly
affect prices charged for coverage. Growth is a product of a company s ability to retain existing customers and to
attract new customers, as well as movement in the average premium per policy.

The Erie Insurance Group has followed several strategies that we believe will result in long-term underwriting
performance which exceeds those of the property/casualty industry in general. First, the Erie Insurance Group
employs an underwriting philosophy and product mix targeted to produce a Property and Casualty Group underwriting
profit on a long-term basis through careful risk selection and rational pricing. The careful selection of risks allows for
lower claims frequency and loss severity, thereby enabling insurance to be offered at favorable prices. The Property
and Casualty Group has continued to refine its risk measurement and price segmentation model used in the
underwriting and pricing processes. Second, the Property and Casualty Group focuses on consistently providing
superior service to policyholders and agents. Third, the Property and Casualty Group s business model is designed to
provide the advantages of localized marketing and claims servicing with the economies of scale and low cost of
operations from centralized accounting, administrative, underwriting, investment, information management and other
support services.

Finally, we carefully select the independent agencies that represent the Property and Casualty Group. The Property
and Casualty Group seeks to be the lead insurer with its agents in order to enhance the agency relationship and the
likelihood of receiving the most desirable underwriting opportunities from its agents. We have ongoing, direct
communications with the agency force. Agents have access to a number of venues we sponsor designed to promote
sharing of ideas, concerns and suggestions with the senior management of the Property and Casualty Group with the
goal of improving communications and service. We continue to evaluate new ways to support our agents efforts, from
marketing programs to identifying potential customer leads, to grow the business of the Property and Casualty Group.
These efforts have resulted in outstanding agency penetration and the ability to sustain long-term agency partnerships.
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The higher agency penetration and long-term relationships allow for greater efficiency in providing agency support
and training.
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Employees

We employed just over 4,100 people at December 31, 2007, of which approximately 2,100 provide claims specific
services exclusively for the Property and Casualty Group and 80 perform services exclusively for EFL. Both the
Exchange and EFL reimburse us at least quarterly for the cost of these services.

Reserves for losses and loss adjustment expenses

The following table illustrates the change over time of the loss and loss adjustment expense reserves established for
our property/casualty insurance subsidiaries at the end of the last ten calendar years. The development of loss and loss
adjustment expenses are presented on a gross basis (gross of ceding transactions in the intercompany pool) and a net
basis (the amount remaining as our exposure after ceding and assuming amounts through the intercompany pool as
well as transactions under the excess-of-loss reinsurance agreement with the Exchange). However, incurred but not
reported reserves are developed for the Property and Casualty Group as a whole and then allocated to members of the
Property and Casualty Group based on each member s proportionate share of earned premiums. We do not develop
IBNR reserves for each of the property/casualty insurance subsidiaries based on their direct and assumed writings.
Consequently, the gross liability data contained in this table does not accurately reflect the underlying reserve
development of our property/casualty insurance subsidiaries.

Our 5.5% share of the loss and loss adjustment expense reserves of the Property and Casualty Group are shown in the
net presentation and are more representative of the actual development of the property/casualty insurance losses
accruing to our subsidiaries. The gross presentation is shown to be consistent with the balance sheet presentation of
reinsurance transactions which requires direct and ceded amounts to be presented separate from one another, in
accordance with FAS 113, Accounting and Reporting for Reinsurance of Short Duration and Long Duration
Contracts , thus the gross liability for unpaid losses and LAE of $1,026.5 million at December 31, 2007 agrees to the
gross balance sheet amount. However, factoring in the reinsurance recoverables of $834.4 million at December 31,
2007 presented in the balance sheet the net obligation to us is $192.1 million at December 31, 2007. Additional
discussion of our reserve methodology can be found in and is referenced to Item 7. Management s Discussion and
Analysis of Financial Condition and Results of Operations - Critical Accounting Estimates contained within this
report.

Property and Casualty Subsidiaries of Erie Indemnity Company
Reserves for Unpaid Losses and Loss Adjustment Expenses (LAE)
At December 31,

(amounts in millions) 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Gross liability for

unpaid losses and loss
adjustment expenses ~ $426.2  $432.9 $477.9 §$557.3 $717.0 $845.5 $943.0 $1,019.5 $1,073.6 $1,026.5

Gross liability

re-estimated as of:

One year later 4312 477.0 5162 6226 7272 8322 9275 980.3 986.0
Two years later 4487  487.2  567.1 6351 7363 8433 9356 929.8

Three years later 4533 5186 5672 649.1 7555  880.2  906.0

Four years later 4719 5185 588.7 6699  767.8  850.8



Five years later

Six years later

Seven years later

Eight years later

Nine years later

Cumulative
(deficiency)
redundancy

Gross liability for
unpaid losses and
LAE

Reinsurance
recoverable on
unpaid losses

Net liability for
unpaid losses and
LAE
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4722 541.1 6190 713.1  770.1

4923 5689  642.1 691.0

5164  616.6  640.0

5458 5904

534.1

(107.9) (157.5) (162.1) (133.7) (53.1) 5.3) 37.0

$426.2 $4329 $4779 $557.3 $717.0 $845.5 $943.0

3348 3379 3756 438.6 5779 687.8 7656

$91.4  $95.0 $102.3 $118.7 $139.1 $157.7 $177.4

5

89.7

$1,019.5

828.0

$191.5

87.6

$1,073.6

873.0

$200.6

$1,026.5

834.4

$192.1
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Reserves for Unpaid Losses and Loss Adjustment Expenses (Continued)
At December 31,
(amounts in millions) 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

Net re-estimated

liability as of:

One year later $92.5 $104.7 $109.8 $126.6 $1409 $162.6 $181.2 $183.0 $184.8
Two years later 96.2 106.2 116.0 127.0 144.6 171.9 179.3 183.8

Three years later 97.2 110.6 116.2 131.9 155.7 173.8 181.2

Four years later 101.2 110.8 120.9 143.6 157.6 181.4

Five years later 101.3 115.3 132.5 146.2 166.7

Six years later 105.6 124.8 135.0 156.2

Seven years later 110.8 126.7 137.0

Eight years later 113.2 129.6

Nine years later 114.5

Cumulative

(deficiency)

redundancy $(23.1) $(34.6) $(34.7) %375 $227.6) $23.7) $(3.9) $7.7  $15.8

(amounts in millions) 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Cumulative amount of

gross liability paid

through:

One year later $1454 $1589 $1744 $1943 $217.0 $259.1 $271.4 $292.4 $279.1
Two years later 2282 2449 2709 302.1 351.0 4106  423.1 424.6

11



Three years later

Four years later

Five years later

Six years later

Seven years later

Eight years later

Nine years later

Cumulative amount of

net liability paid
through:
One year later

Two years later

Three years later

Four years later

Five years later

Six years later

Seven years later

Eight years later

Nine years later

274.9

300.9

315.8

3259

336.6

352.6

358.1

$33.6

524

63.9

71.3

74.9

78.4

81.4

84.1

85.3
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297.6

326.9

347.0

362.9

387.6

399.6

$38.9

59.2

73.5

80.8

86.7

90.6

93.7

95.3

326.1

361.3

384.8

384.4

406.3

$41.2

64.9

78.5

88.3

91.7

96.0

98.2

372.5

418.9

440.9

436.5

$47.3

72.9

91.0

97.8

105.1

109.0

434.7

461.9

479.3

$50.5

80.9

95.5

107.8

114.3

4937  495.6

514.8

$58.5  $545  $58.7  $56.0

86.7 89.3 89.6

108.5 108.9

120.1

The Property and Casualty Group discounts only workers compensation reserves. These reserves are discounted on a
nontabular basis as prescribed by the Insurance Department of the Commonwealth of Pennsylvania. The interest rate

12
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of 2.5% used to discount these reserves is based upon the Property and Casualty Group s historical workers
compensation payout pattern. Our unpaid losses and loss adjustment expenses reserve was reduced by $5.5 million

and $5.0 million at December 31, 2007 and 2006, respectively, as a result of this discounting.

A reconciliation of our property/casualty insurance subsidiaries claims reserves can be found in Item 8. Financial
Statements and Supplementary Data - Note 12 of Notes to Consolidated Financial Statements contained within this
report. Additional discussion of reserve activity can be found in and is referenced to Item 7. Management s Discussion
and Analysis of Financial Condition and Results of Operations - Financial Condition section contained within this
report.

13
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Government Regulation
The Property and Casualty Group is subject to supervision and regulation in the states in which it transacts business.
The primary purpose of such supervision and regulation is the protection of policyholders. The extent of such
regulation varies, but generally derives from state statutes that delegate regulatory, supervisory and administrative
authority to state insurance departments. Accordingly, the authority of the state insurance departments includes the
establishment of standards of solvency that must be met and maintained by insurers, the licensing to do business of
insurers and agents, the nature of the limitations on investments, the approval of premium rates for property/casualty
insurance, the provisions that insurers must make for current losses and future liabilities, the deposit of securities for
the benefit of policyholders, the approval of policy forms, notice requirements for the cancellation of policies and the
approval of certain changes in control. In addition, many states have enacted variations of competitive rate-making
laws that allow insurers to set certain premium rates for certain classes of insurance without having to obtain the prior
approval of the state insurance department. State insurance departments also conduct periodic examinations of the
affairs of insurance companies and require the filing of quarterly and annual reports relating to the financial condition
of insurance companies.
The Property and Casualty Group is also required to participate in various involuntary insurance programs for
automobile insurance, as well as other property/casualty lines, in states in which such companies operate. These
involuntary programs provide various insurance coverages to individuals or other entities that otherwise are unable to
purchase such coverage in the voluntary market. These programs include joint underwriting associations, assigned risk
plans, fair access to insurance requirements ( FAIR ) plans, reinsurance facilities and windstorm plans. Legislation
establishing these programs generally provides for participation in proportion to voluntary writings of related lines of
business in that state. The loss ratio on insurance written under involuntary programs has traditionally been greater
than the loss ratio on insurance in the voluntary market. Involuntary programs generated underwriting gains of
$15.0 million for the Property and Casualty Group in 2007, compared to gains of $1.9 million in 2006, and losses,
primarily from hurricanes in states supported by these programs, of $12.5 million in 2005. Our share of these
underwriting gains related to involuntary programs was $0.8 million in 2007 and $.1 million in 2006, compared to our
share of losses in 2005 of $0.7 million.
Most states have enacted legislation that regulates insurance holding company systems such as the Erie Insurance
Group. Each insurance company in the holding company system is required to register with the insurance supervisory
authority of its state of domicile and furnish information regarding the operations of companies within the holding
company system that may materially affect the operations, management or financial condition of the insurers within
the system. Pursuant to these laws, the respective insurance departments may examine us and the Property and
Casualty Group at any time, require disclosure of material transactions with the insurers and us as an insurance
holding company and require prior approval of certain transactions between the Property and Casualty Group and us.
All transactions within the holding company system affecting the insurers we manage are filed with the applicable
insurance departments and must be fair and reasonable. Approval of the applicable insurance commissioner is required
prior to the consummation of transactions affecting the control of an insurer. In some states, the acquisition of 10% or
more of the outstanding common stock of an insurer or its holding company is presumed to be a change in control.
Website access
Our annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and all amendments
to those reports are available free of charge on our website at www.erieinsurance.com as soon as reasonably
practicable after such material is filed electronically with the SEC. Our Code of Conduct is available on our website
and in printed form upon request. Our proxy statement and annual report on Form 10-K are also available free of
charge at www.erieindemnityproxy.com. Copies of our annual report on Form 10-K will be made available, free of
charge, upon written request as well.
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Item 1A. Risk Factors
Our business involves various risks and uncertainties, including, but not limited to those discussed in this section. The
events described in the risk factors below, or any additional risk outside of those discussed below, could have a
material adverse effect on our business, financial condition, operating results or liquidity if they actually occur. This
information should be considered carefully together with the other information contained in this report, including
management s discussion and analysis of financial condition and results of operations, the consolidated financial
statements and the related notes.
We have developed a formal Enterprise Risk Management (ERM) function that is responsible for developing
processes and infrastructure for managing enterprise risk within our risk tolerances. Our ERM committee is a
cross-functional team of senior management across all major business functions of the enterprise, which is responsible
for risk quantification and identification on an integrated basis. The ERM committee has established the framework,
principles and guidelines for our ERM program so that aggregated risks do not result in levels of risk that are
unacceptable to the Company or any of its subsidiaries or affiliates, including the Erie Insurance Exchange.
An essential part of our ERM infrastructure is a stochastic modeling capability for our property/casualty insurance
operations as well as the investment operations of the Property and Casualty Group. The modeling capability has been
in use for a number of years and is a significant component in our quantification of insurance and investment risk. The
model is used in our assessment of the variability of risk inherent in our operations and the sufficiency of enterprise
capital levels given our defined tolerance for risk. The model is used to provide additional insights into capital
management, strategic asset allocation of our investment portfolios, capital required for product lines sold by the
enterprise, catastrophe exposure management and reinsurance purchasing and risk mitigation strategy.
Risk factors related to our business and relationships with third parties
If the management fee rate paid by the Exchange is reduced, if there is a significant decrease in the amount of
premiums written by the Exchange, or if the costs of providing services to the Exchange are not controlled, revenues
and profitability could be materially adversely affected.
We are dependent upon management fees paid by the Exchange, which represent our principal source of revenue.
Management fee revenue from the Exchange is calculated by multiplying the management fee rate by the direct
premiums written by the Exchange and the other members of the Property and Casualty Group, which are assumed by
the Exchange under an intercompany pooling arrangement. Accordingly, any reduction in direct premiums written by
the Property and Casualty Group would have a proportional negative effect on our revenues and net income. See the

Risk Factors relating to the business of the Property and Casualty Group section, herein, for a discussion of risks
impacting direct written premium.
The management fee rate is determined by the Board of Directors and may not exceed 25% of the direct written
premiums of the Property and Casualty Group. The Board of Directors sets the management fee rate each December
for the following year. At their discretion, the rate can be changed at any time, but such changes would only be made
in response to unusual circumstances. The factors considered by the Board in setting the management fee rate include
our financial position in relation to the Exchange and the long-term needs of the Exchange for capital and surplus to
support its continued growth and competitiveness. If the Board of Directors determines that the management fee rate
should be reduced, our revenues and profitability could be materially adversely affected.
Pursuant to the attorney-in-fact agreements with the policyholders of the Exchange, we are appointed to perform
certain services, regardless of the cost to us of providing those services. These services relate to the sales,
underwriting and issuance of policies on behalf of the Exchange. We would lose money or be less profitable if the cost
of providing those services increases significantly.
We are subject to credit risk from the Exchange because the management fees from the Exchange are not paid
immediately when earned. Our property/casualty insurance subsidiaries are subject to credit risk from the Exchange
because the Exchange assumes a higher insurance risk under an intercompany reinsurance pooling arrangement than
is proportional to its direct business contribution to the pool.
We recognize management fees due from the Exchange as income when the premiums are written because at that time
we have performed substantially all of the services we are required to perform, including sales, underwriting
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and policy issuance activities. However, such fees are not paid to us by the Exchange until the Exchange collects the
premiums from policyholders. As a result, we hold receivables for management fees earned and due us.

Two of our wholly-owned property/casualty insurance subsidiaries, Erie Insurance Company and Erie Insurance
Company of New York, are parties to the intercompany pooling arrangement with the Exchange. Under this pooling
arrangement, our insurance subsidiaries cede 100% of their property/casualty underwriting business to the Exchange,
which retrocedes 5% of the pooled business to Erie Insurance Company and 0.5% to Erie Insurance Company of New
York. In 2007, approximately 83% of the pooled direct property/casualty business was originally generated by the
Exchange and its subsidiary, while 94.5% of the pooled business is retroceded to the Exchange under the
intercompany pooling arrangement. Accordingly, the Exchange assumes a higher insurance risk than is proportional to
the insurance business it contributes to the pool. This poses a credit risk to our property/casualty subsidiaries
participating in the pool as they retain the responsibility to their direct policyholders if the Exchange is unable to meet
its reinsurance obligations.

We hold receivables from the Exchange for costs we pay on the Exchange s behalf and for reinsurance under the
intercompany pooling arrangement. Our total receivable from the Exchange, including the management fee,
reimbursable costs we paid on behalf of the Exchange and total amounts recoverable from the intercompany
reinsurance pool, totaled $1.2 billion or 40.0% of our total assets at December 31, 2007.

Our financial condition may suffer because of declines in the value of the securities held in our investment portfolio
that constitute a significant portion of our assets.

During the second half of 2007, the credit markets were extremely volatile, initially triggered by valuation issues
affecting asset-backed and mortgage-backed securities, with a concentration in subprime mortgage structured
products. Credit market instability spread to the financial services sector amid concerns about that sector s exposure to
real estate related structured products. Certain financial markets remain significantly disrupted and the potential for
reduced liquidity and credit quality remains a risk to our fixed income portfolio. While our fixed income portfolio is
well diversified, continued volatility in the credit markets could adversely affect the values and liquidity of our
corporate and municipal bonds and our asset-backed and mortgage-backed securities, which could have a material
adverse affect on our financial condition. We do not hedge our exposure to interest rate risk as we have the ability to
hold fixed income securities to maturity. Our investment strategy achieves a balanced maturity schedule in order to
moderate investment income in the event of interest rate declines in a year in which a large amount of securities could
be redeemed or mature. We do not hedge our exposure to credit risk as we control industry and issuer exposure in our
diversified portfolio.

At December 31, 2007, we had investments in equity securities of $218 million and investments in limited
partnerships of $293 million, or 7.6% and 10.2% of total assets, respectively. In addition, we are obligated to invest up
to an additional $148 million in limited partnerships, including private equity, real estate and fixed income partnership
investments. Limited partnerships are less liquid and involve higher degrees of price risk than publicly traded
securities. Limited partnerships, like publicly traded securities, have exposure to market volatility; but unlike publicly
traded securities, cash flows and return expectations are less predictable.

All of our marketable securities are subject to market volatility. Our marketable securities have exposure to price risk
and the volatility of the equity markets and general economic conditions. To the extent that future market volatility
negatively impacts our investments, our financial condition will be negatively impacted. We review the investment
portfolio on a continuous basis to evaluate positions that might have incurred other-than-temporary declines in value.
The primary factors considered in our review of investment valuation include the extent and duration to which fair
value is less than cost, historical operating performance and financial condition of the issuer, short- and long-term
prospects of the issuer and its industry, specific events that occurred affecting the issuer and our ability and intent to
retain the investment for a period of time sufficient to allow for a recovery in value. If our policy for determining the
recognition of impaired positions were different, our Consolidated Statements of Financial Position and Statements of
Operations could be significantly impacted. See also Item 8. Financial Statements and Supplementary Data Note 3 of
Notes to Consolidated Financial Statements contained within this report.

Ineffective business relationships, including outsourcing and partnering, could affect our ability to compete.
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The inability to successfully build business relationships through partnering or outsourcing could have a material
adverse effect on our business. As we purchase technologies or services from others, we are reliant upon our partners
employee skill, performance and ability to fulfill fundamental business functions. This places our business
performance at risk. The severity of such risk would be commensurate with the level of aptitude of the external
vendors knowledge and/or technology. If the business partner does not act within the intended limits of their authority
or does not perform in a manner consistent with our business objectives, this could lead to ineffective operational
performance. The potential also exists for an agency or policyholder to experience dissatisfaction with a vendor which
may have an adverse effect on our business and/or agency relationships.

9
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Risk factors relating to the business of the Property and Casualty Group
The Property and Casualty Group faces significant competition from other regional and national insurance
companies which may result in lower revenues. Additionally, we face the operational risk of potential loss resulting
from inadequate or failed internal processes, people, and systems, or from external events.
The Property and Casualty Group competes with regional and national property/casualty insurers including direct
writers of insurance coverage. Many of these competitors are larger and many have greater financial, technical and
operating resources. In addition, there is competition within each insurance agency that represents other carriers as
well as the Property and Casualty Group.
If we are unable to perform at industry leading levels with best practices in terms of quality, cost containment, and
speed-to-market due to inferior operating resources and/or problems with external relationships, our business
performance may suffer. As the business environment changes, if we are unable to adapt timely to emerging industry
changes, or if our people do not conform to the changes, our business could be materially impacted.
The property/casualty insurance industry is highly competitive on the basis of product, price and service. If
competitors offer property/casualty products with more coverage and/or better service or offer lower rates, and we are
unable to implement product or service improvements quickly enough to keep pace, the Property and Casualty Group s
ability to grow and renew its business may be adversely impacted.
The internet continues growing as a method of distribution, both from existing competitors using their brand to write
business and from new competitors. If the Property and Casualty Group s method of distribution does not include
advancements in technology that meet consumer preferences, its ability to grow and renew its business may be
adversely impacted.
If the Erie Insurance Group is unable to keep pace with the rapidly developing technological advancements in the
insurance industry or to replace its legacy policy administration systems, the ability of the Property and Casualty
Group to compete effectively could be impaired.
Technological development is necessary to reduce our cost and the Property and Casualty Group s operating costs and
to facilitate agents and policyholders ability to do business with the Property and Casualty Group. If the Erie
Insurance Group is unable to keep pace with the advancements being made in technology, its ability to compete with
other insurance companies who have advanced technological capabilities will be negatively affected. Further, if the
Erie Insurance Group is unable to update or replace its legacy policy administration systems as they become obsolete
or as emerging technology renders them competitively inefficient, the Property and Casualty Group s competitive
position would be adversely affected.
Premium rates and reserves must be established for members of the Property and Casualty Group from forecasts of
the ultimate costs expected to arise from risks underwritten during the policy period. Our underwriting profitability
could be adversely affected to the extent such premium rates or reserves are too low.
One of the distinguishing features of the property and casualty insurance industry in general is that its products are
priced before its costs are known, as premium rates are generally determined before losses are reported. Accordingly,
premium rates must be established from forecasts of the ultimate costs expected to arise from risks underwritten
during the policy period and may not prove to be adequate. Further, property and casualty insurers establish reserves
for losses and loss adjustment expenses based upon estimates, and it is possible that the ultimate liability will exceed
these estimates because of the future development of known losses, the existence of losses that have occurred but are
currently unreported and larger than historical settlements on pending and unreported claims. The process of
estimating reserves is inherently judgmental and can be influenced by factors that are subject to variation. If pricing or
reserves established by a member of the Property and Casualty Group are not sufficient, our underwriting profitability
may be adversely impacted.
The financial performance of members of the Property and Casualty Group could be adversely affected by severe
weather conditions or other catastrophic losses, including terrorism.
The Property and Casualty Group conducts business in only 11 states and the District of Columbia, primarily in the
mid-Atlantic, midwestern and southeastern portions of the United States. A substantial portion of this business is
private passenger and commercial automobile, homeowners and workers compensation insurance in Ohio,
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Maryland, Virginia and particularly, Pennsylvania. As a result, a single catastrophe occurrence, destructive weather
pattern, general economic trend, terrorist attack, regulatory development or other condition disproportionately
affecting one or more of the states in which the Property and Casualty Group conducts substantial business could
adversely affect the results of operations of members of the Property and Casualty Group. Common natural
catastrophe events include hurricanes, earthquakes, tornadoes, hail storms and severe winter weather. The frequency
and severity of these catastrophes is inherently unpredictable. The extent of losses from a catastrophe is a function of
both the total amount of insured exposures in the area affected by the event and the severity of the event.

Terrorist attacks could cause losses from insurance claims related to the property/casualty insurance operations, as
well as a decrease in our shareholders equity, net income or revenue. The newly enacted federal Terrorism Risk
Insurance Program Reauthorization and Extension Act of 2007 requires that some coverage for terrorist loss be
offered by primary commercial property insurers and provides federal assistance for recovery of claims through 2014.
While the Property and Casualty Group is exposed to terrorism losses in commercial lines and workers compensation,
these lines are afforded a limited backstop above insurer deductibles for acts of terrorism under this federal program.
The Property and Casualty Group has no personal lines terrorist coverage in place. The Property and Casualty Group
could incur large net losses if future terrorist attacks occur.

The Property and Casualty Group maintains a property catastrophe reinsurance treaty that was renewed effective
January 1, 2008 that provides coverage of 95% of a loss up to $400 million in excess of the Property and Casualty
Group s loss retention of $450 million per occurrence. This treaty excludes losses from acts of terrorism. Nevertheless,
catastrophe reinsurance may prove inadequate if a major catastrophic loss exceeds the reinsurance limit which could
adversely affect our underwriting profitability.

The Property and Casualty Group depends on independent insurance agents, which exposes the Property and
Casualty Group to risks not applicable to companies with dedicated agents or other forms of distribution.

The Property and Casualty Group markets and sells its insurance products through independent, non-exclusive
agencies. These agencies are not obligated to sell only the Property and Casualty Group s insurance products, and
generally they also sell competitors insurance products. As a result, the Property and Casualty Group s business
depends in large part on the marketing and sales efforts of these agencies. To the extent these agencies marketing
efforts cannot be maintained at their current levels of volume or they bind the Property and Casualty Group to
unacceptable insurance risks, fail to comply with established underwriting guidelines or otherwise improperly market
the Property and Casualty Group s products, the results of operations and business of the Property and Casualty Group
could be adversely affected. Also, to the extent these agencies place business with competing insurers, due to
compensation arrangements, product differences, price differences, ease of doing business or other reasons, the results
of operations of the Property and Casualty Group could be adversely affected.

To the extent that business migrates to a delivery system other than independent agencies because of changing
consumer preferences, the business of the Property and Casualty Group could be adversely affected. Also, to the
extent the agencies choose to place significant portions or all of their business with competing insurance companies,
the results of operations and business of the Property and Casualty Group could be adversely affected.

If there were a failure to maintain a commercially acceptable financial strength rating, the Property and Casualty
Group s competitive position in the insurance industry would be adversely affected.

Financial strength ratings are an important factor in establishing the competitive position of insurance companies and
may be expected to have an effect on an insurance company s sales. Higher ratings generally indicate greater financial
stability and a stronger ability to meet ongoing obligations to policyholders. Ratings are assigned by rating agencies to
insurers based upon factors that they believe are relevant to policyholders. Currently the Property and Casualty

Group s pooled AM Best rating is an A+ ( superior ). A significant future downgrade in this or other ratings would
reduce the competitive position of the Property and Casualty Group making it more difficult to attract profitable
business in the highly competitive property/casualty insurance market.

Changes in applicable insurance laws, regulations or changes in the way regulators administer those laws or
regulations could adversely change the Property and Casualty Group s operating environment and increase its
exposure to loss or put it at a competitive disadvantage.
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Property and casualty insurers are subject to extensive supervision in the states in which they do business. This
regulatory oversight includes, by way of example, matters relating to licensing and examination, rate setting, market
11
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conduct, policy forms, limitations on the nature and amount of certain investments, claims practices, mandated
participation in involuntary markets and guaranty funds, reserve adequacy, insurer solvency, transactions between
affiliates and restrictions on underwriting standards. Such regulation and supervision are primarily for the benefit and
protection of policyholders and not for the benefit of shareholders. For instance, members of the Property and
Casualty Group are subject to involuntary participation in specified markets in various states in which it operates, and
the rate levels the Property and Casualty Group is permitted to charge do not always correspond with the underlying
costs associated with the coverage issued. Although the federal government does not directly regulate the insurance
industry, federal initiatives, such as federal terrorism backstop legislation, from time to time, also can impact the
insurance industry.
Our ability to attract, develop and retain talented executives, key managers and employees is critical to our success.
Our future performance is substantially dependent upon our ability to attract, motivate and retain executives and other
key management. The loss of the services and leadership of certain key officers and the failure to attract, motivate and
develop talented new executives and managers could prevent us from successfully communicating, implementing and
executing business strategies, and therefore have a material adverse effect on our financial condition and results of
operations.
Our success also depends on our ability to attract, develop and retain a talented employee base. The inability to staff
all functions of our business with employees possessing the appropriate technical expertise could have an adverse
effect on our business performance. Staffing appropriately skilled employees for the deployment and maintenance of
information technology systems and the appropriate handling of claims and rendering of disciplined underwriting, is
critical to the success of our business.
Item 1B. Unresolved Staff Comments
None.
Item 2. Properties
The member companies of the Erie Insurance Group share a corporate home office complex in Erie, Pennsylvania,
which is comprised of 500,000 square feet. The home office complex is owned by the Exchange. We are charged rent
for the related square footage we occupy.
The Erie Insurance Group also operates 23 field offices in 11 states. Eighteen of these offices provide both agency
support and claims services and are referred to as branch offices, while the remaining five provide only claims
services and are considered claims offices. Three field offices are owned by the Exchange and leased to us. We
incurred net rent expense for both the home office complex and the field offices leased from the Exchange totaling
$5.8 million in 2007.
We own three field offices. One field office is owned by EFL and leased to us. The net rent expense for the field
office leased from EFL was $0.3 million in 2007.
The remaining 16 field offices are leased from various unaffiliated parties. In addition to these field offices, we lease
certain other facilities from unaffiliated parties. Net lease payments to external parties amounted to $2.9 million in
2007. Lease commitments for these properties expire periodically through 2012.
The total operating expense, including rent expense, for all office space we occupied in 2007 was $22.9 million. This
amount was reduced by allocations to affiliates of $14.5 million. This net amount after allocations is reflected in our
cost of management operations.
Item 3. Legal Proceedings
Reference is made to Item 8. Financial Statements and Supplementary Data - Note 19 of Notes to Consolidated
Financial Statements contained within this report.
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Item 4. Submission of Matters to a Vote of Security Holders
No matters were submitted to a vote of security holders during the fourth quarter of 2007.
13
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PART 11

Item 5. Market for Registrant s Common Equity, Related Stockholder Matters and Issuer Purchases of Equity
Securities

Common stock market prices and dividends

Our Class A, non-voting common stock trades on The NASDAQ Stock MarketSM LLC under the symbol ERIE. No
established trading market exists for the Class B voting common stock. American Stock Transfer & Trust Company
serves as our transfer agent and registrar. As of February 15, 2008, there were approximately 937 beneficial
shareholders of record of our Class A non-voting common stock and 18 beneficial shareholders of record of our

Class B voting common stock.

The common stock high and low sales prices and dividends for each full quarter of the last two years were as follows:

2007 2006
Cash Dividend Cash Dividend
Sales Price Declared Sales Price Declared
Quarter ended High Low Class A Class B High Low Class A Class B
March 31 $58.24 $51.75 $0.400 $60.00 $53.94 $51.13 $0.360 $54.00
June 30 56.62 52.01 0.400 60.00 52.90 49.67 0.360 54.00
September 30 62.29 50.70 0.400 60.00 53.03 48.49 0.360 54.00
December 31 61.41 50.52 0.440 66.00 58.25 49.55 0.400 60.00
Total $1.640 $246.00 $1.480 $222.00

We historically have declared and paid cash dividends on a quarterly basis at the discretion of the Board of Directors.
The payment and amount of future dividends on the common stock will be determined by the Board of Directors and
will depend on, among other things, our earnings, financial condition and cash requirements at the time such payment
is considered.

Stock performance

The following graph depicts the cumulative total shareholder return (assuming reinvestment of dividends) for the
periods indicated for our Class A Common Stock compared to the Standard & Poor s 500 Stock Index and the
Standard & Poor s Property and Casualty Insurance Index:

2002 2003 2004 2005 2006 2007
Erie Indemnity Company
Class A common stock $100%* $120 $151 $156 $175 $161
Standard & Poor s 500
Stock Index 100* 129 143 150 173 183
Standard & Poor s
Property and Casualty
Insurance Index 100* 126 140 161 181 157

* Assumes $100 invested at the close of trading on the last trading day preceding the first day of the fifth preceding
fiscal year in our Class A common stock, Standard & Poor s 500 Stock Index and Standard & Poor s Property and
Casualty Insurance Index.
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Issuer Purchases of Equity Securities

A stock repurchase plan was authorized allowing us to repurchase up to $250 million of our outstanding Class A
common stock from January 1, 2004, through December 31, 2006. In February 2006, our Board of Directors
reauthorized a $250 million stock repurchase program. In September 2007, our Board of Directors approved a
continuation of the current stock repurchase program for an additional $100 million through December 31, 2008. We
may purchase the shares, from time to time, in the open market or through privately negotiated transactions,
depending on prevailing market conditions and alternative uses of our capital. Shares repurchased during 2007 totaled
2.6 million at a total cost of $137.7 million. Cumulative shares repurchased under this plan since inception was

9.6 million at a total cost of $508.0 million. See Item 8. Financial Statements and Supplementary Data Note 11 of
Notes to Consolidated Financial Statements contained within this report for discussion of additional shares
repurchased outside of this plan from the F. William Hirt Estate in 2007.

Approximate
Dollar Value
Total Number of of Shares that
Total
Number Average Shares Purchased May Yet Be
as Part of
of Shares Price Paid Publicly Purchased
Period Purchased Per Share Announced Plan Under the Plan
October 1 31, 2007 2,997 $56.90
November 1 30, 2007 122,923 54.31 122,923
December 1 31, 2007 198,035 51.56 198,035
Total 323,955 320,958 $92,000,000

The month of October 2007 includes 2,997 shares that vested under the stock compensation plan for our outside
directors. Included in this amount are the vesting of 2,724 shares of awards previously granted and 273 dividend
equivalent shares that vest as they are granted (as dividends are declared by us).
In 2006 and 2007, we issued unregistered shares of our Class A nonvoting common stock in fulfillment of awards
earned under compensation arrangements. Share awards paid out to executive officers under our Long-Term Incentive
Plans were 23,690 on January 11, 2006, 21,388 on January 17, 2007, and 112,824 on May 24, 2007. Share awards
paid to directors under the Deferred Compensation Plan for Outside Directors were 1,982 on May 12, 2006, 2,754 on
May 7, 2007, and 3,416 on September 17, 2007.
The issuances of our securities described above were made in reliance upon the exemption from registration available
under Section 4(2) of the Securities Act of 1933, as amended, as privately negotiated, isolated, non-recurring
transactions not involving any public solicitation. The shares were issued to certain members of senior management
who participate in our Long Term Incentive Plans, and to certain directors under our Deferred Compensation Plan for
Outside Directors. The employee and director participants in each offering were sophisticated and had sufficient
access to the kind of information registration would provide, including information contained in our filings under the
Securities Exchange Act of 1934, as amended. Subsequent to the transactions noted above, on January 16, 2008, we
filed a Registration Statement on Form S-8 with the SEC to register shares to be issued to officers and directors under
certain equity compensation plans. Future issuances of shares under those plans will be made pursuant to such
Registration Statement.
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Item 6. Selected Consolidated Financial Data

ERIE INDEMNITY COMPANY
Years Ended December 31,

(in thousands, except per share data) 2007 2006 2005 2004 2003
Operating data:
Total operating revenue $1,132,291 $1,133,982 $1,124,950 $1,123,144  $1,048,788
Total operating expenses 930,454 934,204 900,731 884,916 820,478
Total investment income-unaffiliated 107,331 99,021 115,237 88,119 66,743
Provision for income taxes 99,137 99,055 111,733 105,140 102,237
Equity in earnings of Erie Family Life
Insurance, net of tax 2914 4,281 3,381 5,206 6,909
Net income $ 212,945 $ 204,025 $ 231,104 $ 226413 $ 199,725
Per share data:
Net income per share-diluted $ 3.43 $ 3.13 $ 334 $ 321 % 2.81
Book value per share-Class A common
and equivalent B shares 17.68 18.17 (1) 18.81 18.14 16.40
Dividends declared per Class A share 1.640 1.480 1.335 0.970 0.785
Dividends declared per Class B share 246.00 222.00 200.25 145.50 117.75
Financial position data:
Investments® $1,277,781 $1,380,219 $1,452,431 $1,371,442  $1,241,236
Receivables due from the Exchange and
affiliates 1,177,830 1,238,852 1,193,503 1,157,384 1,033,750
Total assets 2,878,623 3,039,361 3,101,261 2,982,804 2,756,329
Shareholders equity 1,051,279 1,161,848 1y 1,278,602 1,266,881 1,164,170

Cumulative number of shares
repurchased at December 31, 14,939 (3) 10,448 6,438 4,548 3,403
(1) At December 31, 2006, shareholders equity decreased by $21.1 million, net of taxes, as a result of initially
applying the recognition provisions of Statement of Financial Accounting Standards No. 158, Employers Accounting
for Defined Benefit Pension and Other Postretirement Plans.
(2) Includes investment in Erie Family Life Insurance.
(3) Includes 1.9 million shares of our Class A nonvoting common stock from the F. William Hirt Estate separate from
our stock repurchase program.
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Item 7. Management s Discussion and Analysis of Financial Condition and Results of Operations
The following discussion of financial condition and results of operations highlight significant factors influencing our
Company. This discussion should be read in conjunction with the audited financial statements and related notes and
all other items contained within this Annual Report on Form 10-K, as they contain important information helpful in
evaluating our operating results and financial condition.
Certain statements contained herein are forward-looking statements within the meaning of Section 27A of the
Securities Act of 1933 and Section 21E of the Securities Exchange Act of 1934. Forward-looking statements are not in
the present or past tense and can generally be identified by the use of words such as anticipate, believe, estimate,
expect, intend, likely, plan, project, seek, should, target, will, and other expressions that indicate futi
events. Forward-looking statements include, without limitation, statements and assumptions on which such statements
are based that are related to our plans, strategies, objectives, expectations, intentions and adequacy of resources.
Examples of such statements are discussions relating to management fee revenue, cost of management operations,
underwriting, premium and investment income volumes, and agency appointments. Such statements are not
guarantees of future performance and involve risks and uncertainties that are difficult to predict. Therefore, actual
outcomes and results may differ materially from what is expressed or forecasted in such forward-looking statements.
Among the risks and uncertainties that could cause actual results and future events to differ materially from those set
forth or contemplated in the forward-looking statements are the following: factors affecting the property/casualty and
life insurance industries generally, including price competition, legislative and regulatory developments, government
regulation of the insurance industry including approval of rate increases, the size, frequency and severity of claims,
natural disasters, exposure to environmental claims, fluctuations in interest rates, inflation and general business
conditions; the geographic concentration of our business as a result of being a regional company; the accuracy of our
pricing and loss reserving methodologies; changes in driving habits; our ability to maintain our business operations
including our information technology system; our dependence on the independent agency system; the quality and
liquidity of our investment portfolio; our dependence on our relationship with Erie Insurance Exchange; and the other
risks and uncertainties discussed or indicated in all documents filed by the Company with the Securities and Exchange
Commission, including those described in Part I, Item 1A. Risk Factors and elsewhere in this report. A
forward-looking statement speaks only as of the date on which it is made and reflects the Company s analysis only as
of that date. The Company undertakes no obligation to publicly update or revise any forward-looking statement,
whether as a result of new information, future events, changes in assumptions, or otherwise.
OVERVIEW
The discussions below focus heavily on our three primary segments: management operations, insurance underwriting
operations and investment operations. The segment basis financial results presented throughout Management s
Discussion and Analysis herein are those which management uses internally to monitor and evaluate results and are a
supplemental presentation of our Consolidated Statements of Operations.
Economic and industrywide factors
Although we are primarily a management company, our earnings are driven largely by the management fee revenue
we collect from the Exchange that is based on the direct written premiums of the Property and Casualty Group. The
property/casualty insurance industry is highly cyclical, with periods of rising premium rates and shortages of
underwriting capacity ( hard market ) followed by periods of substantial price competition and excess capacity ( soft
market ). The insurance industry experienced continued price softening in 2007 where significant price competition
resulted in a decline in premiums but produced strong underwriting results. AM Best s estimated industry combined
ratio of 95.6 in 2007 is a deterioration from the actual industry combined ratio of 92.4 in 2006. The lack of significant
catastrophe losses and favorable loss reserve development in 2007 contributed to industry underwriting profitability
and further boosted the robust capital levels of insurers. AM Best expects continued pressure on top-line growth in the
industry in 2008 and is projecting a slight premium decline for the property/casualty industry. The Property and
Casualty Group implemented significant rate reductions and other pricing actions in personal lines in 2007 resulting in
a slight decline in direct written premiums for the Property and Casualty Group. We expect price stability in 2008
with only a minimal decrease of $8.8 million in direct written premium from rating actions taken. A period of
declining premiums is especially challenging for us, as our revenues from management fees are dependent on growth
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in written premium, especially when the management fee rate is at its maximum rate of 25%, which was the case in
2007 and will be in 2008.
The credit environment turmoil caused by the subprime mortgage crisis has impacted the economy beginning in the
second half of 2007. Insurers tend not to have significant investment exposure to subprime mortgage-backed securities
partly due to restrictive state regulations. According to AM Best, insurers that may be subject to significant impact
from the subprime crisis may be those who write coverages where liability may exist such as professional liability and
errors and omissions policies as a result of class-action lawsuits related to subprime-related issues. We do not write
directors and officers or errors and omissions coverages that would expose us to liability
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from subprime mortgage-backed credits. The majority of our fixed income portfolio is rated investment grade (BBB
or higher). Approximately 5.0% of our fixed income portfolio is invested in structured mortgage-backed products that
have an average rating of A+ or higher. We believe we have no direct exposure to the subprime residential mortgage
market through investments in structured products. Similar to our portfolio, the Exchange s fixed income portfolio is
primarily rated investment grade. Approximately 9.9% of the Exchange s fixed income portfolio is invested in
structured products with an average rating of AA+.

In addition to the subprime credit crisis, we continue to monitor our municipal bond portfolio and the impact that
credit rating downgrades of municipal bond insurers could have on our insured municipal bond portfolio. The
municipal bond portfolio accounts for $249.4 million or 35.5% of the total fixed maturity portfolio. Our municipal
portfolio is highly rated and includes all investment grade holdings (BBB or higher). The overall insured credit quality
of the municipal bond portfolio is rated AAA. Insurance enhanced municipal bonds total $199.1 million, or 79.8% of
the municipal bond portfolio. The overall credit quality of our municipal bond portfolio giving no effect to insurance
is rated A+. Our investment policy has always been to invest in municipal bond holdings based on underlying issuer
ratings and believe municipal bond insurer downgrades would not have a material adverse affect on the valuation of
our fixed maturity holdings.

During 2007, we impaired $22.5 million of securities primarily in the banking and finance industries. Included in the
total impairment charge were $5.1 million related to fixed maturities, $8.8 million related to preferred stock and $8.6
million in common stock. Similar to our increased level of impairments during 2007, the Exchange recognized
impairment charges of $145.4 million with $41.7 million in bonds, $44.4 million in preferred stock and $59.3 million
in common stock.

Revenue generation

We have three primary sources of revenue. First, approximately 72% of our revenues are generated by providing
management services to the Exchange. The management fee is calculated as a percentage, not to exceed 25%, of the
direct written premiums of the Property and Casualty Group. The Board of Directors establishes the rate at least
annually and considers such factors as relative financial strength of the Exchange and Company and projected revenue
streams. Our Board set the 2008 rate at 25%, its maximum level.

Second, we generate revenues from our property/casualty insurance subsidiaries, which consist of our share of the
pooled underwriting results of the Property and Casualty Group. All members of the Property and Casualty Group
pool their underwriting results. Under the pooling agreement, the Exchange assumes 94.5% of the Property and
Casualty Group s direct written premium. Through the pool, our subsidiaries, Erie Insurance Company and Erie
Insurance Company of New York, currently assume 5.5% of the Property and Casualty Group s direct written
premium, providing a direct incentive for us to manage the insurance underwriting discipline as effectively as
possible.

Finally, we generate revenues from our fixed maturity and equity investment portfolios, which provided nearly

$50 million in pre-tax investment income during 2007. The portfolio is managed with a view toward maximizing
after-tax yields and limiting credit risk. In addition, our portfolio of limited partnership investments generated nearly
$60 million in earnings before tax.

Our results have allowed us to consistently generate high levels of cash flow from operations, which was

$248.5 million in 2007. Our net cash flows from operations have been used to pay shareholder dividends and more
recently to repurchase shares of our stock under our repurchase program.

Opportunities, challenges and risks

In order to grow our management fee revenue, our key challenges in 2008 continue to be profitable revenue growth in
a time of heightened price competition. Containing the growth of expenses in our management operations is
particularly important since it affects our gross margins from management operations and bears directly on Property
and Casualty pricing, which is extremely competitive in soft markets. Expense management is further challenged by
our need to enhance technology and improve ease of doing business for our Agents and policyholders.

In 2007, we increased penetration in our current territories through the appointment of 214 new agencies. During
2008, we plan to continue this momentum by appointing another 140 agencies. In 2007, we continued to develop the
personal lines pricing plan, by introducing additional variables that further segment risks and allow us to be price
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competitive for the best risks. The Property and Casualty Group continues to evaluate potential new product offerings
to meet consumer demands.
We plan to continue to control the growth in the cost of management operations by controlling salary and wage costs
and other discretionary spending in 2008. However, we also intend to continue making targeted investments in
technology to enhance customer service and ease of doing business with agents and customers, and improve
productivity.
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Financial overview

(in thousands, except per share data)
Income from management operations
Underwriting income

Net revenue from investment operations

Income before income taxes
Provision for income taxes

Net income
Net income per share-diluted

Key points

2007
$177,174
24,663
110,464

312,301
99,356

$212,945

$ 343

Years ended December 31,

%
Change
2007
over
2006

(5.0)%
84.5
6.6

2.9
0.0

44

9.6%

2006
$186,408
13,370
103,625

303,403
99,378

$204,025

$ 313

% Change

2006 over
2005

(10.9)%
(10.6)
(12.8)

(11.6)
(11.3)

(11.7)

(6.3)%

2005
$209,269
14,950
118,873

343,092
111,988

$231,104

$ 334

Increase in net income per share-diluted in 2007 impacted by improved underwriting operations and earnings from

limited partnership investments.

Gross margins from management operations decreased to 18.1% in 2007 from 19.2% in 2006.

The management fee rate was 25% for 2007 and 24.75% for 2006.

GAAP combined ratio of 88.1 in 2007 improved from 93.7 in 2006 due to severity trend improvements resulting in

reserve redundancies.

Net revenue from investment operations was positively impacted by a 42.9% increase in earnings from limited
partnership investments in 2007. Equity in earnings of limited partnerships increased to $59.7 million in 2007 from

$41.8 million in 2006.
Management operations

Management fee revenue increased 0.4% and 0.3% in 2007 and 2006, respectively. The two determining factors of
management fee revenue are: 1) the management fee rate we charge, and 2) the direct written premiums of the
Property and Casualty Group. The management fee rate increased to 25% for 2007 from 24.75% for 2006, while
the direct written premiums of the Property and Casualty Group were largely unchanged at $3.8 billion for 2007

and 2006.

In 2007, the direct written premiums of the Property and Casualty Group decreased 0.5% compared to a 3.9%
decline in 2006. New policy direct written premiums of the Property and Casualty Group increased 9.0% in 2007,
compared to a 0.3% decrease in 2006. New business policies in force increased 6.4% in 2007, compared to 3.6%
in 2006. Despite the growth in policies in force, rate reductions implemented in 2006 and 2007 resulted in the

decline in the Property and Casualty Group s direct written premiums.

The cost of management operations increased 1.8%, or $13.9 million, to $799.6 million in 2007. The increase in

cost of management operations in 2007 was the result of:
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Commissions Total commission costs increased 0.6%, or $3.3 million, to $557.4 million in 2007. Normal
scheduled rate commissions remained flat during 2007, while other agent incentives, including the first
full-year impact of the $50 private passenger auto bonus, drove the increase in commissions.

Total costs other than commissions All other non-commission expense increased 4.6%, to $242.2 million in
2007, driven by personnel and other operating costs. Personnel costs increased primarily due to a $3.3 million
charge related to the voluntary resignation of our former president and chief executive officer and higher
average pay rates for our employees. Other operating costs increased due to a charge in the third quarter 2007
for a judgment against us of $4.3 million as well as increased expenses for additional software costs and

professional fees related to various corporate projects.
19
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Insurance underwriting operations
Contributing to the positive insurance underwriting operating result of an 88.1 GAAP combined ratio were the

following factors:
lower pricing offset by improving severity trends resulted in a favorable 2007 accident year combined ratio;

5.3 points, or $11.0 million, of favorable development on prior accident year loss reserves in 2007; and

catastrophe losses totaling 1.7 points in 2007 that were below expected results.

Investment operations
Net investment income decreased 5.5% in 2007 compared to 2006, as invested assets continued to decline in 2007
to fund stock repurchases of $236.7 million. Included in 2007 is a repurchase separately authorized by our Board
of Directors for shares from the F. William Hirt Estate of $99.0 million.

Net realized losses on investments totaled $5.2 million in 2007 compared to 2006 realized gains of $1.3 million
primarily due to impairment charges of $22.5 million offset by gains on sales of common stock of $14.3 million.

Equity in earnings of limited partnerships increased 42.9% in 2007 as a result of fair value appreciation from

private equity partnerships and fair value appreciation and earnings from our real estate limited partnerships.
The topics addressed in this overview are discussed in more detail in the sections that follow.
CRITICAL ACCOUNTING ESTIMATES
In order to prepare financial statements in accordance with GAAP, we make estimates and assumptions that have a
significant effect on reported amounts of assets and liabilities at the date of the financial statements and the reported
amounts of revenues and expenses during the reporting period and related disclosures. Management considers an
accounting estimate to be critical if (1) it requires assumptions to be made that were uncertain at the time the estimate
was made, and (2) different estimates that could have been used, or changes in the estimate that are likely to occur
from period to period, could have a material impact on our consolidated statements of operations or financial position.
The following presents a discussion of those accounting policies surrounding estimates that we believe are the most
critical to our reported amounts and require the most subjective and complex judgment. If actual events differ
significantly from the underlying assumptions and estimates used, there could be material adjustments to prior
estimates that could potentially adversely affect our results of operations, financial condition and cash flows. The
estimates and the estimating methods used are reviewed continually, and any adjustments considered necessary are
reflected in current earnings.
Investment valuation
We make estimates concerning the valuation of all investments. We value fixed maturities and equity securities based
on published market prices, except in rare cases where quoted market prices are not available.
Investments are evaluated monthly for other-than-temporary impairment loss. Some factors considered in evaluating
whether or not a decline in fair value is other-than-temporary include:

the extent and duration for which fair value is less than cost;

historical operating performance and financial condition of the issuer;
short- and long-term prospects of the issuer and its industry based on analysts recommendations;
specific events that occurred affecting the issuer, including rating downgrades; and

our ability and intent to retain the investment for a period of time sufficient to allow for a recovery in value.
20
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An investment deemed other than temporarily impaired is written down to its estimated fair value. Impairment charges
are included as a realized loss in the Consolidated Statements of Operations.
The primary basis for the valuation of limited partnership interests are financial statements prepared by the general
partner. Because of the timing of the preparation and delivery of these financial statements, the use of the most
recently available financial statements provided by the general partners typically result in not less than a quarter delay
in the inclusion of the limited partnership results in our Consolidated Statements of Operations. Nearly all of the
underlying investments in our limited partnerships are valued using a source other than quoted prices in active
markets. Our limited partnership holdings are considered investment companies where the general partners record
assets at fair value. Several factors are to be considered in determining whether an entity is an investment company.
Among these factors are a large number of investors, low level of individual ownership and passive ownership that
indicate the entity is an investment company.
We have three types of limited partnership investments: private equity, mezzanine debt and real estate. Our private
equity and mezzanine debt partnerships are diversified among various industries to minimize potential loss exposure.
The fair value amounts for our private equity and mezzanine debt partnerships are based on the financial statements of
the general partners, who use various methods to estimate fair value including the market approach, income approach
and/or the cost approach. The market approach uses prices and other pertinent information from market-generated
transactions involving identical or comparable assets or liabilities. Such valuation techniques often use market
multiples derived from a set of comparables. The income approach uses valuation techniques to convert future cash
flows or earnings to a single discounted present value amount. The measurement is based on the value indicated by
current market expectations about those future amounts. The cost approach is derived from the amount that is
currently required to replace the service capacity of an asset. If information becomes available that would impair the
cost of these partnerships, then the general partner would generally adjust to the net realizable value.
Real estate limited partnerships are recorded at fair value based on independent appraisals and/or internal valuations.
Real estate projects under development are generally valued at cost and impairment tested by the general partner. We
minimize the risk of market decline by avoiding concentration in a particular geographic area and are diversified
across residential, commercial, industrial and retail real estate investments.
We perform various procedures in review of the general partners valuations, and while we rely on the general partners
financial statements as the best available information to record our share of the partnership unrealized gains and losses
resulting from valuation changes, we adjust our financial statements where appropriate. As there is no ready market
for these investments, they have the greatest potential for variability. We survey each of the general partners about
expected significant changes (plus or minus 10% compared to previous quarter) to valuations prior to the release of
the fund s quarterly and annual financial statements. In the event of an expected significant change, the general partner
will notify us and we will consider whether or not disclosure is warranted.
Property/casualty insurance liabilities
Reserves for property/casualty insurance unpaid losses and loss adjustment expenses reflect our best estimate of future
amounts needed to pay losses and related expenses with respect to insured events. These reserves include estimates for
both claims that have been reported and those that have been incurred but not reported. They also include estimates of
all future payments associated with processing and settling these claims. Reported losses represent cumulative loss
and loss adjustment expenses paid plus case reserves for outstanding reported claims. Case reserves are established by
a claims handler on each individual claim and are adjusted as new information becomes known during the course of
handling the claims. Incurred but not reported reserves represent the difference between the actual reported loss and
loss adjustment expenses and the estimated ultimate cost of all claims.
The process of estimating the liability for property/casualty unpaid loss and loss adjustment expense reserves is
complex and involves a variety of actuarial techniques. This estimation process is based largely on the assumption that
past development trends are an appropriate indicator of future events. Reserve estimates are based on our assessment
of known facts and circumstances, review of historical settlement patterns, estimates of trends in claims frequency and
severity, legal theories of liability and other factors. Variables in the reserve estimation process can be affected by 1)
internal factors, including changes in claims handling procedures and changes in the quality of risk selection in the
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underwriting process, and 2) external events, such as economic inflation, regulatory and legislative changes. Due to
the inherent complexity of the assumptions used, final loss settlements may vary significantly from the current
estimates, particularly when those settlements may not occur until well into the future.

Our actuaries review reserve estimates for both current and prior accident years using the most current claim data, on a
quarterly basis, for all direct reserves except the reserves for the pre-1986 automobile catastrophic injury liability that
are reviewed semi-annually. These catastrophic injury reserves are reviewed semi-annually because of the relatively
low number of cases and the long-term nature of these claims. For reserves that are reviewed semi-annually, our
actuaries monitor the emergence of paid and reported losses in the intervening quarters to either confirm that the
estimate of ultimate losses should not change, or if necessary, perform a reserve review to determine whether the
reserve estimate should change. Significant changes to the factors discussed above, which are either known or
reasonably projected through analysis of internal and external data, are quantified in the reserve estimates each
quarter.

The quarterly reserve reviews incorporate a variety of actuarial methods and judgments and involve rigorous analysis.
The various methods generate different estimates of ultimate losses by product line and product coverage
combination. Thus, there are no reserve ranges, but rather point estimates of the ultimate losses developed from the
various methods. The methods that are considered more credible vary by product coverage combination based
primarily on the maturity of the accident quarter, the mix of business and the particular internal and external
influences impacting the claims experience or the method.

Paid loss development patterns, generated from historical data, are generally less useful for the more recent accident
quarters of long-tailed lines since a low percentage of ultimate losses are paid in early periods of development.
Reported loss (including cumulative paid losses and case reserves) development patterns, generated from historical
data, estimate only the unreported losses rather than the total unpaid losses as this technique is affected by changes in
case reserving practices. Combinations of the paid and reported methods are used in developing estimated ultimate
losses for short-tail coverages, such as private passenger auto property and homeowners claims, and more mature
accident quarters of long-tail coverages, such as private passenger auto liability claims and commercial liability
claims, including workers compensation. The Bornhuetter-Ferguson method combines a reported development
technique with an expected loss ratio technique. An expected loss ratio is developed through a review of historical loss
ratios by accident quarter, as well as expected changes to earned premium, mix of business and other factors that are
expected to impact the loss ratio for the accident quarter being evaluated. This method is generally used on the first
four to eight accident quarters on long-tail coverages because a low percentage of losses are paid in the early period of
development.

The reserve review process involves a comprehensive review by our actuaries of the various estimation methods and
reserve levels produced by each. These multiple reserve point estimates are reviewed by our reserving actuaries and
reserve best estimates are selected. The selected reserve estimates are discussed with management. Numerous factors
are considered in setting reserve levels, including, but not limited to, the assessed reliability of key loss trends and
assumptions that may be significantly influencing the current actuarial indications, the maturity of the accident year,
pertinent claims frequency and severity trends observed over recent years, the level of volatility within a particular
line of business and the improvement or deterioration of actuarial indications in the current period as compared to
prior periods.

We also perform analyses to evaluate the adequacy of past reserve levels. Using subsequent information, we perform
retrospective reserve analyses to test whether previously established estimates for reserves were reasonable. Our 2007
retrospective analysis indicated the Property and Casualty Group s December 31, 2006 direct reserves had an estimated
redundancy of approximately $270 million, which was about 7.5% of total reserves.

The Property and Casualty Group s coverage with the greatest potential for variation are the catastrophic injury
liability reserves. Workers compensation policies and the automobile no-fault law in Pennsylvania before 1986
provide for unlimited medical benefits. The estimate of ultimate liabilities for these claims is subject to significant
judgment due to variations in claimant health, mortality over time and health care cost trends. Because the coverage
related to these claims is unique and the number of claims is less than 150, the previously discussed methods are not
used; rather ultimate losses are estimated on a claim-by-claim basis. An annual payment assumption is made for each
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of these claimants who sustained catastrophic injuries and then projected into the future based upon a particular
assumption of the future inflation rate, including medical inflation and life expectancy of the claimant. At
December 31, 2007, the reserve carried by the Property and Casualty Group for the pre-1986 automobile catastrophic
injury liabilities, which is our best estimate of this liability at this time, was $299.0 million, which is net of
$163.2 million of anticipated reinsurance
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recoverables. Our property/casualty subsidiaries share of the net automobile catastrophic injury liability reserve is
$16.4 million at December 31, 2007. The most significant variable in estimating this liability is medical cost inflation.
Our medical inflation rate assumption in setting this reserve for 2007 is for a 10% annual increase grading down 1%
per year to an ultimate rate of 5%. Each 100-basis point change in the medical cost inflation assumption would result
in a change in net liability for us of $2.9 million. In 2007, we changed our mortality rate assumption to give 75%
weight to our own mortality experience and 25% weight to a disabled pensioner mortality table. Prior to this, we used
a mortality assumption based 100% on our actual mortality experience only. Our actual mortality experience for
disabled lives of catastrophically injured people is based on a relatively small number of lives. We believe weighting
the mortality assumption to incorporate the disabled pensioner mortality table, which has longer mortality than our
experience, is reasonable in estimating our ultimate liability for these claims.
In 2007, the workers compensation catastrophic injury claims were segregated from the total population of workers
compensation claims and ultimate losses were developed on a claim-by-claim basis. Similar to the pre-1986
automobile catastrophic injury liability, these reserves are subject to significant judgment due to variations in claimant
health, mortality over time and health care cost trends. At December 31, 2007, the reserve carried by the Property and
Casualty Group for these workers compensation catastrophic injury reserves, which is our best estimate of this
liability at this time, was $241.5 million, which is net of $13.1 million of anticipated reinsurance recoverables. Our
property/casualty insurance subsidiaries share of the workers compensation catastrophic injury reserves is
$13.3 million at December 31, 2007.
Retirement benefit plans
Our pension plan for employees is the largest and only funded benefit plan we offer. Our pension and other retirement
benefit obligations are developed from actuarial estimates in accordance with Financial Accounting Standard
(FAS) 87, Employers Accounting for Pensions. Several statistical and other factors, which attempt to anticipate future
events, are used in calculating the expense and liability related to the plans. Key factors include assumptions about the
discount rates and expected rates of return on plan assets. We review these assumptions annually and modify them
considering historical experience, current market conditions, including changes in investment returns and interest
rates, and expected future trends.
Accumulated and projected benefit obligations are expressed as the present value of future cash payments. We
discount those cash payments using the prevailing market rate of a portfolio of high-quality fixed-income debt
instruments with maturities that correspond to the payment of benefits. Lower discount rates increase present values
and subsequent year pension expense; higher discount rates decrease present values and subsequent year pension
expense. In determining the discount rate, we performed a bond-matching study. The study developed a portfolio of
non-callable bonds rated AA- or better. For some years, there were no bonds maturing. In these instances, the study
estimated the appropriate bond by assuming that there would be bonds available with the same characteristics as the
available bond maturing in the immediately following year. The cash flows from the bonds were matched against our
projected benefit payments in the pension plan, which have a duration of about 18 years. This bond-matching study
supported the selection of a 6.62% discount rate for the 2008 pension expense. The 2007 expense was based on a
discount rate assumption of 6.25%. A change of 25 basis points in the discount rate assumption, with other
assumptions held constant, would have an estimated $1.7 million impact on net pension and other retirement benefit
costs in 2008, before consideration of expense allocation to affiliates.
Unrecognized actuarial gains and losses are being recognized over a 15-year period, which represents the expected
remaining service life of the employee group. Unrecognized actuarial gains and losses arise from several factors,
including experience and assumption changes in the obligations and from the difference between expected returns and
actual returns on plan assets. These unrecognized losses are recorded in the pension plan obligation on the Statements
of Financial Position and Accumulated Other Comprehensive Income in 2007 in accordance with FAS 158,
Employers Accounting for Defined Benefit Pension and Other Postretirement Plans. These amounts are systematically
recognized as an increase to future net periodic pension expense in accordance with FAS 87 in future periods.
The expected long-term rate of return for the pension plan represents the average rate of return to be earned on plan
assets over the period the benefits included in the benefit obligation are to be paid. The expected long-term rate of
return is less susceptible to annual revisions, as there are typically not significant changes in the asset mix. The long-
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term rate of return is based on historical long-term returns for asset classes included in the pension plan s target
allocation. A reasonably possible change of 25 basis points in the expected long-term rate of return assumption, with
other assumptions held constant, would have an estimated $0.7 million impact on net pension benefit cost before
consideration of reimbursement from affiliates.

The actuarial assumptions used by us in determining our pension and retirement benefits may differ materially from
actual results due to changing market and economic conditions, higher or lower withdrawal rates or longer or shorter
life spans of participants. While we believe that the assumptions used are appropriate, differences in actual experience
or changes in assumptions may materially affect our financial position or results of operations. Further information on
our retirement benefit plans is provided in Item 8 Financial Statements and Supplementary Data - Note 8 of the Notes
to Consolidated Financial Statements contained within this report.

NEW ACCOUNTING STANDARDS

See Financial Statements and Supplementary Data - Note 2 of the Notes to Consolidated Financial Statements
contained within this report for a discussion of recently issued accounting pronouncements.

RESULTS OF OPERATIONS

Management operations

Years ended December 31,

%
Change % Change

2007 over 2006 over
(in thousands) 2007 2006 2006 2005 2005
Management fee revenue $947,023 0.4% $942,845 0.3% $940,274
Service agreement revenue 29,748 1.7 29,246 42.2 20,568
Total revenue from management
operations 976,771 0.5 972,091 1.2 960,842
Cost of management operations 799,597 1.8 785,683 4.5 751,573
Income from management
operations $177,174 (5.0)% $186,408 (10.9% $209,269
Gross margin 18.1 % 19.2 % 21.8 %

Key points
The management fee rate was 25% in 2007 compared to 24.75% in 2006.

Direct written premiums of the Property and Casualty Group decreased 0.5% in 2007.
- Policies in force increased 2.4% to 3,888,333 in 2007 from 3,798,297 in 2006.

- Year-over-year average premium per policy was $973 in 2007 and $1,001 in 2006, a decrease of 2.8%.
- Premium rate changes resulted in an $86 million decrease in 2007 written premiums.
Costs other than commissions increased 4.6% while commission costs increased 0.6% in 2007.
- A $50 private passenger auto incentive increased $3.1 million due to the full-year impact of the bonus in 2007
which was introduced in July 2006. Accelerated rate commissions increased $1.3 million as a result of the

continued expansion of our independent agency force.

- Personnel costs increased 1.7%, or $2.4 million, primarily due to:
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a $3.3 million charge related to the resignation of our president and chief executive officer previously
discussed,

higher average pay rates offset by lower staffing levels, and

a $2.3 million reduction in t