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ALEXANDER & ALEXANDER SERVICES INC. is the international insurance 
brokerage, risk management and human resource management con- 
sulting company serving the needs of clients in over 70 countries. 

More than 16,000 A& employees plan, place and service all types 
of insurance and risk management programs on behalf of businesses 
and other organizations as well as governmental entities and individ- 
uals. We place reinsurance and provide risk analysis and self-insurance 
services. 

Our human resource management consulting operations provide 
actuarial and administrative services for compensation and benefit 
plans as well as employee communications and management consult- 
ing services. 



w orldwide operations 
of Alexander & Alex- 

ander Services Inc. produced 
record revenues in 1988 of 
$1.23 b i ion  and net income 
of $67.5 million. Our operat- 
ing income grew more than 
7.5% as margins improved 
throughout the year. 

Insurance markets, like 
equity markets, are subject to 
pricingvolatility. Throughout 
1988, commercial insurance 
premiums were declining at 
double-digit rates as under- 
writers competed fiercely for 
market share. 

In my letter to you a year 
ago, I noted that soft markets 
bring short-term benefits to 
many of our clients but create 
long-term financial risks and 
possible insolvencies among 
underwriters. A&A manage- 
ment has carried this message 
to audiences worldwide as we 
address our clients' diverse 
risk management interests. 

A d ' s  strategy for enhanc- 
ing shareholder value is 
straightforward. During all 
phases of the insurance cycle, 
we focus on providing excep- 
tional client service, improv- 
ing our operating margins, 
and attracting the best avail- 
able talent to execute our 
strategy. We performed well 
in 1988 against these 
objectives. 

Over a year ago, we 
announced our commitment 

to concentrate on the Com- 
pany's core businesses. A&s 
divestiture of undenvriting 
units was followed in 1988 by 
the sale of our insurance pre- 
mium financing subsidiary, 
TIFCO Inc. 

In addition, we will sell or 
phase out several small, non- 
strategic operations during 
1989. The estimated costs or 
expenses have been charged in 
1988 and should have no  
impact on 1989 financial 
results. 

Our exposure to the cyclical 
swings in the insurance mar- 
kets is offset to some degree 
by the success of our global 
human resource management 
operation, the Alexander 
Consulting Group. Frequent 
tax law and legislative changes 
relating to employee benefits 
help fuel ACG's growth. 

A d s  international strategy 
was reflected in further 
enhancement of our service 
network in key geographical 
regions. We have focused spe- 
cial attention on North 
America, Europe and the 
Pacific Rim to respond to 
growing business opportunities. 

A d  benefited throughout 
the year from increased 
synergy among our insurance 
broking, risk management 
and human resource manage- 
ment consulting operations. 

In all  of these activities, 
A&A people "think global 

and act local." Just as our 
own service business has 
become more complex, so 
have the needs of our clients. 
We are determined that each 
client receives the same com- 
mitment to excellence from 
the A d  team anywhere in 
the world. As shareholders, 
we recognize superior d e n t  
service is the key to outper- 
forming the competition and 
improving shareholder value. 

Client retention and new 
business production during 
1988 were solid. We contin- 
ued to emphasize cost con- 
tainment and expense 
controls. As a result, we 
expect improvement in our 
operating margins when the 
insurance market stabilizes. 

At last year's Annual Meet- 
ing, shareholders voted to 
change the composition of 
the board of directors from 17 
to 10 and to create a majority 
of non-management or "out- 
side" directors. 

Two new outside directors, 
Dr. Robert E. Boni and Peter 
C. Godsoe, have joined the 
board. After four years of ser- 
vice, W. Douglas H. Gardiner 
retired in Febmary 1989. 

We made a number of 
management changes during 
1988 that will serve us well 
in the 1990s. New respon- 
sibilities were assigned to 
Michael K. White and 
William M. Wilson, our exec- 





A lexander & Alexander's worldwide re- 
sources typically support transactions 

between an A d  professional and a client. Our 
employees bring to each business relationship: 
0 The training and skills to understand the cli- 
ents' business and their insurance, risk manage- 
ment and human resource management 
consulting needs. 
0 The highest level of professional counsel with 
an emphasis on creative solutions. 

An ability to anticipate clients' needs and 
respond &om their point 
of view. 
0 Effective communica- 
tion. 

During 1988, thou- 
sands of A d  executives 
and support staff com- 
pleted professional devel- 
opment programs. 

The Alexander Con- 
sulting Group's Achiev- 
ing Professional Excel- 
lence (APEX) program 
enhanced the client- 
service capabilities of 
nearly 150 consultants 
and brokers. 

Other ACG programs 
offer specialized trainiig 
to our employees. This 

Training seminars at Alexander Howden Lim- 
ited, A d ' s  U.K.-based wholesale broking sub- 
sidiary, are regularly attended by London 
underwriters. Client service capabilities also have 
been strengthened among many of the Compa- 
ny's retail brokers by Howden's London 
exchange program. This gives our brokers hands- 
on experience in the London market. 

Executives are increasingly cautious when 
selecting brokers and consultants. They seek out 
experts who fully understand their organizations 

''A RECORD NUMBEROF A&A PROFESSIONAL5 

COMPI.ETEDTRAINING PROGRAMS IN 1988. 

OURFLEXIRLE, HIGHLY SKILLED EMPLOYEFS 

PROVIDE QUALITY SERVICETO 

OURCLIENTS AROUND THE WORLD. BECAUSE 

OF THE TALENT BASE OF A&A PEOPLE, WE CAN 

MEETCLIENTS NEEDS EVEX IN A VOI.ATI1.E 

IKSURANCE MARKET" 

enables them to better assist clients facing com- 
plex human resource management issues such as 
new discrimination rules for health and other 
welfare benefit plans. 

Alexander & Alexander Inc. expanded its 
regional training system to further strengthen 
the professional s k i  of US. brokers, account 
executives and support st&. 

as well as their risk expo- 
sures and human resource 
management needs. 

While mastering the 
details of individual spe- 
cialties, our professionals 
know where to turn 
when clients need addi- 
tional support. A&A 
business units coordinate 
worldwide expertise and 
resources to match indi- 
vidual client needs. 

The Company's empha- 
sis on quality service also 
encompasses technical 
resources. Expanded com- 
puterization and other 
technical enhancements 
continue to meed claims 

and service and to minimize paperwork. 
Recruitment, development and retention of 

skillful, committed employees are among A d ' s  
principal objectives. Despite difficult market 
conditions, the Company continues to meet its 
long-term commitment to nurmre our people 
and to provide them with appropriate resources 
for obtaining and serving clients worldwide. 





health care, energy, utilities and construction as 
well as US-Japanese investment business and 
other international activity. As resources for local 
offices, they provide relevant technical service for 
specialized needs. 

The breadth of our services also enables us to 
perform as risk management consultants when 
our clients' interests are not fully covered by tra- 
ditional insurance. 

A&A has continued its tradition of developing 
alternative funding mechanisms to meet specific 

A coordinated network of services extends 
from A&s more than 16,000 employees 

in over 300 offices worldwide. 
Through our account executives and other 

professionals, clients have access to diverae insur- 
ance and reinsurance brokerage and risk manage- 
ment services, including innovative alternatives 
to traditional coverage. 

Our sophisticated human resource rnanage- 
ment services are also available through local 
offices worldwide. 

"WITH OURINTERNATIONAL NETWORKIN 

PLACE. A&A HAS UNPARALLELED 

CAPARIIMTIES FORSERVING CLIENTS FROM 

COUNTRY X) COUNTRY. THE ADVANTAGM OF 

A WORLDWIDE TEAM APPROACH Am, 

BECOMING INCREASINGLY  IMPORTANT^ OUR 

CLIENTS INTHE 1990s. FEW COMPANIES, 

LARGE OR SMALL, WILL ESCAPE THE CHANGES 

THAT ARE SWEEPING THEGLORAL BUSINES 

ENVIRONMENT" 

WILLIAM M. WILSON 

Ex~ccrrm VICE P ~ I D E N T  

This global network has 
grown steadily since we 
became a publicly held 
company in 1969. 
Twenty years ago, more 
than 95% of our business 
was centered in the 
United States. In 1988, 
non-US. operations pro- 
duced about one-third of 
the Company's operating 
revenues. We expect this 
pattern to accelerate. 

A&s teams of profes- 
s i o h  support lccd o f i a  
with s p e d m d  e-. In 
North America, this is 
reflected in our national 
marketing groups. For 
example, the Financial 
kod& Group is recognized for their expience 
with directom and o9im liability, fidelity bonds, 
computer crime and other financial products. 

They assist A&A offices in designing and mar- 
keting accounts to underwriters as well as keep- 
ing our executives up to date on industry trends 
and practices in the financial services field. 

Our marketing groups also focus on aviation, 

= 

= 

business and professional 
needs. Among the prod- 
ucts launched in 1988 
was EPIC, a risk reten- 
tion group for environ- 
mental impairment 
insurance. We also estab- 
lished alternative funding 
mechanisms for physi- 
cians and other medical 
professionals. 

Various legal and public 
policy developments keep 
the insurance industry in 
a state of turmoil. 

In the United States, 
we track public policy 
developments through 
various research efforts 
that indude o w  Govern- 

ment & Industry Mairs Office in Washington, 
D.C. GIA's annual risk management survey and 
related activities offer added value to clients 
whose financial exposures are affected by various 
federal laws and regulations. 

Around the globe, A&A has few rivals in its 
ability to help businesses understand and manage 
their exposures to risk. 





In Europe, where some companies are just 
beginning to prepare for 1992, we have a mature 
network in place. We own or control broking, 
risk management and human resource manage- 
ment consulting operations in the United King- 
dom and Ireland, the Netherlands, France, Italy, 
Belgium, Sweden, Spain, Portugal and Switzer- 
land. We also have substantial equity in a West 
German insurance broker. 

These relationships enable us to provide con- 
sistent, integrated quality service. It gives our 

1 people "global pass- 

F or 90 years, Alexander & Alexander Services 
Inc. has provided creative, professional ser- 

vice to clients. 
Since our founding in 1899, the company 

launched by Charles and William Alexander has 
grown from a small West Virginia insurance firm 
into one of the world's leading insurance broker- 
age, risk management and human resource man- 
agement consulting organizations. 

Leadership and prosperity in the fiture will 
be earned by companies that combine world- 

"A&A.S MISSION TIES DIRECTLY I N ~ T R E  

INTERESTS OF CLIENTS, EMPLOYEES AND 

SHAREHOLDERS. OURMISSION IS m SOLVE 

CLIENT PROBLEMS BY PROVIDING INNOVATIVE 

SERVICE THROUGH HIGHLY MOTIVATED, 

EXPERTEMPLOYEES. BY ACHIEVING THIS. WE 

WILL OFFERA SECURE AND GROWING 

FINANCIAL RETURN TC SHAREHOLDERS AND 

EMPLOYEES" 

wide expertise with spe- 
cific local know-how. It is 
what we mean when we 
say, "Think global, act 
local." 

Two important free 
trade developments re- 
ceived international head- 
lines in 1988. 

The United States and 
Canada signed a landmark 
free trade agreement. 
Meanwhile, the European 
Community C O ~ M U ~ S  to 
move toward economic 
integration and free trade 
in the 1990s. 

For all the talk of "EC 
1992" and the Canadian- 
U S .  agreement, the ulti- 

T.H. IRVTN 

CHAIRMAN&- CHIEFEXECLTTIVE OFFICER 

= 

= 

ports" to cross interna- 
tional boundaries to 
develop the best insur- 
ance programs for clients. 

Ownership also helps us 
better understand eco- 
nomic conditions and 
insurance practices. We 
can collect reliable local 
information and put it to 
use in the most complex, 
centrally controlled mas- 
ter program. 

Flexibility is our key to 
growth. The 1990s will 
be a period of major 
change in traditional in- 
surance markets. There 
will be difficult regulatory 

mate business consequences cannot be predicted 
with certainty. A&A has created a flexible sales 
and service strategy that will position us to work 
effectively whatever the prevailing business 
conditions. 

This is illustrated by the fact that, outside of 
their home country, our major competitors rely 
primarily on correspondents to represent their 
clients. In contrast, A&A owns controlling inter- 
est in most of our major affiliated operations. 

and legal challenges as well as a continuing 
expansion in client consulting needs. 

In this environment, we are committed to 
offering professional, innovative services while 
providing a good financial return for our share- 
holders. A d  has the people and resources to 
achieve this in the midst of challenging global 
business conditions. 





I 

THE CLIENTS OF ALEXANDER& 

ALEXANDERDEPEND ON OURDIVERSITY 

AND DEPTH OF SERVICES IN INSURANCE 

BROKERAGE, RISK MANAGEMENT AND 

HUMAN RESOURCE MANAGEMENT 

CONSULTING. THEY RELY ON THE 

PROVEN CAPABILITIES AND SERVICE 

NETWORK THAT SUPPORT OUR 

RECOMMENDATIONS. 

IN COMMERCIAL CENTERS 

THROUGHOUT THE WORLD, WE 

CUSTOMIZE AND DELIVERPROMPT, 

COST-EFFECTIVE SERVICES. IN MANY 

COUNTRIES, A&A IS THE FOREMOST 

BROKERAND CONSULWT WITH 

OPERATIONS THAT GREW OUT OF 

INDIGENOUS BUSINESSES. 



As a leading international 
retail broker, we a m g e  risk 
management and insurance 
programs for businesses and 
other organizations as well as 
governmental entities and 
individuals. 

Internationally, client ser- 
vice is provided through an 
insurance broking network 
coordinated by A&s Global 
Retail Board. Specialized 
regional marketing groups 
support the expertise and 
service available through local 
offices in more than 70 
countries. 

We have a particularly 
strong position in the United 
States, United Kingdom and 
Europe, Canada, Australia 
and New Zealand. 

Awl's primary retail broker- 
age companies indude Alex- 
ander & Alexander Inc., Reed 
Stenhouse and Alexander 
Stenhouse. 

WHOLESALE BROKING 

For specialty lines and com- 
plex, hard-to-place risks, we 
offer an essential link be- 
tween retail brokers and 
underwriters. 

Alexander Howden Lim- 
ited operates in London at 
the center of the wholesale 
insurance business. Howden 
experts in various disciplines 

handle all general lines of 
insurance as well as unusual 
coverage that requires access 
to Lloyd's, London compan- 
ies or other markets. 

Alexander Howden North 
America specializes in excess/ 
surplus and specialty lines 
placements. AHNA places 
large and medium-sized com- 
mercial accounts from retail 
agents and brokers through- 
out North America. 

REINSURANCE BROKING 

Reinsurance broking has 
become increasingly promi- 
nent as our brokers place rein- 
surance on behalf of insurance 
and reinsurance companies 
worldwide. 

Alexander Howden Rein- 
surance Brokers Limited, 
based in London, operates in 
all major reinsurance markets. 
It acts as a broker to insurance 
and reinsurance companies 
and Lloyd's syndicates 
through a network of div- 
sions and subsidiaries. 

Thomas A. Greene & Com- 
pany Inc., based in New 
York, primarily handles prop- 
erty, casualty and marine 
treaty reinsurance of U S .  
insurance companies. 

RISK MANAGEMENT 

A&s risk management con- 
sulting services help dients 

analyze and control their risk 
exposure. When appropriate, 
we help companies develop 
alternatives to traditional 
insurance programs through 
self-insurance, captives, risk 
retention groups and other 
alternative hnding vehicles. 

Anistics is a leading financial 
and information systems con- 
sulting company. They pio- 
neered development of loss 
forecasting, financial models, 
statistical analysis and related 
consulting services. 

Alexsis offers risk analysis 
services as well as claims 
administration and claims 
information reporting. 

Alexander Insurance Man- 
agers Limited manages client 
captive insurance companies 
worldwide. 

Alexander Trade Services 
provides intermediary services 
in political risklexport credit 
risk insurance and trade 
finance packages. 

The Alexander Consulting 
Group is an innovator in 
health care strategies and 
other areas of human resource 
management. 

They offer actuarial and 
administrative services for 
compensation and benefit 
plans as well as employee 
communications. 



SELECTED FINANCIAL DATK 

MANAGEMENT'S DISCUSSION &ANALYSIS OF 

FINANCIAL CONDITION &RESULTS OF OPERATIONS 

REPORT OF MANAGELUENT 

AUDITORS' REPORT 

CONSOLIDATED S'C~TEMENTS OF INCOME 

CONSOLIDATED BALANCE SHEETS 

CONSOLIDATED STATEMENTS OF CASH FLOWS 

CONSOLIDATED STKTEMENTS OF STOCKHOLDERS' EQUITY 

NOTES 1*) FINANCIAL SIATEMENTS 



AlapnlrreAhandmSnn*r~Im. 
(in m i k ,  ~ p h n n a n u r m a l  1988 1987 1986 1985 1984 

Summary of operations 
Operating revenues $1,227.7 $1,183.3 $1,134.6 $ 976.8 $ 859.1 
Operating income 122.2 113.6 163.4 123.2 78.0 
Income from continuing operations 71.0 74.9 66.6 44.7 28.3 
Loss tiom discontinued operations (6.0) (10.0) (24.0) (52.0) (77.1) 
Extraordina~ credits 2.5 3.5 0.6 - 1.6 
Net income (loss) 67.5 68.4 43.2 (7.3) (47.2) 
Per share of common stock: 

Income from continuing operations $ 1.71 $ 1.77 $ 1.62 $ 1.17 $ .78 
Loss from discontinued operations ( ~ 4 )  (.24) (.58) (1.36) (2.12) 
Extraordinary credits .06 .09 .01 - .04 
Net income (loss) $ 1.63 $ 1.62 $ 1.05 $ t.19) $ (1.30) 

Cash dividends $ 1.00 $ 1.00 $ 1.00 $ 1.00 $ 1.00 

Weighted average number of shares 41.4 42.3 41.2 38.2 36.3 

Financial position 
Current assets $1,918.4 $1,962.1 $1,899.7 $1,685.0 $1,361.4 
Working capital 147.3 99.3 86.0 87.1 52.7 
Total assets 2,635.2 2,661.8 2,481.6 2,183.0 1,895.6 
Long-term debt 214.6 170.2 118.2 146.3 176.5 
Stockholders' equity 371.6 389.4 324.4 284.0 263.6 

(a) In 1988, the Company has restated prior yeas' amouno under the provisions ofSatement of  Financial Accounring Standards No. 94, 
"ConsMarion &All M;ljolityO\vncd Suhidiaries" and ha. madc ccnain rcdassificarions to cnnform with rhe currcnr years' prcxnra- 
tion. These changs had no r%cr to previoud~ reporrsd consolidared nct income or  st~kholderr' c q u i ~ .  



General 

The insurance brokerage industry's operating 
results are directly affected by the cyclical pattern of 
premium rates charged by the property and casualty 
insurance companies. The intensely competitive 
pricing environment, which began in late 1986, is 
expected to continue through 1989. Analysts and 
industry officials have indicated that premium rates 
declined 30% in 1987 and again at double-digit 
rates in 1988. Rate cutting is expected to continue 
throughdut 1989, thus lowering commissions for 
the insurance brokers. 

Commission revenue growth in this environment 
is largely a function of new business production, 
retention of existing business, new product devel- 
opment, foreign exchange rates and acquisitions. 
Operating income growth is dependent, for the 
most part, on prudent expense control. 

Net income for 1988 was $67.5 million or $1.63 
per share, including a $6.0 million charge for the 
Company's discontinued operations and an 
extraordinary credit of $2.5 million from the utili- 
zation of net operating loss canyfonvards. This 
compares to net income of $68.4 million or $1.62 
pcr sharc in 1987, which included a loss from dis- 
continued operations of$lO.O million and an 
extraordinary credit of $3.5 million. The Compa- 
ny's consolidated operating revenues increased by 
$44.4 million to a record $1.2 billion in 1988. 
Income from continuing operations was $71.0 mil- 
lion in 1988 and included an after-tax gain of $18.2 
million from the sale ofTIFCO Inc. (TIFCO), the 
Company's premium financing subsidiary. The gain 
was offset, in part, by $12.1 million in provisions 
for costs relating to adverse development for 
indemnities given on the sale of Shand, Morahan & 
Company, Inc. (Shand) as well as estimated losses 
on the pending sales of two small operations. 
Income from continuing operations was $74.9 mil- 
lion in 1987 and included after-tax gains of $19.9 
million on the sales of real estate and other opera- 
tions. Excluding non-recurring gains and losses, 
income from continuing operations would have 
increased by approximately 25% in 1988. 

The Company's consolidated financial statements 
have been restated for all prior years presented to 
reflect the provisions of Statement of Financial 
Standards (SFAS) No. 94, "Consolidation of all 
Majority-Owned Subsidiaries," and No. 95, 
"Statement of Cash Flows." In addition, fiduciary 
investment income and amortization of intangible 
assets have been reclassified as components of oper- 
ating revenue and operating expenses, respectively. 
These changes had no effect on previously reported 
net income or stockholders' equity. 

Results of  Operations 

Consolidated operating revenues increased by 3 3% 
in 1988 and 4.3% in 1987; however, excluding the 
impact from higher foreign exchange rates and the 
net effect From acquisitions and sold operations, 
revenues were up by approximately 1% and 2%, 
respectively. 

Insurance services revenues, which includes retail, 
wholesale, reinsurance, and risk management com- 
missions and fees, as well as investment income on 
fiduciary funds, comprise approximately 87% of 
total revenues. Worldwide insurance services com- 
missions and fees were up 2.5% and 3.4% in 1988 
and 1987, respectively, as strong new business pro- 
duction, higher foreign exchange rates and acquisi- 
tions more than offset reduced revenues from sold 
operations. For both comparable periods, the 
increase in operating revenues due to higher foreign 
exchange rates was approximately 2.0%. Solid new 
business production mitigated the effect from 
reduced premium rates. Investment income on 
fiduciary funds increased by 2.8% in 1988 princi- 
pally as the effect of reduced investment levels was 
more than offset by higher average short-term 
interest rates. In 1987, fiduciary investment income 
was flat primarily due to higher levels of funds avail- 
able for investment offset by lower short-term 
interest rates. 



Worldwide human resource management con- 
sulting revenues of  the Alexander Consulting 
Group incrcased by 16.0% and 14.9% in 1988 and 
1987, respectively. Significant legtslative and regula- 
tor); cliangcs, as well as new and PI-oposcd account- 
ing standards. liave resulted in incrcased demand 
for seniccs in the areas of  employce benefits, c o n -  
pensation and incentive programs. 

Opwat iy  Expenses 

Total operating expenses increased by 3.3% in 1988 
compared t o  a 10.1% increase in 1987. After 
adjusting for the effects of higher foreign exchange 
rates, total operating expenses increased by 0.9% in 
1988 and 7.0% in 1987. Beginning in early 1987, 
the Company initiated salary and expense controls 
designed t o  significantly reduce the rate of expense 
growth. As a result of  the expense control program, 
the oxral l  rate of growth was reduced by approxi- 
niately one-third in 1987 and two-thirds in 1988. 

Salaries and related benefits were u p  1.5% in 
1988 comparcd t o  a 10.2% increase in 1987. Effec- 
tive Januar); 1. 1988, the Chnpany adopted SFAS 
No. 87  for its international pension plans, the 
result of which \\,as a reduction in pension expense 
of approximately $12.6 million over the 1987 
amount. Total staff costs reflect a 4.1% and 5.6% 
decline in number of employees in 1988 and 1987, 
respecti\+, primarily due t o  divestitures and cost 
control measures. 

Other operadng expenses increased by 6.5% in 
1988 compared to a 10.0% increase in 1987. The 
1988 amount includes $7.3 million of  costs associ- 
ated with the founh quarter decision to phase ou t  
the mainframe computer service operations of  
Anistics Inc., the  Company's U.S. risk managc- 
ment consulting unit. Occupancy and depreciation 
costs were up  11.9% and 19.2% in 1988 and 1987, 
respectively, primarily reflecting facilities and sys- 
tems costs connected with strategic expansion. 

'The Company's insurance and self-insurance 
costs decreased by 3.8% in 1988 compared to a 
6 .9% increase in 1987. While lower premiunis and 
incrcased lcvcls of  sclected coverage bccamc availa- 
ble in 1988, the trend over the last several years has 
been an increase in costs due t o  higher policy 
dcductiblcs and reduced overall insurance mvcragr 
available in the markets. The Company continues 
its cniphasis on quality control programs, particu- 
larly as it relates t o  pre\:enrion of errors and omis- 
sions claims. 

Eyuig Enmzw 

As described in Note 4,  the Company sold TIFCO 
in 1988 and Evanston Senices Inc. in 1987. As 
these subsidiaries have been sold, their results con- 
tinue t o  be presented in the  consolidated financial 
statements as equity earnings through dates of  sale. 

Effective December 31, 1988, the Company 
adopted SFAS No. 94 .  With the sale ofTIFCO and 
Evanston, the impact of SFAS No.  9 4  was not sig- 
nificant to the consolidated financial statements 
and had n o  effect o n  previously reported net 
income o r  stockholders' equity. 

Other Income and Expenser 

Investment income increased by $ 3 5  millio~i in 
1988 primarily due t o  higher interest ratcs and 
interest on  tlie note receivable in connection with 
the sale of TIFCO. In 1987, investment income 
declined by $2.7 niillion resulting principally from 
lower interest rates. 

Interest expense increased b ,  $6.8 million in 
1988 after a $3.3 million decline in 1987. Higher 
interest rates and an increase in avcragc dcht our- 
standing along with the interest associated with a 
capital lease accounted for tlie increase in 1988 
Interest rates and average debt outstnnding 
declined in 1987 from 1986 levels. 



'The prc-tax gain on the sale o fT lFCO in 1988 
\v.is 526.3 mi l l io~~ .  Offsetting this gain, in part, was 
2 pmvis~on of  $10.9 million in connection with 
advc~sc dcvelopmcnt for indemnities given on  the 
sdc of Shand, Morahan & Company, Inc. and a 
54.5 n~illion provision tbr estimated losscs on the 
pending divcsti t~~rc of two small operations. 

i n  1987, the Company rccorclcd $24.1 million of 
p ins ,  bchrc  minority interest, relating t o  sales of  
re11 cstatc in the United Kingdom and France and a 
$7.5 million p i n  on the salc of a Canadian insur- 
ance hnkingsubsidian.  

In Novcmhcr 1986, thc G m ~ p a n y  scttled its l a w  
suit against certain former auditors of Alcxandcr 
Wowden Group, pic. As a I-csult, legal and account- 
In;: i.ost.; associated with this suit and related mat- 
tcrs declined to $1 8 million in 1987 from $9.1 
tmi1Iion in 1986. 

TLic C:ornpdns's cRectivc tax ratcs from continuing 
opcr.~ti~ms wcrc 43.5% in 1988 and 1987 and 
5 4 0 %  in 1986 compared t o  the U.S. Statutory 
rdte\ of 34%. 40% and 46% for 1988, 1987. and 
1986. rcspccttvcly. 

State inci local income tares. aniornzation of 
goodwill, certain expenses disallo\\mi by starutc 
and losscs ofccrrain subsidiaries for which n o  tax 
Itinctit can mrrcntly bc rccopized account for the 
hisher effective ntcs.  The  Tax Reform Act of  1986 
had thc ctfcct oflo\vrring the U.S. tax provisions in 
1988 .uid 1987 duc t o  the reduced statutory ratcs. 
111 1987. the c t i e c t i ~  tax rare \v3s favorably 
~tnpactcd due t o  the effect of ~apifal  gain rate\ on  
the .ulcs of rc.d estate and husincsscs. 

In  I>cccmhcr 1987, SFAS No. 96, "Accounting 
h r  incomc F.~rcs," was issurd hy the Financial 
Accounting Standards Roard. The  more significant 
clcmcnts o f the  Statement arc the shift t o  the li.~bil- 
it! mcthrni of accounting for income taxes whereby 
defcrrcd taxes arc adjusted currcnrly for tax rate 
clia11gcc.c. as \vcll as limitations on  recognition of 

dcfcrred tax assets. Assuming no  change t o  the cur- 
rent tax rate. rhc application of the pro\%ions of  
the Statement is expected to ha\,< a positive impact 
on the Company in the ycar of  adoption. Thc 
( h i p a n y  anticipates adopting SFAS No. 9 6  for the 
!.ex ending Dcccrnbcr 31. 19%). 

The G m p a n y  has completed rhc di\,cstiturcs of 
the discontinued entities which were held for salc 
and is continuingwith the runot iof thc  clainl iiabil- 
itics for the remaining Athnta and Bermuda insur- 
ance companirs. 

The $6.0 million provision recorded in the fourth 
quarter of 1988 I-etlects primarily the csrimatcd net 
cost of a reinsurance agreement regarding the 
Atlanta and Bermuda insurance companies. Thc 
agreement, which is suhject t o  rcgulaton and other 
appro\-als, would provide $50.0 million of coverage 
against the possibility of future losscs in excess of 
currcnt rcscncs. 

The additional provision in 1987 of$10.0 million 
related primarily to the sale ofSphere Drake as 
dcscribcd in Note 2. 

The 1986 provision resulted primarily from the 
requirement t o  strcngrhcn undcnvriting resen-es 
~ n d  incrcasr the allowance for doubtful reinsurance 
rccoverables in the Atlanta and Bcrniuda insurancc 
cornpanic. 

The Company believes the rcscn.c for cstiriiatcd 
loss on disposal is sufficient t o  idcquatcly provide 
tor the csti~natcd losscs through the period of  I-un- 
o t io r  indemnification; Iionw~er, there is n o  assur- 
ance that adverse deviation may not (ticur due t o  
the variahlcs inherent in the estimation process. 

Thc crtrao~-dinan credits of $2.5 million in 1988, 
$3.5 million in 1987 and $0.6 million in 1986 rep- 
resent the tax benefits resulting from the utilization 
of net operating loss carryfonvards relating t o  the 
U.S. operations of  Reed Stenhouse C o n ~ p a n ~ c s  
Limited. 



Liquidity and Capital Resources 

The Company has generated sufficient cash tlow 
from operations. supplemented by proceeds from 
asset dispositions and commercial Faper borrow- 
ings, t o  finance its operating and capital cxpendi- 
turcs as well as t o  pay dividends, rcpurchasc 
common stock and fUnd the discontinued opera- 
tions. Premiums held as fiduciary assets are 
restricted for use by state and certain foreign juris- 
dictions and are not available for the operating 
needs of the Company. 

In October 1988, the Company completed the 
sale ofTIFCO Inc. for total proceeds ofS73.8 mil- 
lion, ofwhich $7.0 million was rcceivcd at closing. 
The remaining proceeds include a payment of 
$58.5 million, plus interest, which was received in 
January 1989 and was used to reduce commercial 
paper borrowings. The  balance of $8.3 million, 
plus interest, is payable in thrcc installments from 
1990 through 1992. As part of  the transaction, two 
real estate subsidiaries of TIFCO were transferred t o  
the Company at book value. Included in the net 
assets of these subsidiaries was a $22.8 million 
dircct financing lease receivable and related mort- 
gage debt of $20.5 million. 

In August 1988, the Company instituted a com- 
mercial paper program for the private placement of 
up  t o  $100 million of commercial paper notes, of  
which $64.9 million was outstanding at Dcccmbcr 
31, 1988. The Company can use the commercial 
pager for general corporate purposes, including 
working capital needs, repurchases or reden~ptions 
of securities, acquisitions and other capital expendi- 
tures. Thc  increase in average commercial paper in 
1988 was due primarily to the repurchase o f the  
Company's common stock and additions t o  prop- 
erty and equipment. 

EPiectivc June 30, 1988, the Company amended 
its longterm credit a@-ecment with a bank. The  
amendment, which expires June 30. 1993, 
incrcascd the Company's credit ficility from $50 
million t o  $100 million under tcrins which are gcn- 
crally more favorable t o  th r  Company. In addition, 
a Canadian subsidiary entered into a tlirec-!.car 
cl-edit agreement providing for a credit facility of up  
t o  Canadian $1 5.0 million. Supplcn~enting thc 
credit agreements, thc Company has committed 
unsccurcd lines of  credit of  $102.9 million as sup- 
port for future cash needs. 

In 1988 and 1987, thc board ofdircctors autho- 
rized the purchase of  up  t o  5.0 million shares o r the  
Company's common stock. As of December 31, 
1988, a total of 3 . 4  million shares had hccn repur- 
chased at a cost of  $74.9 million. In 1988, the State 
of  Maryland cnactcd legislation requiring iMarylmd 
corporations t o  treat shares acquired of its own 
stock as authorized but unissucd shares. Previously, 
such shares were treated as treasury stock by thc 
Company. For 1988, the cost o f thc  Company's 
trcasuty shares has been allocated as a reduction of 
common stock and paid-in capital, respectively. 
This allocation had n o  effect on  total stockholdcm' 
equity. 

In 1988, the Company rcmittcd $4.3 million t o  
its Atlanta discontinued insurance company to 
fund the runoffofclaim liabilities. Of  the total esti- 
mated premium for the reinsurance agreement dis- 
cussed above, it is anticipated that approximately 
$10 million will be f i~nded by the Company in the 
tirst half of 1989 and the remaining amount will be 
funded from the liquid assets of  the Atlanta and 
Bermuda companies. 

The Company's dividend policy is to pay divi- 
dends out  of  current sustainable earnings. Whilc 
under Maryland law, dividends may be paid from 
unrestricted paid-in capital, the Company's board 
of directors has n o  present intention of doing so. 

The Company anticipates that cash flow from 
operations, suppien~enred by use of short-tcrnm 
borrowings, will be sufficient to meet 1989's work- 
ing capital needs. 



Managenicnt of the Company is responsible for d l  the information and 
rcprcsentations contained in the consolidated finmcial statements and 
othcr sections of  the annual report. hlanagement hclievcs that the con- 
solidated financial statements and rclatcd information have been pre- 
pared in accordance with generally acccptcd accounting principles 
appropriate in the circumstances. These financial statements nccessarily 
includc arnounts that arc based on  managcnicnr's judgment and hcst 
cstiniatcs. 

The Company nidintains a systcm ofinternal accounting controls t o  
provide reasonable assurance that assets arc safegwrdcd against loss from 
unauthorized use o r  disposition and that accounting records provide a 
rcliable basis f ix the preparation of  financial statemcnts. The intcrnal 
accounting control systcm is atigrnentcd by an intcrnal auditing prognni, 
othcr writtcn policies and guidelines, including the Company's policy on  
General Business Ethics, and careful selection and training of qualified 
personnel. 

Deloitte Haskins + Sells has bccn engaged, with the approval of the 
Company's stockholders, as the indcpcndcnt auditors t o  audit the finan- 
cial statements o f rhc  Company and t o  express an opinion thereon. Their 
<,pinion is based o n  procedures helievcd by them t o  be s~ificicnt t o  pro- 
vide reasonable assurance that the financial statemcnts present fsirly, in all 
material respects, the Company's financial position, cash flows arid 
rcsults of operations. Their report is set forth on  Page 19. 

The Audit Committee of the board of  directors is composed of four 
dircctors, none of  whom is an cniploycc of the Campany or  any of  its 
suhsidiarics. I t  assists the hoard in exercising its fiduciary rrsponslb~litics 
for oversight of audit and rclatcd matters, including corporatc account- 
ing, reporting and control practices. it is rcspo~isible for recommending 
t o  the board the  indcpcndcnt auditors to be cniploycd for the coming 
year, subject t o  stockholder approval. The  Audit Committee meets pcri- 
odically with nianagenwnt, internal auditors and the independsnt audi- 
tors t o  review internal accounting controls, auditing and financial 
reporting matters. The independent auditors and the internal auditors 
have free access t o  the Audit Committee. 

T. H. Iwin 
Chainnan of the Board 
President & 
ChiefExecuti~ Wer 



To The Shareholders of Alexander & Alexander Services Inc 

We have audited the accompanying consolidated balance sheets of Alex- 
ander & Alexander Services Inc. and its subsidiaries as of December 31, 
1988 and 1987, and the related consolidated statements of income, cash 
flows and stockholders' equity for each of the three years in the period 
ended December 31, 1988. These financial statements are the responsi- 
bility of the Company's management. Our responsibility is to express an 
opinion on these financial statements based on our audits. 

We conducted our audits in accordance with generally accepted audit- 
ing standards. Those standards require that we plan and perform the 
audit to obtain reasonable assurance about whether the consolidated 
financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence suppomng the amounts and disclo- 
sures in the consolidated financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall consolidated financial state- 
ment presentation. We believe that our audits provide a reasonable basis 
for our opinion. 

In our opinion, such consolidated financial statements present fairly, in 
all material respects, the financial position of the companies at December 
31,1988 and 1987, and the results oftheir operations and their cash 
flows for each ofthe three years in the period ended December 31,1988, 
in conformity with generally accepted accounting principles. 

As discussed under Accounting Changes and Restatements in Note 1 
to the financial statements, effective January 1, 1988, the Company 
ch.xngcd the method of xiounring tix in intcrnat~onal pension plans to  
conform wth  St3rcmcnt of F1n3nc1~1 Accounting Stmdards (SF.4S) No. 
87, and in 1988 restated the financial ~ ta tement~for  prior years to con- 
form its basis ofconsolidation with SFAS No. 94. 

DELOI'ITE HASKINS + SELLS 
Baltimore, Maryland 
March 6,1989 



Operating expenses: 
Salaries and hcnrfits 
Other 

Operating income 
Equity in unconsolidated operations (Note 4) 

Other income (expenses): 
In\.cstment income 
Interest expensc 
Other (Notc 4) 

Income from continuing operations before 
income taxes and minority interest 

Income taxes (Notc 5) 
Income from continuing operations before 

minority interest 
Minority interest 
Income from continuing operations 
Loss from discontinued operations (Note 2) 
Income before extraordinary credits 
Extraordinary credits (h'otc 5) 
Net income 

Per share of  common stock (Note 1): 
Income from continuing operations 
1.0s~ from discontinued operations 
Incomc hefore extraordinary credts 
Extraordinary credits 

Net income 

Cash dividends 

Weighted average number of  shares 



ASSETS 
Current  assets: 
Cash and cash equivalents 
Short-term investments 
Accounts receivable (net ofallou~ancc for d o ~ ~ h t f i ~ l  ~ C C O L I I ~ ~ S  

of$24.5 in 1988 and $26.3 in 1987) 
Customer accounts 
Other 

Total current assets 
Property andequipment-at  cost: 
Land and buildings ((Notc 7) 
Furniture and cqulpmcnr 
1,easellold improvcnicnrs 

Less accumulated deprcciarion and .imorriz.lrion 
Property and equipn~cnt-net 

Othe r  assets: 
Equity in unconmlid~tcci opri.ations (Notc 4) 
Long-term notes m d  orher rccciv.thIcs (Norcs 2 and 4) 
Intangible issets [ncr of ~ ~ c ~ u n l u l . t t c d  amortizarinn 

o f 8 7 4 i n  1988 m d  $70.7 in 1987) 
Othcr (Sorc  7) 

LIABILTrIES A N D  STOCKHOLDERS '  EQUITY 
Current  liabilities: 
Accounts p.~yablc 
Short-term dchr (Notc 6) 
Accrued compcnarion 
Other payablcs and accn~cd cxpcnscs 

Total current liabilities 
Long-term liabilities: 
Long-term debt (Note 7 )  
Deferred income taxes (Piote 5) 
Other (Notes 2, 1 0  and 13) 

Total long-term liabilities 
Commitments  and contingent liabilities (Norcs 2,4; 11 m d  12) 
Stockholders' equi ty  (Notes 7 , 8  and 9): 
Prcfcrred stock, authorized 9 . 5  shares, $1 par \,aluc; 

issucd and outstanding, none 
Series .4 Junior Participating Preferred Stock, autho~ized 0 .5  sharcs; 

issucd and outstanding, none 
Common srock, authorized 60.0 shares $1 par value; 

issued and outstanding 36.6 and 38.7  shares. respectively 
Class A common stock, authorized 13.0 sharcs $.00001 par value; 

issucd and outstanding 3.1 and 3.4 sharcs, respectively 
Class Ccommon stock, authorized 5 . 5  shares $1 parvalue; 

issued and outstanding 0 . 7  and 0 .8  sharcs, respectively 
Paid-in capital 
Retained earnings 
Accumulated translation adjustnients 

Less-Treasury stock, at cost, 0 9 share\ (Notc 8) 
Total ctockholders' equlty 



Operating activities: 
Income from continuing operations 
Adjustments t o  reconcile i~icomc from continuing operations to 

net cash provided by opcrating activities 
Deprec~ation and amortization 
Deferred income tares 
Gains on  disposition of subsidiaries and 

otlicr assets 
Other 

Changes in asscts and liabilities, net of etiects from acquisitions 
and dispositions: 

Accounts receivable 
Other assets 
Accounts pavable 
Other current liabilities 
Other liabilities 

Net cash provided by opcrating activities before 
discontinued operations and extraordinan, ' e ten is 

Discontinued operarions 
Extraordinary items 

Net cash proxided by operating activities 
Investing activities: 

Purchases of  propcrn and equipment 
Purchases of  businesses (net of  cash acquired) 
Proceeds from sales ofsubsidiaries and other assets (net ofcash 

sold) 
Purchases of  investments 
Salcslmaturities of in\.cstments 

Net cash provided (used) by investing acti\,itics 
Financing activities: 

Cash di\.idends 
Additions t o  debt 
Repayments of  debt 
Repurchase of common stock 
Issuance of  common stock 

Net cash used by financing activities 
EEect of  exchange rate changes on  cash 

Cash and cash equivalents at begmning of ycar 

Cash and cash equivalents at end ofyear 

Supplemental cash f low information: 
Cash p i d  during the ycar for: 

Interest 
Incomc tares (Notes 2 and 5) 

Non-cash investing a n d  financing activities: 
Capiral lease 
Notes received on  dispositions of  subsidiaries 
Common stock issued for business acquisitions and employee 

benefit plans 



Cammen steck: 
Balance, beginning of  year 
Gntr ibutcd t o  an employee bcncfit plan. none, 0 .2  and 0.2 sharcs, 

rcsgcctivcly 
Issued far acquisitions. 0.2, 0 .7  and 1 . 6  sharcs, rcspcctivciy 
C~nvcrsions of Class A and Class C sharcs into common stock, 0.3,  

2 .3  and '3.9 sharcs, respectively 
G m m m n  stmck purchased and retired, 0 .6  sliarcs 
Trusury stock retired 
e t h c r  
Balancc, end of year 

Class A common stock: 
Balancc, beginning of year 
Chvcrsions into common stock. 0.2, 1.6 and 0.6 shxcs, rcspect~vcly 
Balancc. end of year 

C l w  C common stock: 
Balancc, bcgnning of  ycar 
C~nversions into common stock, 0 . 1 , 0 . 7  and 0 . 3  sharcs, rcspcctively 
Balancc, end of  ycar 

Paid-in capital: 
Balance, bcginning ofycar 
Contributed to an cmployec benetit plan 
Issucd tix acquisitions 
Conversions into comnioii stock 
Common stock purchascd and rctired 
Treasuty stock rctired 
e t h e r  
Balancc, end of yea1 

Retained earnings: 
Balancc, kginning of year 
Net incmmc 
Bividends 
Othcr 
Balancc, end of  ycar 

A c c u r d a t e d  translatien adjustments: 
Balancc, beginning s f  year 
Forc ip  cumncy  translation adjustments 
Balancc, cnd of year 

Beasury stock (Note  8): 
Balancc, beginning of year 
Purchase of 1 .8  and 1 .O shares, respcctively 
Issucd t o  an cmployee benefit plan, 0 .1  and 0.1 s h a m ,  rcspcctivcly 
I s u d  fmr acquisitions, 0 . 7  shares 
Othcr 
Treasury stack retired 
Balance, end a f  year 



The acconipan\ ing consolidated financial stare- 
iixnts .ind rslarcd fooriiorc intoi-mation have hccii 
rrsratcd foi-  dl years prcscnt~d ~rclatmg to the adop- 
rloii ofSF..iS Kc,. 94 and 95. .kiditionall\, certain 
prwr vcdr rlnmunts hive hccn rccI:~ssitied t o  con- 
lor111 u i th  the iurrcnt !c:,ir !vcscnr;tion. Tlicsc 
include rcpol-ring tidiicl.ir) in, c\tnic:it in'-omc .%lid 
a~nor t i za t iv~~  of i~~tangihlc  x.sct~ as io~ i iponc~ i r s  P< 

<,pcr~t ing rc\cniic\ and crpcnsc5. rcspccri\'rl\ '['I!<. 
(.s,nipi11y h ~ l i c ~ c s  this pr~scii tat io~i i i~oie  .ippropri- 
arclv rct!cirs operating rcs:~lts h\- marching revenue 
~virh rcI.itcd cspenccs. 

i . ; v c p  ( . h ~ e n c !  Tia~uiacwn Assets and liabilities 
dciioniiiiarcd in tbrcigr currencies arc translated at 
current csiliangc rates. 0pcr.iting rcsults arc trans- 
lated at average I - J ~ ~ S  ofcx~diangc prcniling during 
the !c.ir. Unrcalizcd gains ot- los~cs I-c\iilring f h n  
rrai ihtion.  including transscrions \vhiili licdgc .I 
t?,~wign culrrrncy iii\,cstrncnt o r  Ions-rcrni inter- 
~on1p311y invcstrnciit, arc inclridcd as .a scpararc 
com~xxicnt  of crockhnldcrs' cquity. 

Fonvaid e~\clidngc c m r r x t s  arc pi~rehased h!. the 
Cimpan! t o  licdgc the iinpact of currency tluctua- 
11011s -~tfCcrmg opcrarions oi'ccrt.~in foreign suhsid- 
i m c \  Chins and losscs o n  these contracts are "cncr- 

a. 
dl! rcrognircd in tlic period in which the appl~ca- 
hie zuch.~ngc rates cliangc. Net forcign currency 
rransactioii gains (iosscsj; amounting to B O . 7  mil- 
Imn, $1 2 million and $ ( I  0 )  niil!ion for tiic !cars 
cndcd Dcccmher 31, 1988> 1987and 1986. rcsprc- 
tivciy. arc included in the dctci-mination ofincomc 
fiom continuing operations. 

I ' ~ q m ? v a d  lkprtmatiun The cost of propcrtv 
and equipment is dcprcciatcd gcncrally on tlic 
straight-Iinc incthod o\cr  the estimated :i\chii iii c\ 
o f the  related assets u.liich rmgc iip 1 0  10 ! cirs iiir 
buildings and 10 yeat-s i ix cqu :pmtn t  1.csschoid 
i~nprovcrncnr\ are C ~ ~ I I ~ I I C ~  and mmrrized over 
the h o r t c r  oi'thc lifc o f thc  asset or  the lease term. 
.Ilainrcriar;cc and repair c o m  are charged t o  opera- 
tion\ x l i c ~ i  iiicu~.rsd. 

I1imrq3ie Arms Intangible assets resl king from 
aiquisitions, principally expiration lists and good- 
u ill, are amonized o n  thc straight-line n i r th r~d  
o\-cr periods not  exceeding 1 7  and 40 years, I-cspcc- 
riucly. The costs of non-compete agrcrmcntq arc 
amortized o n  the straight-line method m c r  tlic 
tcrms of the agreements. .4mnnizat1on otinraii@- 



blc assets included in operating expenses amounted 
t@ $15.6 million, $12.3 million and $1 1 . 8  million 
for the years ended Decemher 31, 1988, 1987 and 
1986, respectively. 

Incmnc Tnu, Deferred income taxes arc PI-ovidcd 
on revenue and expense items rccogiizcd fix fin.un- 
cid accounting purposes in different periods than 
fer inceme tax purposes. Iricome tnxcs 21-c generally 
ne t  provided on undistrihutcd earnings o1'fi)rcign 
subsidiaries because they arc considered t o  he pcr- 
mancntly invested 

Fiduciary Fmdi Premiums \vl;icll .nrc duc from 
insureds are reported as assets of the Company and 
as corresponding liahilitics, nct ofcomniissions, t o  
the insurance carriers. Premiuilis received from 
insureds but not yet remitted to tlie carricrs arc 
held as cash or investments in a tiduciai? capacity 
where required by reguliatiw~. Iitvcstinicnt income 
earned on fiduciat? funds inclodcd in operating rev- 
enuesamounted t o  $ 6 3 0  million. $61.3 million 
and $61.9 million for the years ended Dccembcr 
31, 1988, 1987and 1986, respecti\.cly. 

Rn~nuc &cnpi&n Commissions arc rciognizcd 
generally on tlie effective date of the policies or the 
hilling datc, whicheucr is later. Any subscqucnt prc- 
mium adjustments, including polic:,, caiiccllations, 
are recognized upon notification from the insur- 
ance carriers. Contingent commissions, commis- 
sions on policies hilled and collected dirccrl! by 
insurance carriers arc rccogntzcd \vhcn rcccivcd 
Fees for sewices rendered arc generally recognized 
when earned. 

Pcr Shave Data Earnings per sliarc arc based on 
the u.eighted average number of  common sharcs 
and their economic cquivalcnts outstanding ditnng 
cach period and, if dilutivc, sharcs issuahic under 
stock option plans or dchcnturc conversion rights. 
Dividends per share arc hascd on  the Company's 
common and ccononiic equivalent shares ourstand- 
ing at cach record datc. 

2. Discontinued Operations 
In March 1985, the Cornpan\- discontinurd tlic 
insurance uiideiwriting si~bsidiaries acquired in 
1982 as part of the .4lcxandcr Howden Group pic 
(Alexander Howdenj acquisirion. Accordingly, the 

rtirnatcd loss on  disposal, which includes esti- 
mated operating vcsults through disposai or runoff 
and estimated rcalizahlc \.alucs, is presented sepa- 
rately from continuing operations in the Consoli- 
dated Statcrncnts of lncomc. 

The Company has complctcd tlic di~cstiturcs of 
the entities held fiw salc. Effccri\fc January 1. 1987, 
the Company sold Sphcrc Drakc Insurance Group 
(Sphcrc Drake) h i -  approximately $55.5 million, 
including tlic scttlcmcnt of an intercompany hd-  
ancc ofS24.3 n>illion. To p r o ~ i d c  sccurity t o  the 
huycr in connection with certain indcrnnitics. on  
Dcccinhcr 30; 1987. the Company put-chased a 
pounds sterling 13.0 million zero coupon senior 
notc hcaring intcrcst at  10% and a pounds sterling 
12.7 million zcrc coupon subordinated notc hear- 
iilg interest at 12%. botln due in 1995. Payment by 
the buyer oftlic notcs is subject, effectively, t o  off- 
set based upon the adequacy of the loss resenses 
and rcinswaiice recovcrablcs rccordcd on rlrc books 
ofSphcrc Drakc at Deccmhcr 31, 1 9 8 6  These 
notcs arc included in the Company's Consolidated 
Rahricc Sheets at a discounted vduc (pounds stcr- 
ling 19 .3  m~llion) of $34.6 million and $36.4 mil- 
lion at Dccernher 31, 1988 and 1987, respcctivclv. 

Thc salc agreement provides indemnities from 
the Chnpan!, for rarious potential liabilities of  
Sphere Drakc. Certain indemnities, which relate t o  
opcrations ofSplicrc I h k c  prior t o  the sdc, arc 
not limitcd in time and amount.  Other indem- 
nities, i\~hicIi relate t o  Sphcrc Drake's loss reserves 
and reinsurance rccoverahlcs attributable t o  1986 
and prior underwriting years, arc limited in trme 
(expiring June 30, 1995) .~nd amount. u p  to the 
value of the notcs and related iiitcrcst thereon. The 
Company may he ohligatcd, under ccrtain circum- 
stances, t o  provide a credit facility t o  rhc buyer 
with respect to thrsc latter indemnities. The  Com- 
pmy will defer recognizing the rclatcd intcrcst 
iiicomc on these n o t o  in the Consolidated Statc- 
nnenrs of Income until realization is assured. 

The remaining Atlanta and Bermuda discontin- 
ued insurance companies continue in 3 nmoff 
mode of operatiost. The Cornpan) is proceeding 
~vi th  its plan.; t o  liquiciatc o r  otlicnvisc dispose of 
tlicsc opcrations 



lm mz Disposai The components of the esti- 
mated loss on  disposal and related income tax pro- 
visions (benefits) are as follows: 

F a  r k r w i x m d a l  l)a)a&.?l, 1988 1987 1986 

Unired Stares $(14.7) S (6.6) S(23.4) 
lnrrmmional (2.0) (12.3) (14.0) -- 

S(16.7) S(18.9) S(37.4) 
Lns:  Inconic %.lr I'nwirion 

(Hcocfir) 
Fcderal 

Cumcnt S 0.5 S (2.8) $ (8 0) 
Dcicrrcd (5.5) 1.7 (1 4 )  

Inrcrnationd 
Cumcnr (5.7) (5.6) (2.3) 
Dricrrcd - (2.2) (0.8) -- -- 

$ (6.0) S(10.0) S(24.0) -- - - 

The  Company is in the process of  finalizing a 
reinsurance agreement, subject t o  regulator): and 
othcr approvals, t o  indemnify the Atlanta and Bcr- 
muda companies for $50.0 million of coverage 
against the possibilin of  future losses in escess of  
current rescnjcs. The agreement also contains a 
profit sharing provision which is anticipated to 
cover future operating cspcnses of  the Atlanta and 
Bermuda operations. The  $6.0 million provision 
rccorded in the fourth quarter of  1988 rclates pri- 
tnarily t o  the net estimated cost of  this agrecmcnt. 

In 1988, the Company received tax rchnds  from 
the Inland Revenue in the United Kmgdom 
amounting t o  $9.3 million, including interest. The 
settlement relates principally t o  the agreement of 
prior years' losses and the tax deductibility of  cer- 
tain itenis relating to Alexander Howden's under- 
writing operations. These refunds have been 
rccorded as addtions to the Company's resenre for 
estimated loss on  disposal. 

The  1987 additional provision relates primarily t o  
thc rccorded loss on  the disposal of Sphere Drake. 
The additional provision in 1986 relates primarily 
t o  the Atlanta and Bermuda companies and 
resulted from the need t o  strengthen insurance 
undenvriting reserves by approximately $21.0 mil- 
lion and t o  increase the allowance for doubtful rein- 
surance rccoverables by approximately $10.0 
million. 

Net 1,dilities of'Z>Ucnntinued Operations A sum- 
mar). of  the net liabilities of the Company's discon- 
tinued operations a. of  D e c e m k r  31,1988 and 
1987, is as follows: 

A S S ~  
CLVII and , , ,v~sr,, ,~, ,cs 
Accaiinn rrcciidhlc 
Incomc tarcr ircriv~blc from p x n r  
Orlicl- ructs 

Ib rd  

1.iahiiirics 
Chtm liahiliricr 
Other ltahilirics 

roral 

Ner assera 
k x m c  tbr ertim~red lhs on disrural frcc . , 

hclou) 22.7 15.3 

Ncr iiahilirirsofdisc<>ntinurd opcmrions S 21.4 S 10.1 - -- -- 

During 1988 and 1987, respectivelv, the Cool- 
pan? rcmittcd approximatcly $6.3 million and 
$34.4 niillion t o  the Atlanta insurance companies 
representing principally tax benefits From prior 
years' losses. In addition, in 1988 and 1987, the 
Company contributed $4.3  niillion and $7.8 mil- 
lion, respectively, of  additional capital to the 
Atlanta insurance companies and t o  a Bermuda 
insurance company t o  fund the runoff ofclaim lia- 
bilities. The net liabilities of  the Company's discon- 
tinued operations am included in othcr long-tcrni 
liabilities in the Consolidated Balance Sheets. 

An analysis of thc Company's rcscnze for csti- 
mated loss on  disposal of  its discontinued opcra- 
tions is as follo\vs: 



While the reserve is based ugen management's 
best j udpen t ,  there is n e  assurance that further 
adverse dcvelmpmmts may not occur due to the 
variables inherent in the estimation process. 

3. Acquisitiens 
?wli~rfIntcm% The total number of shares 
issued in rnsactians accounted for as poolings of 
i n t c r r r  mega ted  0.6 million and 1.5 million 
during 1987 and 1986, respectively. Thcrc were no 
pmmliny ef interest in 1988. 

Purchrrcs The cost of businesses acquired by the 
Gmpany in transactions accounted for as pur- 
chases a w e y t e d  $25.4 million in 1988, including 
@.9 millimn sham efcemmon stock; $24.8 million 
in 1917, including B. l  million shares ofcommon 
stack; and $4.5 million in 1986, including 0. l mil- 
limn sham ef  cammon stock. The excess of the 
purchase price over the fair value of net assets 
acyuircd was approximately $25.1 million, $18.6 
millien and $5.1 million, respectively, and is heing 
amertized over periods not exceeding 40 years. 

Thc effect of these acquisitions was not significant 
tm the Cempany's consolidated financial 
stitcments. 

4. Dispsitiens 
TIFCO Inc. In 1988, the Campany sold its 
whmlly-awned premium finance subsidar): TIFCO 
Inc., far prmcecds ef$73.8 million. Of the total 
prmceds, $7.@ millien was received at closing and 
$58.5 millimn, plus interest, was received in J a n u a ~  
1919. The remaining balance of $8.3 million, plus 
interest, is due in three installments from 1990 to 
1992 and is cmrinpnt  u p n  future premium 
knancing vmlumc placed at TIFCO. A pretax gain 
mf $26.3 millimn has been recognized on the sale 
and is included in ether Income (Expenses) in the 
Gnsmlidated Statements of Income. 

Summarized financial information relating to 
TIFCO through the date of sale is as follows: 

Far rhr.mm nuld l k m b m  .?I, - 1988 1987 1986 
Rcvcnucs $21.8 $31.8 $37.0 
Expenss 

Income hcbrc taxes 
lncornc taxes 

Nct income 

Liahilitics a n d ~ q u i ~ :  
Accounts paynhlc 
Note payahlc and long-trm, 

drhr 
Othcr liabil~ries 
% U ~ N  

S h d ,  M m h a n  &- Csmfmny, Inc. In 1987, the 
Company sold its domestic undenvriting manage- 
ment subsidiary, Shand Morahan & Compan): Inc. 
(Shmd) for approximate book value of $62.8 mil- 
lion. The proceeds included $1 1.0 million cash. nct 
ofan intercompany balance of $19.5 million, and a 
deferred payment of532.3 million plus interest due 
in 1992. Of the total deferred payment, $29.3 mil- 
lion is subject to  offset based upon the adequacy of 
the loss rcserves and reinsurance recoverables 
recorded, as of December 31,1986, on the hooks 
of Evanston Services Inc., a 52%-owned insurance 
undenvriting subsidiary ofShand at date of sale. In 
addition, the Company has agreed to  indemnify 
the purchasers of Shand against certain contingcn- 
cies, including the Mutual Fire, Marine and Inland 
Insurance Company contingency described in 
Note 12. 

Based upon audited year-end 1988 financial infor- 
mation received from the purchasers of Shand, and 
other information, the Company recorded a $10.9 
million provision in the fburth quarter relating to  



the indemnities given by the Company. The pro\.i- 
sioli resulted from deterioration in loss resenres and 
additional uncollcctiblc reinsurance balances as well 
as legal costs associated with defending the Corn- 
p l y  against other indemnified loss contingencies. 
As a rcsult of  thc adverse development relating t o  
the indemnities, the Company does not anticipate 
realizing any interest income on the contingent 
defcrrrd payment balance. 

Summarized financial information relating t o  
Shand througli thc date of sale is as tollows: 

Fm ihc u a n r d c d  rk'rmbc~ii, 1987 1986 .. . .. ~-. .~ ~~ 

Rcvcnocs $231 $40.8 
Expcmscs 26.0 344 -- - 
Incomc (lors) hcfore cqui? raining and 
~ ~ ~ C O I I I C  tncs (2.9) 6.4 

tquit) carnmg (Evnostoii) .- 3.4 2o 
Inwoir (loss) hcf'o~r. iniomc rarcs (0.9) 9.8 

i1.21 3.3 

0 t h  A.r.retr During 1987 a \vholly-owned 
Vnited Kingdom subsidiary and a 50%-owned 
Frcncli suhsidiar). sold their respective ofice build- 
ings for cash ofapproximately $35.3 million. The 
prc-?as gains, incli~dcd in Other Income 
(Erpcnses), and the after-tax gains on  these transac- 
tions were approximately $21.5 niillion and $16.9 
million, respccti\rly. 

5. Income Taxes 
Thc components of income from continuing oper- 
ations before income taxcs are as follows: 

Fnr tiir wan rr& Ilzmbm J i ,  1988 1987 1986 

Umrcd Srarcs $ 74.8 $ 66.9 $ 86.4 

The components of the provision for income 
taxcs on  continuing operations arc as follou~s: 

Farthr u n  r d d  Dumbm3i, 1988 1987 1986 

Current. 
Pcdcril $21.8 $12.2 $41.4 
Sntc and local 7.9 5.7 8.6 
Inrernmonal 19.8 27.4 26 0 

- - 

49.5 45.3 76.0 - 
Drfcrrcd: 
Fcderd 3.9 14.4 1 7 
Srarr and local 0.2 (0.2) (1.8) 
lnrernmond 2.5 2.5 4.2 - - 

6.6 16.7 4.1 - - -  
Total tax provsmn $56.1 $62.0 $80.1 - - -  - - 

The Company files a U.S. Federal consolidated 
tax return which includes the  losses of its U.S. dis- 
continued operations. The current federal provi- 
sion recognizes the amounts payable to the 
discontinued operations for the tax benefits relating 
to s~ ich  losses 

The components of the deferred income tax pro- 
vision on continuing operations are as follows: 

Fm i h r , w ~  n& Unnnb~mirjrvarin~~d~nnnhcr31. .?I, - 1988 1987 1986 

Excrsr oftax over book 
drpicciarion S 1.8 $ 2.2 $ 3.1 

Tar lcasrs (2.8) (3.2) 1.6 
hnanciai iccountmgaccruals, ncr (0.1) 0.4 (17.4) 
Ncr defcrrrd sans on  suhsidiq 
dispo~irions 2.8 - - 

Alcrandcr Howden lors dcductmn 
(Src below) - - 41.6 

Ner oprraring 10s and orhcr tar 
crcdlr cnpfunvards 4.2 17.4 (25 1)  

Orher 0.7 (0.1) 03 - 
$ 6.6 $167 S 4.1 
- - .- - - 

A reconciliation of the tax provision and the 
amount coniputed by applying the U S .  Federal 
income tax rate of 34% in 1988,40% in 1987 and 



46% in 1986 t o  income from continuing operations 
before income taxes is as follows: 

For the years 1982, 1986 and 1987, tar dcduc- 
tions totaling $132.8 million, net of cstimatcd 
recoveries, werc claimcd by the Company for a loss 
sustained in connection with the acquisition of  
Nexander Howden. The  $61 .l million in tar hcnc- 
fits associated n.ith thesc van deductions arc 
reflected in the dcfcrred income tar halanccs in the 
Consolidated Ralancc Sheers and \\.ill not be rccog- 
nized for incornc statcrncnt purposes until rcaliz,~- 
tion is reasonably assurcd. During 1988, the 
Internal Revenue Service (IPS) issued its final Rrve- 
nuc Agent's Report in connection with the com- 
pletion of the audit of thc Company's 1982 U.S. 
consolidated tax return. As anticipated, the IRS 
disdewcd the $43.1 million tax deduction which 
was claimcd in 1982. In addition, the IRS disal- 
lewed a tax dcductien fer certain costs which the 
Company incurred in its post-acquisition investiga- 
tion into Alexander Howden. The  Company fied 
its protest against these two issues with the Appel- 
late Division of the IRS on  December 30, 1988. I t  
is thc Company's opinion that the amounts not  yet 
recognized for income statement purposes are suf- 
ficient to cover any potential liability arising ou t  of 
thcsc issues. 

In 1983 and 1984, $23.9 million in tax deduc- 
tions werc claimed by the Company in connection 
with payments, to an unrelated third party, tbr an 

indemnification policy against the potential adverse 
cff'ccts on  the Company from losses arising ou t  of 
certain undenwiting caposurec The reiatcd tar 
hcncfit o f $ ]  1 .4  niillion was recognized in 1983. In 
connection 1 ~ 1 t h  the current examination of the 
(ixnpmy's 1983 through 1985 incomc tax 
returns. thcsc tax deductions arc undcl- rcvicw by 
the IRS; ho\vc\,cr, the Company hclic\cs it will hc 
succcssfiil in sustaining thesc deductions. 

The crtraordinan crcdits of  $2.5 million in 1988, 
$ 3 . 5  million in 1987 and $0.6 million in 1986 rcp- 
resent the rcdi7,ation of tax benefits resulting from 
the utilizati~)n ofapproximately $6.3 million, $8.7 
million and $1 2 niillion, rcspcctivrii. of nct opcr- 
ating loss carnforwards attributable t o  the U.S. 
operations of  Reed Stenhouse Cornpanic? Limited 
prior m rhc merger in 1985. At Dcccmbrr 31, 
1988, the Company had, for financial rcporting 
purposes, a n e t  operating l o s  carnfotward relating 
t o  these operations of approximately $4.4 million 
~vhich 1\41 expire in the years 1996 t o  1998. 

At Ikccmbcr 31, 1988. rhe net undistributed 
carnings of ilrcign subsidiaries awcgatcd approsi- 
matcly $193.8 million. Sincc thcsc earnings arc 
cnnsidcrcd pcrnmancntly i~ivesred, there is n o  provi- 
smn for additional U.S. income taxcs which tilight 
rcsult upon distrihution ofsuch earnings; howevcr, 
tircign tax crcdits could hc available t o  oKsct part 
or dl c ~ f  thc U.S. incomc taxcs which u*)uld btt 
incurrcd 

In 1)cccmhcr 1987. SEAS No. 96, "Accounting 
for Incoinc Iaxcs," was issued which will require 
the Company t o  adjust its halancc sheet liabilities to 
the  liahiliq method of reporting instead of the 
deferred method. Under this newly prccribcd 
method, f ~ ~ t u r c  tax liabilities will be adjusted in a 
current period t o  rcflect changes in income tax 
rates. As a result of  the complex implementation 
issues in applying the provisions of SFAS No. 96, 
the effective date has been deferred t o  1990. 'The 
Company is continuing t o  refine its analyses of the 
impact of  the new Statement; however. it is antici- 
pated that its adoption will have a positive impact 
on thc Company's financial positton in the year of 
adoption. 



6. Short-Tern Debt 
('onsolidatcd sllort-rrrni drht  cnnslsrs of the 
COlltl\\lllg: 

Iiihr~iidrion wirh rcspccr to short-term hor ro \~ -  
i i ~ g  acti~irv IS as ti~1lo~r.s: 

'The masinium outstanding bdmcc  nhmc rctlcct\ 
tlic m.i\i~iium xniollnt ofcai-I1 caregot? outsrand- 
iilg at i ny  month c n d  Tlic manmum aggregate 
short-tcriti debt ountanding at any ~non t l i  end n.a\ 
$ 8 9 8  rniliio~i. $56. 1 tiiillion, and $75.1 mill~on in 
1988. 1987 and 1986. rcspccrtvely. 

I n  Ai~gust  1988 the Cixtipan! instituted ;I wm- 
mri-cnl p p c r  program for rhc p i \  arc placcmcnt of 
up ro $100 m~llinn oiconimcrcial p a p  notes. 'The 
notcs arc 111isce11rcd obl ip twns nf the Contpmy 
aiid \viil hi. sold o n l ~ .  to institution.ii iii\,cstol- t1i.n 
qn.ilih, :I< xcrcdircd investors as detincci in Rcglla- 
t~c>n r) ol'rlic Srcuritics Acr o f  1933. 

includiiig tlic $100 million credit tlcilit! 
dcscrihcd in S o r r  7(R). thr  Company has coninit-  
icd u;icccurcci lmrs oicrcdit t o t ~ l i n g  $202.9 mil 
lion i~in.I ir i i i  $ 1 6 3 5  niillioii was unused 2s of' 

7. Long-Tern Debt 
Consolidated long~tcrnm dcht wrsr:i~iding is as 
f<,llo\\.s: 

Tlic }vincip.il pol-tion nfpavn~cnts  rcquircd dur- 
ing tlii. lJc\r tiic years is E . 0  iniilioli i n  1989, $ 3 . 5  
million in IWO, $ 1 6 8  million in 1991, $5.8  mil- 
lion in 1992, and $5.5  million in 199.3. 

A .  11 ?6 <>m~n?ibie S~rborn'i~mtcd Dcbrnnrm 
Tlic dchcnri~rch arc iinsccurcd sohordin.itcd ohliga- 
t ~ o n s  maturing April 15. 2007. Thc debciirurcs 
IYCI-c issi~cd in C ~ I I I I C C ~ I O ~  \vith tlir acquisition of 
Alcxandcr Hoir den iindcr an Indcnrurc agrrcmcnr 
dated k h ~ - : ~ a n ,  I ,  1982, and are con\.crrihlc into 
coniriion \liarcs at $39 prr siixc. suhjcir to . i d j i i \~~  
iiic~ir undrr certain crmditioiis and to prior 
rcdcniptior 'The remaining dchc~iiiircc .ire 
rcdccm.ihlc a n \  rime. ~t the (:ompiny's optlon, at 
1 0 6 6 %  of pal xaluc prior t o  ApnI 15, 1989, and at 
dcclinilig pl-icc5 tlicreaCtcr ontil April 15, 1997. 
Cuninicncing .April 15, 1992. 5% of  the aggregate 
princiral .unount outstanding as of October 15, 
lYY I .  riir~sr hc redeemed at the principal amount 
t1i:ough rlir operation o f a  mandatory sinking 
h i i d .  



B. L4?n&Tcrm Grdit&eemmts 
The Company has a long-term credit agreement 
with a bank which expires in June 1993. The agree- 
ment, as amended effective June 30, 1988, 
increased the Company's credit facility from $50 t o  
$100 million and contains various restrictions 
including limits on minimum net worth, maximum 
consolidated debt,  minimum interest coverage and 
minimum consolidated cash flow from continuing 
operations. The Company has the option t o  selcct 
domestic o r  Eurocurrency borrowings priced at a 
spread over the appropriate index. The Company 
has not borrowed under this agreement. 

In the event short-term borrowings cannot be 
made advantageously, die Company intends to use 
this Facility t o  I-efinancc a portion of  its short-tcrni 
borrowings on a long-term basis. Accordingly, 
$85.9 million and $50.0 n~illion of short-term dcbt 
has been reclassified as long-term dcbt at l>ecember 
31, 1988 and 1987, respectively. 

In addition, in 1988 a Canadian subsidiary 
entered into a three-year credit agreement with a 
Canadian financial institution which cxpires in May 
1991. The agreement prolides for a credit f a c i l i ~  of 
up to Canadian $15.0 million under various hor- 
rowingoptions with interest rarcs ofeither 112% 

below the Canadian prime rate (12114% at Decem- 
ber 31, 1988) or at hankers' acccptancc rates. 

C. Obl~ution Un& Capih~l Lease 
Effective December 31, 1987, a 50%-owned 
French subsidiary entered into a leasc agreement for 
office facilities which is classified as a capital lcasc. 
Future minimum lease payment obligations are 
approximately $2.0 million for each of the next five 
years and an aggregate of  $34.7 million thereafter. 

I). Nolion-RPcourse M q q e  Notes 
Endcr  terms of the sale agreement of TIFCO (sec 
Note 4), two wholly-owncd real estate subsidiaries 
ofTIFCO u r r e  transferred t o  the Cmnipany at nct 
book value prior t o  closing. Tlic net assets ofthese 
subsidiaries, which are noa. included in the consoii- 
dated financial statcmcnts, include principally an 
investment in a direct financing lcasc of an off~ce 
building and related non-reco~~rsc mortgage notes. 
The niortgagc notcs hsar interest at rates bcnvecn 
12.1% and 13.0% and al-e payable in semi-annual 
installments of $1.4 million (including principal 
and interest) through September, 2010. 

Tlie components o f thc  net investment in thc 
direct financing leasc, included in Otlxx Assets in 
the Consolidated Balance Shcct as of  Dccemher 
31, 1988, are as follows: 

Future n,inimuoi lcasi paymcnis to  In. iccciwd 5 79.0 
L'ngiiannrccd icsiriozl rn lue  accmmg ro rhc hcwti t  of 

thr C m p a n v  7.9 
I css uncarncd income (64 3) 

Ncr iin~cstnicnt in irasc S 22.6 -- 

Fut i~rc  minimum lease payments to be received 
arc approximately $2.5  million for each of  the next 
five years and an aggregate of $66.5  nill lion 
thereafter. 



8. C o m m o n  a n d  Preferred Stock 
G n m w n  Stock In ionncction with tlic Rccd 
Srcrihol~sc Conipanrs  1.iniitcd (RSC) !merger in 
1985; rhc (:ompan! issued 2 ne\v classc ofvoting 
cquiry sccuritics. Class '4 atid Class (: shai-cs. ivitli 
wr ing  rights equal to the Compan!~s colnmoo 
stock. Associarrd with cach such ?hare is a d~vidcnd 
paying \hare issued by a Chad ian  (RS(: Class 1 
\hare) irr a L'mted Kmgdom (,%.4tl Dividend Share) 
s~ ihs id~u?  xvhirh pays dividciid9 in Canndix dollars 
. ~ n d  Srerling, rcspcctivcly, equivalcnr ro rhc di\'i- 
dcnd? pud  on sharcs ofcorntiion srock. Holdcrs of 
thcsc sccii~itlcs. rhcrchrc, lioid thc economic 
cquivalcnt ofsliarcs o f  common stock. F,ach (:lass 
h Share jrogcthcr with an RSC Class l Share) and 
(:lass C Sl ia~~c irogctlrcr \vitli  an A A t ~  Di\ idcild 
SIiarc\ m.iy be c\clirngcd at any tirnc for a sharc of 
10111111011 srock 

Ar Dcccmhcr31. 1988. the Company liad 5 .8  
niillion sliarcs of com~iion stock r c s e ~ v d  f0r  issw 
ancc undcicniploycc srock option plms, 0 . 3  mil- 
lion sli'ircs rcscnrd for contingent issuance under 
husincss purcliasc agecmciits, 1.7 million slilrcs 
rcscncd for issll~liic in rhr cvriir ofcnn\cr\ ion of 
rlic 11% convcrtihlc suhordinatcd drhcnturcs and 
3 . 8  mill~on ~harcs  rcscncd for issuance tipon 
rcdcniprion oi- conversion d t h c  Class .4 and (Il~ss 
f: common siiarcs. 

DiG&;ui Rr.rhictionr No dividends may hc 
dcclarcd and raid on the Company's common 
srock u~ilcss an cqlwalcnr in lount  per share is 
declared and paid on the economic equivalent 
s11.ircs. .%ccordingly. the Comp.~ny's ah~lir!. t o  pay 
dividends is liniircd hy the amounts availahlc to the 
(:aiiadun arid U.K. suhsidiarics for such purpose>. 
'I~licsc amounts approhimate (:aiiadian $40.9 niil- 
lion or $34.3 million, arsuniingcer~aiti sohcncy 
tcsts arc met under Canadian law. and pounds stcr- 
ling 46.5  million o r  $83.3 liiillion. rcspccri\,cly, ar 
Dccember 31, 1988. In tlic e ~ n r  sutfi&nr c a n -  
ings arc not available in Canada or the 1~:nitcd K n g -  
do111 t o  declare dividends, the Cornp~ii!.'~ Icgdl 
stnicrurc allows it t o  iliakc rxnings or  c ~ p i r d  a\ ail- 
ahle in rhose countl-its to pay dividends. 

I'refbrcd Stock avrd Rriatzd Rghn The Comp3ny's 
prcferrcd stock can he issucd in one or  more scrics 
n.tth full or  limitcd xoting rights, with the rights of 
c ~ c h  scrics t o  hc dctcrnmincd by the hoard of dire<- 
rors hchrc  cnch isuance. 

O n  June 11. 1987, the hoard ofdiicctors 
adopted a 1rcs1dut1o11 authori~ii lg a series of prefer- 
red stork, Scrics A Junior Pwt~iipatiiig I'rcfcrrcd 
Stock (I'rckrtcd Shares). $1 -00  par val~tc per sLl.m. 
.%I riic sanlc tinic, a dlvidcnd of 1 prctcrrcd sliarc 
purchax right (&gilt) was declared for each  out^ 

standing sharc of c o ~ n m o n  srock and each coninloti 
stock cqui\ den t .  Each suhsequcntly issucd sharc 
will d s o  carry such a Right. Each Right entitles the 
holder thereof to huy one one-hundrcth of a I're- 
krrcd Share at a price oC$85. 'l'hc R~ghts  n.il1 
bcconlc c\-ercisahlc only 1f.a pcrsnn r x g o u p  
acquircs 20% o r  more o f  tlic Company's \(>ring 
 share^ or  .mnounccs a tender or  exchangc otfcr Ihr 
30% o r  niorc O ~ S L I C ! ~  \ot ing shares. if thc Conipln! 
is subwqumtly xyuircd  c ~ c h  Right will entitle its 
lioldel- to purch:~se. at tlie then-current cxercise 
pricc, stock of rhc sur-viving company haXing a mar- 
ket valuc ofnr'ice the exercise pricc of cach Right. 
The Rights, uliich expire o n  July 6, 1997, are 
rcdeemahle by action o f  the hoard of directors prior 
to becoming exercisable at a redemption pricc of 
$ 0 1  per Right. 

Treasury S t a b  The  hoard ofdircctors lias autho- 
rized, subject to c~rtdili business atid niarkct condi- 
tions, rlic purchasc of up t o  5 inillioii sharcs o f the  
Company's common stock. As of Dcccrnhcr 31,  
1988, tlie total numhcr of \hares purch.ised \vas 3 . 4  
million 'it an average pricc of $21.62 pcr sli.xc. 

In  1988, the State of~Man.land c n i ~ c r ~ d  Ic$sld~ 
rion rcqnil-ing hla~yland corporations to ricar 
shares acquired of its own stock :ss ~urliori/.t.d h i ~ r  
unissucd share.;. Prcviuu\iv. rlic cost o f s~ ich  slidrcs 
ncrc tl-cared anti clauiiicd 2s trcdxlry stock by the 
Coinpan!. For 1988, the cost o f t h c  Company's 
trcasiir\. stock 11.1s bccii allocated as a reduction of 
c o m n m i  stork and paid-in capital, respectively. 
'Tliis allocation 11ad n o  effect to total stockholders' 
equin .  



9. Stock Option and Incentive Plans 
In 1988, the shareholders approved the 1988 
Long-Term Incentive Compensation Plan (1 988 
Plan) which provides for the granting of u p  t o  3 
million shares of  the Company's common stock t o  
officers and key employees as stock options, includ- 
ing incentive stock options and non-qualified 
options, stock appreciation rights, restricted stock 
awards, performance sharelunit awards and other 
stock based awards. 

Stock options may be granted under the 1988 
Plan at a price not less than the fair market value of 
the common stock o n  the date the option is 
grantcd and, with rcspcct t o  incentive stock 
options, must be exercised not later than 1 0  years 
from date ofgrant and, with respect t o  non- 
qualified options, must be exercised not later than 
10 years and 1 day from date ofgrant. 

Stock appreciation rights may he granted alone or 
in conjunction with a stock option at a price not  
less tlian the fair market value of the common stock 
at date ofgrant. Upon exercise of a stock apprecia- 
tion right, the participant will receive cash, com- 
mon stock o r  a combination thereof equal t o  the 
excess of the market \ d u e  over the price of  the 
stock appreciation right. Excrcise ofeither the right 
or the stock option will rcsult in the surrender of 
the other. 

Restricted stock awards may be granted which 
limit the sale or transfer of  the shares until the 
expiration of a specified time period. Such awards 
are subject to forfeiture if the participant docs riot 
remain in the employ of the Company throughout 
the restrictrd time period. A maximum of  750,000 
shares may be issued under the 1988 Plan. There 
were 2,000 share5 issued in 1988. 

Pertbrmance sharelunit awards may be granted 
based upon certain performance criteria as deter- 
mined by the Compensation Committee of  the 
board of directors. Upon achievement of the per- 
formance sharelonit criteria, the participant will 
receive cash, common stock or a conlbination 
thereof equal to rlie award. There werc 121,600 
performance sharclunit awards made in 1988. 

The Company's Long-Term Compensation Pro- 
gram (1982 Program), adopted in 1982, was super- 
ceded by the 1988 Plan described above. The 1982 
Program consisted of three independent plans pro- 
viding for stock options, performance bonus 
awards and mtricted stock awards. N o  stock 
options werc granted after December 31, 1988, and 
n o  awards were made aftcr May 19, 1988, under 
either the perforniance bonus o r  restricted stock 
plans. 

Option transactions under all programs were as 
follows: 

The number of options exercisable at December 
31 were as foI10\vs: 

1988 994,235 
1987 865,463 
1986 759.81 1 



10. Employees' Retirement Plans and Benefits 
Pmimr PIanr The Company has contributory and 
non-contributory defined benefit pension plans 
covering substantially all domestic and international 
employees. The plans generally provide pension 
benefits chat are based on the employee's years of 
service and compensation prior t o  retirement. In 
general, it is the Company's policy to fund these 
plans consistent with laws and regulations of the 
respective taxing jurisdictions in which the Com- 
pany operates. An overfunding exists in the United 
States' largest plan. As a result, the Company will 
not make any contributions to this plan until the 
overfunding is substantially reduced. 

Effective January 1,1988, the Company adopted 
Statement of Financial Accounting Standards 
(SFAS) No. 87, "Employers Accounting for Pen- 
sion" for its significant international pension plans. 
The Company had adopted SFAS No. 87  for its 
domestic plans in 1985. Total pension costs for 
these plans for the years ended December 31,1988, 
1987 and 1986 is summarized as follows: 

1988 1987 1986 

Senice cost $25.2 $ 15.3 $ 10.4 
Interctr cost 28.9 13.4 10.8 
Actual ~ t u m  on plan assets (54.3) (10.9) (26.4) 
Ncc amonizarion and defeml 3.3 (13.8) 5.6 --- 

Net pension cosa $ 3.1 S 4.0 S 0.4 --- --- 
International pension expense totaled $16.1 mil- 

Lion in 1987and $13.2 million in 1986. 
The following table sets forth the funded status 

and amounts recognized in the Company's Consol- 

idated Balance Sheets as of December 31,1988 and 
1987: 

1988 1987 
U.S. In temMrvl  U.S. 

Vcwd benefit 
obligation $118.6 $ 122.3 $ 103.4 - - -  - - -  

Accumulated benefit 
obligation $130.8 $ 124.4 $ 115.3 - - - - - - 

Projected kncfir 
oblimrion $(172.2) s(203.5) s(153.4) " 

Plan aura at fair market 
valuc 217.0 259.0 200.1 - - -  

Excess of plan assets 
over projected benefit 
obligation 44.8 55.5 46.7 

Unmcognizcd net (gain) 
loss (19.3) 4.1 (13.6) 

L'nrtcognized prior 
senrice mat 4.7 - 3.1 

Unrccognizcd net asses 
being amorrizcd over 
16 ycarr (36.9) (52.6) (40.3) 

(Accrued) prepaid 
pension cost $(6.7) $ 7.0 $ (4.1) - - - 

Assumed discounr rare 9.5% 9.0-10.25% 9.5% 
Assumcd rate of 

compcnrarion increaw 6.0% 6.0- 9.0 % 6.0% 
Expmcd mtc of return 

on phn -a 10.75% 10.5-11.0% 10.75% 

At December 31,1988 and 1987, approximately 
63% and 56%, respectively, of plan assets are 
invested in equity securities and 37% and 44%, 
respectively, in cash equivalents or  debt securities. 

Thn$?Pk The Company maintains thrift plans 
for most U.S. and Canadian employees. Under the 
thrift plans, eligible employees may contribute 
amounts through payroll deduction, supplemented 
by Company contributions, for investments in vari- 
ous funds established by the plans. The cost of 
these plans was $6.5 million, (including 0.1 million 
shares of common stmk valued at $1.4 million) in 
1988, $6.7 million, (induding0.2 million shares of 
common stock valued at $6.0 million) in 1987, and 
$7.3 million (including 0.2 million shares valued at 
$6.2 million) in 1986. 

P o s t - R e t i ~ t ~ t s  Substantially all of the 
Company's U S .  employees may become eligible 
for terrain health care benefits up to age 65 and life 
insurance benefits ifthey reach normal retirement 
age while working for the Company. The cost of 
providing these benefits for retirees is not separable 



from the cost for active employees in the United 
States. The total cost, which is recognized as 
expense when premiums or claims are paid, and 
number of employees were as follows: 

1988 1987 1986 

Tord cost $28.2 $24.2 $20.8 
Numhcr of emplayeer 

(thuosands): 
Acrivc 9.6 9.8 10.2 
R c r m d  1.3 1.4 1 .3  

Certain of the Cnmpany's international subsidi- 
aries havc similar plans for their employees; how- 
ever, most retirees are covered primarily by 
governmental sponsored programs. As a result, the 
cost to  the Company for retired employees is not 
significant for these programs. 

Deferved CumomparWn Phn In 1985, the Con-  
pany established a deferred compensation plan 
mhich permitted certain of its key officers and 
employees to defer a portion oftheir incentive 
compensation in each of the succeeding four years. 
In 1986, the plan was amended to  permit a single 
election to defer. in 1987, all remaining amounts 
deferrable under the plan. The deferred compensa- 
tion is being accrued over the period of active 
employment on a present value basis. To fund these 
plans, the Company has purchased whole-life insur- 
ance on each participant's'life. The Company's 
obligation under the plan, $10.7 million and $8.6 
million at December 31, 1988 and 1987, respec- 
tively, is included in Other Long-term Liabilities in 
the Consolidated Balance Sheet. 

11. Commitments 
Leme Commimtr  The Company leases property 
and equipment under non-cancellable operating 
lease agreements which expire at various dates 
through 2013 

Future minimum annual rentals under non- 
 anc cell able leases are as follows: 

Rent expense for office space, which includes 
property taxes and certain other costs, amounted to  
$87.3 million, $82.8 million and $69.0 million for 
the years ended December 31, 1988,1987 and 
1986, respectively. 

Other Cnmmitments The Company has guaran- 
teed certain borrowings and lctters of credit and has 
othemisc agreed to reimburse the payment ofcer- 
rain other asserted or unasserted liabilities ofsub- 
sidiaries. While these assurances and guarantees 
may expose the Company to  financial conse- 
quences, it is management's opinion that any 
adverse effects will not be material to thc Compa- 
ny's financial condition. 

12. Contingent Liabilities 
Following the acquisition of Alexander Howden in 
January 1982, certain claims, relating primarily to 
the placement of reinsurance by Alexander How- 
den subsidiaries and questionable broking and 
undenvriting practices of former Alexander How- 
den officials and others, were asserted. In particular, 
claims have been asserted against the Company and 
certain of its subsidiaries alleging, among other 
things, that certain of the Company's subsidiaries 
accepted, on behalfof certain insurance companies, 
insurance or reinsurance at premium levels not 
commensurate with the level of underwriting risks 
assumed and retroceded or reinsured those risks 
with financially unsound reinsurance companies. In 
nvo pending actions, plaintiffs seek compensatory 
and punitive damages totaling $69.0 million based 
on treble damage claims under the Racketeer Influ- 
enced and Corrupt Organizations Act (RICO) 
Related actions contain a v a r i e ~  ofallegations and 
seek treble damages. Management of the Company 
believes that there are valid defenses to all claims 
that havc been made with respect to  these activi- 
ties. The Company is vigorously defending the 
pending actions. 

1 9 9 1  62.1 
1992 58.2 
1993 53.9 
Thcrc~trer 280.5 

'I;i:il minimum lease paymencs $5W.O - -- 



The Company and its subsidiaries are also subject 
to various claims and lawsuits from both private 
and governmental parties in the ordinary course of 
business, consisting principally of alleged errors and 
omissions in connection with the placement of 
insurance and in rendering consulting senices. In 
some of these cases, the remedies that may be 
sought or damages claimed are substantial. Addi- 
tionally, the Company and its subsidiaries are sub- 
ject to the risk of losses resulting from the potential 
uncollectibility of insurance and reinsurance bal- 
ances and claims advances made on behalfof 
clients. 

Shand and its subsidiaries, prior to the 1987 sale, 
placed insurance and reinsurance with and on 
behalf of the Mutual Fire, Marine and Inland 
Insurance Company (Mutual Fire). Mutual Fire 
was placed in rehabilitation in December 1986. A 
number of proposed plans of rehabilitation have 
been determined to be unworkable; the most 
recent proposal was submitted to the rehahilitator 
for review on January 31, 1989. It is not possible to 
predict with certainty whether Mutual Fire will be 
successfully rehabilitated or will eventually be 
placed in liquidation. In the event of a liquidation 
of Mutual Fire, a liquidator may assert claims 
against Shand and its subsidiaries based upon, 
among other matters, the amount of reinsurance 
owed to or paid by Mutual Fire and the reimburse- 
ment by Mutual Fire of claims payments advanced 
on its behalf. Other claims have been or may be 
asserted by other affected parties, including 
insureds of Mutual Fire. The sales contract between 
the Company and Shand's purchasers provides an 
indemnification to the purchasers with respect to 
this contingency. 

These contingent liabilities involve significant 
amounts, and while it is not possible to predict 
with certainty the outcome of such contingent lia- 
bilities, their coverage under the Company's profes- 
sional liability insurance policies, or their financial 
impact on the Company, management presently 
believes that such impact will not be material to the 
Company's financial condition. 

13. Litigation Settlement 
In November 1986, the Company settled its law- 
suit, which commenced in 1983, against certain 
former auditors of Alexander Howden. The terms 
of the settlement included the payment of $24.0 
million to the Company. Reco&ition of this recov- 
ery in the Consolidated Statements of Income has 
been deferred pending final resolution of specific 
loss contingencies arising out of the Alexander 
Howden acquisition which were known at the date 
of the settlement. The amount ofthe recovery is 
included in Other Long-term Liabilities in the 
Company's Consolidated Balance Sheet. 

In 1987, the Company's after-tax contribution to 
the settlement offered to  members of Lloyd's syn- 
dicates formerly managed by PCW Underwriting 
Agencies Ltd. was charged against this recovery 
and, accordingly, the amount deferred was reduced 
to approximately $22.3 million. 

14. Business Segments 
Segment information is provided for the Com- 
pany's two reportable segments, Insurance SeMces 
and Human Resource Management Consulting. 

Insurance Senices includes a broad range of 
insurance brokerage services such as negotiating and 
placing casualty, property and marine insurance, 
reinsurance brokerage, risk analysis and manage- 
ment, and self-insurance services. 

Human Resource Management Consulting 
includes a variety of human resource management 
services such as actuarial and administrative services 
for pension, compensation and benefit plans, 
employee communications consulting and manage- 
ment consulting. 

The following tables present information about 
the Company's operations by business segment and 
geographical areas for each of the three years in the 
period ended December 31,1988: 



Operating Operating ldcnrifiablc kpreciation Capital 
Rrvcnm Income Assets & Amoniution Exprndimres 

1988 
Insurance sewices 
Human rrsoorcc management consulting 
Ocher busincnr 
General corporare 

1987 
I~~surancc scnriccs 
Human muurce management consulting 
Other husinns 
EqlliN in unconsolidarcd operations 
Gencd  cotTKmte 

1986 
Insurancr services 
Human resource managemcnt consulting 
Ocher businra 
Equity in unconsolidated operarions 
General corporate 
Assen held for disposal 

Operaring lncomc 
&forcTaxes 

Geographical are-: 
1988 
Unmd Srares 
Unitcd Kingdom 
Gnada,  principally KSC 
Other countries 
Fxpity in unconsolidated operations 
General corporate 

1987 
Unircd Sares 
Unitcd Kingdom 
Canada, principally RSC 
Other countries 
Equity in unconsolidated operations 
Gcncral corporate 

1986 
United States 
Unitcd Kingdom 
Canada, ptincipally RSC 
Other countries 
Equity in unconsolidated operations 
General corporate 
A s e n  held for disposal 



15. Quarterly Financial Data (Unaudited) 
Quarterly operating results for 1988 and 1987 are 
summarized below (in millions, except per share 
data). The first three quarters of 1988 and all quar- 
ters of 1987 have bccn restated from amounts pre- 

4rb 

Yeas 

1987 
lsr 
2nd 
3rd 

viously reported to reflect the adoption ofSFAS 
No. 94 and the reclassification offiduciay invest- 
ment income and amortization of intangible assets 
as described in Notc 1 

Income from 
Operaring Opcniing Cunrinuiog 

Rrvcnue Incornr Opcntions Nct lnconle 

Per Share of Common Stock 

Income from 
Continuing 

Q u m m  Oprrarmns Nct Incomc Dividends High Low 

1988 
1st $ .39 S 3 9  $ .25 %241h $1 7% 
2nd 4 8  .48 2 5  24'1, 21th 
3rd 3 4  4 0  2 5  2571x 2 1 518 
4ch 5 0  3 5  2 5  - - -- 28% 23th 

Ycar $1.71 S1.63(c) $ 1 0 0  - - - - - - 
1987 

Isr $ .34 S 34 S 2 5  $32 $24114 
2nd .M, .66 .25 3051s 22218 
3cd 5 2  .36 2 5  27% 22% 
4th 2 5  .25 2 5  - - -- 28'k lS7!8 

Year $1 7 7  -- $162(c) -- - - -- 
S1.M) 
- 

(1) lncludcs an $18.2 million gain on thc u le  ofTIFC0,  o&er in pan, by $12.1 million in pro\,lsioos rclarlng to the ralr ofShand (rec 
Norr 4) and two small opcnrions. 

(b) Include a $6.0 million provision for discontinued opeiationr relarmg ro a reinsurance agreement rrg~rding the Atlanta and Bcrmuda 
Insuoncc companies (see Notc 2) 

(c) Not cqud co thc sum of rhr quanr rs  
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Apm'mate Number ofEquity 
Securiy H o k  
As of March 3, 1989, there 
were approximately 3,364 
record holders of the Compa- 
ny's common stock, 1,053 
beneficial holders of Class A 
common stock and 1,829 
record holders of Class C 
common stock. 

Smck Lisn'w 
Alexander & Alexander's 
stock is listed on the New 
York, London and Toronto 
stock exchanges. 
NYSE Symbol . . . . . . . AAL 
London . . . . . . . . (Common 

and Class C) 
Toronto . . . . . . (RSC Special 

Class 1) 

Anticipated 1989 Dmidend 
Payment Dates 
March 31 (paid), June 30, 
September 29, December 29. 

Notice of F m  1OK 
A copy of the Company's 
1988 Annual Report on Form 
10K may be secured by writ- 
ing to: 

Alexander & Alexander 
Services Inc. 

Corporate Secretary 
10461 Mill Run Circle 
Owings Mills, Md. 21 117 

Investors, bankers, security 
analysts and others desiring 
financial information'should 
contact: 

Frank R Wieczynski 
(301) 363-5000 

Tra* A p t s  and R&mn 
Morgan Shareholder 

Sewices Trust Company 
30 West Broadway 
New York, N.Y. 10007-2192 

The Equitable Trust 

Company 
100 South Charles St. 
Baltimore, Md. 21201 

The Royal Trust Company 
48/50 Cannon St. 
London EC4N 6LD 
England 

Auditors 
Deloitte Haskins + Sells 

Annwl Meetivgq ofsharehohim 
Date: Thursday, May 18, 

1989 
Time: 9:30 a.m. 
Place: The Equitable Center 

Auditorium 
787 Seventh Avenue 

between West 51st 
and West 52nd Sts. 

New York, N.Y. 10019 

Cmpatte Headpan% 
Alexander & Alexander 

Services Inc. 
1211 Avenue ofthe Americas 
New York, N.Y. 10036 
(212) 840-8500 

Montreal Trust Company 
of Canada 

66 Temperance St. 
Toronto, Ontario M5H 1Y7 
Canada 



hrgentin.~ 

Australia 

Austria 

R ~ h a m l s  

Barbadus 

Fiji 

France 

Grcccc 

Guadeloupe 

Guatrrnala 

Hong Kang 

India 

Indonesi~ 

Ircland 

Islc of Man 

Italy 

Peru 

Philippines 

Portugal 

Puerto Hhco 

Saudi Arabia 

Singapore 
South Korca 

Spain 

Sn-cdcii 

Snitzcl-land 

Iai\r..m 

Thailand 

Trinidad & Tohago 

Turkcy 

Unitcd ,Arab Emirates 

United Kingdom 

Unitcd S r ~ r c s  

Vcncrucla 

Virgin Islands 

L\'est Gel-many 

Zaire 
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