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FINANCIAL HIGHLIGHTS

Alexander & Alexander Seveices Ine,

R L e B 1989 1988
Operating revenucs $1,248.9 $1,227.7
Operaling income 107.6 122.2
Income from continuing operations 59.0 71.0
Net income : 60.1 67.5
Per share of common stock:

Income [rom continuing operations $ 145 $ 171

Nel income 1.48 .63

Cash dividends 1.00 1.00
Tolal assets $2,604.7 £2.035.2
Stockholders’ equily 375.1 371.6
Boolk value per share 9.28 9.20
Return on equity 16.1% 17.7%
Average shares outstanding 40.0 41.4
Number of employees (thousands) 160 16.3

ounded in 1899, Alexander & Alexander Services Inc. 1s a
global insurance brokerage, risk management and human
resource management consulting company serving the needs
of clients in over 70 countries.

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

Our worldwide human resource management consulting oper-
ations provide actuarial and benefit plan consulting services,
flexible compensation consulting, communication and man-
agement consulting services as well as human resource orga-
nizatienal analysis and planning.

e ROSS LIBRARY
: ;ll) NANAGEMENT

_ AR 5 1990
MCGILL UNIVERSITY










; &A's formalive years,
like those of my father’s bro-
kerage, spanned lwo world
wars and the Great Depres-
ston. Most value-added ser-
vices cenlered around
developing new insurance
capacity to cover our clients’
growth.

Much of this capacity was
developed here and in London
with a focus on energy, heavy
industry, mining and trans-
portation. As a result of
spreading and layering the
risk, we were also able to
enhance market stabilily and
improve pricing.

To control the growing loss
exposures of our clienls, we
organized innovative loss con-
trol services and specialized
claims support facilities.

This was the foundation of
the science of risk manage-
ment, although the phrase
tiself wouldn’t enter the lexi-
con for decades.

Harace H. Holcomb lli is director
of IMPACT, A&A Inc.'s liaison
with the insurance marketplace.
As a value-added service,
IMPACT monitors financial devel-
opments, identifies appropriate
insurance markets for our clients
and helps to design new
products. Horace joined A&A in
1969 through a merger with H.H.
Holcomb & Sons, a Chicago
insurance brokerage founded by
his father.
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Major technological breakthroughs
In the 1920s—the Goiden Age of
Aviation—led to America's emer-
gence as a leader In the passenger
alrline industry.

The company developed by

Charles B. and Wiillam F. Alexander
was founded In the toothills of Clarks-
burg, West Virginta. A&A’s incorpora-
tlon in 1922 extended management
beyond the Alexander family for the
first time. Ownership would thereafter
rematn with active management.
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Karen G. Foley is U.S. director
of Anistics, an A&A risk manage-
ment consulting operation. She
is chairperson of the 1330 Tech-
nical Excellence Conference for
oulstanding support personnel.
A 1374 graduate of Hamilton Col-
lege, Karen is participating in the
Executive M.B.A. Program at the
Wharton School of Business.




Nearly four decades and a cross-country
trip after that 1952 championship season,
the Dodgers and A&A are still on the same

team.

The apace age, launched
in the late 1950s, created
a new frontier of large-

[ acale catastrophlc risks.

e
o e Do
o

Mass productian of the
computer in the early
'50s resulted in its wide-
spread use in business
nationwide.

The economic boom of the post-war
years created unprecedented
oppartunities—and risks—for the
nation’s industry. To meet our

cllents' accelerating needs, A&A
President Roy Jenkins oversaw

an aggressive recruiting and
training program.
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citiea to the suburbs.
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efore my company
merged with A&A, we were
Jfaced with a problem common
fo local brokers: how lo keep
pace with our clienls’ growing
national and international
requirements.

People were our main con-
sideration in selecting a mer-
ger pariner. It may sound
trite, but A&A’s sentor man-
agement and our sentor man-
agement had the same
chemistry. The cultures were
comparable. A&A was people-
ortented.

I had been familiar with
some of A&A'’s acquisitions
Jor vears. The Murphy
Agency in Green Bay, S.
Hammaond Story in Atlanta,
Clifton & Co. in San
Francisco—these were all
Sfriends I had knoun through
trade associations. All of a
sudden, we were members of
A&A. It was like being in the
same club.

John A, Staugh is managing vice
president of A&A Inc.’s Louis-
ville office and director of the
Mational Construction Division.
He was senior vice president and
director of Nahm, Turner,
Vaughan & Landrum, Inc., Ken-
tucky’s largest insurance broker,
when it merged with A&A in 1982,
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France

Gcn}mny s
Traditional risk manage- °
ment and public policy
issues converged in the
aftermath of the nuclear
accident at Three Mile
Island in 1979,

By the 1970s, public palicy was
transforming the relationship
between gavernment and
business. A&A establigshed a
Government and Industry Affairg
office, which is unique among
brokers. It manitors and ana-
fyzes policy developments
affecting the insurance industry First human heart
and various financial exposures (riusplant

of our clients.
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On April 22, 1969,
A&A stock was pub-
licly \raded for the
first time. Public
ownership fueled the
growth of A&A's
services, enabling the
company to meet
growing national and
international needs ot
clients. Photo shows

John A. Bogardus, Jr., T L . S C{(‘lliliﬂlli-i;md
{center} and Kenneth W.5. - - TR ar pl.'inl

Soubry {right) touring the
New York Stock Exchange
with a NYSE official.

Mount 31, Helens
crupts

Cungress extablishe
Superiund

Multt-billion dollar cargo risks required new
coverages beyond the traditional boundaries
of cargo ingsurance and reinsurance,



starfed with Stenhouse in
Manchester, England, more
than 3o vears ago. To be pur!
of somelhing so small and
walch it grow nfo somelhing
so large, Is thrilling.

Many brokers provide qual-
iy and professionalism. Only
@ handjul can coordinale
elient service in far-flung
paris of the world.

In Enrope and Asia, we're
seen as one of Hhe few b G
who can gire a broad rang
engineering, risk marage-
menf and loss conlrol services.
And our London opevations
have long standing conlacts
with the reimsurance and spe-
cially wmarkels.

The breadih and depth of
ol vesonrees are exceplional,
Our clients recognize il, the
IMSIFY@NCe COMPAnies recog-
nize if, the world recognizes if.

Ron W, Forrest is seniar vice
president and managing director,
Global Business Development,
based in New York. He was previ-
ously chief executive officer of
Alexander Stenhouse L.td.,
A&A's retail insurance hroking
subsidiary in Great Britain.
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In 1563

through the
extinguishing

of the torch, the 1988
Winter Olympic Games in
Calgary, Canada, was
financiaily protected by
muiti-million dollar cov-
erages arranged through

A&A's Reed Stenhouse Limited,

First artificial
The Brandenburg Gate and the removal Nearuimplant
of the Berlin Wall symbolized the East-
ern Bloc's move toward democracy and
freer markets. A&A’s service in Eastern
Europe and the Soviet Union bulilds on
long-standing ties of Alexander
Howden Reinsurance Brokers Limited.
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Flanking A&A Services Chalrman and CEQ
T.H. Irvin are Executive Vice Presidents
Michael K. White (left) and William M.
Wilson. Mr. White directs retail operations
in the U.S., Canada and Latin America, and
globat risk management and human
resource management consulting,

Mr. Wilson is responsible for retail opera-
tiens in the U.K., Europe, Asia/Middle East
and Australia/New Zealand as well as rein-
surance and wholesale operations worldwide.

The globalization of business,
politics and culture was accelerated by y
telecommunications technology, which allowed ‘| \
Information to bypass national boundaries.
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SELECTER FINANCIAL DATA

Alsander & Alominder Servees Te,

{1 meclitmris oo gt o ST GRIWENES) 1989 1988 1987 1986 1985
Summary ef @peratiens
@pcrating revenues $1,248.9  $1,227.7 $1,183.3 $1,1346 § 976.8
@perating inceme 107.6 122.2 113.6 163.4 123.2
Inceme frem centinuing eperations 59.0 71.0 74.9 66.6 44.7
Leés frem discentinued eperations — (6.0) {10.0y (24.0) (52.0)
Exwaerdinary credits 1.1 2.5 3.5 0.6 —
Net inceme ({ess) 60.1 67.5 68.4 43.2 (7.3)
Per share of cemmen stock:
Inceme frem centinuing operations $ 145 & 171 % 177 & 162 § 117
Less frem discentinued operations — (.14) (.24) (.58) (1.36)
Extraerdinary credits 03 .06 .09 01 —
Net inceme (less} $§ 148 & 1.63 162 § 105 § (19
Cash dividends $§ 100 § 1.00 100§ 100 § 1.00
Weighted average number of shares 40.6 41.4 42.3 41.2 38.2
Financial Pesitien
Current assets $1,892.7 $1,918.4 $1,962.1 §$1,899.7 $1,685.0
Werking capital 149.1 147.3 99.3 86.0 87.1
Tetal assets 2,604.7  2,635.2 2661.8 24816 2,183.0
Leng-term debt 215.5 214.6 170.2 118.2 146.3
Steckhelders’ equity 375.1 371.6 3894 324 .4 284.0
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MANAGEMENT'S DISCUSSION & ANALYSIS OF
FINANCIAL CONDITION & RESULTS O OPERATIONS

General

Insurance services operations, which includes the Com-
pany s retail, wholesale, reinsurance broking and risk
management operations, account for over 85% of total
operating revenues. Overall revenue growth is intlu-
enced by many factors. Those factors include new busi-
ness production, retention of existing business and new
product development as well as interest and foreign
exchange rates. [owever, the most significant factor
affecting commissions and fees is premium rates
charged by property and casualty insurance and rein-
surdnce companies,

Beginning in late 1986 and continuing throughout
most of 1989, intense competition among the insurance
carriers for market share was reflected in double-digit
declines in premium rates, In late 1989, following sev-
eral significant natural disasters around the world, pric-
mg on some lines of insurance hegan to stabilize. While
1t is too early to accurately predict the magnitude of
premium rate changes in the near term, Lhe Company
anticipales premium ratfe fluctuations wilt not be as
great as those experienced in the mid-rg8os.

Operating revenues of the Alexander Congulting
Group have reflected solid growth since the human
resource management consulting operations were orga-
nized into a glohal unit during the latter part of 1986,
Worldwide demand for consulting services for
employce benefit programs and human resource man-
agement services continues at a strong pace, This
demand is primarily due to constantly changing legisia-
tive and accounting regulations. In addition, escalating
health care costs have created demand for alternative
programs. The growth in this segment of the Com-
pany’s operations has been primarily from internal
sources and 1s expected to remain strong in the future,
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Degpite the continuing decline in property and casu
alty premium rates, consolidated operating revenues
increased s21.2 million to 1,248 g million in 188s.
However, this revenue growth was not adequate te eff-
set a modest increase of 3.2% in operating expenses
The result was an 11.9% decline in operating inceme
for 198q.

Nelincome in 198g declined by $7.4 million te see.1
million with net income per share at $1.48, 2 g.2%
decrease. Income from continuing operations was $39.
million compared to $71.0 million in 1988. In 1088,
income from continuing operations included a nen-
recurring gain of $18.2 million on the sale of TIFC®
Inc., offset in part by an $8.5 million provision relating
to the 1987 sale of Shand, Morahan & Co., Inc.

The following discussion and analysis of significant
factors affecting the Company’s results of operatiens
and hquidity and capital resources should be read in
conjunction with the accompanving financial stare-
ments and related notes.

Results of Operations

Operaling Revenues

Total operating revenues increased by 1.7% in 198¢
compared to a 3.8% increase in 1988. Excluding the
effects of foreign exchange rates, consolidated reve-
nues increased by 2.9% and 1.7% for 1989 and 1988,
respectively.

Insurance services revenues, which include interest
income on fiduciary funds, increased by 1.7% in 1988
compared to 2.5% in 1988, Excluding investment
income as well as the effects from changes in foreign
exchange rates, worldwide insurance services commis-
sions and fees declined by 5.2% in 1989 and 5.¢% in
1988. In both periods, strong new business productien
was more than offset by reductions in premium rates
and lost business.



In rede, investment inceme on fiduciary funds
increased oy 28.9% due te higher short-term interest
rates and slightly higher investment levels, Investment
inceme on fiduciary funds increased by 2.8% in 1988 as
reduced investment levels were more than offset by
higher average shert-term interest rates,

Human reseurce management consulting revenues
increased Wy 9.3% and 16.0% in 1989 and 1988, respec-
tivelv. This grewth re{lects the increased demand for
censulting services in the areas of eniplovee benefits,
cernpensation pregrams and communications consult-
ing. The demand [er these and other human resource
management censulting services 18 anticipated 1o
remain streng threugheut 1ggo.

@perating Fxpenses

Tetal eperating expenses increased by 3.2% and 3.3%
in 1089 and 1088, respectively. Excluding the effects of
fereign exchange rates in both periods, operating
expenses increased by 4.8% in 1989 and 0.9% in 1988.
The Cempanv's cost containment efforts should con-
tinue te faverably impact the rate of growth of normal
eperating cests.

Salaries and Benefit costs increased by 1.0% in 1989
ant 1.5% 1038, reflecting reductions in the number
of eruplevees as well as the Company's efiorts to con-
trel salary growth and employee benefit costs. In 1939,
the Cempany recognized gains of $15.7 million from the
settlement of pension obligations to cerlain retired
empleyees in the U.S. In 1988, the Company adopted
SFAS Ne. 87 fer its international pension plans, the
result of which was a reduction in pension expense of
$12.8 millien over the 1987 amount. After adjusting for
these ene-time items and the effects of changes in for-
eign exchange rates, worldwide salaries and related
Benefits increased by 4.7% in 1030 and 1.1% in 1988.
Tetal stalf cests reflect a decline in the number of
empleyees of 1.2% in 1989 and 4.1% in 1988 primarily
due te cost control measures and sold operations.

Other operating expenses increased by 6.8% in 198¢g
compared to a 6.5% increase in 1988. The 1989 increase
included charges of s15.2 million reflecting a 87.5 mil-
lion increase to the Companv’s professional self-
insurance reserves arising from settlements connected
with litigation in Puerto Rico and California as well asa
s7.7 million write-off of certain svslem development
costs, The 1988 mncrease included 7.3 million of costs
associated with the decision to phasze out the mainframe
compuler service operations of Anistics, After adjust-
ing for these items and the effects of changes in
exchange rates, other operating expenses increased by
5.0% and 2.0% in 198g and 1988, respectively,

Premises and depreciation costs increased in both
periods reflecting generallyv higher rents on leases and
svstemn costs associated with enhanced business infor-
mation systems. Insurance costs for errors and omis-
sions claims made against the Company includes both
insurance coverage with third-party insurance compa-
nies and self-insured programs. The Company believes
its reserves for the self-insured retention are adequate
to cover all potential claims. There is no assurance,
however, that rising litigation and claims costs will not
adversely impact the costs of the Company's self-
insurance programs and related insurance coverage.

Equily Farnings

As described in Note 4, the Company sold TIFCO Inc.
in 1988 and Evanston Services Inc. in 1987. The results
of these previously unconsolidated subsidiaries are pre-
sented on the equity basis through their respective
dates of sales.

Other Income and Fxpenses

[nvestment income on non-fiduciary funds increased by
$6.0 million in 1989 primarily due to an increase in
interest rates. In 1988, investment income increased by
$3.5 million due to higher interest rates and interest on
the note receivable from the sale of TIFCO Inc.



Interest expense increased by $2.2 million in 1989 due
to higher interest rates partially ofiset by a decline in
average debt outstanding. Higher interest rates and an
increase in average debt levels were the primary rea-
«ons for an increase of $6.8 million in 1988.

IN 1089, other income (expenses) includes gains on
sales of assets of 8.3 million, including a 5.3 million
gain on the sale of an office building in the United King-
dom. These gains were partially offset by costs associ-
ated with certain of the Company's contingent liabilities
referred to in Note 12,

Other income (expenses) in 1988 reflected a $26.3 mil-
lion gain on the sale of TIFCO Inc., offset in part by a
$10.9 million provision relating to indemnities given on
the 1987 sale of Shand, Morahan & Companv, Inc.

In 1087, the Company recorded gains of $24.1 miilion,
before minority interest, relating to sales of real estate
in the United Kingdom and France and a $7.5 million
gain on the sale of a Canadian insurance broking
subsidiary.

Trcome Taxes

The Company’s effective tax rate from continuing oper-
ations was 39.4% in 198y and 43.5% in both 1988 and
1987 compared to statutory rates of 34% in 1989 and
1988 and 40% in 1987. State and local taxes, amortiza-
tion of goodwill and certain expenses disallowed as
deductions for tax purposes account for rates higher
than the U.S. statutory rate. In 1689 and 1987, the
effective rates were favorably impacted by the sales of
real estate and businesses.
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In December 1987, the Financial Accounting Stan-
dards Board (FASB} issued SFAS No. g6, “Acceunti:y
for Income Taxes.” The Statement requires deferred
income taxes to be calculated using the lability methe:
whereby deferred taxes are adjusted currently for tax
rate changes, as well as places limitations on recegni-
tion of deferred tax assets. As a result of the camslex
implementation issues associated with SFAS Ne. e6,
the FASB has deferred the effective date to 1992. The
Company does not plan to adopt the provisions #f SFAY
No. g6 until the required effective date. Based npen
current tax rates, foreign exchange rates and the sver-
all tax position: of the Company, the adoption of the
Statement is not expected to have a material impact e
the Company’s financial position.

Discontinued Operations

During 1989, the Company finalized reinsurance agre.-
ments providing the Atlanta and Bermuda insurance
companies with coverage for their reserves as of
December 31, 1988 and up to $50.0 million of additiens
insurance coverage for potential losses in excess of
those reserves. The agreements also provide for a reis
surance premium adjustment. Bascd upon current Jess
projections, the estimated reinsurance premium adjust:
ment is sufficient to cover the projected runoff
expenses of these operations. As a result of this trans-
action and the adequacy of reserves covering the
remaining contingent exposures, no additional previ-
sion was required to the Company’s estimated loss en
disposal of its discontinued operations ir: 1989.

In 1988, the $6.0 million provision recorded in the
fourth quarter primarily represented the cost of the
reinsurance agreement described above. [n 1987, the
$10.0 million provision primarily related to the esti-
mated loss on the disposal of Sphere Dirake Insurance
Group.



The Company belicves the reserve for estimated loss
on dizpesal is sulficient to adequately provide for the
estimaled lesses through the period of runoff or indem-
nificatien; hewever, there is no assurance that adverse
deviatien mayv net occur due to the variables inherent in
the estimatien process, including estimating insurance
reserves and reinsurance recoverability.

Frtrasrdinary Credils

The »xtrasrdinary credits of $1.: million in 1989, $2.5
millien in 1488 and $3.5 million in 1987 represent the
tax menetit resulting from the utilization of net operat-

ing less carrvforwards,

Liguidily and Capital Resources

[n 198e, cash {low generated from operations, supple-
mented v shorl-term borrowings and the proceeds
frem the sales of assets financed the operating and capi-
tal expenditure requirements of the Company, as well
as dividend paviments and the repurchase of common
sleck. The merease in cash and cash eguivalents and
shert-lerm investments primarily represents fiduciary
funds which are generally not available for the operat-
ing needs of the Company. The Company's cash equiva-
lents and shert-lerm investments primarily consist of
gevernment securities and bank time deposits and are
sl investment grade quality,

The Cempany's capital expenditures in 198a primar-
ilv represent computer and other office automation
equipment and technology, premises refurbishments
and varieus acquisitions. Capital expenditures in 1ggo
are anticipated to approximate 1989’s level.

In 1988 and 1987, the board of directors authorized
the purchase of up to 5.0 million shares of the Com-
pany’s stock. During 198q, the Company purchased and
retired 0.2 million shares at a cost of $5.4 million, bring-
ing the total nuiber of shares purchased and retired to
3.7 million at a cost of $80.3 million. Future repur-
chases will be dependent upon the market price of the
Company’s common stock and other considerations,

The Company maintains long-terin credit agree-
menis, the primary one being a sroo.o million agree-
ment which expires in 199:3. Supplementing the credit
agreements, the Company has committed unsecured
lines of credit totaling $139.0 million as support for pos-
sible future cash needs.

In addition to $59.4 million fram the sale of TIFCO
Inc.. the Company received s21.2 million in 1989 from
the sales of assets, including 8.5 million [rom the sale
of an olfice building. These proceeds were used to
reduce bank borrowings.

In 1989, approximately $10 million of the total premi-
ums for the reinsurance agreements discussed previ-
ously was funded by the Company. The remaining
premiums were funded from the liquid assets of the
Atlanta and Bermuda companies,

The Company’s dividend policy is to pay dividends
out of current sustainable earnings. While under Mary-
land law, dividends may be paid from unrestricted paid-
in-capital, the Company’s board of directors has no
present intention of doing so.

The Company believes that cash flow from opera-
tions, supplemented by the use of short-term borrow-
ings, will he sufticient to satis{y working capital and
other requirements in the future,
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REPORT OF MANAGEMENT

Management of the Company is responsible for all the information and represenr
tations contained in the consolidated financial statements and other sections of
the annual report. Management believes that the consolidated financial state-
ments and related information have been prepared in accordance with generally
accepted accounting principles appropriate in the circumstances. These financi
statements necessarily include amounts that are based on management’s judg-
ment and best estimates.

The Company maintains a system of internal accounting controls to provide
reasonable assurance that assets are safeguarded against loss from unauthorized
use or disposition and that accounting records provide a reliable basis for the
preparation of financial statements. The internal accounting control system is
augmented by an internal auditing program, written policies and guidelines,
including the Company’s policy on General Business Ethics, and careful selection
and training of qualified personnel.

Deloitte & Touche has been engaged, with the approval of the Company’s
stockholders, as the independent auditors to auditl the financial statements of the
Company and to express an opinion thereon. Their opinion is based on procedurs
believed by them to be sufficient to provide reasonable assurance that the finan-
cial statements present fairly, in all material respects, the Company’s financial
position, cash flows and results of operations. Their report is set forth on Page 1

The Audit Committee of the board of directors is composed of five directors,
none of whom is an employee of the Company or any of its subsidiaries. It assists
the board in exercising its fiduciary responsibilities for oversight of audit and
related matters, including corporate accounting, reporting and control practices.
[t is responsible for recommending to the board the independent auditors to be
employed for the coming vear, subject to stockholder approval. The Audit Com-
mittee meets periodically with management, internal auditors and the indepen-
dent auditors to review internal accounting controls, auditing and financial
reporting matters. The independent auditors and the internal auditors have free

TUPOTLIG 1ALl D, 1 HE HNIUSPCHUCIIL aUuuiluld aidul LILC THILCT Al aUliilyl D 1av o 11 oo

access to the Audit Commilitee.

/’LH«/ . I
I"H. lrvin
Chairman of the Board,
Prestden! &
Chief Executive Officer

Rl E k2L,

Paul I£. Rohner
Senior Vice President
& Chicf Financial Officer



INDEPENDENT AUDITORS’ REPORT

To The Shareholders of Alexander & Alexander Services Inc.

We have audited the accompanying consolidated balance sheets of Alexander &
Alexander Services Inc. and its subsidiaries as of December 31, 1989 and 1988,
and the related consolidated statements of income, cash flows and stockholders’
equity for each of the three years in'the period ended December 31, 1989. These
financial statements are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial statements based on our
audits.

We conducted our audits in accordance with generally accepted auditing stan-
dards. Those standards require that we plan and perform the audit to obtain rea-
sonable assurance about whether the consolidated financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures 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 statement presentation. We believe that our audits provide a reasonable
basis for our opinion,

In our opinion, such consolidated financial statements present fairly, in all mate-
rial respects, the financial position of the companies at December 31, 1989 and
1988, and the results of their operations and their cash flows for each of the three
years in the period ended December 31, 1989, in conformity with generally
accepted accounting principles.

As discussed under Pension Plans in Note 10 to the financial stalements, effec-
tive January 1, 1988 the Company changed the method of accounting for its inter-
national pension plans to conform with Statement of Financial Accounting
Standards No. 87.

@M s T_aucd\f_,
/
DELOITTE & TOUCHE

Baltimore, Maryland
March 5, 1990
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CONSOLIDATED STATEMENTS OF INCOME

Alexander & Alexander Services Inc,

For the three sears ended December 31. (i miliions. except per share ammentsj 1989 1988 1987
Operating revenues:
Insurance services $1,075.3 $1,063.4 $1,037.6
Human resource management consulting 153.4 140.3 121.0
Other 20.2 24.0 24,7
1,248.9 1,227.7 1,183.3
Operating expenses:
Salaries and benefits 688.5 681.7 671.7
Other 452.8 423.8 398.0
1,141.3 1,105.5 1,069.7
Operating income 107.6 122.2 113.6
Equity in unconsolidated operations (Note 4) — 5.1 11.6
Other income {(expenses):
Investment income 17.1 11.1 7.6
luterest expense (25.7) (23.5) (16.7)
Other (Note 4) 3.4 14.0 26.2
(5.2) 1.6 17.1
Income from continuing operations before income taxes and minority interest 102.4 128.9 142.3
Income taxes (Note ) 40.3 56.1 62.0
Income frem continuing operations before minority interest 62.1 72.8 80.3
Minority interest 3.1 (1.8) (5.4)
Income from continuing operations 59.0 71.0 74.9
Loss from discontinued operations (Note 2) — 6.0) (10.0)
Income before extraordinary credils 59.0 65.0 64.9
Extraordinary credits (Note 5) 1.1 2.5 3.5
Met income $ 601 $ 675 $ 684
Per share of common stock (Note 1):
Income from continuing operations $ 1.45 & 1.71 $ 177
Loss from discontinued operations — (.14) (.24)
Income before extraordinary credits 1.45 1.57 1.53
Extraordinary credits .03 .06 .09
Net income 1.48 $ 1.63 1.62
Cash dividends 1.00 $  1.00 1.00
Weighted average number of shares 40.6 41.4 42.3

See Notes to Financial Statements.
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CONSOLIDATED BALANCE SHEETS

Alsander & Alexander Services Inc.

As of Becember 31, (in millians) {989 1988
Assels
Current assets:
Cash and cash equivalents $ 3575 $ 3827
Short-term investments 327.7 192.4
Accounts receivable (net of allowance for doubtful accounts
of $22.51n 1989 and $24.5 in 1938)
Customer accounts 1,136.8 1,213.8
Other 70.7 129.5
Total current assets 1,892.7 1,918.4
Preperty and equipment—at cost:
Land and buildings (Note 7} 34.8 36.7
Furniture and equipment 315.2 3143
Leasehold improvements 104.3 105.3
454.3 456.3
Less accumulated depreciation and ameortization (214.6) (195.0)
Property and equipment—net 239.7 261.3
@ther assets:
Long-term notes and other receivables (Notes 2 and 4) 69.0 77.9
Intangible assets (net of accumulated amortization
of $97.3 1n 1989 and $87.4 in 1988) 246.6 254.5
Other (Note 7) 156.7 123.1
$2,604.7 $2,635.2
Liabilities and Stockholders’ Equily
Current liabilities:
Accounts payable $1,559.9 $1,590.5
Short-term debt (Note G) 6.3 5.0
@ther payables and accrued expenses 178.4 175.6
Total current liabilities 1,743.6 1,771.1
Leng-term liabilities:
Long-term debt (Note 7) 215.5 214.6
Deferred income taxes (Note ) 103.2 107.5
Other (Notes 2, 10 and 13} 167.3 170.4
Total long-term liabilities 486.0 492.5
Commitments and contingent liabilities (Notes 2, 4, 11 and 12)
Stockholders’ equity (Notes 7, 8 and 9):
Preferred stock, authorized 9.5 shares $1 par value;
issued and outstanding, none — —
Series A Junior Participating Preferred Stock, authorized 0.5
shares; issued and outstanding, none — —
Common stock, authorized 60.0 shares $1 par value;
issued and outstanding 36.7 and 36.6 shares, respectively 36.7 36.6
Class A common stock, authorized 13.0 shares $.00001 par value;
issued and outstanding 3.1 shares — —
Class C common stock, authorized 5.5 shares $1 par value;
issued and outstanding 0.6 and 0.7 shares, respectively 0.6 0.7
Paid-in capital 287.6 284.7
Retained earnings 86.8 66.9
Accumulated translation adjustments {36.6) (17.3)
Total stockholders’ equity 375.1 371.6
$2,604.7 $2,635.2

See Noles lo Financial Stalements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Alexander & Alexander Services Inc.

Fur the three years ended December 31. {in millions) 1989 {988 1987
Cash provided (used) by:
Operating activities:
Income from continuing operations $ 59.0 $ 710 $ 749
Adjustments to reconcile income from continuing operations to
net cash provided by operating activities
Depreciation and amortization 76.4 62.6 51.1
Deferred income taxes 2.2 6.6 16.7
Gains on disposition of subsidiaries and other assets {7.8) (18.3) (29.5)
(Gain on pension plan settlements (15.7) — —
Other 5.8 11.1 10.3
Changes in assets and liabilities, net of effects from acquisitions
and dispositions:
Accounts receivable 34.8 5.3 17.8
Other assets (6.5) 4.5 (5.1)
Accounts payable 26.3 (34.7) (2.4)
Other current liabilities 4.4 (52.7) (51.8)
Other liabilities 7.4 13.4 4.5
Net cash provided by operating activities before discontinued
operations and extraordinary items 186.3 59.8 86.5
Discontinued operations {10.5) 3.1 5.2
Extraordinary items 1.1 2.5 3.5
Net cash provided by operating activities 176.9 65.4 95.2
Investing activities:
Purchases of property and equipment (54.9) (72.2) (101.4)
Purchases of businesses (net of cash acquired) (8.5) (6.7) (16.6)
Proceeds from sales of subsidiaries and other assets
(net of cash sold) 80.6 19.3 57.6
Purchases of investments (1,390.3) (1,571.4) (1,078.7)
Sales/maturities of investments 1,224.9 1,655.5 1,149.5
Net cash provided (used) by investing activities (148.2) 24.5 10.4
Financing activities:
Cash dividends (40.2) (41.4) (42.3)
Net change in short-term debt 8.1 29.9 35.9
Additions to long-term debt 4.1 14.4 6.1
Repayments of long-term debt {13.4) (14.8) (14.9)
Purchase of common stock (5.4) (56.1) (18.8)
Issuance of commeon stock 3.6 0.4 0.9
Net cash used by financing activities (43.2) (67.6) (33.1)
Effect of exchange rate changes on cash (10.7) 3.5 21.2
Cash and cash equivalents at beginning of year 382.7 356.9 263.2
Cash and cash equivalents at end of year $§ 357.5 $ 382.7 $ 356.9
Supplemental cash tlow information:
Cash paid during the year for:
Interest $ 26.8 $ 237 $ 184
Income taxes (Notes 2 and 5) 29.8 46.4 66.8
Non-cash investing and financing aclivities:
Capital lease — — 254
Notes received on dispositions of subsidiaries — 66.8 67.1
Common stock issued for business acquisitions and employee
benefit plans 3.2 18.4 8.3

See Notes to Financtal Statemenis.
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CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY

Alexander & Alexander Services Ine.

Far the three years ended Decerber 31, (Tn mittitons) 1959 1988 1987
Common stock:
Balance, beginning of year $ 36.6 $ 38,7 $ 354
Contributed to an employee benefit plan, 0.2 shares in 1987 — — 0.2
Issued for acquisitions, 0.1, 0.2 and 0.7 shares, respectively 0.1 0.2 0.7
Conversions of Class A and Class C shares into common stock, 0.1, 0.3 and
2.3 shares, respectively 0.1 0.3 2.3
Common stock purchased and retired, 0.2 and 0.6 shares, respectively (0.2) {0.6) —
Treasury stock retired — (2.0) -
Other, principally stock option transactions 0.1 — 0.1
Balance, end of year $ 36.7 $ 36.6 $ 387
Class A common stock:
Balance, beginning of year $ 0.0 $ 0.0 $ 00
Conversions into common stock, none, 0.2 and 1.6 shares, respectively — — —
Balance, end of year $ 0.0 $ 0.0 $ 00
Class C common stock:
Balance, beginning of vear $ 07 $ 08 $ 15
Conversions into common stock, 0.1, 0.1 and 0.7 shares, respectively (0.1 (0.1) {0.7)
Balance, end of year $ 06 $ 07 $ 08
Paid-in capital:
Balance, beginning of year $284.7 $334.7 $327.7
Contributed to an employee benefit plan — — 4.8
Issued for acquisitions 3.1 4.6 0.6
Conversions into common stock — (0.2) (1.6)
Common stock purchased and retired {5.2) (15.0) —
Treasury stock retired — (41.3) —
Other, principally stock option transactions 5.0 1.9 3.2
Balance, end of year $287.6 $284.7 $334.7
Retained earnings:
Balance, beginning of year $ 66.9 $ 40.8 $ 147
Net income 60.1 67.5 68.4
Dividends {40.2) (41.4) (42.3)
Balance, end of year $ 868 3 66.9 $ 40.8
Accumulated translation adjustments:
Balance, beginning of year $(17.3) $ 381 $(54.9)
Foreign currency translation adjustments {19.3) (9.2) 46.8
Balance, end of vear $(36.6) $(17.3) § 8.1
Treasury stock (Note 8):
Balance, beginning of year 3 - $(17.5) 3 -
Purchase of 1.8 and 1.0 shares, respectively — (40.5) (18.8)
Issued to an emplovee benefit plan, 0.1 and 0.1 shares, respectively — 1.4 1.3
[ssued for acquisitions, 0.7 shares — 13.1 —
Other — 0.2 —
Treasury stock retired — 43.3 —
Balance, end of year $§ - 8 $(17.5)

See Noles to IFinancial Stalements.
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1. Significant Accounting Policies

Consolidation

The accompanying consolidated financial statements
include the accounts of Alexander & Alexander Ser-
vices Inc. and its majority-owned subsidiaries. All sig-
nificant intercompany transactions and halances
between consolidated subsidiaries have been elimi-
nated. As described in Note 4, the Company sold
TIFCO Inc. in 1988 and Evanston Services Ine. in 1987,
and accordingly, the results of operations for these pre-
viously unconsolidated subsidiaries are presented on
the equity basis through dates of sale in the accompany-
ing Consolidaled Statements of Income.

Cash Equivalents and Shorl-Term Investments

Cash equivalents are comprised of highly liquid invest-
ments with maturities of three months or less at the
time of purchase and are carried at cost which approxi-
mates market value.

Short-term investments are comprised of investments
with maturities at time of purchase of greater than
three months but less than one vear and are carried at
cost which approximates market value,

Foreign Currency Translalion

Assets and liabilities denominated in foreign currencies
are translated at exchange rates in effect at each year
end. Operating results are translated at average rates of
exchange prevailing during the year. Unrealized gains
or losses resulting from translation are included as a
separate compenent of stockholders’ equity.

Forward exchange contracts are purchased by the
Company to hedge the impact of currency fluctuations
affecting the operating results of certain foreign subsid-
iaries. Gains and losses on these contracts are generally
recognized in the period in which the applicable
exchange rates change. Net foreign currency transac-
tion gains (losses), amounting to none, 0.7 million and
$1.2 million for the vears ended December 31, 1989,
1088, and 1987, respectively, are included in the deter-
mination of income from continuing operations.

24 SERVICE IN TIMES OF RISK

Properly and Depreciation

The cost of property and equipment is depreciated gen-
erally on the straight-line method over the estimated
useful lives of the related assets which range up to 40
years for buildings and 10 years for equipment. Lease-
hold improvements are capitalized and amortized over
the shorter of the life of the asset or the lease term.
Maintenance and repair costs are charged to operations
when incurred.

Intangible Assels

[ntangible assets resulting from acquisitions, princi-
pally expiration lists and goodwill, are amortized on the
straight-line method over periods not exceeding 17 and
40 yvears, respectively. The costs of non-compete agree-
ments are amortized on the straight-line method over
the terms of the agreements. Amortization of intangible
assets included in operating expenses amounted to
$16.8 million, $15.6 million and $12.3 million for the
vears ended December 31, 1989, 1088 and 1987, respec-
tively.

Income Taxes

Deferred income taxes are provided on revenue and
expense items recognized for financial accounting pur-
poses in different periods than for income tax purposes.
Income taxes are generally not provided on undistrib-
uted earnings of foreign subsidiaries because they are
considered to be permanently invested.

Fiduciary Funds

Premiums which are due from insureds are reported as
assets of the Company and as corresponding liabilities,
net of comnussions, to the insurance carriers. Premi-
ums received from insureds but not yet remitted to the
carriers are held as cash or investments in a fiduciary
capacity. Investment income earned on these funds,
included in operating revenues, amounfed to $81.2 mil-
lion, $63.0 million and $61.3 million for the years ended
December 31, 1989, 1988 and 1987, respectively.



Revenwe Recognition

Cemmissions are recognized generally on the effective
date of the policies or the billing date, whichever is

later. Any subseguent premium adjustments, including
policy cancellations, are generally recognized upon noti-
fication from the insurance carriers. Contingent com-
missions and commissions on policies billed and
cellected directly by insurance carriers are recognized
when received, Fees for services rendered are generally
recognized when earned.

Per Share Data

Earnings per share are based on the weighted average
number of common shares and their economic equiva-
lents outstanding during each period and, if dilutive,
shares issuable under stock option plans or debenture
conversion rights. Dividends per share are based on the
Cempany’s common and economic equivalent shares
eutstanding at each record date.

Presentation

Unless otherwise indicated, all amounts are stated in
milliens of U.S. dollars. Certain prior period amounts
have been reclassified to conform with the current year
presentation.

2. Discontinued Operations
In March 1985, the Company discontinued the insur-
ance underwriting subsidiaries acquired in 1982 as part
of the Alexander Howden Group plc (Alexander How-
den) acquisition. Accordingly, the estimated loss on dis-
posal, which includes estimated operating results

" through disposal or runoff and estimated realizable vai-
ues, is presented separately from continuing operations
in the Consolidated Statements of Income.

In 1987, the Company sold Sphere Drake Insurance
Group (Sphere Drake} for $55.5 million, including the
setilement of an intercompany balance of $24.3 nullion.
The sales agreement provides indemnities from the
Company for various potential liabilities of Sphere
Brake. [n connection with certain of these indemnities,
the Company purchased from the buyer pounds sterling
25.7 million zero coupon notes with interest rates from
10% to 12% due in 1995, These long-term notes receiv-
able are included in the Consolidated Balance Sheets at
a discounted value of pounds sterling 19.3 million ($31.1
million and $34.6 million at December 31, 1989 and
1988, respectively}). The repayment of these notes by

the buyer is subject to offset based upon the adequacy
of the loss reserves and reinsurance recoverables
recorded on the books of Sphere Drake at December
31, 1986. There has been some deterioration in loss
reserves and uncoilectible reinsurance halances, along
with a court decision issued against Sphere Drake in the
United Kingdom relating to an indemnified legal contin-
gency. The decision is subject to appeal. The Company
believes that the interest income on the zero coupon
notes, the recognition of which will be deferred until
realization 1s assured, continues to be in excess of any
required indemnifications and offsets under the sales
agreement.

During 1089, the Company finalized reinsurance
agreements providing the Atlanta and Bermuda insur-
ance companies, currently in runoff, with insurance
coverage for their reserves as of December 31, 1988
and for up to $50.0 million of insurance coverage for
potential losses in excess of those reserves. The agree-
ments also provide for a reinsurance premium adjust-
ment whereby at any time after January 1, 2001, the
reinsurance agreements can be terminated and any
excess funds, net of any reinsurance premium paid to a
substitute reinsurance company, would be returned to
the Company. Based upon current loss projections, the
estimated reinsurance premium adjustment is sufficient
to cover the future runoff expenses of the Atlanta and
Bermuda operations.

Loss on Disposal
The components of the estimated loss on disposal and
related income tax provisions (benefits) are as follows:

For the years ended December 31, 1989 1988 1987

Pre-Tax Loss % — %0167 5(18.9)
Income Tax Benefit

Current — (5.2) {8.4)

Deferred — (5.5) {0.3)

— (10.7) (8.9

Net Loss $F — S0 $0.0
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In 1988, the $6.0 million provision relates primarily to
the net estimated cost of the reinsurance agreement of
the Atlanta and Bermuda insurance companies.

In 1987, the $10.0 million provision relates primarily
to the loss on the disposal of Sphere Drake.

Net Liabilities of Discontinued Operations

A summary of the net liabilities of the Company’s dis-
continued operations as of December 31, 1980 and
1088, is as follows:

1989 1988
Aussets
Cash and investments $ 238 9% 73.3
Olher assels 18.3 47.3
42.1 120.6
Liabililies
Claim liabilities 5.3 109.2
Other liabilities 18.5 10.1
23.8 119.3
Corporate reserve for eslimated loss on
digposal (see below} 28.8 22.7
Net hahilities of discontinued operations $ 105 § 214

During 198g and 1988, the Company remitted approx-
imately $15.6 million and $10.6 million, respectively, to
the discontinued operations representing tax benefits
from prior years’ losses and funding of claim liabilities.

An analysis of the Company’s reserve for estimated
loss on disposal of its discontinued operations is as fol-

lows:
1989 1988 1987
Balance, beginning of year 8227 %153 82301
Provision recorded for estimated loss on
disposal — 6.0 10.0
Operating income (Joss) of companies
being runoff 6.6 (7.6) (4.4)
Gain ({loss) on divestitures — — (7.8
LK. tax refunds — 9.3 —
Other (0.5) {0.3) (5.6)
Balunce, end of vear $PRR 5227 3153
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In 1988, the Company received tax refunds including
interest from the Inland Revenue in the United King-
dom amounting to $g.3 million. The settlement relates
principally to the agreement of prior years' losses and
the tax deductibility of certain items relating to Alexan-
der Howden’s underwriting operations.

While the reserve is based upon management’s best
judgment, there is no assurance that further adverse
developments may not occur due to the variables inher-
ent in the estimation process.

3. Acquisitions

Poolings of Interests

The total number of shares issued in transactions
accounted for as poolings of interests aggregated 0.6
million during 1987. There were no poolings of interest
in 1989 or 1988.

Purchases
The cost of businesses acquired by the Company in
transactions accounted for as purchases aggregated
$12.2 million in 1089, including o.1 million shares of
common stock; $25.4 million in 1988, including o.q mil-
lion shares of common stock; and $24.8 million in 1987,
including o.1 million shares of common stock. The
excess of the purchase price over the fair value of net
tangible assets acquired was approximately $rz.4 mil-
lion, $25.1 million and $18.6 million, respectively, and is
being amortized over periods not exceeding 40 years.
The effect of these acquisitions was not significant to
the Company’s consolidated financial statements.

4. Dispositions

TIFCO Inc.

In 1988, the Company sold its wholly owned premium
finance subsidiary, TIFCO Inc., for proceeds of $73.8
million. Of the total proceeds, $7.0 million was received
at closing and $58.5 million, plus interest, was received
in January 1a8g. Under an amended agreement, the
remaining halance ot $8.3 million, plus interest, is due
in five installments from 1990 to 1994 and is contingent
upon future premium financing volume placed at
TIFCQO. A pre-tax gain of $26.3 million has been recog-
nized on the sale and is included in Other Income
(Expenses) in the Consolidated Statements of Income.



Revenues, income before taxes and net income relat-
ing to TIFCO through date of sale were $21.8 miltion,
$5.1 million and 83.4 million, respectively, in 1988 and
$31.8 million, 89.6 million and $5.4 million, respec-
tively, in 1987.

Shand. Morahan & Company, Inc.

In 1687, the Company sold its domestic underwriting
management subsidiary, Shand, Morahan & Company,
Inc. (Shand) for approximate book value of $62.8 mil-
lion. The proceeds included s11.0 million cash, net of an
intercompany balance of $19.5 nuillion, and a deferred
payment of $32.3 million plus interest due in 19g92. Of
the total deferred payment, $29.3 million is subject to
offset based upon the adequacy of the loss reserves and
reinsurance recoverables recorded, as of December 31,
1986, on the books of Evanston Services Inc. (ESI), a
52%-owned insurance underwriting subsidiary of Shand
at date of sale. In addition, the Company has agreed to
indemnify the purchasers of Shand against certain con-
tingencies, including the Mutual Fire, Marine and

Inland Insurance Company contingency described in
Note 12,

Revenues, equity earnings of ESI and net income
relating to Shand through date of sale in 1987 were
s23.1 million, 2.0 million and 0.3 million respectively,

The Company recorded a $10.9 million provision in
1988 relating to the indemnities given by the Company.
The provision resulted from deterioration in loss
reserves and additiona! uncollectible reinsurance bal-
ance notified to the Company by ESI, as well as the
Company’s estimate of additional deterioration based
on the volatile nature of ESI's book of business which
inciudes long-duration hiability exposures. The 1988
provision also incorporated legal costs associated with
defending the Company against other indemnified loss
contingencies. In 198q, substantially all of the Comi-
pany’s estimate of the additional future deterioration
was recorded by ESI, primarily as a result of one large
claim and substantial reserve strengthening. As a
result, the Company does not anticipate realizing any
interest income on the contingent deferred payment
balance.

While the provision 1s based upon management’s best
judgment and is adequate at this time based on informa-
tion available to the Company, there is no assurance
that further adverse developments may not occur due to
the variables inherent in the estimation process.

Olher

In 1989, a wholly owned United Kingdom subsidiary
sold real estate for cash of approximately 88.5 million,
resulting in a pre-tax and after-tax gain of $5.3 million
and $4.7 million, respectively, During 1987 a wholly-
owned United Kingdom subsidiary and a 50%-owned
French subsidiary sold their respective office buildings
for cash of approximately $35.3 million. The pre-tax
and after-tax gains on these transactions were approxi-
mately s21.5 million and $16.9 million, respectively.
The pre-tax gains are included in Other Income
{Expenses) in the Consolidated Statements of Income.

5. Income Taxes
The components of income {rom continuing operations
before income taxes are as follows:

For the vears ended December 31 1984 1988 1987
United States $ 288 %748 § 669
[nternational 73.8 4.1 754

$102.4  $128.9 8142.3

The components of the provision for income taxes on
continuing operations are as follows;

For the vears ended Deceniher 31, 1989 1988 1987
Current:
Federal $15.3  $21.8  §12.2
State and local 4.0 7.9 3.7
International 18.8 19.8 27.4
38.1 49.5 43.3
Deferred:
Federal (3.5) 3.9 14.4
State and jocal 0 0.2 (0.2)
International 5.2 2.5 2.5
2.2 6.6 16.7
Total tax provision 0.3 $36.1 $62.0

The Company files a U.5. federal consolidated tax
return which includes the losses of its U.S. discontinued
operations. The current federal provision recognizes
the amounts pavable to the discontinued operations for
the tax benefits relating to such losses.
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The components of the deferred income tax provision
on continuing operations are as follows:

For the vears ended December 31, 1989 1988 1987
Excess of tax over book depreciation $¢0.2) %18 § 22
Tax lcases (3.0) (2.8) (3.2)
Financial accounting accruals, nel 9.4 (0.1 0.4
Net deferred gains on subsidiary

dispositions (3.4) 2.8 —
Nel operating loss and other tax credit

carryforwards — 4.2 17.4
Other (0.6) 0.7 0.0

$22 §66 3167

A reconciliation of the tax provision and the amount
computed by applying the UJ.S. federal income tax rate
of 34% in 1989 and 1988 and 40% in 1987 to income
from continuing operations before income taxes is ag
follows:

For the years ended Decentber 31, 1989 1988 1987
Computed “cxpected’ 1ax expense $34.8 8438  $56.9
State and local income taxes-net of federal

income tax henefit 2.9 5.4 34
[Foreign statulory rates over (under) U.S.

Federal statutorv rate 1.4 2.8 {0.6)
Benefit of income taxed at capital gains or

other rates (2.1 — {3.8)
Amortization of intangible assets 2.5 2.8 2.0
Other non-deductible expenses 4.7 3.8 2.7
Other, net (3.9} {2.9) 1.3
Total tax provision $40.3  $56.1  3$62.0

For the years 1982, 1686 and 1987, tax deductions
totaling $132.8 million, net of estimated recoveries,
were claimed by the Company for a loss sustained in
connection with the acquisition of Alexander Howden.
‘The $61.1 million in tax benefits associated with these
tax deductions are reflected in the deferred income tax
balances in the Consolidated Balance Sheets and will
not be recognized for income statement purposes until
realization is reasonably assured. During 1988, the
Internal Revenue Service (IRS) issued its Revenue
Agent’s Report in ¢connection with the completion of the
examination of the Company’s 1982 U.S. consolidated
federal tax return. As anticipated, the IRS disallowed
the $43.1 million tax deduction which was claimed in
1982. In addition, the IRS disallowed a tax deduction
for certain costs which the Company incurred in its
post-acquisition investigation into Alexander Howden.
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The Company filed its protest against these two issues
with the Appeals Division of the IRS on December 30,
1988, and is currently awaiting completion of additional
work by the Examinations Branch of the IRS. It is the
Company’s opinion that the amounts not vet recognized
for income statement purposes are sufficient to cover
any potential Liability arising out of these issues,

The Company is currently under examination by the
IRS for the years 1083 through 1986. During the years
under examination, the Company recorded an $11.4 mil-
lion tax benefit in connection with an indemnification
policy taken out against the potential adverse effects of
losses arising out of certain underwriting exposures. It
is expected that the IRS will review the deductions
associated with this item; however, the Company
believes it will be successful in sustaining these
deductions.

The extraordinary credits of 1.1 nillion in 1989, $2.5
million in 1988 and $2.5 million in 1087 represent the
realization of tax benefits resulting from the utilization
of net operating loss carryforwards. At December 31,
1089, the Company had, for financial reporting pur-
poses, net operating loss carryforwards in the U.S. of
approximately $1.6 million which will expire in the
years 1996 to 1998.

At December 31, 1989, the net undistributed earnings
of foreign subsidiaries aggregated approximately
$226.8 million. Since these earnings are considered per-
manently invested, no provision has been made for
additional U.S. income taxes which might result upon
distribution of such earnings.



In December 1987, the Financial Accounting Stan-
dards Board (FASB} issued SFAS No. 96, “Accounting
for Income Taxes,” which requires that deferred
income taxes be calculated using the liability method
and restricts the conditions under which deferred tax
assets can be recorded. Under this method, future tax
liabilities will be adjusted in a current peried for
changes in income tax rates. As a result of the complex
implementation issues in applying the provisions of
SFAS No. 96, the FASB has deferred the effective date
of this Statement to 1992. The Company does not plan
to adopt SFAS No. 96 until the required effective date.
Based upon current tax rates, foreign exchange rates
and the overall tax position of the Company, adoption of
the Statement is not expected to have a material impact
on the Company’s financial position.

6. Short-Term Debt
Consolidated short-term debt consists of the following:

As of December 31, 1989 1988
Commercial paper $ 425 %64.9
Notes payable to financial institutions 52.7 21.0
Current portion of long-term debt (Note 7) 5.3 5.0

0.5 0.9

Less short-term debt reclassified as long-term
(Note 7) 95.2 85.9

ey
o
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]
w
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Information with respect to short-term borrowing
activity 1s as follows:

As of December 31. 1989 1988 1987
Commercial paper:
Balance at year end $42.5 5649 334.8
Weighted average interest rate 8.7% 9.3% 8.3%
Maximum outstanding $64.5  $64.9 $50.0
Average outstanding $44.8 $51.2 8297
Weighted average interest rate during
the year 953% 79% 7.0%
Notes payable to financial institutions:
Balance ai year end $52.7 821.0 $20.2
Weighted average interest rate 11.5% 10.9% 8.2%
Maximum ouistanding $52.7 5340 $21.1
Average outstanding $26.5 8276 & 4.3
Weighled average interest rate during
the year 12.1%  9.6% 8.8%

The maximum outstanding balance above reflects the
maximum amount of each category outstanding at any
month end. The maximum aggregate short-term debt
outstanding at any month end was $g5.2 million, $8g9.8
million and $56.1 million in 1989, 1988 and 1987,
respectively.

Including the $1oo million credit facility described in
Note 7(B), the Company has committed unsecured lines
of credit totaling $239.0 million of which $202.6 million
was unused as of December 31, 1g89. The lines may be
drawn as needed with interest at market rates and carry
an annual cormmitment fee of no greater than 4% of the
line. In addition, the Company has approximately $65.6
million of uncommitted bank lines of credit which are
available for general corporate purposes, of which $38.6
million was unused at December 31, 1989.

7. Long-Term Debt
Consolidated long-term debt outstanding is as follows:

As of December 31, 1989 1988
11% Convertible subordinated debentures {(A) $ 676 % 67.6
Reclassified short-term debt {B) 95.2 85.9
Long-term credit agreement (B) 6.5 12.6
QObligation under capital lease (C) 21.8 20.7
Non-recourse mortgage notes (D) 20.2 20.5
Other 95 12.3

220.8 219.6
Less current portion {Note 6) 5.3 5.0

$2155 %2146

The principal portion of payments required during the
next five years is $5.2 million in 1990, $9.7 million in
1991, $6.4 million in 1992, 5.7 million in 1993 and $5.7
million in 1904.

29



A. 11% Convertible Subordinaied Debentures

The debentures are unsecured subordinated obligations
maturing April 15, zoo7. The debentures were issued in
connection with the acquisition of Alexander Howden
under an Indenture agreement dated February 1, 1982,
and are convertible into common shares at $39 per
share, subject to adjustment under certain conditions
and to prior redemption. The remaining debentures are
redeemable any time, at the Company’s option, at
105.87% of par value prior to April 15, 1990, and at
declining prices thereafter until April 15, 1997. Com-
mencing April 15, 1992 and annually thereafter, 5% of
the aggregate principal amount outstanding as of Octo-
ber 15, 1991, must be redeemed at the principal amount
through the operation of a mandatory sinking fund.

B. Long-Term Credit Agreements

The Company has a s1oo million long-term credit agree-
ment which expires in June 1993. The agreement con-
tains various restrictions including limits on minimum
net worth, maximum consolidated debt, minimum inter-
est coverage and minimum consolidated cash flow from
continuing operations. The Company has the option to
select domestic or Eurocurrency borrowings priced at a
spread over the appropriate index. The Company has
not borrowed under this agreement.

In the event short-term borrowings cannol be made
advantageously, the Company intends to use this facil-
ity to refinance a portion of its short-term borrowings
on a long-term basis. Accordingly, $95.2 million and
$85.9 million of short-term debt has been reclassified
as long-term debt at December 31, 1989 and 1988,
respectively.

In addition, in 1988 a Canadian subsidiary entered
into a three-year credit agreement which expires in
May 1091. The agreement provides for a credit facility
of up to Canadian $15.0 million under various borrow-
ing options with interest rates of either /2% below the
Canadian prime rate (13.5% at December 31, 198g) or
at bankers’ acceptance rates.
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C. Obligation Under Capital Lease

Effective December 31, 1987, a 50%-owned French
subsidiary entered into a lease agreement for office
facilities which 1s classified as a capital lease. Future
minimum lease payment obligations are approximately
s2.1I million for each of the next five years and an aggre-
gate of $34.4 million thereafter.

D. Non-Recourse Mortgage Notes
Under terms of the sale agreement of TIFCO (see
Note 4), two wholly owned real estate subsidiaries of
TIFCO were transferred to the Company at net book
value prior to closing. The net assets of these subsid-
1aries, which are now included in the consolidated finan-
cial statements inctude principally an investment in a
direct financing lease of an office building and related
non-recourse mortgage notes. The mortgage notes bear
interest at rates between 12.1% and 13.0% and are pay-
able in semiannual installments of $1.4 million (includ-
ing principal and interest) through September 2010.
The components of the net investment in the direct
financing lease, included in Other Assets in the Consoli-
dated Balance Sheets as of December 31, 1989 and
1988, are as follows:

15989 1988

Future minimum lease payments to be received $76.7 5790
Unguaranteed residual value accruing to the

benefit of the Company 7.9 7.9

Less unearned income (62.6) (64.3)

Net investiment in lease $220 $226

Future minimum lease payments to be received are
approximately $2.6 million for each of the next five
years and an aggregate of $63.7 million thereafter.



8. Common and Preferred Stock

Common Stock

In connection with the Reed Stenhouse Companies
Limited (RSC) merger in 1985, the Company issued two
new classes of voting equity securities, Class A and
Class C common shares, with voting rights equal to the
Company’s common stock, Associated with each such
share is a dividend paying share issued by a Canadian
{RSC Class 1 share) or a United Kingdom (AAE Divi-
dend share) subsidiary which pays dividends in Cana-
dian dollars and Sterling, respectively, equivalent to the
dividends paid on shares of common stock. Holders of
these securities, therefore, hold the economic equiva-
lent of shares of common stock. Each Class A share
{together with an RSC Class 1 share) and Class C share
{together with an AAKE Dividend share) may be
exchanged at any time for a share of common stock.

At December 31, 198q, the Company had 5.5 million
shares of common stock reserved for issuance under
employvee stock option plans, 0.3 million shares
reserved for contingent issuance under business pur-
chase agreements, 1.7 million shares reserved for issu-
ance in the event of conversion of the 11% convertible
subordinated debentures and 3.8 million shares
reserved for 1ssuance upon redemption or conversion of
the Class A and Class C common shares.

Dividend Resirictions

Nodividends may be declared and paid on the Com-
pany's common stock unless an equivalent amount per
share is declared and paid on the economic equivalent
shares. Accordingly. the Company's ability to pay divi-
dends is limited by the amounts available to the Cana-
dian and U.K. subsidiaries for such purposes. These
amounts approximate Canadian $46.7 million or $40.4
million, assuming certain solvency tests are met under
Caradian law, and pounds sterling 43.8 million or $70.6
million, respectively, at December 31, 1989. In the
event sufficient earnings are not available in Canada or
the United Kingdom to declare dividends, the Com-
pany’s legal structure allows it to make earnings or cap-
ital available in those countries to pay dividends.

Preferred Stock and Related Rights

The Company's preferred stock can be 1ssued in one or
more series with full or limited voting rights, with the
rights of each series to be determined by the board of
directors before each issuance.

In 1987, the board of directors authorized a series of
preferred stock, Series A Junior Participating Preferred
Stock (Preferred Shares), $1.00 par value per share and
declared a dividend of one preferred share purchase
right (Right) for each outstanding share of common
stock, each comimon stock equivalent and each subse-
quently issued share. Each Right entitles the holder
thereof to buy one one-hundredth of a Preferred Share
at a price of $85. The Rights will become exercisable
only if a person or group acquires 20% or more of the
Company’s voting shares or announces a tender or
exchange offer for 30% or more of such voting shares.
If the Company is subsequently acquired each Right
will entitle its holder to purchase, at the then-current
exercise price, stock of the surviving company having a
market value of twice the exercise price of each Right.
The Rights are redeemable by action of the board of
directors prior to becoming exercisable at a redemption
price of $.01 per Right. The Rights, which were in
effect as of December 31, 1989, will expire on July 6,

1997.

Treasury Stock

The board of directors has authorized, subject to cer-
tain business and market conditions, the purchase of up
to 5 million shares of the Company’s common stock. As
of December 31, 1989, the total numnber of shares pur-
chased was 3.7 million at an average price of $21.77 per
share.

In 1988, the State of Maryland enacted legislation
requiring Maryland corporations to treat shares
acquired of its own stock as authorized but unissued
shares. Beginning in 1988, the cost of the Company’s
treasury stock has been allocated as a reduction of com-
mon stock and paid-in capital.
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9. Stock Option and incentive Plans

In 1688, the shareholders approved the 1688 Long-
Term Incentive Compensation Plan (1988 Plan) which
provides for the granting of up to 3 million shares of the
Company’s common stock to officers and key employ-
ees as stock options {(including incentive stock options
and non-qualified options}, stock appreciation rights,
restricted stock awards, performance share/unit 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 com-
mon stock on the date the option is granted and, with
respect to incentive stock options, must be exercised
not later than 10 vears from date of grant and, with
respect to non-qualified options, must be exercised not
later than 1o years and one day from date of grant,

Stock appreciation rights may be granted alone or in
conjunction with a stock option at a price not less than
the fair market value of the common stock at date of
grant. Upon exercise of a stock appreciation right, the
participant will receive cash, common stock or a combi-
nation thereof equal to the excess of the market value
over the cxercise price of the stock appreciation right.
Exercise of either the right or the stock option will
result 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 for-
feiture if the participant does not remain in the employ
of the Company throughout the restricted time period.
A maximum of 750,000 shares may be issued under the
1988 Plan. There were 45,000 and 2,000 shares issued
in 1089 and 1988, respectively.

Performance share/unit awards may be granted based
upon certain performance criteria as determined by the
Compensation and Benefits Comimittee of the board of
directors. Upon achievement of the performance share/
unit criteria, the participant will receive cash, common
stock or a combination thereof equal to the award.
There were 63,300 and 121,600 performance share/unit
awards made in 1989 and 1988, respectively.
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The Company’s Long-Term Compensation Program
(1082 Program), adopted in 1982, was superceded by
the 1988 Plan described above. The 1982 Program con-
sisted of three independent plans providing for stock
options, performance bonus awards and restricted
stock awards. No stock options were granted after
December 31, 1988, and no awards were made after
May 19, 1988, under either the performance bonus or
restricted stock plans.

Stock Option transactions under these programs were
as follows:

Number Option Price

af Per Share
Shares Range

QOutstanding, January 1, 1987 1,546,586  $17.75-$38.63
Granted 956,600 17.75- 25.38
Exercised {48,344) 17.75- 2450
Canceled (013,240}

Ouistanding, December 31, 1987 1,941,602  817.70-338.63
Granted 512,477 23.63- 24.75
Exercised (20,317) 17.75- 23.19
Canceled (278,989)

Qutstanding, December 31, 1988 2,154,773 $17.75-%38.63
Granted 481,500 25.00
Exercised {185.736) 17.75- 3113
Canccled {100,883)

Outstanding, December 31, 1989 2,349.654  $17.75-$38.63

The numbher of options exercisable at December 31 were as

follows:
1989 1,254,304
1088 994,235
1987 865,463



10. Employees’' Retirement Plans and Benefits

Pension Plans

The Company has contributory and non-contributory
defined benefit pension plans covering substantially all
domestic and international employees. The plans gener-
ally provide pension benefits that are based on the
emplovee’s vears of service and compensation prior to
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 does not
anticipate making any contributions to this plan until
the overfunding 1s substantially reduced.

During 198g, the Company’s primary U.S. plan
referred to above purchased annuity contracts for $37.4
million to settle the accumulated benefit obligations to
certain retirees as of December 31, 1988. The resulting
pre-tax gain of $15.7 million has been recognized as a
reduction of 1989 pension expense and is included in

salaries and benefits in the Consolidated Statements of
Income.

Effective January 1, 1988, the Company adopted
Statement of Financial Accounting Standards (SFAS)
No. 87, “Employers’ Accounting for Pensions,” for its
significant international pension plans. The Company
had adopted SFAS No. 87 for its domestic plans in
1085. Total pension costs for these plans, under SFAS
No. 87, for the years ended December 31, 1989, 1988
and 1987 are summarized as follows:

1989 1988 1987

Service cost $248 %252 §153
Interest cost 29.9 288 134
Actual return on plan assets (101.D) (54.3) (10.9)
Ner amortization and deferral 48.6 3.3 {13.8)
Nel pension costs $ 1.8 § 341 § 4.0

International pension expense totaled $16.1 million in
1987.

The following table sets forth the funded status and
amounts recognized in the Company's Consolidated
Balance Sheets as of December 31, 1989 and 1988:

1989 1988

U.s International us Interialional
Vested benefit obligation $108.1 $127.2 $118.6 $122.3
Accumulated benefit obligation $118.9 $130.0 31308 3 124.4
Projected benefit obligation S(153.7) $(228.2) $(172.2) $(203.5)
Plan assets at fair market value 211.9 310.2 217.0 259.0
Excess of plan assets over projected benefit obligation 8.2 82.0 44.8 555
Unrecognized net {gain) loss (20.4) (25.6) (19.3} 4.1
Unrecognized prior service cost (2.00 6.7 4.7 —
Unrecognized net assets being amortized over 16 years (25.8) (48.2) (36.9) {52.6)
{Acvcrued) prepaid pension cost 10.0 5 14.9 $ (6.7) 2 7.0
Assumed discount rate 2.0 % 9.0-10.25% 95 % 9.0-10.25%
Assumed rate of compensation increase 6.0 % 6.50- 9.0 % 6.0 % 6.0- 9.0 %
Expected rate of return on plan assets 10.75% 10.5-11.0 % [0.75% 10.5-11.0 %
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At December 31, 1989 and 1988, approximately 75%
and 63%, respectively, of all plan assets are invested in
equity securities and 25% and 37%, respectively, in
cash equivalents and/or fixed income securities.

Thrifi Plans

The Company maintains thrift plans for most U.5. and
Canadian emplovees, Under the thrift plans, eligible
empioyees may contribute amounts through payroll
deduction, supplemented by Company contributions,
for investments in various funds established by the
plans. The cost of these plans was $6.5 million in 1089,
$6.5 million, (including o.1 million shares of common
stock valued at $1,4 million) in 1988 and $6.7 million,
(including o.2 million shares of common stock valued at
$6.0 million) in 1987,

Post-Reliremeni Benefits

Substantially all of the Company's U.S. employees may
become eligible for certain health care benefits up to
age b5 and life insurance benefits if they reach normal
retirement age while working for the Company. The
cost of providing these benefits for retirees is not sepa-
rable 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:

1989 1988 1987

Total cost $26.8  $28.2 3242
Number of emplovees {thousands):
Active 9.3 906 9.8
Retired 1.7 1.3 1.4

Certain of the Company’s international subsidiaries
have sinular plans for their employvees; however, most
retirees are covered primarily by government spon-
sored programs, As a result, the cost to the Company
for retired employees is not significant for these pro-
grams,
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Dejerred Compensation Plan

In 1985, the Company established a deferred compensa-
tion plan which permitted certain of its key officers and
employees to defer a portion of their incentive compen-
sation 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 compensation is being accrued over
the period of active employinent on a present value
basis. To fund these plans, the Company has purchased
whole-life insurance on each participant’s life. The
Company’s obligation under the plan, $11.9 million and
g10.7 million at December 31, 19890 and 1988, respec-
tively, is included in Other Long-term Liabilities in the
Consolidated Balance Sheets.

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

Future minimum annual rentals under non-
cancellable leases are as follows:

Operaling

Leases

1990 S 84.8
1991 76.0
1992 89.9
1993 63.2
1994 30.4
Therealter 3174
Total minimum lease paymerls 5666.7

Rent expense for office space, which includes prop-
erty taxes and certain other costs, amounted to $91.3
million, £87.2 million and $82.8 million for the years
ended December 31, 1989, 1988 and 1987, respectively.

Other Commuitments

The Company has guaranteed certain borrowings and
letters of credit and has otherwise agreed to reimburse
the payment of certain other asserted or unasserted lia-
bilities of subsidiaries. While these assurances and
guarantees may expose the Company to financial conse-
quences, it is management's opinion that any adverse
effects will not he material to the Company's {inancial
condition,



12. Contingent Liabilities
The Company and its subsidiaries are subject to various
claims and lawsuits from both private and governmen-
tal parties in the ordinary course of business, consisting
principally of alleged errors and omissions in connec-
tion with the placement of insurance and in rendering
consulting services, In some of these cases, the reme-
dies that may be sought or damages claimed are sub-
stantial. Additionally, the Company and its subsidiaries
are subject to the risk of losses resulting from the
potential uncollectibility of insurance and reinsurance
balances and clauns advances made on behalf of clients,
Following the acquisition of Alexander Howden in
January 1982, certain claims, relating primarily to the
placement of reinsurance by Alexander Howden sub-
sidiaries and questionable broking and underwriting
practices of former Alexander Howden officials and
others, were asserted. In particular, c¢laims have been
asserted against the Company and certain of its subsid-
iaries alleging, among other things, that certain of the
Company’s subsidiaries accepted, on behalf of certain
insurance companies, insurance or reinsurance at pre-
mium levels not commensurate with the level of under-
writing risks assumed and retroceded or reinsured
those risks with financially unsound reinsurance compa-
nies, In two pending actions, plaintiffs seek compensa-
tory and punitive damages totaling $6g.0 million based
on treble damage claims under the Racketeer Influ-
enced and Corrupt Organizations Act (RICQ). Related
actions and claims contain a variety of similar allega-
tions and seek treble damages. Management of the
Company believes that there are valid defenses to all
claims that have been nade with respect to these activi-
ties. The Company is vigorously defending the pending
actions.

Prior to its sale in 1987, Shand and its subsidiaries
provided underwriting management services for and
placed insurance and reinsurance with and on behalf of
the Mutual Fire, Marine and Inland Insurance Com-
pany (Mutual Fire). Mutual Fire was placed in reha-
bilitation by the Courts of the Commonwealth of Penn-
sylvania in December 1986. In January 1990, the super-
visory court approved a plan of rehabilitation for
Mutual Fire. As part of the process of rehabilitation,
the regulator controlling Mutual Fire may assert claims
against Shand and its subsidiaries based upon Shand’s
relationship with Mutual Fire. Other claims have been
or may be asserted hy other affected parties, including
insureds of Mutual Fire. The sales contract between
the Company and Shand’s purchasers obligates the
Company to certain indemnities with respect to this
contingency.

These contingent liahilities involve significant
amounts, and while it is not possible to predict with cer-
tainty the outcome of such contingent liabilities, their
coverage under the Company's risk management pro-
gram, which includes professional liability insurance
policies, or their financial impact on the Company, man-
agement 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 lawsuit,
which commenced in 1983, against certain former audi-
tors of Alexander Howden. The terms of the settlernent
included the payment of $24.0 million to the Company.
Recognition of this recovery in the Consolidated State-
ments of Income has been deferred pending final reso-
lution of specific loss contingencies arising out of the
Alexander Howden acquisition which were known at
the date of the settlement. The amount of the recovery
is included in Other Long-term Liabilities in the Com-
pany’s Consolidated Balance Sheet.

In 1087, the Company’s after-tax contribution to the
settlement offered to members of Lloyd’s syndicates
formerly managed by PCW Underwriting Agencies
Ltd. was charged against this recovery and, accord-
ingly, the amount deferred was reduced to approxi-
mately $zz.3 million,
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14. Business Segments

Segment information is provided for the Company’s
two reportable segments, Insurance Services and
Human Resource Management Consulting.

Insurance Services includes a broad range of insur-
ance brokerage services such as negotiating and placing
casualty, property and marine insurance, reinsurance
brokerage, risk analysis and management, 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 communica-
tions consulting and management consulting.

The following tables present information about the
Company’s operations by business segment and geo-
graphical areas for each of the three vears in the period
ended December 31, 1984:

Operaling Opcrating Hdentifiable Depreciation Capital
Revenues Incame Assels & Amorlization  Expendiiures
1989
[nsurance services $1,075.3 $119.3 $2.346.2 $68.8 $ 47.7
Human resovrce management consulting 193.4 16.¢ 174.6 6.0 6.6
Other husiness 20.2 (0.5) 70.1 1.0 0.7
General corporate — {28.1) 13.8 0.6 1.6
51,248.9 $107.6 $2,604.7 $76.4 $ 56.6
1988
Insurance services $1.063 .4 $131.3 $2.442.9 8554 $ 65.9
Hurman resource managenient consulting 140.3 14.1 1154 4.7 6.4
Other business 24.0 2.4 62.6 1.6 0.8
General corporate — {25.6) 14.3 0.9 0.5
81,2277 $122.2 $2.635.2 362.6 8 7386
1987
Insurance services £1.027.6 $132.5 $2.415.5 $45.6 $119.7
Human resource management consulting 121.0 3.5 129.9 34 11.5
Other business 24.7 1.7 64.8 1.4 2.2
Equity in unconselidated operations — — 39.6 — —
General corporate - {26.1) 12.0 0.7 1.1
$1,183.3 $113.6 32.661.8 351.1 $124.5

Operating Operaiing Hdenlifiable

Revenee fncome Assels
Geographical areas:
1989
‘nited Stales § 7707 $ 79.2 $1.227.8
United Kingdom 210.8 27.0 300.2
Canada, principally RSC 125.6 15.1 190.0
Olher countries 141.8 14.4 372.9
General corporate - (28.1} 13.8
$1.2489 3107.6 $2.604.7
1988
United States $ 7768 $102.1 $1.2719
United Kingdom 202.7 26.7 Tii6
Canada, principally RSC 116.8 1.8 Vi1
Other countries 1314 7.2 397.7
General corporate — (25.6) 14.3
$1.227.7 81222 82.635.2
1987
United Slates S 7806 S108.4 $1,267.9
United Kingdom 180.5 12.3 735.3
Canada, principally RSC 1214 1L 1490.6
Other countries 100.8 7.7 4164
LLquity in uncensolidated operations — -~ 39.6
(ieneral corporate — (26.1) 12.0
51,1835 ESRRAS) $2.061.8
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15. Quarterly Financial Data (Unaudited)
Quarterly operating results for 1989 and 1988 are sum-
marized below (in millions, except per share data).

Income from

Operating Operating Continuing
Revenues Income Operalions Net Income
1989
1st $& 3025 $ 271 $12.0 $12.0
2nd 319.6 40.9 25.3 25.3
3rd 298.0 14.4 8.0 2.1
4th __3288 252 137 137
Year $1,248.9 $107.6 $59.0 $60.1
1988
1st $ 300.0 $ 296 $16.5 $16.5
2nd 3129 36.3 20.1 20.1
3rd 296.9 28.3 14.0 16.5
4th 317.9 28.0 20.4(a) 14.4(b}
Year $1,227.7 $122.2 871.0 $67.5
Per Share of Common Stock!
Income from
Conlinning
Operalions Nel Income Dividends High Low
1989
1st $ .30 $ .30 § .25 $25% $2258
2nd .62 62 .25 261 24
3rd .20 23 .25 293, 243
4th 33 .33 .25 34 293
Year $1.45 $1.48 $1.00
1988
1st % .39 $ .39 § .25 $2412 $17%
2nd 48 A48 .25 241 2112
3rd .34 .40 .25 257f 2158
4th .50 .35 .2h 2818 234
Year $1.71 $1.63(c) $1.00

|

(@) Includes an $18.2 million gain on the sale of TIFCO, offset in part by s12.1 million in provisions relating to the sale of Shand {(see Note 4) and

two small operations.

(b)  Includes a $6.0 million provision for discontinued operations relating Lo a reiusurance agreement regarding the Atlanta and Bermuda insurance

companies (see Note 2).
{c)  Notequal to the sum of the quarters.
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INVESTOR INFORMATION

Approximale Number

of Equily Securitv Holders
As of March 2, 1990, there
were approximately 2,850
record hokders of the Com-
pany’s comimon stock, 886
beneficial holders of Class A
comimon stock and 1,696
record holders of Class C
common stock.

Stock Listings

Alexander & Alexander’s
stock 1s listed on the New
York, London and Torento
stack exchanges.

NYSE Svmbol ... L AAL
London ......... (Common
and Class C)

Toronto . ... .. {RSC Special
Class 1)

Aniicipaied 1990 Dividend
Pavmen! Daies

March 30, June 29, Septem-

ber 28, December 31,

Notice of Form 10-K
A copy of the Company’s
1989 Annual Report on
Form 10-K may be secured
by writing to:
Alexander & Alexander
Services Ine,
Corporate Secretary
10461 Mill Run Circle
Owings Mills, Md. 21117

Investors, bankers, security
analysts and others desiring
additional information
should contact:
Frank R. Wieczynski
{301y 363-5000

Transier Agents
and Regisirars

First Chicago Trust
Companvy of New York

30 West Broadway

New York, NV, 10007-2192

Security Trust Company
B&O Building

2 North Charles Si.
Baltimore, Md. 21201

The Royal Trust
Company

48750 Cannon St.

London EC4N 6LD

England

Montreal Trust

Company of Canada
66 Temperance St.
Toronto, Ontario M5H 1Y7
Canada

Audifors
Deloitte & Touche

Awmnral Meeting of
Shareholders
Date: Thursdav, May 17,
1990
Time: 9:30 a.m.
Place: The Equitable Center
Auditorium
787 Seventh Avenue
hetween West Hlst
and West d32nd Sts.
New York, N.Y 10019

Corpmvate Headquarters

Alexander & Alexander
Services Inc.

1211 Avenue of (he
Americas

New York, N.Y. 10036

(212) 840-8500

39



THE WORLDWIDE NETWORK OFF A&A

Antigua & Barbuda
Argentina
Australia

Austria

Biahamas

Bahrain

Barbados

Belgium

Bermuda

Bolivia

Brazil

British Virgin Islands
Canada

Cayman Islands
Chile

China

Colombia

Costa Rica
Curacao

Cyprus

Denmark
Dominica
Dominican Republic
Ecuador

Fiji

Finland

France

(Greece

40 SERVICE IN TIMES OF RISK

(Grenada
Guadeloupe
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Guyana
Haiti

Hong Kong
Indonesia
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[srael

Italy
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Japan
Kenya
Kuwait
[Luxembourg
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Morocco
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New Zealand
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Peru
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Puerto Rico
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St. Kitts & Nevis
St. Lucia
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Singapore

South Korea

Spain
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Sweden
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Taiwan

Thailand

Trinidad & Tobago
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Turks & Caicos Islands
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United Kingdom
United States
Uruguay

U.S. Virgin Islands
Venezuela

West Germany

Zaire



seum. Baltimore. Md.;
arrison Public Library.
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