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Alexander & Alexander Services Inc. isa global insurance brokerage,
risk management and human resource management consulting company with 15,600
employees serving the needs of clients from offices in more than 80 countries.

A&A designs, places and services insurance and risk 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 consulting group provides advisory and support ser-
vices for the management of human resources, organizational structure and systems as

well as actuarial and employee benefit design and implementation.

Contents
To Our Fellow Stockholders 2
Insurance Broking & Risk Management Consulting
Europe 4
The Americas/Canada 6
Asia/Pacific 8
Wholesale Broking 10
Reinsurance Broking 12
Alexander Consulting Group 14
Financial Contents 16
Board of Directors & Officers,
Major Subsidiaries and Operating Units 42
Investor Information 43

A&A Around the World 44



Financial Highlights

Alexander & Allexavder Nevices Ty, and Subadinnes

(in midioms, £ per sharr amonnis)

1991 19U
L ] |
Operating revenues 51,3694 51.338.4
Operating income 19.7 122.8
Net income (loss) {(12.6) 4.9
Per share of commaon stock:
Net income {loss) (.30 1.35
Cash Jividends 1.00 1.00
L] ]
Total asscrs 52.767.2 $2.835.0
Stockholders™ equiry 3741 430.6
Book value per share 918 10.60
Reurn eny average stockholders” cquiry 13.13%) 13.6%
I — R
Average shares outstanding 408 40.7
Number of emplovees (thousands) 15.6 158
] R

As desernbed s Nowe 2 0f Notes to Vessancead Statoments. the finducead vesolts fr 19U avad 1990 mclude speciad chavaes of 3750 sidlon and 512,00

niillion, respectnely

Sources of Revenue

Fureps

Asia Pavilic

The Amencas Canada

Alevader Consulung
Group

Reinsurance Broking

Wholesale Brokimg Retal Broking
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To Qur Fellow Stockholders:

Aldexander & Alexander’s 1991 hnancial
results were disappointing, bur we made
solid progress toward achieving the Com-
pany’s long-range goals,

Poor worldwide economic conditions
dampened ovenall demand for many broking
and consulting services. Additionally, weak
pricing conditions continued in pomary
property and casualey insurance hines, par-
ticularly in the United States. Fiduciary
Investment income was significantly lower
because of talling interest rates.

The Alexander Consulting Group, our
human resource management consulung,
OPCTATION, OVCTCAME CCCSSIONATY Pressures
in many parts of the world. Their revenues
increased through innovative consultation,
and profits grew as a result of improved

productiviry.

Weak pricing conditions continued
in primary property and casualty
isurance lines, pavticulayvly in the

United States.

Benefirs of our long-term business strat-
egy and investments in Europe were evi-
dent. Strong revenue gains were achicved by
Alexander Howden Limited and Alexander
Howden Remnsurance Brokers Limited,
A&A’s London-based wholesale and rein-
surance broking subsidiaries, They

expanded market share and also benefited

from insurance rate increases that began
appeanng in certain avianon, marine and

energy markets.

A A is creating a leaner, move client-

focused company.

Increased revenues by A&A’s European
retail broKing operations were linked in part
to the liberabization of commerce in the
European Communiry where A&A hasa
well-established office network.

Overall, including a previously
announced special charge of $375.6 million,
A&A had a net loss of $12.6 million, or
80.3] pershare, for the vear ending Decem-
ber 31, The charge retlects costs associated
with the restrucruring of A&A’s retail oper-
arions as well as an increase in reserves estab-
lished tor previously reported contingencres
and the wnte-down of certain intangible
ASSCTS.

Excluding the special charge and other
one-time expenses, et profic was $37.8
million, or $0.93 per share. Operating reve-
nues were S1.37 billion, an increase of 531
million over 1990. Operanng expenses
increased 5 percent when non-comparabie
items in 1991 and 1990 are excluded.

Cash flow was strong during 1991 in part
because of our cash- and capital-manage-
ment programs. At vear end, debt levels
were lower than ar any point since 1986.
{Additional finandal information s con-
tained i Management’s Discussion and
Analysis, begainning on Page 18.)

Ot 199] developments, the restructunng

has the most far-reaching implications for



chienes and sharcholders. Trreflects a

process of adjustmg to fundamental changes
within the global insurance industry., By cre-
ating a leaner, more client-tocused company,
A&A 1 taking steps 1o deal with the most
extreme cffects of the insurance pncing
cveles that have buttered brokers i recent
vears,

We also anticipate that restructuring will
improve clicnt service while saving 518 nul-
lion i 1992, We expect to achieve this by
OPERATRg, N 3 More Mnovarive way.

For example, the restructunng charge
includes costs assocured with implementa-
tion of a business segmentation strategy. In
applving this strategy, we intend to use our
resources more cffectively and to enhance
specialized, value-added services for industey
acgitits. We also expect o creale more
clearly detined career opponumties tor

employvees.
We ave enhancing specialized, value-
added sevvices for tndustry segments.

Business segmentasion has proved sue-
cessful within the Alexander Consulting
Group as well as among, A& A retail broking
operations in Australia, Canada and the
United Kingdone The strategy s being
expanded in the ULS. by Ron W, Forrest,
who in September was named chairman,
chict execurive officer and president of our
U.S. retail operation. He formerly was head
of our UK. retail subsichary and more
recently responsible for global business

development.

The Office of the Charman From feft, depuly chawrmen Michael K. White and Witham M

Whison with Tinsley H. inin, chairman and chief execulive officer

Looking ahead, our operating plans
assume that difficult business conditions will
continue in 1992, In addition to the
restoietuning, we are reinforcing A&A’s
core-business corphasis with the sale of cer-
rain non-core operations. [ am contident
that these actions will improve profitability
and contribute to our goal of geocratng,
maore stable carnings.

During this time of great change, Tam
prateful to A&A’s emplovees for their hard
work and dedication iy serving our clients.
Through our joint efforts, I believe that we
will meer—and exceed—the expectations off

our chents and sharcholders

e

Tinsley H. Trvin
Chairmman of the Board,

Prestdent & Chief Executive Officer
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Wagens-Lits Pares, Franee Cleenr Sinee 1910

Nearly 1,000 tvain coaches operated by Pavis-lbased Wagons-Lits, incheding the fabicd Ovient Express, bive mraveled aevoss the

Erevopeas continent for miore than @ cenim.



Europc

Roger Kuypers
Member S G C A Directone

Tre Onent Express s instantly rermi
niscent of luxury European train
travel

Since 1910, he world tamcus
coaches have been nsured with 1he
helpoi S G C AL A&A's French brok

Ing company

“The pooling arrangesment for health cover fonr

mere than 30,000 Wagons-Lits cwiplovees i five

countrices ts one of the first fir a French

multinanonal. ™’ -Paedd Subvinr

Compagnie inlernationale des
Wagons-Lits et du Tourisme, based
i Paris, s a well-known name in
European fransportaton Pore than
950 Wagons-Lits coaches iraverse
the continent, from Egypt to Poland,
London o Venice.

The firm has many interests in lhe
travel industry, ranging from the
famed cable cars that ascend near
Mont Blanc to lravel agencies, res.

lauranis and catening companies.

Meeting Wagons-Lils’ diverse and
qrowing risk management needs
tequires close cooperation ameng
A&A's European network olfices

Far example. our tes wath
Wagons-Lis were recently strength-
ened lollowing s acguisition of Pick-
fords Business Travel This leading
ravel company is a longtime chent of
Alexander Stenhouse U K- Limited,
our London-based broking com-
pany A&A's Londen ang Pans
offices now jointly service 1his grows

ing firrm
v We placed the fsirance fonr Enope’s Dighest
comstrniction proyect, wear Mont Blane. e
calile ey pastallocton takes pasienners 3,842
merers above sea level Roer Krevpers

A&A's European nelwork has
offices in more than 60 ciies, con-
centraled in the major indusinal and
commercial centers. With our nel-
work eslablished. we are focusing
efforts on pan-European cooperation

and enhanced services

Paul Subrin
Employee Benefits Manages
SGCA

EXCEPTIONAL RFACH ' EXFMPLARY SERVICLE
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Kiniberly-Clavk: Diallas, Texas Clrenr Stnee 1986

Kinberiy-Clavk Corpornrton sclls consioner producre o 150 connimes, Vles snangfacning plant i Paris, lexas, pioduces Fliggames e

posable drapers, Kimberv-Clark s best-ielling prodisce.



The Americas/Canada

Jim Mass

Accoun! Execuive
A&A Daltas

Few hausehold products have the
name recognition of those manufac:
lured by Kimberly-Clark

Wilh manufactunng plants in 19
caunlnes—and consumers around
the world—1he Fortune 100 multina-
tonal canrol gamtle on a frag-

mented risk managemenl program
“Komberlv-Clark’s captive yeinsirance s placed
thyonggh an exciusive Alexander Hewden factiin,
spported by professional remsiers i Switzerioond,

Japan, France and Germany, ™ Mok Bowelwr

A&A's angwer: global insurance
programs. On a worldwide basis,
various property/casualty coverages
are managed from A&A's Dallas
office, in close coordinaticn with
Kimberly-Clark's risk managemen
department.

The benefits are clear. Coverages
arranged through local A&A offices
are talored to regional differences in

laws, regulations and language

Centralized nsk management
planning helps to avoid costly gaps
in local policies, and beller ensures a
consistent levet of coverage world-
wide Global programs alsa leverage
A&A's buying power 16 secure a
cost-eftecuve package of insurance

and services
“Froma U8, base, A A acts as an exten-
st of the elent s visk sauagericnt depavtscnt,
comdinating coveranes for plants arotnd
the world Jing Mo

ASA professionals throughout
Narlh America, Asia/Pacilic, Europe
and the M:adle Easl support regional
Kimberly-Clark managers A caplive.
managed by Alexander Insurance
Managers in Bermuda, oters stabil-
ily and capacity

VWith one of the world's most
exlensive risk management
networks—more than 300 offices in
80 countries— A&A helps clienls
effeclively assess, conlrol and trans-

fer risk

Mark Boucher

Durector

Alexandler ifowden Limited

EXCEPTIONAL REACH "EXEMPLARY SERVICE
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Borat Svaney, Ausiealia Chient Stuce 1979

fora! Lisnited is one of Austvadns Ieading conrpanies in the buslding and cosstruction nantertals indwstrees, L I 200 operaseig sives

worldnde mchiude the Mosrose Qe in Victoria, one of Hee fagest quearries i the Southern Heesphere,



Asia/Pacific

A& A5 loss control consullants helped
develop an evaluation program empha-
sizing self-assessment andg prevention

The pregram’s focal pont—
consistent globai standards for envi-
renmental aisk information—is now
anintegral parl of Boral's proactive
environmental management and

conlrol actnat.es

“Global companics winst have standards that can

Paul Venning bi / ; A=A
ders. Ac~A a5
A GaREIManager cruss geggraphic and cultural bovdevs. ACA, asa

Alexander Stenhouse Limied. Sydney

glohal opevarion, helps our clients pur tlis concepr

Frem imestone and coal lo natural

gas and pelroleum, few companics mto [ﬂ‘nc[f{‘t:. > —Paul Venning

handle raw nalural resources on the

nan ongoin s, risk man-
scale of Boral Limited On an engengibass; sk |

Long & leading manufacturer ol agemenl needs lor Boral's extensive

AsalPacif: <
buiding and conslruction malenals safPacif:c activities are supported

; v ABA koof 41
n Australia. 1he company s ncreas: oy ABA's regional network of 4

) oftices throughout Australia, New
ngly invoived overseas. supplying

Zoat Asia ¢ he Pacif
markets lhroughoul the US. the Zeaiand. Asia and the Pacific

U.K . continental Europe. the Pacitic To assist in anaiyzing rnisk financ

SLC it

and Soulheast Asia ng. Arslics, through offices in
Loendon, New York, Sydney ang
“Where vequired, ATA’s Global Business Unir Teronto. performs loss forecasting

and other lypes of stralegic risk
in Singapove helps to coordinate and inplement management analysis.

Boral’s global risk management prineiples into
their local operations. — Magic Kob

Commilted to the responsible
development ang use of nalural

resources, Boral asked Alexander Sten

heuse Limited, A&A's broking operation

in Australia, to assistin forming an envi-

Magge Koh

k. n
ronmental nsk management program ACcount EXecutive

A&A Singapore

EXCEPTIONAL REACH ! EXEMPLARY SERVICE 9



Sun Company Philadelphin, Pennsylvana Client Siee 1921

Sun Company bas been supplying enevry to the world sinee 1886, Its 66,000 barvel-a-day vefinery in Yabuncon, Puerto Rico, one of six in
the U.S. and Canada, processes fiveggn evndes into lubvicanes, jet fiel and diesel fuel.



Wholesale Broking

.,@g‘

|

Steve Barber

Drector, Manne & Fnergy Division
Alexander Howden Linited

When they began working with
A&A's Balmeore offrce in 1921, Sun
Company had just opened therr first
gasoline station lo service the
increasingly popular automobile.
Today. Sunis a major reliner and
marketer in Nerith America, as well
asaleading U.S. coal producer. Sun
1s also involved internaticnally in
energy exploration and produchion.
Its products are sold lo a broad base
of customers. including nearly 6.000

Sunoco and Allantic service slalions
“Alexander Howden is o kex plobal vesonree for
Sun. The group’s expertise was vital during the
difficult 1991 renewnl seasen. ™

—Anita Delarue

A major part of Sun’s nsurance
programis placed al Lloyd's and in
the London and European company

markets through Alexander Howden

Limited (AHL). A&A’s specialist
wholesale broking operation.
Working with our Baltimore office.
AHL mainains a broad knowledge
of the company and of energy mar-
kets. Langstanding professional con-
lacts proved (& be of particular value

in 1991,
“Close, vegular contact is essentinl to the interests
of our clients. I bave been ivobved in servicigg Sun
Jor wiore than balf of my 23 years in nsnurance.

--Steve Barber

Fellowing several years of major
petroleurn industry losses. underwri-
lers dramatically increased rates for
many energy INsurers

Despite ihe size and complexity of
15 program. Sun was largely pro-
tected from the market's massive
confraction. The respecied experlise
of AHL's manne and energy profes:
sionals enabled Sun o weather a dif-

ficult renewal season.

Anita Delarue

Account Executive

A&A Baltimore

EXCEPTIONAL REACH /EXEMPLARY SERVICE
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Japan Insurance Companies Tokyo, Japan Clients Since 1930

In the aftermath of Typhoon Mircille in September, damage to Japan's Kyushu and Chugoku areas produced the largest single clarm
paid in the country, Alexander Howden Reinsurance Brokers Limited coordimated many of the major clisns by insurance compantes.



Reinsurance Broking

Michaet Stephens
Cheef Executve. Corporate Clams

Afexander Howden Reinsurance Brokers Limited

Since 1987 the world insurance
indusiry has been hil every year by
arleast one natural caastrophe
causing damage in excess of $1 bl
lon 1991 was no exceplion

In September, Typhoon 19,
known as “Mirelle " swepl across
Japan. causing losses ol mare than

$3 bidlion.

“We work particularly closely with our Japanese
clients. Ligison and mutual trust are vital quali-

ties in these relationships.” —Barry Mackay

Such a massive loss can obviously
have a severe impact on the liguidity
of many local insurers. it was impera-
tive 1o settle claims quickly.

Within bours of 1he typhoon, Alex-
ander Howden Reinsurance Brokers
(AHRB) assembled a London-based
Catastrophe Claims Management
Team to coordinate the clawns and
inifiate prompt loss recovery.

Japan is an important territory for

AHRB. As one of the region’s Jargest

reinsurance hrokers. we aclt for four of
the top 15 Japanese insurers For one
company, AHRB has been the pn-
mary reinsurance broker for more

than 60 years.

“We have decades of experience handling cata-
stvophric losses. A well-developed plan triggers rapid

collecrion in these exceptional civenmstances.”’

—Muchael Stephens

Against a background of increas:
ing lhigation, social and political
pressures. and an unprecedented
wave of complex claims flooding the
world's reinsurance markets. a wg-
crous claims service 1s essential 1o
meelng our clents’ requirements

Japan is bul ane example of our
reach Over AHRB's 150 -year his-
101y, we have develcped rading
links throughouwt Europe. As:al
Pacdic. and North and South Amer-
ica. wilh established servicing capa-
bilities in virtually every couniry in

the worlg

Barry Mackay

Chiel Executive, Non-Marine

Alexander Howden Remnsurance Brokers Limiled

EXCEPTIONAL REACH / EXEMPLARY SERVICE
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W R, Grace Boea Raton, Floridn Cliens Soce 1958

W.R Grace & Co. isa $6 billion specialiy chemicals and bealtl care company opevating in 45 conngvies. The Alexander Consulting

Crroup belps nudrinarionad comnpanies such as Grace witly the destpr and implesnentarion of global boyefirs policics,



Alexander Consulting Group

Grace's pensicn plans in Australa,
Germany, Japan, the Netherlands,
New Zealand, Swilzerland and the
B UK. wereimmedalely alfected.
I With actuarial consultanis based in
each of these countries. ACG effec-
hvely applied the new ruling 1o local
Grace operalians, 10 a way con-
sistent with the inancial objecnves of

the giobal arganization

CWe ave where onr clients ave-—that’s why

Davig Degann

Managing Duector. Semor Consuitng Actuary

Alexander Consulting Group ACG was able to belp WR. Grace satisfy a new
For WR. Grace & Co.. wilh its 50.000 financial accounting standarn, efficiently and

employees n 45 counines. manag-
ing postretirement plans requires effectively. ™’ --David Degann

ongong monitaring of local labor

laws. lax regulaticns and competitive For more than 20.000 chents. ACG

ractitioners offer | I, I3 n
naustry praclices. practitioners ofter local. regional and

Differences 1in language. cullure internanonal support. lts 80 offices.

1 !
and economic systems alsa must be operalng in 18 counires. provide

considered expertise in erganizahonal and

human resource dynamics, employee
“Employee benefit programs ave a symificant cov- benefits and compensatan systems.

and human resource nformatian
porate expendtture. We help clients ger maximum

syslems.

vesults from theor imvesoment.”” —Michael Feehan

[~or more than 30 years. ths For-
tune 100 multinatcnal has rehed an
1he Alexander Consulting Group
(ACG). A&A’'s human respurce man-
agement consutling company.

For example, a complex Financial

Accounling Standards Board (FASB)

Michael Feehan
rule requited many companies 1o Senior Actuary
change reparling procedures for Alexandger Consuiing Group

non-U.S. pensian plans.

EXCEPTIONALREACH / EXEMVPLARY SERVICE 15
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Selected Financial Data

Alpvanter O Alexander Nevveee e and Suleduries

ron ndfon, £XCEPT [y i A

1991 (a) 1990 1959 1988 1987
Summary ot Opcrations | \
Operating, revenues 1,369 .4 I 51.338 4 S1.248 .9 51,2277 S1,183.3
Operatmiganvonie 197 122.8 107 .6 122.2 113.0
ln.cnmc Hoss i oM connnumg operations (10.43 349 590 1.0 749
Lons tfrom discontmued operitions . - | {640 (10,07
Cumulative eitect ufchang,c 11 accounting, (2.2 -
Exrraordimany credies - 1.1 25 3.5
Net o o] (12.6) 34.9 60,1 67.3 684
Per share of comman stock: i
lucome dosss from continuiag, operations S (.25 A 5 L4 S 1.7 5 177
Lows trom discontinued aperations - \l (149 (.24
Cumulatine etfecr of change o acconnnmyg (.06) —
Latraordmar eredits ‘ - L 03 - 06 09
Nt meome oss) $ (3L $ 135, $ 148, § 163 S 162
— 1 1
Cashy divdends 5 1.00 $ 100, & 100 S5 100 S 100!
RS = |
Waorghied aserage number of shares 40.8 | 40.7 | 40.6 | 41.4 42.3
—
Financial Position ‘ | !
L0rrent asseis 52,083 5 52.047.0 S1.892.7 STULE 4 S1u62
Working capital 134.4 05 2 1491 147.3 Q93
Total assets 2.767.2 2.835.0 2.604.7 2,635.2 2.661.8
Long-rerm debt 169.9 182.6 2155 214.6 170.2
Stockhaolders” eguity 3741 430.6 375.1 371.6 389 4

ste Dncliadesse proneson of $75.6 million for restracturing and other costs as move fully described i Note 2 of Notes to Finanesal Statements.

EXCEPIIONAL RUACIL FXeMPLARY SLRVICT 17



Management’s Discussion and Analysis
of Financial Condition
and Results of Opcrations

General

[ntense price competnon among, Nortlhy American prop-
ertvand csualty msarers and worldwade recessionarny
condinons hase severely impacted the Companmy’s finan-
al resules i recent vears. For the fitth consecutive vear.
premum rates dechined in Noreh Americas Afthough
rates o certan hines ol coverapes stabilized or mereased
slighelv i 1991, che overall impact of prempun changes
anthe ( OMPAY s revenpes was neparive. In addition,

the weak cconomy, p.\rtm:l.ﬂ‘l_\‘ mothe U8 has led o

lonser msured values, lower mterest rates and agmticantly

reduced demand tor consuiung services. Despite these
condivons, the Company achieved modest revenue
growth i 1991 duce to ner new busimess producrion and
new product development.

fnsurance imdusimy observers and analysts are sl
unable o predice a change o the marker evele with any
significant degree of accuracy. Howeser s currently
antiapated that the market conditions which mbuencee
the Company's revenue growth o mcluding premivm and
mrerest rates, will remam depressed in 1992,

In Januane 1992 the Company announced arestrae-
taring plan based on a global business sesimentation
strategy, Vhat strategy should enable the Company o
enhance chient service as well as future protinabilizy by
better abgnimg its resources with the serviang, require-
ments of is customers. In the VLS. for example, our
retail insuranee broking operations are bong orgamized
e three segments: the Global Newwork Segmenty, the
Corporate Spectalty Segment and the Small Commercial
Business Seament. Vs segmentation cflore should help
to reduce the Company™s cost of delivering quahiy ser-
vice to s custoimers. Fhe special churge recorded in the
tourth quarter of 1991 of 575.6 nullion mcludes the
S45.5 mlbon of costs relanng to this restrucrurmg plan.

Fhe restrucrurmg is expectedd to produce cost savings
ofapproximately S18 mulhion iy 1992 and shiculd posi-
ton the Company 1o benclic frony any future improve-
ments in property and casualtye insurance priong,.

I addinion to the speaa! charge, the Company alse
announced plans to sell two non-core businesses m carly
1992 including certain non-broking operations i the
Netherlands and 0 U8 Shased adnimistrator of workers”
compensanion s, tor estimared procecds of appros-
mately Sa8 muthon. These trin<acnons swere consumated
i kFebruarne 1992,

The teliowing dicussion and anabvsas of semficant -
tors atlecting the Company s fmanaad condimon and
tesutlts of operations should be read mconjuncoon wth

the accompanyving fimancal statements and rebated nores,

Results of Operations

Opevating Revenioes

Comoldated operanng revepuesinereased 203 PErCCIT 1
SE36Y 4 milhon m 1991 compared toa 7.2 percem
mnerease i 199 Average forenn exchange rates did not
vary signiticanth between 1994 and 1990 and, accord-
inglv, such vanances had misimal impact on the compa-
rabiliny ot 1991 versus 1990 revenues. Foreign exchange
varlanees are a more significant tactor in the compara-
ity of 1990 versus 1989 results due to the weakemng
of the U7 S dollar versus most carrencies i P90,
Lavcduding the eiects o toragn exchange rates, consali-
dated revenues mcreased 205 percent i 1991 and 4.7
percent m 1990,

Commissions and tees nereased by 3.3 percent in
1991 compared to 1 0.8 percent increase in 1990, Alter
evcluding the vanances i toraen exchange rates, toral
commusions and teesincreased 3 4 percentand 4.6 por
cent i 1991 and 1990, respectively.

Worldwide retul msuranee brokmg and nisk manage-
ment revenues, which represent approxtmately twe
thirds of total commassions and fees, increased 1.6 per-
cent in 1991 compared 1o a (.9 percent mercase n 1990
In both vears, net new business pmdnunnn was ofbser by
dechning premium rates, parocufarhom the VS0 Rask
management revenues grew sipmficantly in 1991 due pri-
marily o selected rate mercases and significant pew busi-
noess generated by the clarms admyiistranon operanon m
the U8

Whobesale broking revennes mereased by 1001 percen
in 1991 and 9.5 percentin 1990 primanly due to strong
new business producnion. In 1991 significant revenue
gams were made in respedt of packaged faalities tor spe-
alic nisks 1y the North Amencan non-marine segment
whereas 19907 vrowth was concentrated m the encrey
divsion

Worldwide remsurance broking commissions increased
8.9 percent in [991 and 22.9 percem n 1990 as pre-
M rate increases on selected hnes of bussness and new

busiess production i the mrermational Gperatons were



partiathy offset by lost business and Joswer renewal pue
miums i the ULS - aperatiens, A substantia) portion of
the mercase m Y990 reselred from remstatemaent pre-
miums charged by remsurance companmces tollowing pay-
ment of clams en catastrophic coverages.

Worldwide revenues of the Alevander Consulung
Group mereased by 5.5 percent and 152 pereent in
1991 and 1990, respectively . The demand for consulring
arvices 1 the areas of emplovee benehes, compensanen
and meenrive programs and commuonication consujting,
conumucs to be drven by ihe necds of emplovers to
manage the steep rise 1 health qare cxpenses as w cllas
new decounting and legislative changes. Revenue growth
was constramed i 1991 by the recessionary pressures
affectmg many clients with such condimons expecred 1o
conginge i 1992,

Investment wwome camed on fiduaary funds dechined
1) 7 pereent in 1991 as ngher investment levels, particu-
larh i the Company’s United Kingdom operations,
were meie than offset by the significant dechine m world-
wide short-term interest rates . nvestment wcong
mereased by 12,7 percent in 1990 due to higher short-
term mterest rates and nvesoment levels from the imer-
national cperations offser, e parr, by lower meerest rates
nthe L8

Speeial Charges

1o the tourth quarter of 1991, the Company recorded a
575.6. millhon charge (S48.2 nilhon or S1.18 per share
after tanes) associated with the resoricroring of its msur-
ance broking operations and other expenses,

The restructuring portion of the charge (8455
hon} will cover the anticipated costs of closing or consol-
dating certain offices as well as the restructuring of
others. Severanee pavments, leaschold wrice-offs and
emplovee relocation capenses are included. The restruc-
funmg charge alvo indudes the anbapated cost of selling
or winding down a property tax consultmg operation.

In addition ro the FESLIUCTIRINE COsty, e speciad
charge includes $17.1 million relating primarly to the
write-ofl of certaim meangible asers and $13.0 mithon
relating to mereases i reserves for Certin non-operating
contngencics, primaniy provisions tor indemmty pay
ments to purchasers of lormer A&A businesses,

T 1990, the Company recorded 1 pre-tax charge aff
S12.0 million (872 milhon or $O.18 per <hare afier
tinvesi, which included 563 nulhion tor the estimared
conty of restructunng the Company's global operanons,

mdduding severance, relocation, fease abandonment and

premotional expensescand 5.5 milhon relanng o o

tun hingaoon and connmpgenoy marters

Operating Expenses

Operanng evpenses wicreased by 6.5 percent and 3.9 per
cent i 199) and 1990, respectively. Excluding the
mmpact of toreign exchange varances, consohdated aper
aring expenses morcased by 6.2 percentin 1991 and 3.1
percent i 1990

Salaries and related benetit costs mereised bv 6.7 per
cent and 7.6 percent in 1991 and 1990 respectively. In
1991, 1990 and 1989, the Company recognized gains of
S5 mthon, S13.2 mullian and S13.7 mullion, respec
nvely, trem the sertlement of pension obligations 1o cer-
tam retired emplovees i Canada, the Unyted Kingdom
amd the Umited States. Excluding these pension gaims and
the impact of toreign exchange rates, salares and benetits
ncreased by 5.8 percent i 1991 and 4.3 percent in
1990 These increases are attnburable to normal salary
progressions, mcentive compensation and higher pen-
sion costs offser, mpart, by shghtly lower headeount,

Other operating expenses increased by 6.0 percentand
24 percentn 1991 and 1990, respecnively. Excluding
the impadt of toreigh exchange vanances and a 877 mil-
Bon wnite-off of cortan svatem development costs
ICETE urlu‘rupcr.mng expenses mereased by 5.0 pereent
n 1991 and 4.3 percenr in 1994,

Expense growth in the comparable pernads includes
mereased compuger systems costs due to upgrading ot
business intormation svstems and higher occupancy costs
due to escalatng rents. Insurance costs also mcreased in
1991 and 1994 reflecting higher premiums and seli-
msurance reserves for the Company’s professional
mdemminy programs. The Company believesats resenves
tor selt-insured programs are adequate to cover all poten-
tal clums; however, the continued escalation of legal
conts and indemnity awards may impact the future costs
OF INSHRLINE COVEerages.

In December 1990, rihe Finanaal Accounting Sran-
dards Board (FASB) issucd SFAN No. 106, " Emplovery”
Avcountng tor Postretirement Benetits Other Than ey
stons, " which muse be adepred by 1993, The statement
reqguires accrual of posiretirement benehts during the
vears an emplovee provides servaces as opposed to the
pav-as-vou-go method. Although the Company has not
vet fully determmed the impact of implementing s
standard, the change will hikehv increase the annual
expense for postretirenient benefies by approximarch

$2.0 o $3.0 million per vear. The increased expense
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includes amortizing the estmated tansinion ebligation

overa 20-vear period.

Other Income and Expenses

Investment income carned on operating funds decreased
by 1.5 percentand 9.9 pereent in 1991 and 1996,
respectively. In 1991 the decrease s primarily duc to
lower worldwide interest rates, T 1990 higher neeena-
tonal interest rates were more than oftser by loswer razes
i the U8,

Interest expense decreased by $6 .4 million m 1991
due primarily wo lower mrerest rates and debt feveds, In
1990, inrerest expense increased by $2.9 million primar-
ilv duc to higher average debr levels.

In 1989, other income (expenses) includes a 5.3 mil-
lon gain on the sale of an office bainlding in the United

Kingdom.

{ncome Taxes

Excluding the speeial charge deseribed above, the under-
Iving eftective tax rate was 44.0 percentin 1991 which
compares to 43.8 percent in 1990 and 39 .4 pereent in
1989, These rares are generally higher than che U.S. star-
utory rate of 34 percent due primarily o state and local
taxes, amartization of goodwill and certain expenses
wlhich are not deductible by statute in the jurisdictions in
which the Company conducts business. In [989, the
effective rate was tavorably impacted by the sales of real
cstate and businesses.

As more fully deseribed in Note 3, during 1991 the
Company received the final revenie agent’s report trom
the Intermnal Revenue Service (IRS) and 2 netice of tay
deticiencey in the amount of $85 nulhon tor the vears
1980 to 1986, Mot of the tax deficiency relares to rhe
disallowance of items arising out of the 1982 acquisition
ot Alexander Howden. The IRS has not ver assessed
interest on the tax deticiency ar additional rax liabihies
which would be due in vears atter 1986 as a result of the
assessnient. The Company’s estimate of such additional
tax and inrerest, net of the tederal tax benefit, is approsi-
mately S94 milhon.

The Company filed its tormal protest contesting the
proposcd tax deticieney with the Appeals Division of the
[RS during 1991 Discussions have commenced with the
IRS and ivis expecred that they will contnue through
the remainder of the vear or until the contested issues are
resolved. The Company has substantial arguments to
sustin its position on the proposed adjustments and far-
ther believes s reserves are sufficient to cover potential
labilities which may arise on settlement of these issues.

in February 1992, the FASB issued SFAS No. 109,
“Accounting for Income Taxes,” which supercedes
SFAS No. 96. The company does not plan to adopr the
provisions of SFAS No. 109 until the first quarter of
1993 and does not believe that adoprion will have a
material impact on the Company’s financial posttion or
results of operations.

Discontinued Operarions

There were no additional provisions required tor the
Company’s discontinued operations in 1991, 1990 or
1989,

During 1989, the Company tinalized reinsurance
agreements providing the Atlanta and Permuda insur-
ance companies with insurance coverage for their reserves
as of December 31, 1988, and tor up to $50 million of
addirional coverage tor pmcnti:li losses i excess of those
FCSCIVES.

Inn 1991, Sphere Drake lost an appeal relating re an
adverse court deaision and.in February 1992, the House
of Lords denied the Company’s final appeal. The Com-
pany has indemnified the purchasers of Sphere Drake for
losses incurred in connection with this htigation. A trial
to determine the amount of Sphere Drake’s hability in
connection with this matter is currently scheduled for
March 1992 however, the Company has established a
$20.0 million liability for the estimated costs of this
litiganion.

The Company believes that the estimated reinsurance
premium adjustmentand the deterred interest income
on the Sphere Drake zero conpon notes 1s described 1
Note 10 adequately provides for the esimuated losses
throughout the period of runott or indemnitication;,
however, there is no assurance that further adverse devel-
opments may not occur due to the variables inherent in

the estimation process.



Cumularive Effect Adjustment
and Extraordinary Credir
Eftective January 1, 1991 the Company adopted the
provisions of SFAS Neo. 106 relating, to deferred compen:
sation plans. This statement required the Company 1o
change the period of acerual of deterred compensation
expense from normal retirenient age (generally age 65) 1o
the date the emplovee becomies eligible to recerve the
benefiv which s age 35 under the Company’s plan. The
cumnulative effect of this accounting change tor vears
prior to 1991 et ofa related income tax benefit of S1.8
million, was $2.2 mullion or $0.06 per share. The effecr
of applving this new accounting method was not mate-
nal 1o the results ot operations in 1991 and. it applicd
rerroactivelv, tes 1990 or 1989,

The extraordinary credit of 81T nvitfion m 1989 repre-
sents the tax bepefizs of utihzing ner operating loss
carrvtorwards,

Liquidity and Capital Resources

Cash low from operations was more than sutheient to
fand the operaning and capital expenditnre requrements
as wellas dividend paviments m 1991 The merease 1
cash, cash equivalents and short-term investments repre-
sents primanily fiduciary tunds which are generally not
available for operaning necds ol the Company. Fidooaary
h]l]dh are 'il'l\'CﬁtL'd p]’il’n.}l'll_\' m g“\'L‘I']”NL‘H[ SCCUTIRICS .]J]Li
bank time deposits

The Company’s ner capital expenditures tor property

and equipment and acquisitions were $253 8 nulhon in
1991, a decrease of $21.1 mullion from 19907 level. Tes
anmcipated that capiral expenditures m 1992 sl approy-
imate 1991 amounts.

There were no purchases made of the Company™
common stock 1 1991 or 1990, A toral of 3.7 mullion
shares have been purchased at a cost of 380.3 million
since the board of dircctors authorized the purchase ot
up to 5.0 mullion <hares in 1988, Any future repurchases
will be dependent upon the market price of the Com
pany’s stock and other considerations.

Total debe outstanding at December 31, 1991, was
5176.8 million compared to 81927 muthon a December

31, 1990.

[n mid-1991. the Company entered imto a new long,
term revalving credit agreement with various banks
which expires m July 1995, The new agreement
increased the Company’s eredit faciliny from $100 mil-
lion o $150 million. Supplementing the credit agree-
ment, the Company has committed unsceured hines ot
credit toraling $157.2 milhon as support for possible
futuare cash needs.

At December 31, 1991, the Company had $41.4 aul-
lion of commercial paper outstanding under a program
by which the Company mayv borrow up ro $150 milhon.

Following the announcement of the 1991 speaial
charge reterred ta above, two rating agencies reaftirmed
their debt ranings on the Company and a third rating
agency reduced its rating by one grade. As a result, the
Company anticipates that the cost of borrowings under
its commercial paper program may e shightly higher m
1992,

In 1991, the Accumulated Translation Adjustunent
sccount, which represents the cumulative effect of trans-
litmg funcnional currencies of the Company’s interna
vl eperanions to U8, dollars, neganvelvimpacred
Stackhalders” Eguiry by $7.0 millions The decrease
resulted from a4 madest strengthening of the LS. dollar
during 1991,

The Company belicves that cash flow from operations.
supplemented by the proceeds trom the sale of asscts and
scasenal short-ternm borrowings, will be sufficient to sat-
iy worksng capital and ather requirements in 1992, As
meore filly deseribed 1n Noves 3. 10 and 11, the Com-
pany has significant tax and litigation exposures which
may require cash resomees. The Company believes it has
substantial arguments and legal defenses againse such
cxposuresy however, the timing and ultmare ovtcome
cannot be predicred with certatnty. In the event addi-
nonal funds are required, the Company believes it has
sufhicient resources, including credit capacity, to cover
potential fabilities which mav arise on sertloment of

these isstcs.
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RCPO[T of Management

22

Management ot the Company is responsible for all the
information and representations contained n the con-
solidated financial statements and other sections of the
annual report. Management belicves that the consoli-
dated hinancial statements and related information have
been prepared inaccordance with generalhy aceepred
accounting principles appropriate in the crrcumstances.
These finanaal statements necessartlv mclude amounts
that are based on managemens’s judgernent and best
estimates.

The Company mantains a svstem ot imternal account-
mg controls to provide reasanable assurance that assers
are sateguarded against foss trom unauthorized use or dis-
position and thar accounrting 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 guide-
lines, mcluding the Company's policy on General Bosi-
ness Ethics, and careful selection and training of qualificd
personnel.

Diclontre & Touche has been engaged, with the
approval ot the Company’s stockbolders, as the indepen-
dent auditors to audit the finanaal statements of the
Company and 1o express an opimon thercon. Their
opimon s based on procedures believed by them to be
sufficient to provide reasonable assurance that the finan-
cral statements present fairly, in all marerial respects, the
Company™ financial pasinon, cash flows and results of
operations. Their report is set forth on Page 23.

The Audit Commurtee ot the board of directors 1s

composed of five direcrors. none of whaonm s an

cmplovee of the Company or anyv ot 1t subsidiaries. Iy
assists the board in exerasing its fiduciary responsibihines
tor oversight of audit and related matrers, including cor-
porite accounting, reporting and control pracrices. Tt is
responsible tor recommending to the board the indepen-
dent auditors to be emploved for the coming vear, sub-
jeet to stockhalder approval. The Audit Comnuttee
meets periodically wich management, internal auditors
and the ndependent auditors to review internal account
ing controls, auditing and financal reporting marters.
The independent anditors and the internal auditors have

unrestricted access to the Audit Comntrree

"'ﬁ:ﬂ . e
Tinslev F I
Charrman of the Board,
President &
Chief Execietive Officer

Pak E

Iaul E. Rohner
Sentor Vice Presudent &
Chaef Financual Offrcer



Independent Auditors’ Report

To The Stockholders of Alesander & Alexander
Services T,

We have audited the sccompaming consolidated balapee
sheets of Alexander & Adexander Services Ineand Sub-
sidiaries as of December 31, 1991 and 1990 and the
related comsolidated statements of operations, cash flows
and stockhalders” cquity for cach of the three vears i the
period ended December 3101991 These finanaial seaze-
ments are the responsibility ot the Company’s manage-
ment. Qur responsibility 1s to express an opinion on
these financial statements based on our audits.

We conducted our audirs in accordance with generally
accepred audiring standards. Those standards require
that we plan and pertorm the audit to obtain reasonable
assurance about whether the financial starements are free
of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and dis-
closures in the financial statements. An audit also
includes assessing, the accounting principles used and sig-
inficant estimates made by management, as well ag eval-
aating the overall financial statement presentation.

We beheve that our audits provide a reasonable basis tor
aur opunon.

[ our opimeon, such cansolidated finanaal statements
present farlvoim all marenal respects, the financaal posi-
ton ot the companics at December 31, 1991 and 1990,
and the resules of their operations and their cash flows tor
cacl of the three years in the period ended December 31
1991, 1 contormity with generally aceepted accounting
principles.

As discussed in Note 7 o the consolidated financral
statements, in 1991 the Company changed s imethod of
accountng for deferred compensation

(_\E—VQOC&L—L '-R 1 CLU-.caL

DELOITTE & TOUCHE
Ralrimaore, Marvland
Febwuan, 121992
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Consohidated Statements of Operations

Alexander & Alexander Services ine. and Subsidaries

bt vear endedd December 31, (o widlions, excepr per share amaosnnis)

24

Operating revenues:
Commussions and fees

Fiduciary investment imcome

Operating expenses:
Salaries and beneties
Qrher
Special charges (Nare 2):

Restrucruring
Orther

Operating income

Orther income (expenses):
Invesoment income
Interest expense
Other
Special charges (Nore 2)

Income (loss) before income taxes and minority interest
Income taxes (Note 3)
Income (loss) before minority interest
Minority interest
Income (loss) before cumulative effect of change in
accounting and cxtraordinary credit
Cumulative effect of change in accounting (Nore 7)
Extraordinary credit {Notwe 3)
Net income {toss)
I’er share of common stock (Note 1):
[ncome (loss) betore cumulative efect of change in
accounting and extraordinary credit
Cumularive effect of change in accounting
Extraordinary credit
Net income (loss)

Cash dividends

Weighted average number of shares

See Notes to Frnancial Staremenis

7908
496 3

o

1 9 1989
SL247.0  SL67 7
9] .4 812
1.338 4 1.248 9
741.0 6385
4681 4528
G.o
12156 L1413
122 8 107 6
15.4 171
(28.6) (25.73
(18) 3.4
(5‘5) -
(20.5), (5.2),
102.3 102 .4
44.8 0.3
57.5 | 62.1
(2.6). 3.1)
: (3 _Q
349 30
, 1.1
$ 549 § 601
[ s IECERRTSCEGE
S 1.3 s 148
03
$§ 1.35 0§ 1.48
L —scaame 22 Sty
$ 100§ 1.00
40.7 | 40.6




Consolidated Balance Sheets

Adevander & Alexander Savices b and Sutradwaries

As of December 31 (tn millians. except per share amonnts)

ASSETS
Current asscts:
Cash and cash equivalents
Short-term investments
Accounts receivable (net of allowance for doubtful accounts
of $23.8 10 1991 and 1990)
Custemer accounts
Orther

Tortal current asscts
Property and equipment—at cost:
Land and buildings (Note 3)
Furniture and equipment
Leaschold improvenients

Less accumulated deprecianon and amortization
Property and equipment—nert
Orther assets:
Fong-term notes and other receivables (Notes 10and 11
inrangible assets (net of accumulated amortization of
$117.5in 1991 and $113.5 in 1990) (Note 2)
Other (Notes 5, 7 and 10)

LTABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Accounts pavable
Shart-term debt (Note 4)
Other pavables and acerued expenses
Fotal current hiabilities
Long-term Labilities:
Long-term debr (Nore &)
Deterred income taxes (Note 3)
Other (Notes 7, 10 and 12)
Total long-term Liabilities
Commitments and contingent habilities (Notes 3,9, 10and 11
Stockholders’ equiry (Notes 5, 6 and 8):
Preferred stock, authorized 9.5 shares $1 par value: nsued and outstanding, none
Series A Junior l"drticipa[ing Preferred stock, authorized 0.5 shares;
1ssued and outstanding, none
Common stack, authorized 60.0 shares $1 par value; nsued and
ounstanding 37 .4 and 37.0 shares, respectively
Class A common stock, authorized 13.0 shares $.00001 par valuce; issued and
()utst.lndi.ng 2.9 and 3.0 shares, rcspccri‘\'cl,v
Class C common stock, authorized 5.5 shares 51 par value: issued and
ourstanding 0.5 and 0.6 shares, respectively
Paid-y capital
Reramned carmings
Accnmulated translation adjustments

Total stockholders’ equiry

Ser Nores to Financial Statewents.

1991

S 57306
201.2

L1187
1300
2.083.5

37.5
346.7
113.8 |

493.0
(286.2)

211.8

43.5

u

218.7
209.7

$2.767.2
e

S1.687.0
6.9
255.2 |

19491
169.9
80.4
193.7
4440

37.4 |

|
~|
|
0.5 |
2924
47 8
(4.0)
374.1 |

$2.767.2 }

1990

S 412.2
283.8

1,245.7
105.3

2,047.0

401
349 4
112.2
501.7
(257.0)
2447

728

248.6
2219

$2.835.0

SLP06.7
10.1

2350

1826
go 7
173.3

0.6
2890
101.0

30
4306 |
$2.835.0 |
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Consolidated Statements of Cash Flows

Alexander & Alexander Sernees Inc. and Subsidsarres

For the wars ended Deceniber 31, (08 muillions)

Cash provided (used) by:
Operating activities:
Income (loss) betore cumulanve effect ot change in
accounting and extraordinan credit

Adjustments ta reconcile to net cash provided by operating

acriviries:
Depreaation and amaortization
Deferred income taxes

Losses (gaims) on disposition of subsidiarics and other

ASSCTS
Gam on pension plan settlements
Special charges, net of tax
Orther
Changes iy assets and liabihties, net ot eftects from
acquisitions and disposinons:
Accounts receivable
Other assers
Accounts pavable
Other current liabilities
Ocher habilities
Disconunued operations
Cumulative effect ot change in accountng
Extraordinary credit
Net cash provided by operating activities
Investing activities:
Purchases of property and equipment—net
Purchases ot businesses (net ot cash acquired)
Iroceeds from sales of subsidianes and other assets (net of
cash sold)
Purchases of investments
Sales/matunues of investments
Nercash provided (used) by investing acnvines
Financing acriviries:
Cash dnadends
Net change i short-term debr
Additions to long-rerm debt
Repavmenis ot long-term debr
Repurchase of common srock
[ssuance of common stock
Net cash used by financing activinies
Effect ot exchange rate changes on cash and cash cquivalents
Cash and cash equivalents at beginning of vear
Cash and cash equivalents at end of vear
Supplemental cash flow information:
Cash paid during the vear for:
Interest
[ncome taxes
Non-~cash investing and financing activities:
Common stock issued for business acquisitions and
emplovee benetit plans

See Notes to Financial Statomenits
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S

99 9
(16.4)
(3.3)

(14.2)
27.6

2.8
(952.7)
068

Al

(40.6)

(7.8)
25

(10.3)

0.9

(55.3)
¥

412.2

573.6

17.2
38 4

1990 1989
S a4v S 590
72.3 76 -
(2.5) 2.2
(0.2 (7.8)
(13.2) (15.7)
2.8 58"
(38 34.8
(16.7) 6.5}
i2.4) 6.3
7.9 4.4
3.1 12.5
2.8 (15.6)
7 1.1
102.4 176.9
If
(42 2 (49.6)
(4.7 (8.5)
0R 733
(9893 (1,390.3)
1.029.2 1.224.9
62 148.2)
(40.7) (40.2)
(48.6) 8.1
24.5 4.1
9.4) (13.4)
= (5.4
L 0.2 36
(74.0) (+3.2)
325 (10.7y:
357.5 3827
S 4122 $ 3575
S 296 5 268
2306 29.8
1.7 2.2




Consolidated Statements of Stockholders™ Equity
Alexander & Alexardor Sevvices e and Subsidwares

Fur the three years ended Decembrer 31, (0 millsons;

1991
SRR W
Common stock:
Balance, beginning ot vear S 37.0
Issuced tor acquisitions, 0.1, 0.1 and 0 1 shares, respectively 0.1
Conversions of Class A and Class C shares into common stock,
0.2, 0.1 and 0.1 shares, respectively 0.2
Common stock purchased and retired, 0.2 shares in 1989
Qther, principally stock option transactions 0.1
Balance, end of vear $ 374
—
Class A common stock:
Balanee, begining of vear s 0.0
Conversions into common stack, 0.1 001 shares and none, respectiveiy == )
Balance, end of vear $ 00
) [P T o o)
Class C common stock:
Balance, beginning of vear 5 0.6
Conversions into common stock, 0.1, none and 0.1 shares, respectively (0.1)]
Balance, end of vear $ 05
) R T
Paid-in capital: ‘
Balance, beginning of vear N289.0
Issued for acquisitions 1.6
Conversions into common stock 0.1
Common stock purchased and retired -
Other, principally stock option transactions 1.9 |
Balance, end of vear §292 4
Retained earnings: -
Ralance, beginning of vear sHol.0
Nevincome (loss) (12.6)
IMvidends (40.0)
Balance, end ot vear § 47.8 |
- I
Accumulated translation adjustments:
Balance, beginning of vear S 30
Forcign currency translation adjustments 7.0y
Balance, end of vear § (4.0)]
ﬂ

See Nores to Financal Statemients

1990 1989

5 347 5 366
0.1 0.1
01 0.1
(0.2

KEY 0.1
$370| $367
S 00 S 00
$ 00, S 00
O T [ e )
$ 06 % 07
Ml 0.1y

$ 061 5§ 06
PLSE e ITE e
$287.6 | $2847
1.6 Al
(0.1)

. (3.2}
SO 5.0,
$289.0 | $287.6
S 368 8 669
54.9 60.1
@07 o
$101.0 | $ 868!
LT s
S{36.6) $(17.3)
3961 (19.3),
$ 3.0 $(36.6)
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Notes to Financial Statements

v nplhans, except per share amooin
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1. Significant Accounting Policies

Conseldarion

Fhe accompanving, consohdated tinancial statements
mclude the accounts of Alexander & Alexander Services
Inc.andts majoney-owned subsidiaries. Al sigmibicant
intercompany transactions and balances have been
chovmated.

Cash Equevalents and Shove-Tevm Investinents

Cash equivalents are highlv hquid invesuments with

maturities of three months or less ar the time of purchase

and are carried ar cost which approximares market value.
Short-termy investments have maturities of greater than

three months but less than one vear at time of purchase

and are carricd ar cost which approsimates market value.

Foregm Crrrency Translation

Asscrs and labihuies denonmunated i foreign currencies
are rranslared at exchange rares in eftect at cach vear end.
Operating, results are rranslared ar average rates of
exchange prevailing during the vear. Unreahzed gams on
losses resulung from rranslation are included as a separare
component of stockholders” equity.

Forward exchange contracis are purchased by the
Company to hedge the impact of currency uctuations
aHecting the aperating results of certain foreign subsid-
wrics. Gams and losses on these conrraces are generadly
recogiized 1 the period i which the appheable
exchange rates change. At December 31, 1991, the
Company had approximately S108.6 million of torward
exchange contracts outstanding. These forward exchange
contracrs are generally purchased from large tinancial
mstitutions and management docs not anticipate incur-
ring losses due to nonperformance by these institutions.

Net foreign currency transacnion gams, included in
operanng income, amounted o $3.2 mullion, $3.6 mil-
ion and nene for the vears ended December 31, 1991,
1990 and 1989, respectively,

Property and Depreciation

The cost of property and cquipment i depreciared gen-
erally on the straighe-line method over the estimared nse-
tul lives of the related assers which range up to 40 vears
for buildings and 10 vears for equipment. Leaschold
improvements are capitalized and amortized over the
shorer of the life of the asser or the lease term.

Dntangible Asicrs

[ntangble assers resulting trom acquisitions, prmcipally
expiration hsts and goodwill, arc amortized on the
straight-lne method over penods not exceeding 17 and
0 vears, respectively. The costs nfnun—compc[c agree-
muents are amortized on the straight-lne method over
the terms of the agreements. Amornzation ot intapgible
assets meluded 1 operating expenses amounted 1o
$19.1 malhon, $17.4 million and $16.8 nuthon for the
years ended December 31, 1991, 1990 and 1989,

respectively,

Income Taves

Deferred income taxes are provided on revenue and
expense items recognized for finanaal accounung pur-
poses in different periods than for income tax purposes.
Income raxes are genenally not provided on undistrib-
uted carnings of forcign subsidiaries because they are
considered to be permanently invested or will not be
repatrated unless apy addinonal federal income taves
would be substantially oftser by foreign rax credirs.

Fiduciary Funds

Premiuns which are due tromomsureds are reported as
assers of the Compainy and as corresponding habilines,
net ef commissions, 1o the insurance carriers. Prepnosms
recened from insureds but not ver remitred to the car-
ricrs are held as cash or myvestments m a iiducany

capacity.

Revenue Recognition

Comnussions are generally recogmzed on the eflecunve
date of the policies ar the billing date whichever s Tuer
Any subsequent commssion adjustments, including
policy cancellations, are generally recogmzed upon noti-
ficanon from the msurance carriers. Conungent comms-
sions and comnuissions on policics billed and collected
directly by insurance carriers are recogmzed when
received. Fees for services rendered are generally recog-

msed when carmed.

Per Shave Data

Farnings per share are based on the waghted average
number of common shares and their economic equiva-
lents outstanding dunng cach period and, bt dilutive,
shares issunable under stock opnon plans or debenture
conversion rights. Dividends per share are based on the
Company’s common and cconomic equivalent shares

outstandimg ar exely record date.



Presentation

Uniess otherwise imdicated, all amaunts are stated oo mil-
liens of LS. dollars. Certain poor period amounts have
been reclassthied to confarm wirh the current vear

presentanion,

2. Special Charges

I the fourth quarter of 1991, the Company recorded a
pre-tax charge ot $75.6 million (348.2 milhon ater-taa
or 51,18 per share) that imcludes expenses associated

with the restructuring of its insurance broking operations
and other costs.

Phe restructuning portion of ths charge, amounting to
S45 5 million, represents the anticipated costs ot closing
or consolidating certain broking offices and restructuring
others. Severance paviments, leaschold wrire-ofhs and
employee relacation expenses are included in the charge.
The estimated costs of selhing or quidating a4 property
rax consulting operation are also included m the restrue-
TULINg Provision.

The speaial charge included in operating expenses of
S17.1 million represents primarily the write-down of
goodwill and other intangible assers redated to certain
acguired businesses. The $13.0 million included i non-
OPCrATING CXPENSCs [CPRESENLs 1NCTCAses [0 TESCTVes proevi-
ously established tor repored contingencies, primanly
indemniries for certam sold operations.

In 1990, the Company also recorded a pre-tax charge
of 312.0 mllion (7.2 million atter-tax or S0.18 per
share) ncludimg a $6.5 nullion provision tor the restruge
turing of the Company’™s global operanons and 5.5 nl-
Lon for cortain hugation and contingencey matters.

3. Income Taxes
The components ot mcome {loss) betore ncomee taxes

are as follows:

Lor the vears ended December 31, 1991 1990 1989
United States $93.2) $ 06 5288
Internanional 90.1 ' 101.7 TR 6

§ (3.1 §102.3 $102.4

The components of the provision for 1n¢ome tases are as

tollows:

For the wars ended Decemiber 2}, 199) 1990 1989
Current:
Federal $ 4.7 YRR $153
State and local A0 3in 410
International 399 355 18 8
9.6 5301 AR
Deterred:
Federal (3Aley  (11.5) (3.5)
Srate and local (8.4) 11.3) 0.5
International (+7), 55 %.2__
(44.7) (7.3) 2.2
5 4.9 S44.8 $40.3

The Company files 1 ULS. federal consolidated tas retarn
winch ineludes the losses ofits ULS. discontmued opera-
tuons, The carrent federal provision recognizes the
amounts pavable to the discontimued operations for the
tax benetits relatig to such losses.

The compenents of the deferred income 1ax provision

are as lollows:

Far the wars erded December 31, 1991 1990 1989
e e 2 RNkl NS
Depreciation $ (3. $(1.9) $(0.2)
Tax leascs (5.0) 21 3.0
Financial accounting accruals,
nee 8.7 | 9 94

et deterred Josses on subwd-

lary disposimons (0.3} - (3.4)
Special charges (27 .4) (4.8
Other (4] 2]_ 0.6 NN
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A reconciliauon of the L provision and the amaournt
computed by appiving the U S, federal income tas rate

of 34% o mcome {doss) before meome taxes 15 as follows:

For the wears ended Decomber 31, 199] 1 9H) 1989

Computed “expected™
expense (benefit) Nl s34 $34 8
State and local mcome taxes

net of federal incone tas (2.3 15 249
Foreign statutory rates over

LS. federal statutory rate 0+ 13 14
Benefir of mcome taved at capi-

tal gains or other rates (2.1
Amortization of mrangible

assets 25 2.8 25
Repatnation of toreign earn-

ings, net of rax eredits 1.5 09
Other non-deductible expenses R 1.2 4.7
Oxher, nes 0.1 07 3.9

$ 49 544.8 $40.3

Durmg 1991 the Company receved the revenue agent’s
final report for the vears 1980 1o 1986 and notice of tay
deficieney from the Internal Revenue Service (1RS) for
$85 milhon. The notice ot tax deficieney relates prina-
pally 1o the disallowance of a loss sustained in connection
with the acquisinon of Alexander Flowden and other
related assucs also arising out of the acquisition

Phe RS has por assessed interest on the tas deficency
or other tax labilities which would be due in vears atier
1986 due 1o aceeleration in the use of net operating,
losses and tax credies. The additional tax and meerese, net
of tederal tax benefit, on these adjusoments is approxi-
mately 594 million The Company is currently under
avamination by the TRS for the vears 1987 to 1989,

The Company has substanrial arguments to sustain i
position on the unagreed issues, has filed a protest wirh
the Appeals Ivision of the TRS, and wil} continue 1o
pursae administrarive and judical relief, as appropriate

Management believes that its reserves, mcluding the
Sel.1 million tax benetit on the loss sustained in connec-
tionr with the acquisition ot Alesander Howden, which
[has been deferred, are suthaent to cover labilities which
may anse on sertlement ot these rsues,

The extraordinany credit of ST1 mlhon iy 1989 repre-
sents the tax benefit resulung frona the nolizanon of net
operating Joss carrviorwards.

Federal income taxes have not been provided on

undistributed carmings of forcign subsidianes which

aggregated approximateh 32746 million at December
311991 These carnings are considered permanently
imasted or will nor be repatrated unless federal meome
raves would be substantiallv efhet by foreign s credies.
Dy February 1992 che Fainanaial Accounting Standards
Board issued SEFAS Naoo TOY, Accaunting for [ncome
Taxes,” whieh requires an asset and habihiny approach tor
fimancial accounting and reporting tor income tases and
provides tor implementanon no later than the st quar-
ter of 1993, This statement supercedes SEAS No. 96,
Mamagement behieves thar when the Company adoprs
this new standard 10 the firse quarter of 1993 10 will not
have a material impact on the finanaial position or results

of operations.

4, Short-Term Debt

Consolidared shor-rerm debe consises ot the tollowmg:

As of December 31, 1991 1990
[ L
Commeraal paper 541.4 $40.8
Notes pavable to financal institutions [U 89
Current portion of long-1erm debr
(Note 5) [ 10.]
488 SO

Less short-term debr reclassitied a«
long-term { Note 3) 419 407
$ 69 5101

Information with respect to short-term borrowing,

¥

ACHIVILY s s follows:

Asof December 31, 1991 1990 1989

Commeraal paper:

Balance ar vear end S41.4 | S408 @ 8425
Weighted average

Interest rate 5.0%! 8.5% 8.7%
Maximum outstanding . $73.9 §75.1 564.5
Average outstanding S49 .4 §52.8 544 8

Waoghted average
nterest rate dunng
the vear 6.0%: 8.5% 9 34
Notes pavable o fingwnl

mstitutions:

Ralance at vear end $ 0.5 389 $52.7
Weighted average

Interest rate 11.7% 8.3% 1]1.5%
Maximum outstanding, $43.2 §71.2 §52.7
Average outstanding 514 5 $42.6 §26.5
Weighted average

inrerest rate during

1he ven 10.3% 11.4% 12.1%




The masimum outstanding balance above reflects the
masaimum amount of cach category outstanding ar any
month end. The maxunmum aggregate shorr-term debt
cmrsmnding at any month end was $119.1 million,
S125.0 million and $95.2 nuthon in 1991, 1990 and
1989, respecrively,

Including the S130 nullion eredie tacility descnbed i
Note 5(B). the Company has committed unsecured hnes
of credin oraling $307 .2 millien of which $306.5 million
was unused as of December 31, 1991 The lines may be
drawn as needed with interest ar market rates and carry
an annual commitment tee of no greater than Y% of the
hne. Inaddinon, the (‘,unuun_\' has approximatelv $68.2
miition of uncemmitted bank lines ot ¢redit which are
available tor general corporate purposes, of which $67.0
million was umised ar December 31, 1991

5. Long-Term Debt

Consulidated long-term debe outstanding is as foflows:

As of December 31, 1991 1990
11% Convertible subordinated |

debentures (A) $ 66.9 $ 66.9 ‘

Reclassified short-term debt (B) 419/ 49.7 |
Long-term credit agreement (R) — 6.5 |
Obligation under capital lease () 24.2 | 24.5 |
Non-recourse mortgage notes (1) 16.9 178!
Scior notes (F) 200 20.0
Other 6.9 7.3
I76.8 1927
Less current portion {Note 4} 6.9 10,1 -

51699 $182.6
MR T

The principal pavments required during the nest five
vears, cxcluding the reclassified short-term debr, are $6.9
million i 1992, 6.6 million in 1993, 56.0 nulhon in
1994 5.9 million in 19953 and 55.7 mallion in 1996.

A% Convertible Subovdinared Debenrures

The debentures are unsecured subordinated obligations
maturing April 15, 2007 The debentures were issued in
connection with the acquisition of Alexander Howden
ander an Indenture agreement dated Februare 1, 1982,
and are convertible into common stack at $39 per share,
subject to adjustment under cerrain conditions and to
prior redemprion. During the fourth quarter of 1990,
the Company purchased $0.7 million tace value of the
debentures at approximate par value. The remaining
debentures are redecmable any me, at the Company's

oprion, at 104.40% of par value pror to Apnl 15, 1992,
and at dechning prices thereafter untl Apnol 15, 1997,
Commencng Apal 15, 1992, and annuallv thereatter, 5%
ol the aggregate principal amount outstanding as of Octo-
ber 15, 1991, must be redeemed ar the ponapal amount

through the operation of a mandatony sinking fund.

B Long-levmn Credst Agreements

In July 1991, the Company entered into a new long-
term eredit agreement with various banks which expires
in July 1995, The new agreement inereased the Com-
pany’s credic facitiny from S100 nullion to $150 million.
The agreement contains various restrictions incloding
[inies on minimum net worth, maximum consehdared
debr, minimum interest coverage and minimun consoli-
dated cash flow trom continuing operations. As a result
of the 1991 special charge referred to in Note 2, the
Company was not in techmcal compliance with cerrain
covenants contained in the credit agreement; however,
waivers were obrained on those covenants through Sep-
ember 30, 1992 The Company has the opnion to sclect
demesnic or Enrocurrency borroswings priced at a spread
over the appropoate index . The Company has not bor-
rowed wnder this agreement.

[n the event short-term borrowings cannot be made
advantageously, the Company mtends o use this fadiiny
To I‘L'HI]J.”L'L' Al pnr‘tl(m ()f‘i[f\ ‘\‘hnl’[’fcrl“ b()rr()\\ ingﬂ O a
fong-term basis. Accordingly, 541.9 million and $49.7
rmillion of short-term debt has been reclassified as long-
ternt debt ar December 31, 1991 and 1990, respectively,

In addition, a Canadian subsidiary had a three-vear
credar agreement with a Canadian tinancial mstitution
which expired i May 1991,

O Oblggation Under Capital Lease

A TFrench subsidiany has a lease agreement for office facili-
tics which 1s classified as a capital lease. Future mimimum
lease pavment obliganons are aprroximartely $2.5 million
for cach of the next five vears and an aggregare ot $33.2
million thereafter

D Now-Recourse Mortgage Notes

Two subsidiaries of the Company have an ipvestment in
adirect finanang lease of an office building and refated
nen-recourse mortgage notes, The mortgage notes bear
interest at rates berween 12.1% and 13.0% and are pay-
able in sermniannual installments of $1.4 million (includ-
myg, pancipal and interest) through Seprember 2010,
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Ihe components of the netinvestment inthe direa
financing lease meluded in Orher Assees i the Consoli-
dated Balance Sheets as of December 31, 1991 and 1990,

are as tollows:

11 1990

Future mmmmum lease pavments to be

received STl 5743
Unguaranteed residual value acerumg to

the benefit of the Company T o9
less unearned imcome RN 160 W
Netmvestment an Jease 5207 $21.3

Futtre mmmmunm lease pavinents to be recenved are
approamately S2.8 mullion tor each of the next five vears
and an aggregate ot S57 8 nulhon thereatier.

E. Senor Notes

The senior notes are due i June 1992, bear interest,
adiusted cven siv months, based upon LIBOR plus /2%
(5.0% at December 31019915 and are subject to various
restricoions includimg limits onommimum consohdared
net worch, maxnmum consolidated imdebtedness, mini-
mum interest coverage and mimmun: consohidated cash
How. As a resuit of the 1991 speaial charge reterred tom
Note 2, the Company was not m techmcal comphance
with cortain covenants contained i the note agreemenr,
howeever, wanvers were obramed an those covenants
through June 30, 1992, These notes have been classitied
as long-term debr as the Convpany intends ro rehinance

these notes on a long-term bass.,

6. Stock Option and Incentive Plans
In 198K, the sharcholder .lpprm'cd the 1988 Lone-Term

=

[ncenove Compensation Plan (1988 Plany which pro-
vides for the granting of up ra 3 nullion shares of the
Company’s comimon stock to officers and kev eonplovees
asstock oprions, mcluding incentive stock options and
non-qualificd options, stack appreaanian nghts,
restrcted stock awards, pertormance share/ it awards
and other stock based awards.

Stock oprions may be granted under the 1988 Plan ata
price not less than the fair market value of the commen
stock om the date the aption s granted and, with respect
Lo IMeentive stock OPLIONS, IS be exerased nor later
than 10 vears from dare of grant and, with respeet 10
non-qualified opnions, st be exercised not Jater than

10 vears and one day from date of grant.

Stack apprecanion rights may be granted alone or
conjunction with a stock oprion ara price not fess than
the fair market value of the common stock ar dare of
grant. Upon exercise of a stock appreciation nght, the
participant wiil receive cash common stock or a combi-
nation thereot equal to the cavess of the market value
over the exercise prce of the stock appreciation night.
Taercise of cither the nght or the stock opnion will result
in the surrender of the other.

Reatricted stock awards may be granted which limin
the sale or transter of the shares unnl the expiranon ot 4
speaificd time peniod. Such awards are subjecr to forter-
ture 1f the participant does not remain in the emplov of
the Company throughout the restricted nme penad. A
maximum of 750,000 shares may be issued under the
1988 Plan. There were 22,880 and 85,434 shares issued
1 1991 and 19990, respectively.,

Pertormance share/umt awards may be granted based
upon certain pcrﬁn‘nmncc criteria as determined by the
Compensation and Benelits Commitree of the board of
direcrors. Upon achievement of the performance share/
umit eriteria, the partcrpant will receve cash, cammon
stock or combmation thereof equal to the award. There
were 1,400 perdormance share-unit awards made m
1990, No perdormance share it awards were made i
1991 however, 21,582 shares were issued to parniaipants
for awards made in prior vears

Phe Company™s Long-Term Compensation Program
(1982 P'rogram), adopted iy 1982 was superseded by rhe
1988 I'lan described above. The 1982 Program consnted
of three independent plans providimg tor stock opnion,
performance bonus awards and restricted stock aw ards.
~Nostock Oprions were granted atter December 31, 1988,
and ne performance bonus ar restricted steck awards
were made atter May 19, 1988,



Stack oprion transactiony winder hese programs were

as follows:

Numbcr Option fnce
al P'er Share
Sharey Range
Qurstanding, January 1.

1989 2,154,773 | 817.75-838.63
Granted 481,500 ‘ 25.00
Excrcised (185.736) | 17.75--3].13
Canecled 1100,883) |

Ousstanding, Decembwr 31,

1989 2,349,654 S17.75-838.63
Granted 839,900 19.75-23 .88
Exercised {9.665) 7.75-24.75
Canceled (293,730

Ourstandmg, Decemiber 31,

1990 2,880,159 $17.75-538 63
Granted 93,500 23.13-23.25
Exeraised (38,204 17.75.25 38
Canceled 186.,371)

Ouestanding, Decernber 31,
1991 2,757,084 $17.75-838.63 ,

The number of options exeraisable at December 31 were
as follows:

199 1,724,060

1990 1. 483,344

1989 1,254 304

7. Employees’ Retirement Plans and Benefits

Penston Plans

The Company has concnbutorn and non-contributory
detined benefit pension plans covermg substantaiiy ail
cmplovees. The plans generally provide pension benefics
that are based on the emplovee’s vears of service and
compensation prior to retrement. o general, iris the
Company’s palicy 1o fund these plans consistent with
Laws and regulanions of the respective junsdicnons in
which the Company operates. An overfunding exists in
the United States” largest plan. As a result, the Compam
does not anticipate making any cantributions to this plan
untif the overfunding is substantially reduced.

Duoring 1991, 1990 and 1989 the Compansy’s Cana-
dran, Uinied Kingdom and United States pensson plans,
respectively, settled the accumutated benefit obligation
to certain retirees by purchasing annuity contracts for
%25.7 milhon, 352.1 milhon and $37.4 million, respec-
tvelv. The resulting pre-tax pains of $5.1, $13.2 and
315.7 million for the vears 1991, 1990 and 1989, respec-
tvely, have been recognized as a reduction of pension
expense and are mcluded insalaries and benetits i the
Consolidated Statements of Operanons,

Total pension costs (eredit) for the vears ended Decem-
ber 31, 1991, 1990 and 1989 are summarized as tollows:

199) 1990 1989

Seraee cont $27.7 $27.7 §$ 248

Tirerest cost ER 371 299

Actual return on plan assers (980 (360 1013
Neramaortraanon and

deferral )7 (31.8) A8 6

Net pension costs

{credit) 5 4.2 § (3.0) 1.8

(7]
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The tollowing rabic sets torth the tunded status and amoants recogmzed in the Company™s Consolidated Ralanee Sheets as

of December 31, 1991 and 1990):

Vested benefic obligation

Accumulated benetit obhgation

Projected benefic obligation

Plan assets at fair marker value

Excess of plan assets over projected benefit ebligarion

Unrecognized net gain

Unrecognized prior senvice cost

Unrecognized net assets being amortized over the plans’
average remaming seniace ives

Prepaid pension cost

Assumed dwcount rate

Assumed rate of compensation increase
Expected rate of return on plan assets

Ar December 310 1991 and 1990, approximarely 80%
and 77%, respectivedy, of all plan assets ase invesred in
cquity securities and 209 and 23%. respectively, n cash

cquivalents and/or fixed icome securninics.

Fhrift Plans

The Company mamtains thrift plans for most U.S. and
Canadian emplovees. Under che thritt plans, ehigible
cmplovees may contribute amounts through pavroll
deduction, supplemented by Company contributions,
for investments in varioos tunds established by the plans.
The cost of these plans was S11.4 million 1991, 8112
mfhon m 1990 and $6.5 nullion in 1989,

Fostretivement Benefits

Substantially all of the Company’s Uy emplovees, after
reaching age 55, may become chgible tor cerain post-
retirement health care (up to age 65) and life insurance
benefits. The costs for these benetits, which are recog-
mzed as expenses when premiums or claims are paid,
were approximately $1.5 milhon i 1991, 1990 and
1989 respectively.

1R} 1 990
Ty International L International
e R Y = ) —
$139.7 $ 146.8 $118.2 $ 1485
ST T Ak e e - = BN r SYEPY TSR
$164.3 $151.7 51259 $1542
T | B e =]
$(218.2) $(204.1) §(165 5) $(222.1)
2364 314.9 207 5 204. 1
3% 2 110§ 420 ]2 0
37 (33.2y | 5% 2.1
104 12.2 20 129
oy @1y 234) 504)
s 1o S 480 S 111 S 42.4
_I | ]
8.25% | 6.5-10.5% | 9.25% | 8.0-10.25% |
5.5% 5.0-7.0% 6.0% 6.0-9.0% |
10.75% F5-11.0% 10.75% 8.5-110%

Certain ef the Company™s international subsidianes
have sinmlar plans for their employees; however, mown
retirees are covered primaniy by government sponsored
programs. As . result, the cost to the Company for
retired employees is not significant for these programs.

In December 1990, the FASE ssued SEAS Nao. 106,
“Emplovers” Accounting, tor Postretirement Benetits
Other Than Pensions,” which will require acerual of
postretirement benehits during the vears an emplovee
provides services. The impact of this new standard has
not been tully determined; however, the change will
hkely result in an increase to the annual expense ot
approximatcly $2.0 to $3.0 million.

The Company plans to adopt this statement i 1993,
When adopred, rthe transition obligation rclating to prior

emplovee service will be recognized over 20 vears.

Deferved Compensatzon Plan

The Company has a deferred compensation plan seinich
permitted certain of its key officers and employees 1o
deter a portion of their mcentive compensation during
1986 10 1989. The Company has purchased wholce hife
insurance policies an each participant’s life to assist i the
tunding of the deferred compensation habihity. Ax
December 31, 1991, the cash surrender value of these
poehoies was 515.0 mithion, which s net of $16.8 milhion
of policy loans, The Company’s obligaton under the
plan, mcluding accumulated interest, was $20.7 million
and $14.4 million at December 31, 1997 and 1990,



respectivelv and s included i Ocher Long-Termy Tia-
Inbhoes i the Consolidated Balance Sheets,

Priorto January 1, 1991 the deterred compensanon
expanse was bemg acerued on a present value basis over
the peniod ot active emplovment to nornmal retirement at
age 65, Lftecnive Januany 1L 1991, the Company adopted
the provisions of STAS Ne. 106, Emplovers” Account
g for Postretirement Benetits Other Than Pensions,™
relating, to deterred compensation plans. This statement
required the acennl ot deterred compensation expense
over the penod ot active emplovment to the full eligi-
bilivy date, which is generally age 35 ander the Com-
pamy’s plan.

The cumulative efeer of this accounting change for
NCAMS PROT FO 199 was an mercase to the ner loss m
1991 of $2.2 mullion, net of related mcome tay baetit of
$1.8 million. or $0.06 per share,

The effect ot applving this new accounting methoed
was nat matenal 1o the results of operations i 1991
and, fapphied retroacuively, 1o 1990 or 1989,

8. Common and Preferred Stock
Comman Stock
[naddimon to 11 conunon stock. the Company has
issued two classes ol voting cquity securities, Class A and
Class C common stock . with votmg nghts equal to the
Company’s common stock. Assocated with cach such
share v a dividend paving share issoed by a Canadian
(RSC Class 1 share) ora Umited Kingdam (AAL Divi-
dend share) subsidiary which pavs dividends in Canadian
dollars and pounds sterling, respectivelv, equivalent to
the dnadends Pard onshares of commuon stock, THolders
of these securties, therefore, hold the cconomic cguL
lent of shares of common stock . Fach Class A <hare
(mgcthcr with an RSCClass 1 sharey and Class O <hare
(rogether with an AALE Dividend share) may be
exchanged at any time tor a share of common stack

At Decemiber 31, 1991, the Campany had 3.9 nullion
shares of cormnmon stock reserved tor issuance under
cmplovee stock option plans, 0.1 nmillion shares reserved
for contingent ssuance ander busimess purchase agree
ments, 17 onlhion shares reserved for ssuance in the
cvent of converston of the 114 convernble subordimared
debentures and 3.4 nulhon shares reserved for ssuance
upen redemption or cons ersion ot the Class vand Class

C common shares.

Dividend Restracrions
No dividends may be declared or pad on 1he Company’s

common stock unless an equnalent amount per share s

declared and pard on the cconomie equivalent shares
Accordingly, the Company’s ability ro pay dividends
himited by the amounts available to the Canadian and
LKL subsidianes for such purposes. These amounss
approsimare Canadian S46.53 mithon or 8402 nilhon,
assuning certatn solvencey tests are met under Canadian
Liw, and 131.7 million pounds sterling or $246.5 nl-
hen, respectively, at December 31, 19910 In thie event
sathicient earmings are not avaglable in Canada or the
United Kangdom ro declare dividends, the Compans ™
legal strucrure allows it ro make carnigs or capital aval-

able in those countnes to pay dividends.

Preferred Stock and Relawd Righis

The Company’s preferred stock can be ssued m one on
more senes with tull or hmited voung nghts, with the
rights of cach senies to be determined by the board of

directors betore cach issuance.

In 1987, the board of directors authonzed 1 <enes of
prdlcrrcd sterck, Seres A Jumor [‘..lﬁlcipa[mg Preferred
Stack (Preferred Sharesy, $1.00 par value per share and
declared a dividend of one preterred share purchase nght
(a Raght) tor cach outstanding share of commaon stock,
cach common stock equivalent and cach subsequently
issued share. Fach Raghr, as amended, ennitles the holder
thereot to buv onc one-hundredrh of w Preterred Share ar
aprice of &5 (subject 1o adyustments). The Rights
pecome exercisable onhvata person or a group acquures
benetiaal ewnership of 10% or more of the Company’s
vonng shares or announces a tender or exchange offer for
10% or more of such vonng shares. It the Raghts become
exercisable, cach holder will be enotled o purchase ar
the then-current exercise price that number ot Preterred
Shares having a value equal ro twice the then-carrent
exercise price. [Frhe Company is subsequentlv acquired,
cach Right wall ennitle the holder to purchase at the then-
current ¢rercise price, stock of the sunvaiving compans
having a market value of twice the exercise price of cach
Raght. Inaddition ita person or Eroup acquires more
than 10% percent, bur less than 50% percent, of the
Company’s voting shares, the board of directors may
exchange cach Raght for one one-hundredth ot'a Pre-
terred Share. The Rights are redeemable by the board
until the time ainy person or group has beneficially
acquired 10% percent or more of the Company’s voting
shares. All rights benetioallv owned by a holder of 10%
pereent of more of the voting shares become vaid onee
such holder passes the 10% percent threshaold. The

Rights are redecmable by action of the board of directors
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prior to becommyg exercisable at a redemprion price o
501 per Right. The Rights will expire on julyv 6, 1997,

Treastry Stock

The board of dirccrors has authorized, subject to certam
business and market conditions, the purchase of up ta 3
milhion shares of the Conpany’s common stock. Axs ol
Decenber 31, 1991 the total mumber of shares pur-
chased was 37 million at an average pnice of $21.77 per
share. No shares were repurchased in 1991 or 1990,

9. Commitmenes
{ease Compmiionents
The Company [eases property and equipment undey
noncancelible operating lease agreements which expire az
vanous dates through 2014,

Futire muemmunm annual rentals under noncancelable
operating, leases, which have been transdared ar December

31,1991 dosing toragn exchange tes, are as follows:

Operating

| cases
1992 $ 965
1993 89,3
1994 6.8
1995 66,
1996 RN
Ihereatter 300.3
Toral mimmum lease pavments 56839

i e

Rentespense tor office space, which includes properey
taxes and certain other costs, amounted to $96. .5 mil-
lion, 396.9 milhon and $91.3 milhion tor the vears ended
December 31,1991, 1990 and 1989, respectively,

Other Commitnieniy

The Company has goaranreed cerran barrowmgs and
letrers of credir and has orhenvise agreed to renmbuanse
the payvment of certain ather asserred or inasserted
habrhties of subsidianies. Winle these assurances and
guaraptees may expose the Company o financial conse
GUENICea. 1T 1y management s opimon that any adverse
citears will not be matenal o the Compan s finanaul
candition.

Fhe Company has entered mro aset-based mterest
rate swap agreements with large inanaal msutunons o
hedue & pornion ol s investment porolio agamst short-
erm mterest rate Huctnanons. Anv differences i mterest
meome berween the fixed and floating meerest rares are
recorded montlilv, At December 31, 1991, the prindipal
amounts of swap agreements outstanding, were
S130.6 mullion. The Company s exposed to credit Josses

on only the mterest clement n the event ol nonperfor-

mance by these finanaal msomitons, however, manage-
ment does nor anucipare menrning losses due to such

l'I()I'IPLTf()Fl“.lnCL'.

10. Discontinued Operations

In March 1985 the Company disconnnued the iy
ance underwnzing subsidianies acquired m P82 as part of
the Afevander Howden acquisinon. In 1987 the Com-
pamysold Sphere Drake Tnsurance Group (sphere Dirake)
and s correntlv rumung-oft the Avlanta and Bermuda
msuranee companies. The provision tor loss, winch was
establivhed as a result of discontinuing these operanons,
has not required adpstment dunng the thireevear penod
ended December 31, 1991

The sphere Drake sales agreement provides indem-
nes from the Company for varnious potential labilies. In
connection with certam ol these indemnities, the Com-
pany purchased trom the buver 257 nillion pounds
sterling zero coupen notes with mrerest rates from 10%
1o 12% due i 1995 These long-term notes recenvable
are mcluded m the Consehdated Balanee Sheers at i dis-
counted value ot 193 nalhion pounds srerling ($36.1
nulhon and $37.2 nallion at December 310 1991 and
L9900, respectvely). The repaviment of these notes by the
aver s subject to otfset based upon dhe adequasy of the
loss reserves and remsurance recoverables recorded on
the books of Sphere
Drake ar December 310 1986, The recognition of the
interest ineme on the sero coupon notes will be
deferred unul the wsaes and indemmtications related to
the disconnnued operations have been resolved,

[here has been some detenoration m loss reserves and
uncolleenble relnsurance balanees. along with an adverse
court decision ssued agamst Sphere Divakeon the Unied
Kingdom relaning roan imdemnitied legal connmgeney. A
tral date ro determine the amount ot damages s sched-
uled for 1992: however, the Company estabhshed a 820
nullen liabilioy in 1991 with respect to this iste,

[ 1984, Sphere Drake fied 2 lawsait agamsr the
Names on Llovd's svindicate 701 seeking pavment of
tunds due Sphere Drake pursuant to a stop-loss ran-
suranee contract with svndicate 701 and a determmaton
of contimuing stop-loss coverage protecring Sphere Drake
under that contract. The Company has indemniticd the
purchasers of Sphere Drake m connection with this higa-
non, A trial was held i late }991 and the Companvas
awartig the judge’s deaston. Management beheves thar
Sphere Drake has a strong posinon m this case. Flow-
ever, anv losses wicarred wi connection with this matter
should be substannally oftser by the reserve deseribed in
Note 12,



During 1989, the Company tinalized ransurance
agreements providing the Adantaand Bermuda imsur-
ance companics with insurance coverage tor their reserves
as ol December 31, 1988, and for up to $50 milhon of
msurance coverage tor patential losses 1 excess of thoxse
reserves. The agreements also provide for a remsurance
premiunt adjustment whereby atany rime after Javuary
1, 2001, the remsurancee agreements can be terminared
and any excess funds, pet ot any reinsurance preminm
paid to a substitute rensurance company, would be
returned to the Company.

The Company believes that, based on current loss pro-
jecnions, the estimated reinsurance prennum adjustment
deseribed above and the interest income on the Sphere

Drake zero coupon nares will be substannally in excess of

the currently deterred costs of approximately $10.2 mil-
lion relating to the discontinued operations, anv future
ndemnifications and offsets related to the Sphere Drake
agreement, the future run-oftf expenses net ot any invest-
ment income of the Atlanta and Bermuda operanions,
and any ather expenses associated with its discontinued
operations. There is, however, no assurance that further
adverse developments mav not oceur due to vartables
mherent i the estimarion process, includmg estimating
insurance reserves, the recoverabihity of reinsurance bal-
ances and certain litigation matter,

Asummary of the net assers (habilines) of the Com-
pany’s discontinued operations as of December 31, 199)
and 1990 15 as follows:

1991 1990
AL T [ |
Assers
Cash and mvestments S192° 8189
Other assets 11.9 13.4
Deferred costs {resenves) 10.2 {18.2)
41.3 14 ]
Laabilitics
Claim liabilities 6.9 4.0
Other 14.1 | 1506

21.0 19.6

Net asscts (habihties) of discontinued

operatons $203] 5¢5.5)

Y I [ == )
During 1991 and 1990, the Company remitted
approximately S1.7 million and $2.8 milhon, respec-
tively, ta its discontinued operations representing tax

benehits from prior vears® losses and funding of claim and
cvpense liabilines,

Ananalvsis of the Company™s net deterred coses

(reserves) of its discontmued operationss as tollows:

1991 1990 1989
B TR =l L ]
Balance, beginmng of vear $(18.2) $020.1) $(20.0;
Net loss (income) of
companies bong runoff 22 [ 2
Lawsuit indemmiry
provison RIVEY] -
UK fax refunds - 2
Legal and other costs
related to Sphere Drake +.4 13 5
Orther 1.8 2.0 13
Balance, end of vear 5102 S(18.2) $(20. 1

In 1990, the Company recerved tax refunds mcluding
meerest, in the United Kingdom amounting to $2.9 mil-
lion. This sertlement relates pnincipally to the utilization
ot prior vears” losses and the tax deductubhry of certain
items relating to Alexander Howden’s underwniting
operanons.

11. Contingencies

The Company and its subsidiaries are subject to vanous
claims and lawswits trom both privare and governmental
partics in the ordinary course of business, consisting
prinapally of alleged errors and omissions in connection
with the placement of msurance and in rendermg con-
sulting services. Insome ot these cases, the remedies that
may be sought or damages claimed are substantial. Adds-
tionallv, the Company and its subsidiarics are subject to
the nsk ot losses resulting trom the potential uncollee-
tibility of insurance and reinsurance balances and claims
advances made on behalt of chients.

Following the acquisiion of Alexander Howden i
January 1982, certain clams, relating primarily to the
placement af reinsurance by Alexander Howden subsid-
1aries and questionable broking and underwnring pracrices
ot tormer Alexander Howden officials and others, were
asserted. In particular, claims have been asserted against
the Company and certain of its subsidianes alleging,
among other things, that certam of the Company’s suls
sidianies acccptcd, on behalf of certain msurance com-
panics‘ INSUTANCE OF FEINSUTANCS af premium levels no
commensurate with the level of underwnong nsks
assumed and retroceded or ramnsured those nisks with
financially unsound reinsurance companies. In two pend-
ng acnions, plunnths seck compensaton and punitive
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damages totalig 569 nlhion based on nieble danage
clams under the Rackereer Intluenved and Comuapr
Orpamizations Act (RICO), Relared actions and <lams
contan avancwy of semilar allegacions and seek rreble dam-
ages. In Drecember 19910 one of these related actions was
settled with such serement covered by the Company’s
pratessional mdemnny insurance program. Management
ol the Company beheves thar there are valid detenses to
all the clams thar have been made with respect to these
activities. The Company s vigorousdy detending the
pending actions.

[n 1987, the Company sold iy domestic undenvnining,
management subsidiary, Shand Morahan & Company.,
Inc. {(Shandj. The proceeds mcluded a deterred pavment
of 29 3 mithion plius mcerest, ducm 1992 which s osub-
ject To oftser Dased upon the adequacy of the [oss reseinves
and reinsurance recoverabies recorded . as of December
21,1986, on the books of Evanston Services Inc. (B8,
a 52%-owned msurance underwrming subudian ot
Shand at dare o sale. In addinon, the Company has
agreed toandenmmiy the porchasers of Shand against cer-
ram contingencies, includnig the Mutwal Fire, Marme
aned Inland Insurance Company conungency describued
below.

I'he Company recorded 2 $10.9 million provision in
1988 relaning o the indemnimes ginven by the Company.
The provision resulted from deterioration m foss reserves
and addinonal uncollecnble reinsurance balances
reported to the Company by ESTL as weil as the Com-
pany’s estimare of addimonal deterioration based on the
volattle natare of BESIs book of busmess wihich includes
long-duranion hability exposares. Ty addition. as indi-
cated i Note 2, the Company™s tourth quarter 1991
spuecial charge includes STO mulhon for possible indenn-
ties to purchasers of former A& A businesses.

In Ocrober 1991, the Company was noutied by the
parchisers of Shand thar significant additional derenora-
ot 1 Joss reserves and uncollecuble remsarance bal-
ances has occarred. Based upon the purchaser™s
nonbinding csumate, a wnre-oft o the totl deterred
pavment balance would be required.

The Company disagrees with certam of the nwerhods
and assumpnions used by thie purchaser in caleularing,
their estimate of the indemmey and has condduded tha
thar cstimate 1s ovenstated. The Company has appomted
mdependent actianes and accounrants to resolve ties
matter iy accordandce with the terms ol the sades
agreement.

Prior to s sale o 1987, shand and its subsidiaries
provided underwrving management services for and

placed insurance and remsurance with and on behalt of

the Muarnal Fires Marme and Infand Tnsurance Compans
(Murtaal Firey Mutaal Fire was placed i rehabiticaton
by the Courts ofthe Commoenwealth of Pennsvlvania m
December 1986 In Januan 1991 the Supenvson Court
approved a plan of rehabihitation for Murual Five. The
rehabilitator, i Febroane 1991, filed 2 complamt i the
commonwealth court agamst Shand and the Company,
The complunt alleges that Shand, and m certam respecis
the Company, breached duties ro, and agreements with,
Munal Fire. In addinon to cdamung compensatory dam-
ages, the complaint secks punitive damages and recovery
ot certam comnyssions pad to Shand and the Compans
The complamt does not speaiy, to any meanimgful
degree, the amount of alleged damages mcurred or
sought. Other clums lave been or may be assered by
other aftected parties, including nsureds of Mutual Fare,
relating 1o Maotual Fire transactions,

The sates contract between the Company and Shand’™
purchasers obhigares the Company 1o certam indemnimcs
with respect 1o transacnons mvolvipe Muruwal Fue. Man-
agement behieves that there are s alid deienses 1o the alle-
gations set torth in the complant and the Companm
itends ra vigorously defend againat these actions,

Ihese contingent habilities tmvolve sigmficant
amounts. While 1t is nor possibie to predict with cer-
runty the outcome ol such contmgent habihties, the
applicability of coverage for such marters under the
Company’s professional indemnimy insurance program,
or their financial mpact on the Company, management
presently behieves thar such ympact will not be marenal we

the Company’s financal condition,

12. Litigation Scttlement

In November 1986, the Company sertled 1os lasesair,
which commenced i 1983, against certamn former auds-
tors of Aevander Howden, The terms of the sertlement
mcluded the pavment of S24 .0 nllion to the Company
Recognition of this recovery in the Consohdated State-
ments ot Income has been deterred pending tinal resolu-
tion of specitic loss contingenaies anising out of the
Alexander Howden acquisinion which were known ar the
date of the settlement. The amount of the recovery s
mcluded i Other Long-term Liabahties in the Com-
panv’s Comoelidared Balance Sheer.

In 1987 the Company’s atter-ras contnbhunion to the
sertlement offered to members of Tlovd™s svindicates for
meriv managed by POW Undenvritng Agences Lid.
wias charged aganst this cecovery and, accordingly, the
amount deferred was reduved o approximarely 5223

milhon.



13. Business Segments

Segment mfermation is provided for the Company’s twao
reportable segments, Insurance Services and Fruman
Resource Management Consulting. Certain prior period
amounts have been restated to conform with the current
vear presentation.

[nsurance Scrvices operations include retail, wholesale
and reinsurance broking and nsk management. The
Company’s extensive services permit it to handle diverse
lines of coverage. Operating income m 1991 includes the
special charges described in Note 2.

Fluman Resource Management Consulting includes &
variery of human resource management consulting ser-
vices, including actuanal and benefit plan consulring ser-
vicus, flexible compensation consulting, communications
and management consulting services and exccutive plan-
nmg scrvices, as well as human resource organizational
analysis and planning.

The following rables present information abour rhe
Company’s operations by business segment and geo-
graphical areas for cach of the three vears in the penod
ended Decemnber 31, 1991

Owperating Operating Idennifiable Depresianon Capital
Revenues Income Axscts & Amortizanion Expenditures
BT TN N — e = o)
Business Segments: | |
Insurance services $1.158.0 £ 201 $2.582.3 I $63.6 | 3169
Human resource management consulting 2114 26.4 129.9 7.8 6.0
General carporate - (26.8) 55.0 0.8 0.3
$1.369.4 $197 | $2.767.2 §722 $232 |
TR T S RN ST
1990 { ‘ | | |
Insurance scrvices $1.138.0 \ $126.3 | $2.667.6 ‘ S64.3 §35.1
Human resouree management vonsuliing 200.4 | 24.3 | 118.3 7.3 6.5
General corporate — | (27.8) . 491 0.7 06
$1,338.4 | $122.83 | $2,835.0 | $72.3 | $42.2
[ s el
198y ' ‘ '
Insurance services $1,077.5 | s117.7 | $2,455.7 | $69.7 $42.2
Human resource management consulting 171.4 | 18.0 | 135.21 6.1 i 6.0
Genera) corparate - (28.1) | - 138 06 14
$1,248.9 | $107.6 $2.604.7 §76.4 | $49.6 |
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Geographical Arcas:
1991

Umited States

United Kingdom

Canada, prinaipally Reed Stenhouvse Con. Frd.

Other countries
General corporate

1990
United States
United Kingdom

Canada, pnncipally Reed Stenhouse Cou, Tad.

Qther countries
Cieneral corporate

1989
Uruted Srares
United Kingdom

Canada, principally Reed Stenhouse Cos. Led.

Other countnes
General corporate

Opecratmg.
Revenues

$ 772.1 |
289.7
136.5
171.1

£1,369.4 |
m———

5 7776
269 4
1331
1583 |

$1,338.4

[ Peeah e o]

< 7707
210.8
125.6
141 8

$1,248.9 |
ptccn s~ i)

Opcrating,
Income(a)
Fa FTTEI R

$(34.2)
45.6
21.1
14.0

(26.8)

$ 197

$ 62.1
56.1
1710 |
15.3 |
(27.8) |

§122.8

$ 792
27.0
15.1
144

.81

5107.6 |
e = o

ldenufiable

Asscrs
L —aauk )

$1,054.6
999.6
222.3
435.7

55.0 |
$2,767.2

$1,194 4
966.8
200.7
424.0

49.1
$2,835.0

£1,227.8
800.2
190.0
3729 |

fe) The special charges veferved to in Note 2 have been allocated to theiy vespective geggpraphical areas in 1991 and 1990, grimarily the United States.



14. Quarterly Financial Data (Unaudited)

Quarterly operating results fior 1991 and 1990 are summarized below i millions, except per share data). The first quarrer ot
1991 has been restated trom amounts previously reported o reflect the adoprion of STEAS No o 106 relaring o deferred
compensation expense as described in Note 7.

Ingome Belore

Operating, Opcranng Changein Net
Revenue Income Avounting Income
e o= &= & e [ Bl s TRy
[991 ' |
It 5 3324 S 15.3 S 4. s 19
2nd 344.0 269 135 135
3rd 332.7 15.1 72 72
4th 360.3 (37.6) (35.2) (35.2) (a)
Year £1.369 .4 $19.7 s{o4 $¢12.6)
EEATETEET [oraa—wea | LB s o a2 st o )
1990 ; |
15t $ 3112 - 5182 § 5.2 § 52 |
2nd 335.7 36.8 ! 17.7 17.7
3rd 336.0 | 24.06 120 12.0
4th 354.9 43.2 200 200
Yeur 5$1.338.4 §122.8 $ 549 S 549
[ e =) e Laeme o (L i s oS ]

Income Beton

Change Net
A\uul&l::llnlg Incenmne Dividends High Tom
i B [t ] e [ os s s o =" ]
Per Share of Common Stock:
1991
Ist = 0 s 04 $ 25 8§27 207k
2nd 33 .33 25 Tala 20'
3rd 18 18 25 22%, 194
4th (.86 (.86) (1) 25 21 18
Year 5(0.25) $(0.31) 51.00
ey T L
1990
Lst kS 13 N 13 $ .25 $31'h 524
2nd 43 43 .25 287 2314
3rd .30 Ris] 25 255 17V
4th .49 49 25 24 164
Yo $1.35 $ 1.3 $1.00
(et =S ] jors =t ] ETEEETATY

() Includes a provision of 375.0 million (5482 niillien after-tax or $1.18 per share) associated wirly the restrectorang of the Company s insuvanee
imvking operations and other expenses.
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New York, NUY. 100306
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A&A Around the World

Alexander & Alexander Services Inc. serves
clents warldwide. This listing includes those
counsries in which we have offices, affiliates or
other established servicing capabilities.

Anguilla Germany Paraguav
Antigna & Rarbuda Greece Peru

Argentina Grenada Philippines
Aruba Guadeloupe Portugal
Australia Cruatemala Puerto Rico
Austria Cruvana Qartar

Bahamas Han St Kitts & Newas
Bahrain Hong Kong Se. Lucia
Barbados India St. Vincent & the Grenadines
Belgum Indoncsia Saudi Arabia
Bermuda [reland Singapore
Rohvia Isracl South Korea
Borswana Ttaly Spain

Brazil Jamaica Sr Lanka

British Virgin Islands Japan Sunname
Canada Kenva Swaziland
Cavman Islands Kuwait Sweden

Chile Luxembourg Switzerland

China Malawi Tatwan

Colombia Malaysia Thailand

(osta Rica Malta Trinidad & Tobago
Curacao Mexico Turkey

Cyprus Montserrar Turks & Caicos Islands
Denmark Morocco United Arab Emirates
Dijibour Nerherlands United Kingdom
1Yominica New Zealand United States
DYominican Republic Nigeria Uruguay

Lcuador Norway U.S. Virgin Islands
Egypt Oman Venezucla

Fiji [akistan Zaire

Finland Panama Zimbabwe

France Papua New Guinea
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