


Z A n n & ~ y  jPAande7 %m~ipi lA~.  IS A GLOBAL ORGANIZATION 

OF PROFESSIONAL ADVISERS PROVIDING RISK MANAGEMENT, INSURANCE 

BROKERAGE AND HUMAN RESOURCE MANAGEMENT CONSULTING 

SERVICES 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 SERVICES IN ALL KEY ASPECTS OF HUMAN 

RESOURCE MANAGEMENT, INCLUDING ORGANIZATIONAL EFFECTIVENESS, 

INTEGRATED INFORMATION TECHNOLOGIES AND STRATEGIC HEALTH 

CARE AS WELL AS ACTUARIAL AND EMPLOYEE BENEFIT DESIGN AND 

IMPLEMENTATION. 
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Alexander &Alexander Services Inc. and Subsidiaries 
For the years ended December 31, (in millions, except per share amounts) 

1992 1991 1990 

Operating Results: 
Operating Revenues $1,350.2 $1,369.4 $1,338.4 
Operating Income 86.7 19.7 122.8 
Income (Loss) from Continuing Operations 54.9 ( 10.4) 54.9 
Loss from Discontinued Operations (145.0) - - 
Cumulative Effect of Change in Accounting - (2.2) - 
Net Income (Loss) (90.1) (12.6) 54.9 

Per Common Share: 
Income (Loss) from Continuing Operations $ 1.34 $ (.25) $ 1.35 
Loss from Discontinued Operations (3.54) - - 
Cumulative Effect of Change in Accounting - (.06) - 
Net Income (Loss) (2.20) (.31) 1.35 
Dividends Paid 1.00 1.00 1.00 
Book Value Per Share 4.69 9.18 10.60 

Financial Position: 
Total Assets $2,642.7 $2,7672 $2,835.0 
Stockholders' Equity 192.5 374.1 430.6 
Long-Term Debt 125.1 169.9 182.6 

Other Data: 
Average Common Shares Outstanding 40.9 40.8 40.7 
Number of Employees (thousands) 14.7 15.6 15.8 

Ar dercrib8d iin Note 2 of Notes t o  Financial Statement,, income (h) fi.om continuin8 operations includes 
remucturingq and other special char@ of $13.9 million in 1992, $48.2 million in 1991 and $7.2 million in 1990. 

Alexander Consulting 
Group 

Reinsurance Broking 1 
r ne Americas/ 
Canada 

Europe A' 



LARGELY COMPLETED A RESTRUCTURING INITIATIVE. ALTHOUGH BUSINESS CONDITIONS 

REMAINED DIFFICULT, OPERATING INCOME IMPROVED. HOWEVER, OPERATING RESULTS 

WERE OFFSET BY A FOURTH QUARTER CHARGE RELATED TO SOLD OR DISCONTINUED 

UNDERWRITING OPERATIONS. A&A CHAIRMAN & CHIEF EXECUTIVE OFFICER 

T.H. IRVIN DISCUSSES THESE AND OTHER 1992 DEVELOPMENTS IN THE FOLLOWING Q&A. 

How would you summarize overall 1992 
financial results? 

T.H. IRVIN: On an operating basis, our 
core businesses generally had a solid year. 
Operating income grew significantly in 
A W s  wholesale and reinsur- 
ance broking operations as well 
as the Alexander Consulting 
Group. I 

Our global retail operations 
improved in some regions, but 
they were constrained through 
much of the year by low insur- 
ance pricing and the effects of 
economic recession. 

Although the $1525 million 
fourth quarter 1992 special 
charge was substantial, none of 
the charge was related to the 
operations of our core businesses. 

I 

sures and established reserves. However, 
an adverse court ruling in England and 
claims associated with asbestosis and pol- 
lution risks substantially increased our 
estimated financial liability. 

Some claims will not be reported or 
determined for vears. or even 

What was the primary reason for the 
fourth quarter charge? 

The charge was mainly related to a for- 
mer A&A underwriting unit, Sphere 
Drake Insurance Company. We sold 
Sphere Drake in 1987 in keeping with 
A&Rs plau to focus on core brokerage 
and cousulting operations. 

As part of the transaction, A&A agreed 
to indemnify certain Sphere Drake expo- 

- .  
charge of this magnitude. And 
since the actual payout will be 
spread over many years, it will 
not immediately result in a sig- 
nificant cash outlay unless we 
decide to purchase reinsurance 
protection to cover certain of 
these exposures. 

A year ago, A e A  announced a restruc- 
turing initiatzve. What impact did this 
have on 1992 results? 

The numbers tell a good story. Operating 
revenues were $1.35 billion in 1992, an 
increase of 2.7 percent over 1991 after 
adjusting for foreign exchange variances 
and the 1991 revenues of sold operations. 
Expenses increased barely 2 percent. 



Our restructuring measures helped the 
Company realize approxim.rtcly $27 mil- 
lion in 1992 operating expense savings. 
This easily exceeded our goal of $18 mil- 
lion, and much of this is permanent cost 
reduction 

In the US., nhere the restructuring 
was focused, several local oper 
ations wcre consolidated. 
Marginal offices wcre closed. In 
mall!, cases, A&H offices were 
refocused to concentrate on 
providing service more appro- 
priate for thcir client base. This 
has resulted in a more efficient 
sc t~ icc  structu~e for our clielits. 

Hotv did the i~cstrtrcturivr~ 
initintivtjit irr thc Company's 
stratcfiic plan? 

In what other u q s  is Aei-A respondinn 
t o  the evolvinj risk manaficmcnt needs of 
its clients? 

A c W s  f ~ ~ t u r c  as a service pt-ovidcr offus 
us many opportunities. Our clients' needs 
are becoming more complex and their 

operations are increasingly 

I diverse. Therefore, their corpo- 
rate insurance function is assum- 
ing broader responsibilities and 
employing more sophisticdted 
risk management techniques. 

The broker's role is e\&ing 

I 
to 3 more consultati\,c appt-oacln. 
We increasingly provide p ~ o k s -  
sional advice in addition to 
irnplcmenting insu~ance and 
rclnsurance programs. 'l'hr 1 '  succcss o t  - the Alexander 

Consulting Group in expanding thcir con- 
sultative approach is an example of how 
our services can grow in the years ahead. 

Since the early lYXOs, we have had a 
bedluck A&A strategy to build a global 
s c n k e  structure. This was accomplished 
through tlne acquisition of Alexander 
Howden Group and merger \vith Reed 
Stenhouse Companies. Since thein, we 
lna\,c progressively integratrd these 
opel-ations. 

With our restructuring initiative, we 
entered a more advanced phase - a phase 
in which core businesses are further 
aligurd wit11 our clieuts. Benefits haue 
begun t o  accrue. We arc erealizing cost 
reductions as n.ell as enhanced ~e \~enurs .  
'l'liis is due to improved client retention 
rates and new business de\&pment. 

By any stundard, our restructuring 
process has been successful. The Compa- 
ny is becoming more client-fi~cused than 
ever, and this process continues. 

How is A&A prepared to isorb in  the 

A consulting relationship \\it11 o w  clients 
draws on all parts of our organization. 
This requires teamwork among our busi- 
ucss ~ ~ n i t s .  

Perhaps the best way t o  think about 
this is "parmering." We are in a unique 
position to do  this cffcctively. 'The 
Company's core businesses combine 
expertise in all aspects of risk tnnnlge- 
ment, insur.unce broking and hitman 
resource management consulting. By shar- 
ing resources among regional oper.~tions 
as well as among A M ' S  core businesses, 
wc arc using our assets more cost-eFec- 
tivcl!. \vhile enhancing client setnke. 



A good exa~nplc of partnering is 
AlcsComp (:onsulting Plus. This \ \dzers  
compcnsation consulting practice draws 
on the Alcrandcr Consulting Group's 
consulting capertisc as \vcll as the risk 
managemc~it ~ n d  brolierage strengths of. 
Aleunder & Alesander, Anistics and 

Services UIZ plc H e  will continue to 
serve as chairman and chief executive offi- 
cer of Alexander Ho\z:den Reinsurance 
Brokers Limited. We also h.wr merged 

I 
management of A&A's Eurupean and 
Middle East retail operations uiidcr 
Ken Davis, head of our UIZ. retail I 

Alessis Inc. 
AlcxComp assists companies 

in dealing with spiraling work  
ers compcnsation costs that 
now average more than 
$20,000 a claim. Tlie U.S. 
worlicrs compensation system 
has become a tangle of l : ~ ,  
medicine and public policy in 
many states. With iUexComp, 
1j.e arc providing a multifiicetcd 
solution to a m~iltificctcd pmh- 
Icm. Init~al results arc very 
encouraging. 

b~ak ing  subsidiary. I k n  has helped over- I 
see the implementation of thc 
new c o ~ i i ~ n o n  trading name, 
Alerandrr &Alexander, 
throughout our global rctail 
owration. 

I What is the owtlook for A&A 
operations in 1993 and beyond? 

As I noted carlie]; A M  has 
heen lnanaged with several 
long-term objectives in mind 
I n  addition t o  buildinr ~ L I I -  - - 

I bclicx the road to offcring our 
clients sulutions world\vide is by ernplia- 
siring qu~l i ty  in each of our core busi- 
nesses, and then "partncring" on  behalf- 
of our clic~its. 

Would you comment on the manaflenzent 
chan~es that took place d w i n ~  1992? 

Deputy Chairman Bill Wilson announced 
his retirement in Decc~nber at'tcr 31 years 
of sewice. Both the Alexander Howden 
Group and the hlcxaider Consulting 
Gmup had rcportcd t o  him, and they 
now report to Mike White. 

I would like t o  add that I am delighted 
Bill will coixinue to serve on the Board 
of Directors and he the non-executive 
clnirman of our consolidated E~irupean 
rctail opcrations. 

Additionally, Ron Iles h ~ s  been named 
chairinan of Alexander & Alexaiider 

L. 

core businesses, we have also emphasized 
srgment.ltlon and other actions that 
enhance our client focus. 

Althougli current business conditions 
seern t o  be impmving, A&A will contin- 
ue t o  operate in an extremely competitive 
world. With our dcdicatcd and innovative 
employees, we intend to build a compcti- 
tive advanrage by f~illy lcveraging our 
st]-atcgy. 

1 arn confident that we  ha\^ the vision 
and the people necessary t o  lead the 
industry in each of our core businesses. 

TINSLEY H. IRVIN 
Chairman of thc Board, I'rcsidcnt 
& Chief F,xecutive Officer 



continued to improve in 1992 while addressing 

changes that have important implications for 

clients and shareholders. 

The Company's retail broking operation 

capped a long-term globalization process 

with the decision to operate worldwide under t h e b  

common trading name of L'Alexander & 

Alexander." The change takes effect in April 199 

Use of a common trading name was a logica 

step once A&A's retail operations were consolidated under single global management in ,. 
January 1991. It reflects our coordinated service structure and ability to provide consis- 

tent, quality service on a worldwide basis. 

Longtime clients of Reed Stenhouse, Alexander Stenhouse and other operations 

adopting the Alexander &Alexander name will find that our commitment to local ser- 

vice is stronger than ever. 

A&A's London-based wholesale and reinsurance broking operations had a success- 

ful year. Both Alexander Howden Limited and Alexander Howden Reinsurance Brokers 

Limited greatly improved operating income and increased market share in almost every 

sector of their business. Together, these operations generated revenues of more than 

$250 million with 2,250 professionals in 46 ofices located in 14 countries. 

Thanks in part to new and innovative services, the Alexander Consulting Group 

also had a strong year. ACG moved into the Top 5 ranking of benefits consulting 

firms in 1992. 

"m ): ACG's integrated health care and organizational effectiveness practices are out- 

standing examples of how we bring creative, effective solutions to our clients. ACG is 

. also a consulting industry leader in applying integrated information technologies to , 
.w *. ' human resource needs. We anticipate significant growth in this area. 

.. Other examples of our service commitment appear in the following six repor 

believe they illustrate how A&A's core businesses are increasingly client focused and 

united by a determination to provide value-added solutions ... worldwide. 

MICHAEL R WHITE 
hairman & Executive Vice ~ x s ~ d e n t  



r.-.----...-....-..----------- 
I Alexander & Alexander Brad Ltda.: 
I Risk surveys and servicing to 
I Caesar Park Hotels division. 

7 
Singapore's dis- 

tinctive port and 

skyline are visible 

from the 73-story 

Westin Stamford, 

the world's tallest 

hotel. Westin has 

more than 75 

other hotels and 

resorts through- 

out North and 

South America, 

Asia and Europe. 

Complex risk management 
2 

- Dubai - Tokyo - Pasadena - Sto&holm - Glasgow - Frankfurt - San Antonio - Madrid - Manchester - Berlin - Detroit - Buenos Aires -Toronto - Audrland - 



r---........--.......- 
I Alexander Howden ....... J Limited: Roperty 

reinsurance for Wesun's 
capn've facility 

I managemem program .. 2 
worldwide. 

TRANSFER OR CONTROL IT-OFTEN CROSSES BORDERS, FUNCTIONS 

AND DISCIPLINES. WESTIN HOTELS NEEDS A RISK MANAGEMENT TEAM 

WITH WORLDWIDE PRESENCE, ABLE T O  INTEGRATE TRADITIONAL PRO- 

GRAMS WITH ALTERNATIVE APPROACHES, AND COMMITTED T O  A TOTAL 

QUALITY PARTNERSHIP. 

-%eta~i/%!rah~g-%%&~ment %M*IC&Z Travelers know they can 

expect quality, comfortable accommodations and first-class service at a Westin Hotel. 

The exacting standards of Westin and its Tokyo-based parent, Aoki, extend to their risk 

management program, which A&A delivers through regional and global resources. 

For example, service in the U.S. and Canada is coordinated through Alexander 

&Alexander retail operations in Seattle and Vancouver. Westin's significant hotel and 

resort properties throughout Asia, Europe and South America are supported by local 

A&A offices in these regions. 

Westin's captive insurance company in Vermont is managed by Alexander 

Insurance Managers. U.K.-based Alexander Howden Limited, A M ' S  global wholesale 

broking operation, arranges propeny reinsurance for the captive facility. Anistics per- 

forms computer-based financial and risk information consulting. 

A&A also has significant business ties with Westin's Japanese parent; our 

offices in Baltimore and Vancouver are responsible for arranging coverages for Aoki's 

North American construction projects. One of A&A's specialist Japanese business units, 

U.S.-based IGdowaki Associates International Corp., works with A&A of Japan in 

Tokyo as well as the Seattle and Baltimore offices to ensure the delivery of AM'S best 

resources to all of Aoki's interests, including Westin. 

Uniting the Westin-A&A partnership is a commitment to Total Quality 

Management, characterized by teamwork, an emphasis on financial performance and 

alignment of the risk management program with Westin's business smtegy. 

"A&A and Westin 

share a commit- 

ment to optimize 

the cost of risk. 

We work closely 

with Westin's v.p. 

of finance to 

ensure that every 

area, including 

claims adminis- 

tration, loss 

control, captive 

management and 

program suuc- 

mre, is focused 

on bottom-line 

financial 

performance'' 

&& W& 
Account Executive 
A&A Inc. 

$go Seoul - New York - Rio de Janeiro - Singapore - Edinburgh - Hong Kong - San Francisco Wiesbaden - Orlando - Antwerp - Warsaw - Sydney - Stungart 



1 
Allied-Lyons' 

spirits and wines 

division, Hiram 

Walker-Allied 

Vintners, has a 

worldwide repu- 

tation for the 

quality and range 

of its brands. In 

Sonoma County, 

California, the 

Clos du Bois 

vineyards have 

won hundreds of 

awards for their 

red and white 

wines. 

- Taipei - Warsaw - Atlanta - Hamburg - Paris - Rio de Janeiro - Dallas - Melbourne - Budapest - Edinburgh - Zurich - Lisbon Kansas City - Winnipeg - Ri 



&&h& .............................. 
London: L w  forccasring 
and svategic analysis. sna& 

i % w p d  F.---.............-...- e 
...................... .; Alexander &Alexander 

Global Business Unit: (UK) Ltd.: Designs and 
Coordinates Allicd-Lyons' risk OVemecs global coverages. 

management necds in the US 

CRITERIA POR ITS BROKER AND RISK MANAGEMENT CONSULTANT. ONE, 
THE ABILITY AND DESIRE T O  OFFER A H I G H  STANDARD OF PROFESSIONAL 

SERVICE. TWO, THE CAPABILITY T O  PROVIDE A COMPREHENSIVE 

WORLDWIDE SERVICE TAILORED T O  ALLIED-LYONS' NEEDS. 

%tad~~hy,~j - .%%k~~ement %rzdcl/tT. The brands of 

Allied-Lyons are known to millions of consumers around the world. Its spirits and 

wines sector (including Ballantine's, Beefeater, Canadian Club, Kahlna and 

Cowoisier), retail holdings (Dunkin' Donuts, Baskin-Robbins) and other food and 

beverage products (such as Tetley Tea) typically represent the leading brands in their 

respective markets. One of the U.K.'s largest brewers, Allied-Lyons operates 4,400 pubs 

and restaurants and some 1,000 liquor stores. 

The London-based multinational is ranked among the top 25 companies in the 

U.K., the top 50 in Europe and the top 250 in the world. For Allied-Lyons, with 78,000 

employees on five continents, globally coordinated risk management, guided by consis- 

tent quality standards, is essential. 

The Alexander &Alexander (UK) Ltd. team for Allied-Lyons combines geo- 

graphic breadth with discipline-specific expertise. In Europe, a network of 60 A&A 

branches is linked to our global organization of more than 300 offices. 

The risk management team indudes professionals from Alexander Insurance 

Managers Limited, our captive management group, and Anistics, a unit specializing in 

loss forecasting and other types of strategic analysis. 

A M ' S  worldwide service network includes Global Business Units, located 

in nearly 40 commercial and industrial centers. GBUs are staffed with specialists who 

support global accounts based on their understanding of AM'S infrastructure and 

servicing capabilities as well as through their knowledge of global markets. 

"Wkhin A&A, 

cross-border team- 

work enables us to 

provide the appro- 

priate, efficient 

and cost-effective 

range of services 

required by a 

client the size of 

Allied-Lyons." 

9&Brkr 
EXCCU~~YE Director, 
Development 
A&A (UIO Ltd. 

, i ~ h  Philadelphia - Bristol - Dubai - Stockholm - Reading - The Hague Chicago - San Juan - Seoul - Southampton - Dusseldorf - Ottawa - Memphis - Lac - 



Thc Mcrck 

Phamn~accurical 

Manuficturing 

Division focuscs 

on thc manufic- 

turc and distribu- 

tion of thc 

company's human 

and animal health 

products. Its 

Neopharmed 

plant in Ballate 

(Milan), Italy, pre- 

pares and stcrili~rs 

vials to br fillrd 

with the intramus- 

cular preparation 

of Primaxin. 

J Z a n ~ d  &wzy 
................................ 
I Jaspers Indusrrie Assekuranr: A&A 
I reail bmking affiliate arranging local 
! coverages with pharmaceutical 
; special& marken. : -%za& I 

L..............-----.....A 

Alerander Howden Limited: 
Wholesale brolung o p e d o n  
providing access ro London 
and worldwide markers. 

3mmitted to worldwide 
g. 
6' 



OF ITS REPUTATION OF RESEARCH INNOVATION, PRODUCT QUALITY, 

INDUSTRY LEADERSHIP AND OUTSTANDING FINANCIAL PERFORMANCE. 

HELPING TO PROTECT THAT REPUTATION IS A TAILORED PROGRAM OF 

COMPREHENSIVE COVERAGES FOR MERCK WORLDWIDE. 

~ e t a z i / ~ r ~ ~ $ ~ & k & ~ e m e n t  %mu&hz Over its 100-year history, 

the scientists and management of Merck have built an enviable record of accomplish- 

ment, with new discoveries and products ranging from vitamins and antibiotics to 

breakthroughs for treating many life-threatening diseases. 

More recently, strategic alliances with other pharmaceutical and chemical firms 

have reinforced and extended Merck's ability to bring valuable products to society 

The company's reputation for product innovation, management performance 

and financial soundness is no secret. For an unprecedented seventh year in a row, Merck 

was named %nerica's Most Admired Company" in Fortune magazine's corporate rep- 

utations survey, published in 1993. 

For almost 70 years, Merck's partner in evaluating, controlling and managing 

its global liability exposures has been Alexander &Alexander Inc. Besides designing 

programs, performing loss forecasting and coordinating other actuarial services, A&A 

also assesses the coverages and exposures of joint ventures. 

Complex liability coverages are placed in London and European markets by 

Alexander Howden Limited, our U.K.-based wholesale broking operation. Alexander 

Howden handles large and complex risks that require access to London and world 

markets. 

Personal relationships and service are always key to longstanding partnerships. 

The A&A and Merck association has been strengthened by the in-depth knowledge of 

A&A Senior Account Executive W Beaumont Whitney 111. He and his father before 

him have together served Merck since the 1930s. 

"Risk is inherent 

in any product 

that is consumed, 

and pharmaceuti- 

cals are a prime 

example. One of 

our major chal- 

lenges is to make 

sure underwriters 

around the world 

recognize Merck's 

exemplary quality 

controls and 

uncornpmmising 

commitment to 

the safety and 

efficacy ofits 

products." 

#?a W!&J 
Risk Managemmi 
Unir Manager, 
A&A Inc. 

agio. Barcelona - Port Moresby - Houston - Dublin - Lisbon - Turin - Lwembourg - Brisbaoc - Bangkok - Edmonton - GLasgow - Miami - Stamford - Omaha 



i 
British Gas is thc 

world's largcsr 

inregmted gas 

production and 

distribution 

company. It is 

Massive energy coverages require 
% 
n 
2 
V1 

8 
5. 
0 
n 
4 

nround thc 

world, and is thc 

sol" owner of thc  

Morrcmnbc Ficld 

in thr  Irish Scn. 



r~_..............__-_.-r____________________________________............... t 
I Alexander Howden Limited: 

I -&?nt~tiw I Works with underwritcn 
L.....________..__.----..-A worldwide co enhance British 

London: Risk infonnauon Gas' insurance program. and smtcgic risk manage- 
m a a  consulring. 

H E  RISK MANAGEMENT INSURANCE 7 
REQUIREMENTS OP BRITISH GAS RANGE PROM THE ENORMOUS EXPO- 

SURES OP OFFSHORE GAS PRODUCTION AND STORAGE FACILITIES T O  THE 

LESS EXOTIC-BUT EQUALLY IMPORTANT-RISKS INHERENT I N  SERVICING 

ITS 20 MILLION COMMERCIAL AND DOMESTIC CUSTOMERS. 

'%%d&aA gm&. British Gas is the largest integrated gas production and distri- 

bution company in the world, with more than 75,000 employees and revenues exceed- 

ing •’10 billion. Long a leading supplier in Great Britain, British Gas has expanded its 

operations, acquiring energy distribution companies in Canada and Argentina, while 

continuing its activities in Africa, the Far East and other parts of the world. 

British Gas' production interests include more than 60 platforms, along with 

the sole ownership of the Morecambe Field in the Irish Sea and the massive Rough off- 

shore gas storage facility in the North Sea. 

British Gas Insurance Company Limited, which insures the majority of the 

group's exposures, utilizes Alexander Howden Limited to develop and enhance an 

insurance program involving more than 100 underwriters. 

With the added expertise ofAlexander Insurance Managers Limited, A&A's 

captive management specialists, British Gas Insurance Company has been built into a 

substantial insurer and retains a large primary insurance exposure. 

Not surprising for a company of its size, British Gas is frequently engaged in 

new contracts and joint ventures around the world. In 1992, Alexander Howden assist- 

ed in insurance programs for projects in Argentina, various former Soviet states, 

Canada, the US., North Africa and elsewhere. 

Other A&A resources supporting British Gas include Alexander Howden 

Reinsurance Brokers, Anistics, Independent Engineering Services and the overseas 

network of Alexander &Alexander retail broking offices. 

"British Gas, 

which prides itself 

on its cnergy 

technology, is also 

keenly interested 

in advanced risk 

management 

concepts. This 

has enabled us to 

help devclop a 

strong partner- I 
ship betwcen its I 
insuLance 

company and 

world insurance 

and reinsurance 

markets." 

~ r n u z / % ~  
hbnaging Dirccmr, 
Marine 8r Encrgy 
Alexander Howden I 

pei - Minneapolis - Edmonton - Sydney New Orleans - Liverpool - Rome - Barcelona Munich - Pittsburgh - Dublin - Penang - Amsterdam - Detroit 



E 
with virtually every nation on Earth. 

i 
A Sovict republic 

since 1920, 

Kazakhstan 

declared its inde- 

pendence in 

1991. Today, it is 

aggressively 

pursuing foreign 

trade and invest- 

ment oppommi- 

ties, signaling a 

long-rangc 

commitment 

to global 

business ties. 

- Tampa - Houston Prague Luxembourg Denver London Canberra - Ipoh - Sagkatoon Lyon - Cincinnati - Santiago - Singapore - Dundee Riyadh 8 

. . 



TaraRJwtan 

Kazia$trakh, the country's 
most prominent insurer,, 
requires inarnational 
insurance advice 

; Alexander Howden 
I Reinsurance Brokcn Limited: I 
I Provides Kazinsrrakh with L... 

access ro alobal markets as - 
well as mining and consulting 
S ~ T Y ~ E ~ S .  

UNION'S COLLAPSE, KAZAKHSTAN IS STRUGGLING TO MODERNIZE BY 

FORGING ALLIANCES WITH WESTERN BUSINESS. MASSIVE NEW DEVEL- 

OPMENT PROJECTS HAVE CREATED AN IMMEDIATE NEED FOR RISK 

MANAGEMENT TECHNIQUES AND COUNSEL. 

s i & ~ m ~ e  gnkhB In 1991, Kazakhstan became the last Soviet republic to 

declare its independence. Since then, the speed of change has accelerated: Kazakhstan is 

aggressively seeking foreign investment to help develop its considerable reserves of oil, 

natural gas, copper and zinc. 

Key to its future prosperity is an influx of capital and technology to upgrade its 

existing infrastructure. With a comparatively stable political environment, Kazakhstan is 

an increasingly attractive area for Western investment. 

In dealing with the unprecedented risks involved, Ibzakhstan is assisted by 

Alexander Howden Reinsurance Brokers Limited. In November 1992, AHRB signed a 

formal cooperation agreement with Kazakhstan's most prominent insurer, Kazinstrakh, 

to help it gain access to London and international markets, expertise and training. Over 

the past 30 years, AHRB has established significant business ties with the governments 

and state insurers of Central and Eastern Europe. Today, we are building on those rela- 

tionships to meet their growing need for complex insurance semices and markets. 

Continuing a tradition dating to the mid-1800s, AHRB provides essential sup- 

port to insurance and reinsurance companies in London and throughout the world. Its 

1,300 staff in 26 ofices combine decades of expertise with the innovation needed in 

today's complex and demanding commercial climate. 

"Insurance and 

reinsurance com- 

panies often play a 

significant role in 

the financial 

infrasvucture of 

emerging nations. 

Kazakhsm 

requires experi- 

enced internation- 

al insurance advice 

as the economy 

rapidly develops its 

enormous natural 

resources? 

Ehd %~ 
Dimctor 
Alexander Howden 
Reinsurance Brokers 

- Surabaya - Geneva - Brussels - Redhill - St. Louis - Hamover - San Prandsw - Buenos A h  - Toronto - Orlando - Auckland - Pankfurt - Austin - 



i 
Sky Chcfi is tlic 

sccond lal-gcst 

in-tlight carcrcr i n  
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, H E  U.S. WORKERS COMPENSATION 7 
CRISIS DEFIES SIMPLE OR PACKAGED SOLUTIONS. THE COMPOUND 

EFFECT OF SOARING HEALTH CARE COSTS, SHIFTING EMPLOYEE EXPEC- 

TATIONS, UNPREDICTABLE CLAIMS AWARDS, UNFAMILIAR OCCUPATIONAL 

HAZARDS AND MORE, THREATENS THE FINANCIAL HEALTH OF MANY 

COMPANIES. 

Bka& %/Z-I~'&~ pp. ACG is leading an integrated, companywide effort 

to help clients control workers compensation costs. AlexComp Consulting Plus is a new 

service blending ACG expertise in management relations and comnlunications, organi- 

zational eKectiveness, actuarial sciences and medical management with Alexander & 

Alerander Inc., Alessis and Anistics expertise in risk financing, claims management, loss 

control, and data collection and analysis. 

After examining the multiple forces driving workers compensation costs and 

mking into account local mandates, AlesComp professionals apply a phased consulting 

approach to provide clients with distinctive workers cornp solutions. 

Sky Chefs, a Tesas-based airline caterer, set a goal to cut its workers compensa- 

bion costs by 50 percent over a three-year period. In less than a year, ACG helped Sky 

Chefs reach half its goal and the client has already acknowledged a 10-to-l return on its 

investment. 

ACG offers human resource management consulting services in areas such as 

strategic health care and flexible compensation, organizational effectiveness, integrated 

information technologies, and actuarial and employee benefit design and implenienta- 

tion. More than 2,100 professionals in 91 offices in 18 countries help clients align their 

human resource initiatives with both strategic and operational objectives. 

"Our approach 

mcshed with Sky 

Chefi' philosophy 

right from the 

start. We wcl-c 

ablc t o  apply our 

rncrgies and skills 

to identi* what 

was driving their 

costs, how to  

lower those costs, 

and which solu- 

tions, from a 

broad nnge of 

alternatives, best 

suited their 

needs." 

-Madrid - Rotterdam - Tokyo - SNttgart - Montreal - Vienna - Miami - Brisbane - Vancouver - Leipig - Turin - Jeddah - Douglas - Seattle - Genoa - 
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Alexander &Alexander Services Inc. and Subsidiaries 
For the years ended December 31, (in millions, except per share amounts) 

1992 1991 1990 1989 1988 

Operating Results: 
Operating revenues $1,350.2 $1,369.4 $1,338.4 $1,248.9 $1,2277 
Operating income 86.7 19.7 122.8 1076 122.2 
Income (loss) from connnuing operations (a) 54.9 (10.4) 54.9 59.0 71.0 
Loss from discontinued operations (b) (145.0) - - - 

Extraordinary credits - - - 1.1 
(6.0) 
2.5 

Cumulative effect of change in accounting - (2.2) - - - 
Net income (loss) (90.1) (12.6) 54.9 60.1 6% 5 

Per Share of Conznzon Stock: 
Income (loss) from continuing operations $ 1.34 $ (.25) $ 1.35 $ 1.45 $ 1.71 
Loss from discontinued operations (3.54) - - - 

Extraordinary credits - - - .03 .06 
(.14) 

Cumulative effect of change in accounting - (.06) - - - 
.............................................................................................. 

Net income (loss) $ (2.20) $ (.31) $ 1.35 $ 1.48 $ 1.63 

Dividends paid $ 1.00 $ 1.00 $ 1.00 $ 1.00 $ 1.00 

Wei&ted Average Shares Outstanding 40.9 40.8 40.7 40.6 41.4 

Financial Position: 
Total assets $2,642.7 $2,7672 $2,835.0 $2,604.7 $2,635.2 
Current assets 2,061.4 2,083.5 2,0470 1,892.7 1,918.4 
Working capital 124.4 134.4 95.2 149.1 1473 
Long-term debt 125.1 169.9 182.6 215.5 214.6 
Stockholders' equity 192.5 374.1 430.6 375.1 371.6 

( a ) h  dercn'bed in Note 2 of Noter to Financial Statements, income (loss) from continuing operations includes rertructun'ng 
and otherrpecial charger of $13.9 million in  1992, $48.2 million in 1991 and $7.2 million in 1990. 

( b ) h  descrjbed in Noa 5 of Notes t o  Financial Statementr, the 1992 lorrfrom dircontinued operationsprimarily reflects an 
increare in the Company's estimated liabilitier under indemnitier provided to the purcharerr of discontinued burinemr. 



Alexander &Alexander Senices Inc. and Subsidiaries 

Overview 
The Company's financial results for 1992 rrflect a net loss of 
$90.1 million or $2.20 per share, includina a $145 million or - 
$3.54 per share loss from discontinued operations. Income 
from continuinp. operations was $54.9 million or $1.34 per - .  
share, including after-tax gains of $28.5 million or $0.70 per 
share from the salc of three non-core businesses and after-tax 
special charges of $13.9 million or $0.34 per share relatina to 
the costs of indemnities provided to  the purchaser of a former 
Company operation. 

In 1991, the Company incurred a net loss of $12.6 million 
or $0.31 per share, including after-tax special charges of $48.2 
million or $1.18 per share associated with the restructuring of 
the insurarlce broking operations and other non-recurring 
costs, an after-tax gain of $2.8 million or $0.07 per share from 
the settlement of certain pension obligations and an after-tax 
cumulative effect adjustment of $2.2 million or $0.06 per 
share from a change in accounting for deferred compensation. 

In 1990, net income was $54.9 million or $1.35 per share, 
including an after-tax special charge of $7.2 million or $0.18 
per share associated with restmcmring and certain litigation 
and contingency costs and an after-tax gain of $8.6 million 
or $0.21 per share from the settlement of certain pension 
obligations. 

The Company's insurance services activities during the 
three year comparative period have been affectcd by the con- 
tinuation of weak insurance pricing in North America, poor 
worldwide economic conditions and low interest rates. The 
Company anticipates higher premium rates in selected lines of 
insurance, including property and reinsurance business in 
1993; howcver, casualty pricing remains uncertain and overall 
economic conditions are not expected to show much 
improvement. 

The followinr discussion and analysis of significant factors . 
affecting the Company's results of operations and liquidity 
and capital resources should be read in coniunction with the 
accompanying financial statements and related notes. 

Opmating Revenues 
Consolidated operating revenues decreased by $19.2 million 

impacted by the 1992 sales of non-core businesses, two of 
which occurred in the first quarter. Excluding the effect of 
these sold businesses, total revenues increased by $28.6 mil- 
lion or 2.2 percent in 1992 over 1991. 

Approximately 45 percent of consolidated revenues are 
generated by the Company's international operations. 
Excluding the effects of foreign exchange rates and the rev- 
cnues of sold operations, total operating revenues increased 
2.7percentin 1992 and2.5percentin 1991. 

Conunissions and Fees 
Total commissions and fees decreased by $10 million or 0.8 
percent in 1992 compared to a $40.7 million or 3.3 percent 
increase in 1991. Excluding the impact of sold operations and 
exchange rate variances, commissions and fees increased by 
3.6 percent and 3.4 percent in 1992 and 1991, respectively. 

Worldwide retail insurance broldna and risk nlanaaenxent - - 
revenues increased by 0.6 percent in 1992 compared to a 1.6 
percent increase in 1991. In  the comparable oeriods. broker- 
age revenue growth was constrained as the continuation of 
premium rate reductions, particularly in North America, offset 
the increased volume of net new business production. Also 
impeding growth in 1992 was a downturn in the demand for 
third party claims administration services largely due to the 
recession. 

Wholesale broking commissions and fees increased by 17.7 
percent in 1992 and 10.1 percent in 1991 on the strength of 
significant new business production, particularly in the pack- 
aged facilities segment of the North American non-marine 
market. In 1992, revenue growth was also significant in othcr 
non-marine segmcnu and within the marine and energydivi- 
sion, due to a combination of strong retention of existing 
business and new production. 

Reinsurance broking revenues increased bv 13.1 percent - 
and 8.9 percent in 1992 and 1991, respectively, due to strong 
new business moduction. ~articularlv in the international . . 
operations, and premium rate increases on selected lines of 
business. Revenue gains in 1992 were achieved in the non- 
marine and aviation markets due to rate increases and new 
busines, I t  is anticipated that rates will continue to increase in 
1993 in most classes of business across the aviation, non- 
marine and marine markets. Howcver. oamcularlvin the . . 
marine and non-marine markets, it is becoming more difficult 
to place business at terms acceptable to clients, because a sig- 
nificant percentage of the previously available capacity has 
ceased to u n d e h t e  thcsc risks or has withdrawn from the 
market entirely. 

Consulting revenues of the Alexander Consulting Group 
increased by 6.2 percent in 1992 and 5.5 percent in 1991. 
This growth results from an increase in value-added human 
resources management and other consulting services. 
Revenue growth has moderated over the last several years as 
clients have reduced discretionary spending and exerted pres- 
sures to reduce consu1tin.q fees stemminx from the downturn . - 
m worldwide economic condmons. Such conditions are 
expected to  continue throuahout 1993 with revenue erowth " 
generated by net new business as well as new products and 
services. In addition, revenue growth could be further stimu- 
lated by new health care proposals put forth by the new 
administration in the U.S. during 1993. 



Fiduciary Investment Income 

percent in 1991. These results reflect the significant decline in 
worldwide average short-term interest rates, partially offset by 
higher average investment levels. 

Speczal Charges 
In 1992, the Company recorded a $16.5 million me-tar 
charge ($13.9 milfionaftcr-tax or $0.34 per shar;) for the 
estimated cost of indemnities orovided to the ourchasers of 
Shand, Morahan &Company (Shand). 

In 1991, the company recorded a $75.6 mdlion pre-tax 
charge ($48.2 million after-tax or $1.18 oer share) associated - 
with the restructuring of its insurance brokinz operations and - .  
other expenses. The restructuring portion of the charge 
amounted to $45.5 million and included the anticioated costs 
of dosing or consolidating certain offices as well as the 
restructuring ofothers. In addition to the restructuring costs, 
the s~ecial charge included $17.1 mdlion relatine orimarilv to - - A  

the write-off of certain intangible assets and $13 million relat- 
ingprimarily to the estimated costs of indemnities given to 
the purchasers of Shand. 

In 1990, the Company recorded a pre-tax charge of $12 
million ($7.2 million after-tax or $0.18 per share), which 
induded $6.5 million for estimated restructuring costs of the 
global operations and $5.5 million relating to certain litiga- 
tion and contingency matters. 

As a result of its restructuring cfforts, the Company real- 
ized operating expense savings of approximately $27 million 
in 1992. 

@mating Expenses 
Consolidated operating expenses, excluding the special 
charges described above, decreased by $23.6 million or 1.8 
percent in 1992 compared to a $78 million or 6.5 pcrcent 
increase in 1991. Excluding the 1991 expenses of the sold 
operations and the impact of exchange rate variances, operat- 
ingexpenses increased by 2.1 percent in 1992 and 6.2 percent 
in 1991. 

Staff Costs 
Total salaries and benefits increased by $2 million or 0.3 per- 
cent in 1992 compared to an increase of $49.8 million or 6.7 
percent in 1991. In 1991 and 1990, the Company recognized 
gains of$5.1 million and $13.2 million, respectively, from the 
settlement ofpension obligations to certain employees in 
Canada and the United Kingdom. Excluding the pension 
gains, the 1991 expenses of operations sold in 1992 and for- 
eign exchange rate variances, total staff-related costs increased 
bi4.3 percent and 5.8 percent in 1992 and 1991, respcctive- 
lv. The increase in salaries and benefits includes normal salarv 
increases and, particularly in 1992, higher incentive costs in 

the wholesale, reinsurance and consulting operations due to 
performance-related incentive plans. Partially offsetting thesc 
increases were the effects of lower headcounts due to the 
restructuring efforts. Overall, the Company realized staff cost 
savings of approximately $14 million duc to the restructuring 
program. 

Other  Operating Expenses 
Other operating expenses decreased by $25.6 million or 5.2 
percent in 1992 comparedto an increase of $28.2 million or 
6 percent in 1991. Excluding the effects of foreign exchange 
variances and the 1991 expenses of sold operations, other 
operating expenses decreased by 0.5 percent in 1992 and 
increased by 5 percent in 1991. Other operating expenses in 
1992, including premises costs and amortization of intangi- 
bles, were favorably impacted by the restructuring and other 
special charges recorded in prior years. 

Insurance costs increased in both periods reflectine hieher 
third-party insurance premiums and self-insurance reserves for 
the Comoanv's ~rofessional indemnitv ororrams. The . . .  ,. " 
Company believes its insurance-related rrserves are sufficient 
to cover all potential claims and liabilities; however, thcre is 
no assurance that escalating litigation costs and indemnity 
awards, as well as insurance company insolvencies, will 
not adversely impact the future overall costs of insurance 
coverages. 

In December 1990, the Financial Accounting Standards 
Board (FASB) issued SFAS No. 106, "Employers' Accounting 
for Postretirement Benefits Other Than Pensions," which will 
be adopted by the Company in the first quarter of 1993. The 
statement requircs accrual of postretirement benefits during 
the years an employee provides services as opposed to the pay- 
as-you-go method. The change will likely increase the annual 
cost ofproviding postretirement benefits by approximately 
$1 million per year. The increased expense includes amortiza- 
tion of the estimated transition obligation of approximately 
$17 million over a 20-year period. 

Other Income and Expenses 
Investment income earned on operating funds decreased by 
$1 million or 7.7 percent in 1992 compared to a decrease of 
$2.4 million or 15.6 percent in 1991. Excluding exchange 
rate variances and the 1991 investment income earned by the 
sold operations, investment income declined by 3.8 percent 
and 13.4 percent in 1992 and 1991, respectively. The decreas- 
es in these comparable periods reflect the significantly lower 
short-term interest rates throughout most of the major world 
markets. 

Interest expense decreased by $4.2 million or 18.9 percent 
in 1992 compared to a decrease of $6.4 million or 22.4 
percent in 1991. This reflects significantly lower worldwide 
interest rates and a 21.7 percent and 6.4 percent decrease in 
average commercial paper outstanding in 1992 and 1991, 
respectively. 



In 1992, other income (expenses) includes $43.8 million 
of gains on the sales of three non-core businesses, including . 
the first quarter sales of a US-based administrator ofworkers 
compensation funds and a non-brokina operauon in the - .  
Netherlands and a fourth quarter sale of a United Kingdom - 
based penslon fund management operation. 

Income Taxes 
The Company's cffcctive underlying tax rates, excluding the 
special chargcs described above, were 41.4 percent, 44.6 per- 
cent and 4 3 8  percent in 1992,1991 and 1990, respectively 
These rates are higher than the U.S statutow rate of 34 oer- 
cent due primarily to state and local taxes, amortization of 
goodwill and certain expenses which are not deductible for 
tax pumoses in the iurisdictions in which the Comuanv con- . . . . 
ducts business. In 1992, the effective tar rate was favorably 
impacted by lower taxes on the galns on sales of businesses; 
howevcr, thls was partially offset by additional provisions for 
tax contingency matters described below. 

A substantial portion of the special charges recorded in 
1992, including the loss from discontinued operations, repre - 
sent capital losses that can be utilized for tax purposes only to 
the extent ofoffsettine capital eains. thus no tax benefit has - .  - ,  
been recognized by the Company. 

As discussed in Note 4 ofthe Notes to Financial 
Statements, during 1991 the Company received a notice of 
tax deficiency from the Internal Revenue Service (IRS) in the 
amount of$85 million for the years 1980 to 1986. The notice 
relates ~rincioallv to the disallowance of a loss sustained in the . . .  
1982 acquisition ofAlexander Howden and other related 
issues associated with the acquisition. 

The notice does not include interest on the tax deficiencv 
or other tax liabilities which would be due in years after 1986 
due to the acceleration in the use of net operating losses and 
tax credits. The Company's estimate of such additional tax 
and interest, net of federal tax benefit, is approximately $108 
million. The Company is currently under examination by the 
IRS for the years 1987 to 1989. 

The Company filed a formal protest contesting the pro- 
posed tax deficiencv and has commenced discussions with the 
I N .  Whilc nonc of the contested issues are finally resolved 
and no final settlement has been reached, overall the 
Company believes the ongoing discussions are progressing 
satisfactorily and it is possible a settlement could be reachcd 
during 1993. 

Thc Company believes its rcserves are suffkient to cover 
potential liabilities which may arise on settlement of these 
issues. 

In December 1987, the FASB issued SFAS No. 96, 
"Accounting for Income Taxes". In February 1992, the FASB 
issued SFAS No. 109, which supersedes SFAS No. 96. The 
Company will adopt the provisions ofSFAS No. 109 in the 
first quarter of 1993. Based upon currcnt tax rates and the 
overall tax position of the Company, the adoption ofSFAS 
No. 109 will not have a material impact on the Company's 
financial position or results of operations. 

Discontinned Operations 
The $145 million vrovision recorded in the fourth auarter of 
1992 relates primarily to indemnities provided by the 

. . , .  , . . , 
Indemnities provided by the Company to the purchasers 

of Sphcrc Drake include a provision covering losses on the 
insurance pooling arrangements from 1953 to 1967, between 
Sphere Drake and Orion Insurance Company (Orion), a 
U.K.-based insurance company, which constitute the major 
portion of the special charge relatcd to the Sphere Drake 
indemnities. The Company had contended that these arrange- 
ments wcrc conmctually settled pursuant to a 1975 agrcc- 
mcnt between Sphere Drake and Orion: however. Orion con- 
tested the enfor&abdity of the 1975 agreement and prevailed 
In the Enellsh courts in 1992. " 

During the fourth quarter of 1992. the Com~any was first . . . 
able to obtain detailed information from Orion concerning 
the m e s  and amounts of claims beine re~or ted  to Orion our- , . " .  
suant to the insurance pooling arrangements for the 1953 to . - 
1967 years. The types of claims being reported are primarily 
asbestosis. environmcntal oollution and latent disease claims 
in the US.  and are coupled with substantial litigation expcns- . 
es. Liabilities for these claims cannot be estimated by conven- 
tional actuarial reserving techniaues becausc the available his- - 
torical experience is not sufficient to apply such techniques for 

~ ~ 

these of claims and case law, which will ultimately deter- 
mine the extent of these liabilities. is still evolvina. T o  date. - 
U S .  case law has already altered the intent and scope of th& 
policies to some extent. Therefore, the Company has 
obtained advice from various professional actuarial experts 
who used available information and various techniques in esti- 
mating the Company's ultimate exposure. Based on this 
advice, and aftcr taking into account an estimate of Sphere 
Drake's share of uncollectible reinsurance recovcrables associ- 
ated with the insurance pooling arrangements, the Company 
established additional reserves in 1992, which are included in 
the provision for loss from dlscontmued operations. However, 
awen the exoansion of coveraee and liabilitv by certam state - , , 
courts and legislatures for environmental pollution and other 
losses in the past and the possib~lity of similar interpretations 
in the future. as well as the uncertaintv in determinine what - 
scientific standards will be acceptable for measuring site 
cleanup, additional potential liability could develop. Thc 
Company is currently exploring the possibility of acquiring 
reinsurance protection for these exposures 

The sphere Drake indemnities and other liabilities arising 
out of the discontinued operations are expected to be settled 
over many years and could extcnd over a 20 to 30 year period. 
Consequently, management of the Company does not expect 
the loss from discontinued operations to result in an immcdi- 
ate significant cash outlay unless the Company decides to pur- 



chase reinsurance. The Company also believes that, based on 
current loss projections and other factors, the reserves relating 
to discontinued operations are adequate. There can be, how- 
ever, no assurance that further adverse developments may not 
occur due to variables inherent in the estimation process, 
including estimating insurance reserves, the recoverability of 
reinsurance balances and other oficts and the outcome of cer- 
tain litigation matters, as well as the environmental pollution 
and other matters described abovr. 

Cumulative Effect Adjustment 
Effective January 1, 1991, the Company adopted the provi- 
sions ofSFAS No. 106 relating to deferred compensation 
plans. This statement required the Company t o  change the 
period of accrual of deferred compensation expense from nor- 
mal retirement age (generally age 65) to the date the employ- 
ee becomes eligible to receive the benefit which is age 55 
under the Company's plan. The cumulative effect of this 
accounting change for years prior to 1991 was $2.2 million, 
netofa related income tau benefit of $1.8 million, or $0.06 
per share. This change in accounting method was not material 
to the results of operations in 1991 and, if applied retroactive- 
ly, to 1990. 

24paip a d  ZZ"/2LicaL%aawca 
In 1992, cash flow from operations was suffic~ent to fund the 
Company's operatina and capml expenditure requirements as . .  . - 
well as dividend payments. Cash flow was supplemented by 
$61.1 million of cash from the sales of non-core businesses. In 
addition, total debt outstanding at December 31,1992, was 
$131.8 million, a $45 million decrease from December 31, 
1991. 

The increase in cash, cash-equivalents and short-term 
investmenu primarily represents fiduciary funds which are 
generally not available for the operating needs of the 
Company. Such funds are invested in high-quality insuu- 
ments, including bank time deposits and governmental 
securities. 

The Company's net capital expenditures for property and 
equipment and acquisitions declined by $4.9 million to $18.3 
million at December 31,1992. Capital expenditures in 1993 
are expected to increase moderately from the 1992 level. 

In 1988, the Board of Directors authorized the purchase 
ofup to 5 million shares of the Company's Common Stock. A 

since 1989 and none are anticipated in 1993 
The Company has a $150 million long-term credit agree- 

ment with various banks which ex~ires  in Tulv 1995. . . 
Supplementing the credit agreement, the Company has unse- 
cured lines of credit totaling $197.4 million as support for 
possible future cash needs. 

As a result of the 1992 fourth quarter special charge and 
loss from discontinued operations, the Company's long-term 
credit agreement was amended to change certain restrictions, 
including limiting the level of borrowing to $75 million under 

certain circumstances. The Company's term loans were also 
amended. In addition. certain ratine. agencies have downarad- - 
ed the Company's commercial paper to bclow investment 
grade or  indicated that they would do so. Thc Company had 
no commercial paper outstanding at December 31,1992, and 
does not expect to issue such short-term financing until the 
Companj+ credit rating has improved. 

In 1992, the Accumulated Translation Adiustments 
account, which represents thc cumulative effect of translating 
the Comoanv's international ooerations to U S .  dollars. neea- . , , - 
tively impacted total Stockholders' Equity by $55 million. . . .  
~hiidecrease resulted from a substantial strengthening of the 
U S .  dollar against most of the maior currencies of the 
Company's overseas operations. 

As more fully described in Notes 4,5, and 12 of the Notes 
to Financial Statements. the Comoanv has sianificant tax and . , 
litigation exposures which may require substantial cash 
resources. The Company believes it has substantial arguments 
and Legal defenses against such exposures; however, the tim- 
ing and ultimate outcome cannot be predicted with certainty. 

As described above, the 1992 provision for the Company's 
discontinued operations is not expected to result in significant 
cash oudow in 1993 unlcss reinsurance is purchased to cover 
certain of these liabilities. 

As a rcsult of the net loss for 1992, the Company has an 
accumulated deficit of $83.2 million at December 31,1992. 
Under Maryland law, dividends may be paid as long as, after 
ejvina effect to the dividend, a corporation is able to pay its . . . . 
debts as they bccome due in the usual course of business and 
total assets of the cornoration exceed total liabilities ~ l u s  anv 
preferential rights of stockholders upon dissolution of the cor- 
poration. The Company's current financial position satisfies 
these rewiremenu and the Board of Directors declared the 
regular quarterly dividend of $0.25 per share payable in 
~ & c h  1993.   he Board of ~ i r e c t o r s  will continue to monitor 
the Comoanv's financial oerformance with resDect to future . . 
dividend declarations. 

In February 1993, the Board of Directors authorized the 
issuance of up to 9 million shares of the Company's Preferred 
Stock. O n  March 18, 1993, the Company issued 2.3 million 
shares of $3.625 Scries A Convertible Preferred Stock 
throuah a private placement offering. Such shares are convert- - - - 
ible into Common Stock at a conversion price of $31.875 per 
share of Common Stock and are redeemable. in whole or in 
part, by the Company beginning in March, 1997. The net 
proceeds t o  the Company werc $110.9 million and are avail- 
able for general corporate purposes. 

The Company believes that cash flow from operations will 

required, the Company believes it will have sufficient resources, 
including borrowing capacity, to meet such requirements. 





To The Stockholders of Alexander &Alexander 
Services Inc. 

We have audited the accompanying consolidated balance 
sheets ofAlexander &Alexander Services Inc. and Sub- 
sidiaries as of December 31,1992 and 1991, and the relat- 
ed consolidated statements of operations, cash flows and 
stockholders' equitv for each of the three vears in the ~ e r i -  
od ended ~ e c e m b i r  31, 1992. These financial statements 
are the responsibility of the Company's management. Our 
responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with generally 
acce~ted auditing standards. Those standards require that - 
we plan and perform the audit to obtain reasonable assur- 
ance about whether the financial statements are free of 
material misstatement. An audit includes examininn. on a - 
test basis, evidence supporting the amounts and disclo- 
sures in the financial statements. An audit also includes 
assessing the accounting principles used and significant 

estimates made by management, as well as evaluating the 
overall financial statement oresentation. We believe that 
our audits provide a reasonable basis for our opinion. 

In our opinion, such consolidated financial statements 
present fairly, in all material respects, the financial position 
of the companies at December 31,1992 and 1991, and 
the results of their operations and their cash flows for each 
of the three years in the period ended December 31,1992 
in conformity with generally accepted accounting 
principles. 

As discussed in Note 6 to the consolidated financial 
statements, in 1991 the Company changed its method of 
accounting for deferred compensation. 

DELOITTE &TOUCHE 
Baltimore, Maryland 
February 11,1993 (March 18,1993 as to certain 
information in Notes 8 and 101 



Alexander &Alexander Services Inc. and Subsidiaries 
For the years ended December 31, (in millions, except per share amounts) 

1992 1991 1990 

Operattng revenues: 
Commissions and fees $1,277.7 $1,287.7 $1,247.0 
Fiduciary investment income 72.5 81.7 91.4 .............................................................................................. 

1,350.2 1,369.4 1,338.4 .............................................................................................. 

Operating expenses: 
Salaries and benefits (Note 6) 
Other 
Special charges (Note 2): 

Restructuring 
Other 

1,263.5 1,349.7 1,215.6 
.............................................................................................. 

Operating income 86.7 19.7 122.8 
.............................................................................................. 

Other zncome (expenses): 
Investment income 12.0 13.0 15.4 
Interest expense (18.0) (22.2) (28.6) 
Other (Note 3) 39.9 
Special charges (Note 2)  (16.5) 

(0.6) 
(13.0) 

(1.8) 
(5.5) .............................................................................................. 

17.4 (22.8) (20.5) .............................................................................................. 

Income (loss) before income taxes and minority interest 
Income taxes (Note 4) 
................................................ 

Income (loss) before minority interen 
Minority interest 
-----------.--.----.-----------------~ 

Income (lossj from continuing operations 
Loss from discontinued oimations /Note 5 )  
Income (loss) before cumulative effect of accounting change 
Cumulative ef fect  o f  chanlre in accountinlr (Note 6 )  

Net income (loss) $ (90.1) $ (12.6) $ 54.9 

Per share of common stock (Note 1): 
Income (loss) from continuing operations $ 1.34 $ (25 )  $ 1.35 
Loss from discontinued operations (3.54) - - 

.............................................................................................. 

Income (loss) before cumulative effect 
of accounting change (2.20) (.25) 1.35 

Cumulative effect of change in accounting - (.06) - .............................................................................................. 

Net income (loss) $ (2.20) $ (.31\ $ 1.35 

Cash dividends $ 1.00 $ 1.00 $ 1.00 

Weighted average number of shares 40.9 40.8 40.7 

See Notes to Fznancral Statements. 



- - -~ 

Assets 
Current assets: 

Cash and cash equivalents 
Short-term investments 
Accounts receivable (net of allowance for doubtll accounts 

of $21.6 in 1992 and $23.8 in 1991) 
Customer accounts 
Others ......................................................... 

Total current assets 2,061.4 2,083.5 .............................................................................................. 

Property and equipment-at cost: 
Land and buildings (Note 8) 34.5 375 
Furniture and equipment 308.3 346.7 
Leasehold improvements 103.4 113.8 

.............................................................................................. 

Less accumulated depreciation and amortization ............................................. 

Property and equipment - net 
Other assets: 

Long-term notes and other receivables (Note 51 
1nta; ible assets (net of accumulated akmza6on 

of 81027 in 1992 and $1175 in 1991) (Note 2) 187.1 218.7 
Other (Notes 5,6, and 8) 194.4 209.7 .............................................................................................. 

$2,642.7 $2,7672 
0 

Liabilities and Stockholders' Eauitv 
L ,  

Current liabilities: 
Accounts payable $1,713.1 $1,6870 
Short-term debt (Note 7) 6.7 6.9 
Other payables and accrued expenses (Note 5) 217.2 255.2 

.............................................................................................. 

Total current liabilities 1,937.0 1,949.1 
.............................................................................................. 

Long-term liabilities: 
Long-term debt (Note 8)  125.1 169.9 
Deferred income taxes (Note 4) 71.7 80.4 
Other (Notes 5,6 and 13) 316.4 193.7 

.............................................................................................. 

Total long-term liabilities 513.2 444.0 .............................................................................................. 

Commitments and contingent liabilities (Notes 4, 5, 11 and 12) 
Stockholders' equity (Notes 8, 9 and 10): 

Preferred stock, authorized 9.5 shares $1 par value; 
issued and outstanding, none - 

Series A junior participating preferred stock, authorized 0.5 
shares $1 par value; issued and outstanding, none - - 

Common stock, authorized 60 shares $1 par value; 
issued and outstanding 328 and 374 shares, respectively 37.8 374 

Class A common stock, authorized 13 shares $.00001 par value; 
issued and outstanding 2.8 and 2.9 shares, respectively - - 

Class C common stock. authorized 5.5 shares $1 Dar value: 
issued and outstanding 0.4 and 0.5 shares, resdectively 

Paid-in capital 
Retained earnines (deficit) 
Accumulated traklation adjustments (59.0j (4.0) .............................................................................................. 

Total stockholders' equity 192.5 374.1 .............................................................................................. 

See Notes to  Financial Statements. 



Alexander &Alexander Sewices Inc. and Subsidiaries 
For the years ended December 31, (in millions, except per share amounts) 

1992 1991 1990 

Cash provided (used) by: 
Operating activities: 

Income (loss) from continuing operations $ 54.9 $ (10.4) $ 54.9 
Adjustments to reconcile to net cash provided by 

operating activities: 
Depreciation and amortization 60.5 72.2 72.3 
Deferred income taxes (2.9) (17.3) 
Gains on disposition of subsidiaries 

(2.5) 

and other assets (43.8) 0.3 
Gain on pension plan settlements - 

(0.2) 
(5.1) (13.2) 

Special charges, net of tax 13.9 48.2 7.2 
Other 10.1 5.8 2.8 

Changes in assets and liabilities, net of 
effects from acquisitions and dispositions: 
Accounts receivable (137.3) 99.9 (38.0) 
Other assets 26.2 (16.4) (16.7) 
Accounts payable 229.9 
Other current liabilities (27.2) 

(3.3) 
(14.2) 

(2.4) 
37.9 

Other liabilities (6.8) 27.6 3.1 
Discontinued operations, net (11.1) 
Cumulative effect of change in accounting - 

(1.7) (2.8) 
(2.2) - 

Net cash provided by operating activities 166.4 183.4 102.4 

@ ,vesting activitiex 
Purchases of property and equipment-net (18.3) (23.2) (42.2) 
Purchases of businesses (net of cash acquired) 
Proceeds from sales of subsidiaries and other 

(5.7) (2.6) (4.7) 

assets (net of cash sold) 61.1 2.8 0 8 
Purchases of investments (1,133.8) (952.7) (9853) 
Sales or maturities of investments 

Net cash provided (used) by investing activities (8.9) 31.1 (6.2) 

Financin activities: 
Cash &idends (40.9) (40.6) (40.7) 
Net change in short-term debt (41.5) (7.8) (48.6) 
Additions to long-term debt 29.6 2.5 24.5 
Repayments of long-term debt (31.4) (10.3) 
Issuance of common stock 2.0 0.9 

(9.4) 
0.2 

Net cash used by financing activities (82.2) (55.3) (74.0) 

Effect of exchange rate changes on cash and 
cash equivalents (69.3) 2.2 32.5 

Cash and cash eguivalents at beginning of year 573.6 412.2 357.5 

Cash and cash egnivalents at end ofyear $ 579.6 $ 573.6 $ 412.2 

Sup lemental cashflow information: 
8ash paid during the year for: 

Interest $ 15.9 $ 17.2 $ 29.6 
Income taxes 47.6 38.4 23.6 

Non-cash investing andjinancing activities: 
Common stock issued for business acauisitions 

and employee benefit plans 1.4 1.7 1.7 

See Notes to Financial Statements. 



Alexander &Alexander Services Inc. and Subsidiaries 
For the years ended December 31, (in millions, except per share amounts) 

Common stock: 
Balance, beginning of year 
Issued for acquisitions, 0.1,O.l and 0.1 shares, 

respectively 
Conversions of Class A and Class C shares into 

common stock, 0.2,0.2 and 0.1 shares, respectively 
Other. orincioallv stock ootion transactions 

Balance, end of year $ 37.8 $ 37.4 $ 320 

Class A common stock: 
Balance, beginning of year 
Conversions into common stock, 0.1,O.l 

and 0.1 shares. res~ectivelv 

Balance, end of year $ 0.0 $ 0.0 $ 0.0 

Class C common stock: 
Balance, beginning of year 
Conversions into common stock, 0.1, 0.1 shares 

and none, respectively 
............................................ 

Balance, end of year 

Paid-in capital: 
Balance, beginning of year $292.4 $289.0 $287.6 
Issued for acquisitions 1.3 1.6 1.6 
Conversions into common stock 
Other, principally stock option transactions 

(0.1) 
2.9 

(0.1) 
1.9 

(0.1) 
(0.1) .............................................................................................. 

Balance, end of year $296.5 $292.4 $289.0 

Retained earnings (deficit): 
Balance, beginning of year $ 47.8 $101.0 $ 86.8 
Net income (loss) (90.1) (12.6) 54.9 
Dividends (40.9) (40.6) (40.7) .............................................................................................. 

Balance, end of year $ (83.2) $ 47.8 $101.0 

Accumulated translation adjustments: 
Balance, beginning of year 
Foreign currencv translation adiustments 

Balance, end of year $ (59.0) $ (4.0) $ 3.0 

See Notes to Financial Statements. 



L -._......_........................i_______________________________________.........-.-.. I 
(in millions, except per share amounts) 

Consolidation 
The accompanying consohdated financial statements 
include the accounts of Alexander &Alexander Services 
Inc. and its majority-owned subsidiaries. All significant 
intercompany transactions and balances have been 
eliminated. 

Cash Equivalents and Investments 
Cash equivalents are highly liquid investments, including 
certificates of deposit, government securities and time 
deposits, with maturities of three months or less at the 
time of purchase. Short-term investments are similar 
investments with maturities of more than three months 
but less than one year from the date ofpurchase. Cash 
equivalents and short-term investments are stated at cost 
which approximates market value. 

Included in Other assets in the Consolidated Balance 
Sheets at December 31, 1992 and 1991, are $83.6 million 
and $61.2 million, respectively, ofinvestments with matu- 
rities of greater than one year. Such long-term investments 
are carried at the lower of aggregate cost or market, which 

Property and Depreciatzon 
The cost of property and equipment is depreciated gener- 
ally on the straight-line method over the estimated useful 
lives of the related assets which ranae up to 40 vears for - .  
buildings and 10 years for equipment. Leasehold improve- 
ments are caoitalized and amortized over the shorter of 
the life of the asset or the lease term. 

Intangible Assets 
Intangible assets resulting from acquisitions, principally 
expiration lists and goodwill, are amortized on the 
straiaht-line method over periods not exceedina 17 and 40 - 
years, respectively. The costs of non-compete agreements 
are amortized on the straieht-line method over the terms - 
of the aareements. Amortization of intaneble assets - - 
included in operating expenses amounted to $14 million, 
$19.1 million and $17.4 million for the vears ended 
December 31,1992,1991 and 1990, respectively. 

Income Taxes 
Deferred income taxes are provided on revenue and 
expense items recognized for financial accounting pur- 
poses in different periods than for income tax purposes . . 

approximated $89.3 millionat December 31,1992. Income taxes are generally not provided on undistributed 
The Comoanv's investment oolicies ~nclude ulacina its earnines of foreien subsidiaries because thev are consid- . , - 

temporary cash investments with highly rated financial 
institutions and limiting the amount of exposure to any 
one institution in order to reduce credit risk. 

Foreign Currency Translation 
The financial statements of the Company's foreign opera- - .  - .  
tions, where the local currency is the functional currency, 
are translatedinto US. dollarsat the exchange rates in v 

effect at each year end for assets and liabilities and average 
exchange ra t4  during the year for the results of opera- 
tions. The related unrealized aains or losses resultina from - - 
translation are reported as a separate component of stock- 
holders' equity. 

The Company enters into foreign exchange forward 
contracts to hedge the impact of currency fluctuations, pri- 
marily relating to U S .  dollar revenues generated by cer- 
tain foreign subsidiaries. Gains and losses on these con- 
tracts are recognized in the period in which the exchange 
rates change. At December 31,1992, the Company had 
approximately $70.6 million of net forward exchange con- 
tracts outstanding. These contracts are generally pur- 
chased from large financial institutions and management 
does not anticipate incurring losses due to nonperfor- 
mance by these institutions. 

Net foreien currencv transaction eains. included in - v 

operating income, amounted to $5.6 milion, $3.2 million 
and $8.6 million for the years ended December 31,1992, 

- - 
ered to be permanently invested or will not be repatriated 
unless any idditional federal income taxes would-be sub- 
stantially offset by foreign tax credits. 

Fiduciary Funds 
Premiums which are due from insureds are reported as 
assets of the Company and as corresponding liabilities, net 
of commissions, to the insurance carriers. Premiums 
received from insureds but not yet remitted to the carriers 
are held as cash or investments in a fiduciary capacity. 

Revenue Recognitzun 
Commissions are generally recognized on the effective date 
of the oolicies or the billina date. whichever is later. Any - 
subsequent commission adjustments, including policy can- 
cellations, are generally recognized upon notification from 
the insurance carriers. Contingent commissions and com- 
missions on policies billed and collected directly by insur- 
ance carriers are recognized when received. Fees for con- 
sulting and other services rendered are generally recog- 
nized when earned. 

Per Share Data 
Earnings per share are based on the weighted average 
number of common shares and their economic equivalents 
outstanding during each period and, if dilutive, shares 

1991 and 1990, respectively 



issuable under stock option plans or debenture conversion 
rights. Dividends per share are based on the Company's 
common and economic equivalent shares outstanding at 
each record date. 

Pwsentation 
Unless otherwise indicated, all amounts are stated in mil- 
lions of U S .  dollars. Certain prior period amounts have 
been reclassified to conform with the current year presen- 
tation. 

, 
In 1992, the Company recorded a $16.5 million pre-tax 
charge ($13.9 million after-tax or $0.34 per share) for the 
estimated cost of indemnities provided to the purchasers 
of Shand, Morahan &Company (Shand). See Note 5 for a 
discussion of the 1992 charge for discontinued operations. 

In the fourth quarter of 1991, the Company recorded a 
pre-tax charge of $75.6 million ($48.2 million after-taxor 
$1.18 per share) that includes expenses associated with the 
restructuring of its insurance broking operations and 
other costs. 

The restructuring portion of this charge, amounting to 
$45.5 million, represented the anticipated costs of closing 
or consolidating certain broking offices and restructuring 
others. Severance payments, leasehold write-offs and . . 
employee relocation expenses were included in the charge 
The soecial charee included in operating expenses of - - .  
$17.1 million represented primarily the write-down of 
goodwill and other intangible assets related to certain 
acquired businesses. The $13 million included in non- 
operating expenses represented increases to reserves previ- 
ously established for reported contingencies, primarily 
indemnities for certain sold operations. 

In 1990, the Company also recorded a pre-tax charge 
of $12 million ($7.2 million after-tax or $0.18 per share) 
including a $6.5 million provision for the restructuring of 
the Company's global operations and $5.5 million for cer- 
tain Litigation and contingency matters. 

Dunng 1992, the Company sold three non-core business- 
es, including a U.K-based pension fund management 
operation, a Netherlands-based non-broking operation 
and a US-based administrator of workers compensation 
funds. Total proceeds on these sales were $77.4 million 
with resulting pre-tax galns of $43.8 million ($28.5 mil- 
lion after tax or $.70 per share). These gains are ~ncluded 
in Other income (expenses) in the Consolidated 
Statements of Operations. 

The components of income (loss) &om continuing opera- 
tions before income taxes are as follows: 

For the ycan ended Dcccmbcr 31, 1992 1991 1990 

United States $(31.8) $193.2) $ 0.6 
International 135.9 90.1 101.7 ............................................ 

$104.1 5 (3.1) 5102.3 

The components of the provision for income taxes on con- 
tinuing operations are as follows: 

For the years ended Dccembcr 31, 1992 1991 1990 

Current: 
Fcdcral $(1.4) 5 4.7 $ 13.1 
State and local (0.3) 5.0 3.5 
International 54.6 39.9 35.5 

...~~~~~~~~~~............------------------- 
52.9 49.6 52.1 

Deferred: 
Federal (3.5) (31.6) (11.5) 
State and local 1.2 (8.4) (1.3) 
International (3.2) (4.7) 5.5 ............................................ 

(5.5) (44.7) (7.3) 
............................................ 

$47.4 $ 4.9 $ 44.8 

The Company tiles a US. federal consolidated tax return 
which includes the losses of its US.  discontinued opera- 
tions. The current federal provision recognizes the 
amounts payable to the discontinued operations for the 
tax benefits relating to such losses. 

As a result of the 1992 special charge and loss from dis- 
continued operations described in Notes 2 and 5, for 
financial reporting purposes the Company has approxi- 
matelv $130 million of capital loss carnifonvards at 
December 31,1992. For tax reporting purposes, such cap- 
ital loss cardonvards are aooroximatelv $14 million. 

L A  

The components of the deferred income tax provision 
on continuing operations are as follows: 

For rhc years endcd December 31, 1992 1991 1990 

Depreciation $ (2.5) 5 (3.1) K1.9) 
Tax leases (3.2) (5.0) (3.1) 
Financial accounting 

accmah, net (17.5) (8.7) 1.9 
Net deferred losses on subsid- 

ianr disoositions 3.6 (0.3) - , . 
Spec~al charges 14.3 (27.4) (4.8) 
Other (0.2) (0.2) 0.6 ...~~...~~~~.............-----~------------- 

$ (5.5) S(44.7) S(7.3) 



A reconciliation of the tax vrovision and the amount 'om- 
puted by applying the U S .  federal income tax rate of 34% 
to income (loss) from continuing operations before income 
taxes is as follows: 

For thc years ended December 31, 1992 1991 1990 

Computed "expected" tax 
expense (benefit) $35.4 $ ( l o )  $34.8 

State and local income taxes-net 
of federal income tax 0.5 (2.3) 1.5 

Foreign statutory rates over U.S. 
federal statutory a t e  1.7 0.4 1.3 

Amortization ofintangible assets 2.6 2.5 2.8 
Repatriation of foreign earnings, 

net of tan crrdiu 0.5 1.5 0.9 
Other non-deductible expenscs 3.9 3.9 4.2 
Other, net 2.8 (0.1) (0.7) 
............................................ 

$47.4 $ 4.9 $44.8 

D u r i ~ l ~  1991, the Company received the revenue agent's 
final report for the 1980 to 1986 and notice oitax 
deficiencv from the Internal Revenue Semice (IRSi for ~, 
$85 million. The notice of tax deficiency relates principally 
to the disallowance of a loss sustained in connection with @ the acquisition of Alexander Howden and other related 
issues also arising out of the acquisition. 

The notice does not include interest on the tax defi- 
ciency or other tax liabilities which would be due in vears 
aftcr 1986 due to acceleration in the use of net operating 
losses and tax credits. The Comnanv's estimate of such 
additional tax and interest. net of federal tax benefit, that 
would he due, is approximately $108 million. The 
Comvanv is currentlv under examination bv the IRS for 

The Company has substantial arguments to sustain its 
oosition on the unaareed issues and fled a nrotest with the 
~ppea l s  Office of th: IRS. The Company commenced dis- 
cussions with the Appeals Oflice during 1992 and it is 
exoected that these discussions will continue until the con- 
tested issues are resolved. While no h a 1  settlement has 
been reached, overall the Company believes the ongoing 
discussions are vroeressina satisfactorilv. However. as . - - 
appropriate, the Company will continue to pursue other 
administrative and judicial relief 

Manaaement believes that its reserves. including the - - 
$61.1 million tax benefit on the loss sustained in connec- 
tion with the acauisition ofAlexander Howden. which has 
been deferred, are suffic~ent to cover hablhues wh~ch mav 
arise on settlement of these issues. 

Federal income taxes have not been orovided on undis- 
tributed earnings of foreign subsidiaries which aggregated -- - 
approximately $335 million at December 31,1992. 

In Fehruarv 1992. the Financial Accountine Standards " 
Board issued SFAS NO. 109, "Accounting for Income 
Taxes," which requires an asset and liability approach for 
financial accounting and reporting for income taxes and 
provides for ~mplementation no later than the first quarter 

of 1993. This statement supersedes SPAS No. 96. 
Management believes that when the Company adovts this 
new standard in the first quarter of 1993 i; wiil notbave a 
material impact on the financial positlon or results of 
operations 

5. L&mnt~I.dD/""rat~,w 
In March 1985, the Company discontinued the insurance 
underwriting operations acquired in 1982 as part of the 
Alexander Howden acquisition. In 1987, the Company 
sold Sphere Drake Insurance Group (Sphere Drake) and is 
currently running-off the Atlanta and Bermuda insurance 
companies. In 1992, the Company recorded a $145 mil- 
lion provision for losses from discontinued operations 
relating primarily to indemnities provided by the 
Company to the purchasers of Sphere Drake. The provi- 
sion represents primarily capital losses that can be utilized 
for tax purposes only to the extent of offsetting capital 
gains; thus, no  tax benefit has been recognized by the 
Company. 

The Sphere Drake sales agreement providcs indemni- 
ties by the Company for various potential liabilities. In 
connection with certain of these indemnities, the 
Company purchased from the buyer 25.7 million pounds 
sterling zero coupon notes with interest rates from 10% to 
12% due in 1995. These long-term notes receivable arc 
included in the Consolidated Balance Sheets at a discount- 
ed value of 19.3 million pounds sterling ($29.2 million 
and $36.1 million at December 31,1992 and 1991, 
respectively). The repayment of these notes by the buyer is 
subject to offset based upon the adequacy of the loss 
reserves and reinsurance recoverables recorded on the 
books ofsphere Drake at December 31, 1986. The recog- 
nition of the interest income on the zero coupon notes is 
being deferred until the issues and indemnifications relat- 
ed to the discontinued operations have been resolved. 
Since the date of sale, there has been deterioration in loss 
reserves and uncollectible reinsurance balances that will 
offset a substantial portion of the interest income earned 
on the Sphere Drake zero coupon notes. 

Indemnities provided by the Company to the pur- 
chasers of Sphere Drake also include a provision covering 
future losses on the insurance pooling arrangements from 
1953 to 1967 between Sphere Drake and Orion Insurance 
Company (Orion), a U.K:based insurance company. The 
Company had contended that these arrangements had 
been contractually settled pursuant to a 1975 agreement 
between Sphere Drake and Orion; however, Orion con- 
tested the enforceability of the 1975 agreement and pre- 
vailed in the English courts in 1992. 

During the fourth quarter of 1992, the Company was 
first able to obtain detailed information from Orion con- 
cerning the types and amounts of claims being reported to 
Orion pursuant to the insurance pooling arrangements for 
the 1953 to 1967 years. The types ofclaims being report- 
ed are primarily asbestosis, environmental pollution and 



latent disease claims in the U.S. and are coupled with suh- 
stantial litieation exoenses. Liabilities for these claims can- " 
not be estimated by conventional actuarial reserving tech. 
niques because the-available historical experience isnot 
sufficient to apply such techniques for these types of claims 
and case law, which will ultimately determine the extent of 
these liabilities, is still evolving. T o  date, U S .  case law has 
alreadv altered the intent and scooe of these policies to 
some extent. Therefore, the Company has obtained advice 
from various professional actuarial experts who used avail- 
able information and various techniques in estimating thc 
Company's ultimate exposure. Based on this advice, and 
after taking Into account an estimate of Sphere Drake's 
share of uncollectible reinsurance recoverables associated 
with the insurance pooling arrangements, the Company 
established additional reserves in 1992. which constitute 
the maior portion of the loss from discontinued opera . . 
tions. However, given the expansion of coverage and lia- 
bilitv hv certain state courts and leeislatures for environ- , , " 
mental pollution and other losses in the past and the possi- 
bility of similar interpretations in the future, as well as the 
uncertaintv in determining what scientific standards will - 
he acceptahlr for measuring site cleanup, additional poten- 
tial liability could develop. 

In 1984, Sphere Drake filed a lawsuit against the 
Names on Lloyd's Syndicate 701 seeking payment of 
funds due Sphere Drake pursuant to a stop-loss reinsur- 
ance contract with Syndicate 701 and a determination of 
continuing stop-loss coverage protecting Sphere Drake 
under that contract. The Company had indemnified the 
purchasers of Sphere Drake in connection with this litiga- 
tion. The trial was held in late 1991 with an adverse deci- 
sion issued in April 1992. The Company intends to  appeal 
the decision and believes it has a reasonable prospect of . . 
success. However, any losses incurred in connection with 
this matter should be substantiallv offset bv the reserve 
described in Note 13. To the extent that losses, if any, 
exceed the reserve, the excess will be charged to  discon- 
tinued operations. 

The Sphere Drake indemnities and other liabilities aris 
ing out &the discontinned operations are expected to  be 
settled over many years and could extend over a 20 to  30 
year period. Consequently, the Company does not expect 
an immediate significant cash outlay unless the Company 
decides to purchase reinsurance for such exposures. 

During 1989, the Company finalized reinsurance 
agreements providing the Atlanta and Bermuda insurance 
companies with insurance coverage for their reserves as of 
December 31, 1988, and for up to $50 million ofinsur- 
ance coverage for potential losses in excess of those 
reserves. The agreements also provide for a reinsurance - 
premium adjustment whereby at any time after January 1, 
2001. the reinsurance aereements can be terminated and - 
any excess funds, net of any reinsurance premium paid to  a 
substitute reinsurance company, would be returned to  the 
Company. 

A summary of the net assets (liabilities) of the Company's dis 
continued operations is as follows: 

As of December 31, 1992 1991 

Assets 
Cash and investments $ 18.8 $19.2 
Other assets 10.0 11.9 
Dcfettcd costs - 10.2 

............................................ 
28.8 41.3 

Liabilities 
Claim and other liabilities 131.4 41.0 
Reserve for discontinued operations 29.0 - ............................................ 

160.4 41.0 
Net assets (liabilities) ofdiscontinued 

operations $(131.6) $ .3 

The net assets (liabilities) of the Company's discontinued 
operations are c resented in the Consolidated Balance 
Sheets as follows: 

As of Dfccmber 31, 1992 1991 

Other asscts $ - $12.3 
Other payables and 

accrued expenses (7.0) (12.0) 
Other long-term liabilities (124.6) - 
............................................ 
Net assets (liabilities) of discontinued 

o~cration~ S(131.6) S 3 

Changes in the net assets (liabilities) of the Company's dis- 
continued operations are as follows: 

For the yearsended Dccembrr 31, 1992 1991 1990 

Beginning balance $ .3 S(5.5) S(10.5) 
Provision for loss (145.0) - - 
Payment of claims and expenses 13.1 5.8 5.0 ............................................ 
Ending balance $(131.6) $ . 3  $ (5.5) 

An analysis of the Company's (reserve) deferred costs 
related to its discontinued operations is as follows: 

For the yeaisrndcd Dccembcr 31, 1992 1991 1990 

Balance, beginning of year $ 10.2 S(18.2) S(20.1) 
Provisions for loss (145.0) - - 
Net loss (income) ofcompanies 

being runoff ( . I)  2.2 1.5 
Transfer to claim 

and other liabilities 88.0 20.0 - 
U.K tax refunds - - (2.9) 
Legal and othcr costs related 

to S~hrre Drakc 16.8 4.4 1.3 
0 t h ~ ;  1.1 1.8 2.0 

............................................ 
Balance, end ofyear $ (29.0) $ 10.2 S(18.2) 



The Comoanv believes that. based on current loss oro- . . 
jections, the estimated reinsurance premium adjustment 
described above, the interest income on the Sphere Drake 
zero couoon notes and the established claim liabilities and 
other reserves will be sufficient to cover any future indem- 
nifications and offsets related to the Sphere Drake agree- 
ment, the fumre run-offexpenses net of any investment 
Income of the Atlanta and Bermuda operations, and any 
other expenses associated with its discontinued operations. 
There is, however, no assurance that further adverse devel- 

The following table sets forth the funded status and 
amounts recognized in the Company's Consolidated 
Balance Sheets: 

AsofDecember 31, 1992 1991 

U S .  Inter U S .  Inter- 
national national 

Vested benefit 
obligation $ 179.1 $ 165.9 $ 139.7 $ 146.8 

opments may not occur due to variables inherent in the Accumulated . " 
estimation process, including estimating insurance m n c m  

reserves, the recoverability of reinsurance balances and cer- obligation $ 191.2 $ 177.1 $ 164.3 $ 151.7 

rain litigation matters and the environmental pollution Projected benefit 

and other matters described above. obligation $(247.6) $(214.5) $(218.2) $(204.1) 
Man assets at fair 

marketvalue 265.9 303.3 256.4 314.9 
............................................ 6 Z?~/d~ea '.%?et&z?e~t .5!2L/a~ Excess of plan assets 

ana'Hene/Z over projected 
benefit obliaation 18.3 88.8 38.2 110.8 , - 

Pension Plans Unrecognized 

The Company has contributory and non-contributory net loss (gain) 10.5 (24.0) (5.7) (33.2) 
Unrecognized prior 

defined benefit pension plans covering substantially all service cost (1.5) 9.4 (0.9) 12.2 
employees. The plans generally provide pension benefits Unrecognized net 
that are based on the employee's years of service and com- 

.E.P~E hein- -""-- --... 
pensation prior to retirement. In general, it is the amortized over the 
Company's policy to fund these plans consistent with laws plans' average 
and regulations of the respective jurisdictions in which the remainine service 
Company operates. An overhding exists in the United lives (18.7) (33.0) (21.0) (41.8) 

............................................ States' largest plan. As a result, the Company does not Prepaid 
anticipate making any contributions to this plan until the oensioncast $ 8.6 $ 41.2 $ 10.6 S 48 O 

overfunding is substantially reduced. 
During 1991 and 1990, the Company's Canadian and 

United Kingdom pension plans settled the accumulated 
benefit obligation to certain retirees by purchasing amuity 
contracts for $25.7 million and $52.1 million, respectively. 
The resulting pretax gains of $5.1 million and $13.2 mil- 
lion for the years 1991 and 1990 have been recognized as 
a reductionof pension expense and are includedin Salaries 
and benefits in the Consolidated Statements of Operations. 

Total pension costs (credit) are summarized as follows: 

For the yean ended December 31, 1992 1991 1990 

Scrvicc cost $ 29.4 $ 27.7 $ 27.7 
Interest cost 36.9 33.8 37.1 
Actual return on plan assets (68.9) (98.0) (36.0) 
Net amortization and deferral 3.7 40.7 (31.8) ............................................ 
Net pension costs (credit) $ 1.1 $ 4.2 $ (3.0) 

. -~~ . - - -  

Assumed 
discount rate 8.0% 5.5-10.0% 8.25% 6.5-10.5% 

Assumed rate 
of compensation 
increase 5.0% 4.5- 7.0% 5.5% 5.0- 7.0% 

Expected rate of 
return on o h  
assets 10.75% 7.5-11.0% 10.75% 7.5-11.0% 

At December 31,1992 and 1991, approximately 81% and 
SO%, respectively, of all plan assets are invested in equity 
securities and 19% and 20%, respectively, in cash equiva- 
lents and/or fixed income securities. 

Thrift Plans 
The Company maintains thrift plans for most U S .  and 
Canadian employees. Under the thrift plans, eligible 
employees may contribute amounts through payroll 
deduction, supplemented by Company contributions, for 
investments in various funds established by the plans. The 
cost of these plans was $10.8 million in 1992, $11.4 mil- 
lion in 1991 and $11.2 million in 1990. 



Pos~retzrement Benefits 
Substantially all of the Company's U S .  employees, after - .  . . 
reaching age 55, may become eligible for certain post- 
retirement health care (uo to aee 65) and life insurance ~. - , 
benefits. A substantial portion of the costs associated with 
postretirement benefits are borne by the employees. The 
costs for these benefits. which are r ecoz~zed  as emenses - 
when premiums or claims are paid, were approximately 
$2.1 million in 1992, and $1.5 million in 1991 and 1990, 
respectively. 

Certain of the Company's international subsidiaries 
have similar plans for their employees; however, most 
retirees are covered primarily by government sponsored 
programs. As a result, the cost to the Company for retired 
employees is not significant for these programs. 

In December 1990, the FASB issued SFASNo. 106, 
"Employers' ~ccounung  for Postretirement Benefits 
Other Than Pensions." which will reauire accrual of 
postretirement benefits during the years an employee pro- 
vides services. The impact of this new standard will result 
in an increase to the annual expense of approximately 
$1 million. 

. . . . 
million relating to prior employee service will be recog- 
nized over 20 years. 

Defirred Compensation Plan 
The Company has a deferred compensation plan which per- 
mitted certain of its key officers and employees to defer a 
portion of their incentive compensation duhng 1986 to 
1989. The Company has purchased whole life insurance 
policies on each participant's life to assist in the hnding of 
the deferred compensation liability. At December 31, 
1992. the cash surrender value of these oolicies was $1.2 
million, which is net of $26.6 million of policy loans. The 
Company's obligation under the plan, i&ding accumu- 
lated interest. was $18.6 million and $20.7 million at 
December 31, 1992 and 1991, respectively, and is includ- 
ed in Other long-term liabilities in the Consolidated 
Balance Sheets. 

Prior to January 1,1991, the deferred compensation 
expense was being accrued on a present value basis over 
the oeriod of active employment to normal retirement at 
agek5. Effective ~anua& 1,1991, the Company adopted 
the provisions of SEAS No. 106, "Employers Accounting 
for Postretirement Benefits Other Than Pensions," relat- 
ing to deferred compensation plans. This statement 
rewired the accrual of deferred comoensation exoense 
over the period of active employment to the full eli~ibility . . 
date, which is generally age 55 "nder the Company's plan. 

The cumulative effect of this accountina chanae for 

7. .2Zort-%m gec't 
Consolidated short-term debt consists ofthe following: 

Asof Deccmber 31, 1992 1991 

Commercial paper $ - 541.4 
Notes payable m financial institutions 0.4 0.5 
Current portion of long-term dcbt 

(Note 8) 6.7 6.9 

Less short-term debt reclassified 
as long-term (Note 8) 0.4 41.9 ............................................ 

Information with respect to short-term borrowing activity 
is as follows: 

Asof December 31, 1992 1991 1990 

Commercial paper: 
Balance at year end 5 - $41.4 $40.8 
Weighted average interest rate -% 5.0% 8.5% 
Maximum outstanding $52.8 575.9 575.1 
Average outstanding $38.7 $49.4 $52.8 
Weighted average interest rate 

during the year 4.2% 6.0% 8.5% 
Notes payable to financial 

institutions: 
Balance at year end $ 0.4 $ 0.5 $ 8.9 
Weighted average interest rate 12.4% 11.7% 8.3% 
Maximum outstanding $37.2 $43.2 571.2 
Average outstanding $20.6 $14.5 $42.6 
Weighted average interest rate 

during the year 8.6% 10.3% 11.4% 

The maximum outstanding balance above reflects the 
maximum amount of each category outstanding at any 
month end. The maximum aggregate short-term debt out- 
standing at any month end was $78.9 million, $119.1 
million and $125 million in 1992,1991 and 1990, 
respectively. 

~ u ~ ~ l c k x i n g  11x $150 mtlliun crcdit ticiliry 
dcrcribcd in Nmc X B . tlie Cornnanv has un,ecurcd lincr , ,, . , 
of credit available for general corporate purposes totaling 
$197.4 million ofwhich $197 million were unused as of 
December 31,1992. These lines consist of both commit- 
ted and uncommitted facilities in the U.S. and certain 
other countries. If drawn, the lines bear interest at market 
rates and cartyan annual commitment fee ofno greater 
than 1/2% of the line. 

years prior to 1991 was an increase to the net loss in 1991 
of $2.2 million, net of related income tax benefit of $1.8 
million, or $0.06 per share. 

The effect of applying this new accounting method was 
not material to the results of operations in 1991, and if 
applied retroactively, to 1990. 



" 
Consolidated long-term debt outstanding is as follows: 

Asof Drccrnbcr 31, 1992 1991 

11% Convcrtiblc suhordinated 
debentures (A) $ 60.2 $ 66.9 

Reclassified short-term dcbt (B) 0.4 41.9 
Long-term credit agreement (B) - - 
Obligation under capital lease ( C )  23.1 24.2 
Non-recourse mottgage notes (D) 19.4 16.9 
Term loans (E) 25.0 - . . 
Senior notes, due in 1992 - 20.0 
Othcr 3.7 6.9 
............................................ 

131.8 176.8 
Lfss current portion (Note 7) 6.7 6.9 
............................................ 

$125.1 $169.9 

The principal payments required during the next five 
years, excluding the reclassified short-term debt, are $6.7 
millionin 1993, $6.2 million in 1994, $31.4 millionin 
1995, $6.4 million in 1996, and $6.2 million in 1997. 

The estimated fair value of the Company's long-term 

@ debt at December 31,1992 is $126.7 million based upon 
the market prices for similar issues or current interest rates 
offered to the Company for debt with the same remaining 
maturities. 

A. 11% Con~,ertzble Subordinated Debentures 
Thc debentures are unsecured subordinated obligations 
maturing April 15,2007. The debentures were is&d in 
connection with the acauisition ofAlexander Howden 
under an Indenture agreement dated February 1,1982, 
and are convertible into Common Stock at $39 per share, 
subject to adjustment under certain conditions and to 
prior redemption. The remaining debentures are 
redeemable any time, at 103.67% of par value prior to 
April 15,1993, and at declining prices thereafter until 
April 15,1997. Commencing April 15,1992, and annual- 
ly thereafter, 5% of the aggregate principal amount out- 
standing as of October 15,1991, must be redeemed at par 
value through the operation of a mandatory sinking fund. 
The Company may make an optional sinking fund pay- 
ment in each year not exceeding the amount of the 
mandatory sinking fund payment. 

In 1uly'1991, the ~ o m p a ~ ; ~  entered into a new long-term 
credit aareement with various banks which exdres in Tulv - 
1995. The new agreement increased the Company's credit 

facility from $100 million to $150 million. The agreement 
contains various restrictions including limits on minimum - 
net worth, maximum consolidated debt, minimum inter- 
est coveraee and minimum consolidated cash flow from u 

continuing operations. As a result of the 1992 special 
charge and loss from discontinued operations described in 
Notes 2 and 5, on March 5,1993, the agreement was 
amended, effective for the period December 31,1992 
through December 31,1993, to change certain ofthe 
restrictions and to limit the level of borrowing to $75 mil- 
lion under certain circumstances. 

In theevent short-term borrowingscannot he made 
advantageously, the Company intends to use this Facility to 
refinance its short-term borrowings on a long-term basis. 
Accordingly, $0.4 million and $41.9 million of short-term 
debt has been reclassified as long-term debt at December 
31,1992 and 1991, respectively. 

C. Obligation Under Capital Lease 
A French subsidiary has a lease agreement for ofice facili- 
ties which is classified as a capital lease. Future minimum 
lease payment obligations are approximately $2.5 million 
for each of the next five years and an aggregate of $30.1 
million thereafter. 

D. Non-Recourse Mortaaae Notes - - 
Two subsidiaries of the Company have an investment in a 
direct financing lease of an office building and related non- 
recourse mortgage notes. The mortgage notes bear inter- 
est at rates between 12.1% and 13% and are payable in 
semiannual installments of $1.4 million (including princi- 
pal and interest) through September 2010. 

The components of the net investment in the direct 
financing lease, included in Other assets in the 
Consolidated Balance Sheets are as follows: 

As ofDecembcr 31, 1992 1991 

Future minimum lease payments to 
be received $ 69.2 S 71.8 

Unguaranteed residual value accruing to 
the benefit of the Company 7.9 7.9 

Less unearned income (57.0) (59.0) 
............................................ 
Net investment in lease $ 20.1 $ 20.7 

Future minimum lease payments to be received are 
approximately $2.9 million for each of the next five yean 
and an aggregate of $54.6 million thereafter. 

E. Term Loans 
In Februarv 1992. a U.S. subsidiarv of the Comoanv . , 
entered into an unsecured $15 million three-year loan 
a g ~ c m c m  with .I bank. Thc lnrcrecr rarc (4% .I! Iksemhcr 
31, 199? I Ilc,rrc with rllc I IKOK ratc. Thc asreumcnr, 



guaranteed by the Company, contains the same restric- 
tions as those in the Company's long-term credit agree- 
ment. 

In August, 1992 a U.S. subsidiary entered into an 
unsecured $10 million three-year term loan agreement 
with a bank. The interest rate (4.2% at December 31, 
1992) floats with the LIBORrate. The agreement, w a r  - . - 
anteed by the Company, contains restrictions on mini- 
mum consolidated net worth and maximum consolidated 
indebtedness 

As a result of the 1992 special charge and loss From 
discontinued onerations described in Notes 2 and 5. as of 
March 18,1993, amendments to both term loan agree- 
menu were completed to change certain of the restric- 
tions. 

In 1992, the stockholders approved amendments to the 
1988 Long-Term Incentive Compensation Plan (1988 
Plan) which provides for the granting of up to 5 million 
shares of the Company's Common Stock to officers and 
key employees as stock options. The 1988 Plan includes 
eranu in the form of incentive stock ontions and non- " 
qualified options, stock appreciation rights, restricted 
stock awards, performance share/nnit awards and other 
stock based awards. 

Stock options may he granted under the 1988 
Plan at a price not less than the fair market value of the 
Common Stock on the date the option is granted and, 
with respect to incentive stock options, must be exercised 
not later than 10 years from date ofgrant and, with 
respect to non-qualified options, must be exercised not 
later than 10 years and one day from date of grant. 

Stock appreciation rights may be granted alone or in 
conjunction with a stock option at a price not less than the 
fair market value of the Common Stock at date of grant. 
Upon exercise ofa stock appreciation right, the participant 
will receive cash. Common Stock or a combination thereof 
equal to the excess of the market value over the exercise 
nrice of the stock annreciation rieht. Exercise of either the . . ., 
right or the stock option will result in the surrender of the 
other. 

Restricted stock awards mav be eranted which limit the , " 
sale or transfer of the shares until the expiration of a speci- 
fied time period. Such awards are subject to forfeiture if 
the oarticioant does not remain in the emdov of the . . 
Company throughout the restricted time period. A maxi- 
mum of 1,250,000 shares may be issued under the 1988 
Plan. There were 92,810, 22,880 and 85,434 shares 
issued in 1992,1991, and 1990, respectively. 

Performance share/unit awards mav be granted based , - 
upon certain performance criteria as determined by the 
~ o m ~ e n s a t i o i  and Benefits Committee of the ~ o & d  of 
Directors. U ~ o n  achievement of the oerformance 
share/unit criteria, the participant will receive cash, 
Common Stock or a combination thereofequal to the 
award. There were 1,400 performance share/unit awards 
made in 1990. No performance sharc/unit awards were 
made in 1992 and 1991; however, 21,582 shares were 
issued in 1991 to participants for awards made in prior 
years. 

Stock option transactions were as follows: 

Number Oprion Pticc 
of Per Share 

Shares Page  

Outsranding, January 1,1990 2,349,654 517.75-538.63 
Granted 839,900 19.75- 23.88 
Exercised (9,665) 17.75- 24.75 
Canceled 
---..-..-.-------......-. 
Outstanding, December 31,1990 
Granted 
Exercised 
Canceled 
-----.-......-..-.--.--.. 
Outstanding, December 31,1991 
Granted 
Exercised 
Canceled 

The number ofoptions exercisable a t  December 31 were as 
follows: 

1992 1,976,017 
1991 1,724,060 
1990 1,483,344 

Common Stock 
In addition to its Common Stock, $1.00 par value 
(Common Stock), the Company has issued two classes of 
votina equitv securities, Class A and Class C Common 
stock; w i h  voting rights equal to the Company's 
Common Stock. Associated with each such share is a divi- 
dend payinn share issued hv a Canadian (RSC Class 1 

common ~to'k. Each Class A share ?together with an 
RSC Class 1 share) and Class C share (together with an 



AAE Dividend share) may be exchanged at any time for a 
share of Common Stock. 

At December 31,1992, the Company had 5.6 million 
shares of Common Stock reserved for issuance under 
employee stock option plans, 1.5 million shares reserved 
for issuance in the event of convers~on of the 11% convert- 
Me subordinated debentures and 3.3 million shares 
reserved for issuance upon redemption or conversion of 
the Class A and Class C shares. 

Dividend Restrictions 
No dividends may be declared or paid on the Company's 

shares. Accordingly, the Company's ability to pay divi- 
dends is limited by the amounts available to the Canadian 
and U.K. subsidiaries for such purposes. These amounts 
approximate Canadian $60.2 million or $47.5 million, 
assuming certain solvency tests are met under Canadian 
law. and 99.1 million pounds sterling or $149.7 million. 
res&xively, at ~ e c e m h e r  31,1992.in the event sufficient 
earnines are not available in the Canadian or the United 
Kmgdom subsidiary to declare dividends, the Company's 
legal structure allows it to make earnings or capital avail- @ able in those subsidiaries to pay dividends. 

Preferred Stocb and Related Rights 
The Company's Preferred Stock, $1 .OO par value 
(Preferred Stock), can be issued in one or more series with 
full or limited voting rights, with the rights of each series 
to be determined by the Board of Directors before each 
issuance. 

Series A Convertible Prefirred Stocb 
In February 1993, the Board of Directors authorized the 
issuance of up to 9 million shares of the Company's 
Preferred Stock. On March 18,1993, the Company com- 
pleted a private placement of 2.3 million shares of $3.625 
Series AConvertihle Preferred Stock (Convertible 
Preferred Shares). The net proceeds to the Company were 
$1 10.9 million. Holders of the Convertible Preferred 
Shares will be entitled to receive cumulative cash dividends 
at an annual rate of $3.625 per share, payable quarterly in 
arrears. The Convertible Preferred Shares have orioritv as 
to dividends over the Common Stock. The shares are con- 
vertible Into Common Stock at any time after 90 days 
from issuance, unless previously redeemed, at a conversion 
price of $31.875 per share of Common Stock, subject to 
adjustments. Common Stock issued upon conversion will 
include Riehts. as described below. orovided the conver- - ,  . . 
sion occurs prior to the distribution or redemption or 
expiration of such Rights. The Convertible Preferred 
Shares may be redeemed by the Company on and after 
March 22,1997, in whole or in part, at $52.18 per share 
until March 14,1998 and declining ratably annually to 
$50 per share on or after March 15,2003, plus accrued 

and unpaid dividends. The Convertible Preferred Shares 
are non-voting, except as provided by law and except that, 
among other things, holders will he entitled to vote as a - - 
separate class with any other series of outstanding 
Preferred Stock to elect a maximum of two directors if 
the equivalent of six or more quarterly dividends on the 

of $50 per share. 

Series A Junior Particzpating Preferred Stocb 
In 1987, a series of Preferred Stock, Series A Junior 
Participating Preferred Stock (Participating Preferred 
Shares), $1.00 par value per share was authorized and a 
dividend of on; preferred share purchase right (a Right) 
for each outstandine share of Common Stock. each - 
Common Stock equivalent and each subsequently issued 
share was declared. Each Right, as amended, entitles the 
holder thereof to buy one one-hundredth of a 
Participating Preferred Share at a price of $85 (subject to 
adjustments). The Rights become exercisable only follow- 
ine the announcement hv the Comoanv that a oerson or a - . , 
group has acquired beneficial ownership of 10% or more of 

- 
ownership of 10% or more of such voting shares. If the 
Rights become exercisable, each holder will he entitled to 
purchase at the then-current exercise price that number of 
Participating Preferred Shares having a value equal to 
twice the then-current exercise price. 

If the Company is subsequently acquired, each Right 
will entitle the holder to purchase at the then-current exer- 
cise price, stock of the surviving company having a market 
value of twice the exercise price of each Right. In addition. 

Directors may exchange each Right for one one-hun- 
dredth of a Participating Preferred Share. The Rights are 
redeemable by the Board until the time of announcement 
that any person or group has beneficially acquired 10% or 
more of the Company's voting shares. All rights beneficial- 
ly owned by a holder of 10% or more of the voting shares 
become void once such holder passes the 10% threshold. 
The Rights are redeemable by action of the Board of 
Directon prior to becoming exercisable at a redemption 
price of ~3.01 per Right. The Rights will expire on July 6, 
1997. 

On April 21.1992, the Board of Directors of the 
Company approved an Amendment to the Rights 
Aereement (the "Amendment") between the Comnanv - L ,  

and First Chicago Trust Company of New York. The 
Amendment for certLn iechnical revisions in the 
Riehts Aereement includine definition of Shares - - - 
Acquisition Date to mean the first date of public 
announcement by the Company that an ~ i q u i r i n g  Person 
has become such. The Amendment also orovides that if 
the Rights become exercisable, the Company, acting by 



rrsolution of the Board of Directors, may (and if a suffi- 
cient number of Particioatine Preferred Shares is not avail. . " 
able for issuance upon exercise of the Rights. shall) issue 

Treasury Stocb 
Thc Board of Directors has authorized. subject to certain 
business and market conditions, the purchase of up to 5 
million shares of the Comnanv's Common Stock. As of 

L ,  

December 31,1992, the total number ofshares purchased 

77. ~amm~hen& 
Lease Commitments 
The Company leases property and equipment under non- 
cancelable operating lease agreements which expire at vari- 
ous dates. 

Future minimum annual rentals under noncancelable 
operating leases, which have been translated at December 
31,1992 closing foreign exchange rates, are as follows: 

Operating 
Lcases 

1993 $ 91.6 
1994 85.3 
1995 75.3 
1996 62.1 
1997 45 8 
Thereafter 275 5 

Rent expense for office space, which includes property 
taxes and certain other costs, amounted to $95.8 million, 
$96.5 million and $96.9 million for the years ended 
December 31,1992,199 1 and 1990, respectively. 

Other Commitments 
The Company has guaranteed certain borrowings and let- 
ters of credit and has otherwise agreed to reimburse the 
payment of certain other asserted or unassened liabilities 
of subsidiaries. While these assurances and guarantees mav 
expose the Company to financial consequences, it is man- 
agement's opinion that any adverse effects will not be 
material to the Company's iinancial condition. 

The Company has entered into asset-based interest rate 
swap agreements with large financial institutions to hedge 
a portion of its investment portfolio against short-term - 
interest rate fluctuations. Any differences in interest 
income between the fixed and floating interest rates are 
recorded monthly. At December 31, i992. the principal 

interest element in the event of nonperformance by these 
iinancial institutions, however, management docs not 
anticipate incurring losses due to such nonperformance. 

" 
The Company and its subsidiaries are subject to various 
claims and lawsuits from both private and governmental - 
pames in the ordinary course of business, consisting prin- 
cipally of al le~ed errors and omissions in connection with . . - 
the placement ofinsurance and in rendering consulting 
services. In some ofthese cases, the remedies that may be 
sought or damages claimed are substantial. Additionally, 
the Company and its subsidiaries are subject to the risk of 
losses resulting from the potential uncollectibility of insur- 
ance and reinsurance balances and claims advances made 
on behalf of clients. 

Following the acquisition of Alexander Howden in 
January 1982, certain claims, relating primarily to the 
placement of reinsurance by Alexander Howden sub- 
sidiaries and questionable broking and underwriting prac- 
tices of former Alexander Howden officials and others, 
were asserted. In particular, claims have been asserted 
against the Company and certain of its subsidiaries alleg- 
ing, among other things, that certain of the Company's 
subsidiaries accepted, on behalf of certain insurance com- 
panies, insurance or reinsurance at premium levels not 
commensurate with the level of underwriting risks 
assumed and retroceded or reinsured those risks with 
financially unsound reinsurance companies. In three pend- 
ing actions, plaintiffs seek compensatory and punitive 
damages totaling $105 million based on treble damage 
claims under the Racketeer Influenced and Corrupt 
Organizations Act (RICO). Related actions and claims 
contain a variety of similar allegations and seek treble dam- 
ages. In December 1991, one ofthese related actions was 
settled with such settlement covered by the Company's 
professional indemnitv insurance nroeram. Manaeement . " - 
bf the Company behe& that there are valid defenses to all 
the claims that have been made with respect to these activ- 
ities. The Company is vigorously defending the pending 

. .. , . 
agement subsidiary. The proceeds included a deferred pay. 
ment of $29.3 million plus interest, due in 1992, which 
was subject to offset based upon the adequacy of the loss 
reserves and the provision for uncollectible reinsurance 
recoverables recorded, as ofDecember 31,1986, on the 
books of Evanston Services Inc. (ESI) a 52%-owned insur- 
ance underwriting subsidiary of Shand at date of sale. 

The Company recorded provisions of $10 million and 
$10.9 million in 1991 and 1988, res~ectivelv, reducing - 
the carrying value of the deferred pa;ment tb$8.4 million, 
as a result of deterioration in loss reserves and additional A A 

amounts of swap agreements outstanding were $155.4 mil- 
lion. The Company is exposed to credit losses on only the 



These contingent liabilities involve significant amounts. 
, ,  

the deferred payment was resolved through arbitration 
and the purchaser paid the Company $8.5 million. 

In addition, the Company has agreed to indemnify the 
purchasers of Shand against certain other contingencies, 
including the Mutual Fire, Marine and Inland Insurance 
Company contingency described below. 

Prior to its sale in 1987, Shand and its subsidiaries pro- 
vided underwriting management services for and 
insurance and reinsurance with and on behalf of Mutual 
Fire. Mumal Fire was placed in rehabilitation by the 

approved a plan of rehabilitation for Mutual Fire. The 
rehabilitatot, in February 1991, filed a complaint in the 
commonwealth court against Shand and the Company. 
The case was subsequently removed to the U.S. Disuict 
Court for the Eastern District of Pennsylvania. The com- 
plaint alleges that Shand. and in certain respects the - 
'Company, breached duues to, and agreemints with, 
Mutual Fire. In addition to claimine comoensatorv dam- - 
ages, the complaint seeks punitive damages and recovery 
of certain commissions paid to Shand and the Company. 
The complaint does not specify, to any meaningtill degree, 
the amount of alleged damages incurred or sought and the 
Company, at this tlme, is unable to make a reasonable esti- 
mate of the alleged damages. The case is oresentlv sched- 
uled to he place: on the &a1 calendar in june 1993 
~ a n a ~ e m i n t  believes that there are valid defenses to the 
alleaations set forth in the com~laint and the Comoanv - 
intends to defend vigorously against this action. 

Also, the sales cohtract he&en the Company and 
Shand's ourchasers obligates the Company to certain . . 
indemnities with respect to transactions involvmg Mutual 
Fire. In November 1992, the purchaser asserted indemnifi- 
cauon claims related to reinsurance recoverables due from 
Mutual Fire. In February 1993, A&A agreed to settle cer- 
tain of these claims. The Comoanv has estimated its exoo- 

& ,  

sure under this settlement, net of anticipated recoveries 
from certain trusteed assets held for Shand's benefit, and 
established a reserve as nart of the 1992 soecial charee - 
described in Note 2. The Mutual Fire rehabilitator has 
challenged Shand's right to recover a portion of these 
assets. 

The purchaser of Shand has also notified the Company 
of claims relating to reinsurance recoverables based on 
alleged errors and omissions of Shand in   la cine reinsur- 

While it is not to predict with certainty the out- 
come of such contingent liabilities. the aoolicahilitv of cov- - . L 

erage for such matten under the Company's professional 
indemnity insurance program, or their financial impact on 
the Company, management presently believes that such 
impact will not be material to the Company's financial 
condition. 

" 
In November 1986, the Company settled its lawsuit, 
which commenced in 1983, against certain former audi- 

. , 
Recognition of this recovery in the Consolidated 
Statements of Operations has been deferred pending final 
resolution of specific loss contingencies arising out of the 
Alexander Howden acquisition which were known at the 
date of the settlement. The amount of the recovery is 
included in Other Long-term Liabilities in the Company's 
Consolidated Balance Sheet. 

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

Segment information is provided for the Company's two 
reportable segments. Insurance Services and Human - 
Resource Management Consulting. Certain prior period 
amounts have been restated to conform with the current 
year presentation . . 

Insurance Services operations include retail, wholesale 
and reinsurance broking and risk management. The - - 
Company's extensive senices permit it to handle diverse 
lines of coverage. Operating income in 1991 and 1990 
includes the special charges described in Note 2. - 

Human Resource Management Consulting includes a - 
variety of human resource management consulting ser- 
vices. includinn actuarial and benefit olan consultine ser- - - 
vices, flexible compensauon consulting, communications 
and management consulting services and executive plan- 
ning services, as well as human resource organizational 
analysis and planning. - - 

ante. These claims are potentially subject to indemnitica- 
tion by the Company under the terms of the sales agree- 
ment. The Company intends to vigorously dispute these 
claims. 



The following tables present information about the Company's operations by business segment and geographical areas for 
each of the three years in the  period ended December 31,1992: 

Opcratlng Operating Identifiable Depreciation Capital 
REvcnucs Income Assets &Amomizarion Expenditures 

Business Segments: 
1992 
Insurance services $1,127.9 $85.0 $2,451.7 $52.9 $16.2 
Human resowce management cons~dcing 222.3 33.1 134.1 7.0 2.1 
General corporate - (31.4) 56.9 0.6 - 
.............................................................................................. 

$1,350.2 $86.7 $2,642.7 $60.5 $18.3 

1991 
Insurance services 5 1,158.0 $ 24.5 $ 2,582.3 5 63.6 $16.9 
Human resource management consulting 211.4 26.4 129.9 7.8 6.0 - - 
General corporate - (31.2) 55.0 0 8  0.3 
.............................................................................................. 

5 1.369.4 $ 19.7 $ 2.767.2 572.2 $23.2 

1990 
Insurance services 5 1,138.0 $129.8 $ 2,667.6 $64.3 $35.1 
Human resource management consulting 200.4 24.3 118.3 7.3 6.5 
General corporate - (31.3) 491 0.7 0.6 
.............................................................................................. 

$ 1,338.4 $122.8 5 2,835.0 $72.3 $42.2 

Operating Operating Identifiable 
Revenues Income (a) h i s  

Geographical Areas: 
1992 
United States $ 738.5 $ 24.8 $ 977.7 
United Kingdon, 311.7 57.7 997.0 
Canada, principally Reed Stenhouse Cos. Ltd. 130.0 16.1 213.6 
Other countries 170.0 19.5 397.5 
General corporate - (31.4) 56.9 .............................................................................................. 

$1,350.2 $ 86.7 $2,642.7 

1991 
United States 
United Kingdom 
Canada, principally Reed Stenhouse Cos. Ltd. 
Other countries 
General comorate 

1990 
United States $ 777.6 $ 62.2 5 1,194.4 
United Kingdom 269.4 59.2 966.8 
Canada, principally Reed Stenhouse Cos. Ltd. 133.1 17.4 200.7 
Other countries 158.3 15.3 424.0 
General cornorate - 131.31 491 



J. &aarter& J G i w z ~ d L 2 a t a  f%naad;ted/ 
Quarterly operating results for 1992 and 1991 are summarized below (in millions, except per share data). 

Income 
(Loss) Erom Net 

Operating Operating Conanumg Incomc 
REvcnuc Incomc Opcations (Loss) 

1992 
1st $ 321.2 $ 13.9 $ 20.8 $ 20.8 
2nd 347.1 32.9 16.9 16.9 
3rd 339.0 19.1 8.8 8.8 
4th 342.9 20.8 8.4 (136.6) (a)  ............................................................................................... 

Year $1,350.2 $ 86.7 $ 54.9 $ (90.1) 

1991 

4th 360.3 (37.6) (35.2) (35.2)(b) ............................................................................................... 
Year $ 1,369.4 $ 19.7 5 (10.4) $ (12.6) 

Income 
(Lm) kom Ner 
Conunumg Income 

Per Share of Common Stock Operauons (Loss) D~vldends H~gh Low 

1992 
1st 
2nd 
3rd 
4th 

...... 
Year 

3rd .18 .18 25 22-3/4 19-5'/8 
4th W )  (36) (b) 25 21-1/8 18 
............................................................................................... 

Year $ (.25) 5 (.31) $1.00 

(a) Zncludc~ aprovision of $145 miNion or $3.54pcr share mriated with the dirrontiwed and sold rtndemitina operatiom (see Note 5). 

jb) Zdudcr a provision of $75.6 milliom ($48.2 million after-taz or $1.18pcr rharc) smciated with tbc rwmcturing of the Company's innrrancc 
brokina operatiom and other orpcnrcr (fee Note 2). 
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ALEXANDER & ALEXANDER SERVICES INC. SERVES CLIENTS 

WORLDWIDE. THIS LISTING INCLUDES THOSE COUNTRIES IN 

WHICH WE HAVE OFFICES, AFFILIATES OR OTHER ESTAB- 

LISHED SERVICING CAPABILITIES. 

Anguilla 
Antigua & Barbuda 
Argentina 
Aruba 
Australia 
Austria 
Bahamas 
Bahrain 
Barbados 
Belgium 
Bermuda 
Bolivia 
Brazil 
British Virgin Islands 
Canada 
Cayman Islands 
Channel Islands 
Chile 
China 
Colombia 
Costa Bica 
Curacao 
Cyprus 
Czech Republic 
Denmark 

Djibouti 
Dominica 
Dominican Republic 
Ecuador 
Egypt 
El Salvador 
Fiji 
Finland 
France 
Germany 
Greece 
Grenada 
Guadeloupe 
Guatemda 
Guyana 
Haiti 
Hong KOng 
HwWS 
India 
Indonesia 
Ireland 
Isle of Man 
Israel 
Italy 
Iamaica 

Japan 
Kazakhstan 
Kenya 
Kuwait 
Luxembourg 
Malaysia 
Mexico 
Montserrat 
Morocco 
Netherlands 
New Zealand 
Nicaragua 
Nigeria 
Norway 
Oman 
Pakistan 
Panama 
Papua New Guinea 
Paraguay 
Peru 
Philippines 
Poland 
Portugal 
Puerto Bico 
Qatar 

Republic of Korea 
St. Kim & Nevis 
St. Lucia 
St. Vincent &the 

Grenadines 
Saudi Arabia 
Singapore 
Spain 
Suriname 
Swaziland 
Sweden 
Switzerland 
Taiwan 
Thailand 
Trinidad &Tobago 
Turkey 
Turks & Caicos 

Islands 
United Arab Emirates 
United Kingdom 
United States 
Uruguay 
U.S. Virgin Islands 
Venezuela 
Zaire 
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