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A ander g S erander Tervices Ine, 1S 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 Consulting
Group

Reinsurance Broking

Wholesale Broking,
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Alexander & Alexandcer 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 $1,3694 $1,3384
Operating Income 86.7 197 122.8
Income (Loss) from Continuing Operations 54.9 (104) 54.9
Loss from Discontinued Operations (145.0) — —
Cumulative Eftect of Change in Accounting — (2.2) —
Net Income (Loss) (90.1) (12.6) 549
Per Comman Shave:
Income (Loss) from Continuing Operations  $  1.34 5 (.25) 1.35
Loss from Discontinued Opcrations (3.54) — —
Cunmulative Ettect of Change in Accounting — (.00) —
Net Income (Loss) (2.20) {.31) 1.35
Dividends Paid 1.00 1.00 1.00
Book Value Per Share 4.69 918 10.60
Financial Position:
Total Assets $2,642.7 82,7672 $2,835.0
Stockholders” Equity 192.5 374.1 430.6
Long-Term Debt 125.1 1699 182.6
Other Data:
Average Common Shares Outstanding, 40.9 40.8 40.7
Number of Employees (thousands) 14.7 15.6 15.8

As deseribed in Note 2 of Notes to Financiad Statentents, income (loss) fioni comtinnisng aperations inclides

soestricturing and other speciod charges of $13.9 million in 1992, 848.2 miillion fn 1991 and 87.2 million in 1990,

Asia/Pacific

Retail Broking &
Risk Management Consulting

Europe

The Americas/
Canada




How wonld you susnmarize overall 1992
[financial results?

T.H. IRVIN: On an operating basis, our
core businesses generally had a solid vear.
Operating income grew significantly in
A& A’ wholesale and reinsur-
ance broking operations as well
as the Alexander Consulting
Group.

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

Although the $157.5 million
fourth quarter 1992 special
charge was substanrial, none of
the charge was related to the
operations of our core businesses.

What was the primeary veason for the
Sourth guarter charge?

The charge was mainly related to a for-
mer A&A underwriting unir, Sphere
Drake Insurance Company. We sold
Sphere Drake in 1987 in keeping with
A&A’s plan to focus on core brokerage
and consulting operations,

As part of the transaction, A&A agreed
1o indemnify certain Sphere Drake expo-

%J@/g /%ﬂ/fz the Chairmar

N 1992, ALEXANDER & ALEXANDER SERVICES INC,
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.

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

Some claims will not be reporred or
determined for years, or even
decades. Although litigarion
and public policy changes could
alter the picture in our favor, we
have squarely faced our poten-
tial exposure by taking a special
charge of this magnirude. And
since the actual payout will be
spread over many vears, ir will
not immediately result in a sig-
nificant cash outlay unless we
decide to purchasc reinsurance
protection to cover certain of
these exposures.

A year ago, AGA announced a vestruc-
turing initintive. What impact did this
bave on 1992 results?

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



Our restructuring measures helped the
Cowmpany realize approxumnately $27 mil-
lion in 1992 operating expense savings.
This casily exceeded our goal of $18 mil-
lion, and much of this is pernanent cost
reduction,

In the TS, where the restructuring
was focused, several local oper-
ations were consolidated.
Marainal offices were closed. In
many cases, ARA offices were
refocused to concentrate on
providing service more appro-
priate for their client base, This
has resulted in a more cthicient

service structure tor our clients.

How did the restirnctiring
pitiative fit o the Company’s

strategic plnn?

Since the carly 19805, we have had a
bedrock A& strategy to build a global
service structure. This was accomplished
thiough the acquisinon of Alexander
Howden Group and merger with Reed
Stenhouse Companies. Since then, we
have progressively integrated these
operations.

Wil our restructuring ininarive, we
entered a more advanced phase — a phasce
i which core businesses are further
aligined with our chients. Benetits have
begun o acerue. We are realizing cost
reductions as well as enlanced revenues.
This s due 1o improved clicnt retention
rates and new busmess development.

By any standard, our restructuring,
process has been successtul. The Compa-
ny 1s becoming more client-tocused than

ever, and this process continues.

Lo what other ways is ASA respondiing
to the crolving risk management necds of
iy clients?

A& A furure as a service provider ofters
us many opportunities. Our clients” needs
are becoming more complex and their
operations are increasingly
diverse, Therefore, their corpo-
rate insurance funcoon is assum-
ing broader responsibilities and
cmploving mere sophisncated
risk management technigues.
The broker’s role 1s evolving
to a more consultative approaci,
We increasingly provide protes-
sional advice in addivion 1o
nplementing msurance and
remsurance progranis. The
sticcess of the Alexander
Consulting Group i expanding their con-
sultative approact 1s an example of how

our services can grow in the vears ahead.

Haw is ACA prepared ro work fn the
consititugroricntated cuvironment of
e 90s?

A consulting relationship with our chenrs
draws on all parts of our organization.
This requires weamwork among owr busi-
ness Lnits.

Perhaps the best way to think about
this s “parmering” We are in a umgue
position to do this effectivels. The
Compan’s core businesses combine
expertise 1n all aspects of risk manage-
ment, insurance brokig and human
resource management consultng. By shar-
ing resources among regional operations
as well as among A8AS core businesses,
We are using our assets more cost-cliec-

uvely while enhancing client service.



A good example of parmering 1s
AlexComp Consulting Plus, This workers
compensation consulting practice draws
on the Alexander Consulting Group’s
consulring experse as well as the risk
management and brokerage strengths off
Alexander & Alexander, Anistics and
Alexsis ITne.

AlexComp assists companics
in dealing witl spiraling, work-
ers compensation ¢osts that
now average more than
$200,000 a claim. The LS,
workers compensarion svstem
has become a cangle of law,
medicine and public policy in
mmany states, Witk AlexComp,
we are providing a multifaceted
solution o a multifaceted prob-

[em. Timitial results are very
cncouraging.

[ believe the road to offering our
clients solutions worldwide is by empha-
sizing quality 1n each ol our core busi-
nesses, and then “partnering” on beball

of our clients.

Wornld vou commnent on the wanagenent
changes that took place during 19927

Deputy Chainman Bill Wilson announced
s redirement in December after 31 vears
of service. Both the Alexander Howden
Group and the Alexander Consulting
Group had reported o him, and they
now report 1o Mike White,

I would like ro add chat T am delighted
Bill will continue o serve on the Board
of Dircerors and be che non-exeontive
chairman of our consolidated European
retatt operations.

Additionally, Ron Tles has been nanwed
chairman of Alesander & Alexander

Services UK pic. He will conrinue 1o
serve as chairman and chiet executive ofli-
cer of Alexander Howden Reinsurance
Brokers Limited. We also have merged
management of A&A’s Furopean and
Middle East retaal operarions under
Ken Davis, head of ovr UKL recail
broking subsidhary. Ken has helped over-
sce the implementation of the
new common trading name,
Alexander & Alexander,
throughour our global retail

operation.

What ts the ontlook for AGA
operations in 1993 and bevond?

As I noted carlier, A& A has

been managed with several

long-term objectives in mind.

In addition ro buiiding our
core businesses, we have also emphasized
segmentaton and orther acoons thar
enhance our client focus.

Although current business conditions
scem to be improving, A&A will contin-
ue o operate in an exorentel: comperitive
world, With our dedicated and innovative
cemplovees, we intend to build a comperi-
tive advantage by fully leveraging our
strategy.

Lam confident char we have the vision
and the people necessary to lead the

industry 11 each of owr core businesses.

| /_:// umﬁ.j Kl
e

TinsLEY H. IRVIN
Chairman of the Board, President
& Chicel Executive Otficer
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Alexander & Alexander’s core businesses
continued to improve in 1992 while addressing
changes that have important implications for
clients and sharcholders.
The Company’s retail broking operadon
capped a long-term globalization process
with the decision to operate worldwide under the
common trading name of “Alexander &
Alexander” The change takes effect in April 1993.
Use of a common trading name was a logical
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 1s 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
scetor of their business. Together, these operations gencrated revenues of more than
$250 million with 2,250 professionals in 46 offices located in 14 countries.

Thanks in part to new and mnovative services, the Alexander Consulting Group
also had a strong year. ACG moved into the Top 5 ranking of benefits consultng
firms in 1992,

ACG’s integrated health care and organizational effecuveness practdces are out-
standing examples of how we bring creative, effective solutions to our clients. ACG is
also a consulring industry leader in applying integrated information technologics to
human resource needs. We andcipate significant growth in this area.

Other examples of our serviee commitment appear in the following six reports. 1
believe they illustrate how A&A’s core businesscs are increasingly cliene focused and

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

Pt f A

MicHAEL K. WHITE

Deputy Chairman & Executve Vice President
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Alexander & Alexander Brasil Lida.:

Risk surveys and servicing 1o

Caesar Park Hotels division.
Kadowaki Associates International:
US. insuranice experrise for
Japanese companics.
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Singapore’s dis-
unctive port and
skyline arc visible
from the 73-story
Woestin Stamford,
the world’s tallest
hotel, Westin has
more than 75
other hotels and
resorts through-
our North and
South America,

Asia and Europe.

- Dubai - Tokyo - Pasadena - Stockholm - Glasgow - Frankfurt - San Antonio - Madrid - Manchester - Berlin - Detroit - Buenos Aires - Toronto - Auckland -

Alexander Insurance Managers:
Captive management.

Complex risk management
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1 Alexander & Alexander: i

Y 1 Management of risk '

Londen | management program !

[T e TTTTTTTTTEEETmTIETTTT worldwide. I
1 Alexander Howden e -

Limited: Property
reinsurance for Westin's
captive facility.

“A&A and Wesun

share a commit-

ment to optimize

the cost of risk.

ISK—AND THE MEANS TO

TRANSFER OR CONTROL IT—OFTEN CROSSES BORDERS, FUNCTIONS
AND DISCIPLINES. WESTIN HOTELS NEEDS A RISK MANAGEMENT TEAM
WITH WORLDWIDE PRESENCE, ABLE TO INTEGRATE TRADITIONAL PRO- of finance to
GRAMS WITH ALTERNATIVE APPROACHES, AND COMMITTED TO A TOTAL
QUALITY PARTNERSHIP.

We work closcly

with Westin's v.p.

ensure thar every
area, including

claims adminis-
Fetiae! _@)wﬁ}y g Shirk %fzryemzzz‘ %f&f{t&?)ﬁ. Travelers know they can

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

tration, loss

control, captive
The exacting standards of Westin and its Tokyo-based parent, Aoki, extend to thetr risk
) ) . maragement and @
management program, which A&A delivers through regional and global resources.
L . . program struc-
For example, scrvice in the US. and Canada is coordinated through Alexander

. . . . I ¢, is focused
& Alexander retail operations in Seattle and Vancouver. Westin’s significant hotel and rure, e

tesort properties throughout Asia, Europe and South America are supported by local on bottom-line
A& A offices in these regions. financial
Westin’s captive insurance company in Vermont is managed by Alexander performance.”

Insurance Managers. UK.-based Alexander Howden Limited, A8A’s global wholesale
Foith Fbiiter

broking operation, arranges property reinsurance for the captive facilitv. Anistics per- Account Execurive

torms computer-based financial and risk information consulting. ASA [ne.
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,

US.-based Kadowaki Associates International Corp., works with A&A of Japan in

Tokyo as well as the Seatrle and Baltimore offices to ensure the delivery of A&A’s best

tesources to all of Aoki’s interests, including Westin.
Uniting the Westin-A&A pattnership is a commitment to Total Qualiry

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

alignment of the risk management program with Westin’s business strategy.

0 - Seoul - New York - Rio de Janeiro - Singapore - Edinburgh - Hong Kong - San Francisco - Wiesbaden - Orlando - Antwerp - Warsaw - Sydney - Stuttgart -
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Allicd-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,
Califeria, the
Claos du Bois
vineyards have
waon hundreds of
awards tor their
red and whire

WINCs.
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all levels of the Company.

- Taipei - Warsaw - Atlanta - Hamburg - Paris - Rio de Janeiro - Dallas - Melbourne - Budapest - Edinburgh - Zurich - Lisbon - Kansas City - Winnipeg - B
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London: Loss forecasting !

and strategic analysis. ! London
I Al Pf e e e T
! Hew f/ﬂ’é ! Alcxander & Alexander

{UK) Ltd.: Designs and

aversees global coverages.

Global Business Unit:
Coaordinates Allied-Lyons” risk
managenment oeeds in the US.

LLIED-LYONS PLC HAS TWO
CRITERIA FOR ITS BROKER AND RISK MANAGEMENT CONSULTANT. ONE,
THE ABILITY AND DESIRE TO OFFER A HIGH STANDARD OF PROFESSIONAL
SERVICE. TWO, THE CAPABILITY TO PROVIDE A COMPREHENSIVE
WORLDWIDE SERVICE TAILORED TO ALLIED-LYONS’ NEEDS.

Ghetar! Droting & Fisk Hanagement Consulling. 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, Kahlua and
Courvoisier), retail holdings {Dunkin® Donuts, Baskin-Robbins) and other food and
beverage produces (such as Tetley Tea) typically represent the leading brands in their
respective markets. One of the UK largest brewers, Allicd-Lyons operates 4 400 pubs
and restaurants and some 1,000 liquor stores.

The London-bascd multinational is ranked among the top 25 companies in the
UK, 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 essental.

The Alexander & Alexander (UK) Ltd. team for Allied-Lyons combines geo-
graphic breadth with discipline-specific experrise. In Europe, a network of 60 A&A
branches is linked to our global organization of more than 300 offices.

The risk management team includes 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&A’s worldwide service nerwork 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 A&A’s intrastructure and

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

blulu - Philadelphia - Bristol - Dubai - Stockholm - Reading - The Hague - Chicago - San Juan - Seoul - Southampton - Dusseldorf - Ottawa - Memphis -

“Within A&A,

cross-border ream-
work enables us to
provide the appro-
priate, etticient
and cost-ctfective
range of services
required by a
clicnt the size of
Allicd-Lyons.”
Fihard Lorter
Exceutive Director,

Development
AdA (UK) Lid.
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The Mcerck

Pharmacceutical
Manutacturing,
Division focuses
on the manufac-
ture and distribu-
tion of the
company’s human
and animal health
products. Its
Neopharmed
plant in Bollate
(Milan), Italy, pre-
pares and sterilizes
vials to be flled
with the inframus-
cular preparation

of Primaxin.

Merck & Eo.,

._%t/l{'f,‘/l, }f{’;’/wfafgd//

l Jaspers Industric Assckuranz: A&A
777777777777777777777 5 : rerail broking affiliare arranging local
I i coverages with pharmaceurical
: 1 specialty markets.
L Yondon !
b g
. Alexander Howden Limited:
MEQ NOC D006 150804 Wholesale broking operation
providing access to London
2L INJECTION | and worldwide markets.
VASOTEC. 1.V, |
(ENALAPRILAT, MSD) |
[Anmwrmlf.em]
FOR INTRAVENDUS
USE ONLY

CAUTION: Feders! (USA)
(3w rohibits drpsating
wathoul praseriglon.

ME-\‘ Ea 4 G

% A&A is committed to worldwide
1.25 mg per mL o
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- Nashville - Toronto - Strasbourg - Rotterdam - Jakarta - Dallas - Warsaw - Kuala Lumpur - Prague - Sao Paulo - Vienna - Calgary - Amsterdam - Baltimo




Alexander & Alexander Inc.:
Servicing eflice tor Merck
program worldwide.

ERCK & Co0., INC. 1S PROUD
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.

Gretai! _@m/g/[/y & ik %mygjmmf %faﬂ@ééz/. Over its 100-vear history,
the scientists and management of Merck have built an enviable record of accomplish-
ment, with new discoverics and products ranging {rom viramins and anttbiotics to
breakthroughs for treating many life-threatening discases.

More recently, strategic alliances with other pharmaceutical and chemical firmas
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 “America’s Most Admired Company” in Fortune mapazine’s corporate rep-
utations survey, published in 1993

For almost 70 vears, Merck’s partner in evaluadng, controlling and managing
its global liabilicy 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 liabiliry coverages are placed i London and European markets by
Alexander Howden Limited, our UK. -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 IT1, He and his father betore

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 1s 1o make
sure undenwriters
around the world
recognize Merck’s
excemplary quality
controls and
UnCoOnIpromising
commitment to
the safery and
cHicacy of its
products.”

/ﬁ)/( Hialbers
Risk Management

Unir Manager,
A& Ine.

kyo - Barcelona - Port Moresby - Houston - Dublin - Lisbon - Turin - Luxembourg - Brisbane - Bangkok - Edmonton - Glasgow - Miami - Stamford



Slezander Snsurance
Az gers d

Douglas, [sle of Man: Caprive
management.

Massive energy coverages require
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British Gas s the
world’s largest

integrated gas

de> o1 03 ssadoe

production and

distribution

»
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company. Iris
iivolved in more
than 60 plattorms
aroundd the
world, and is the
sole owner of the
Morecambe Field

in the Trish Sca.

- Budapest - Bangkok - Cardiff - Mexico City - Boston - Halifax - London - Wiesbaden - Johor Bahru - Louisville - Hamilton - Dammam - Chelmsford - $:
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1 Snirtics 1 Works with underwrirers
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worldwide ro enhance British
Gas’ insurance prograni.

e

HE RISK MANAGEMENT INSURANCE
REQUIREMENTS OF BRITISH (GAS RANGE FROM THE ENORMOUS EXPO-
SURES OF OFESHORE GAS PRODUCTION AND STORAGE FACILITIES TO THE
LESS EXOTIC—BUT EQUALLY IMPORTANT—RISKS INHERENT IN SERVICING
ITS 20 MILLION COMMERCIAL AND DOMESTIC CUSTOMERS.

London: Risk information
and strategic risk manage-
ment consulting.

P hpotlsate ..@/04{.% 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 Grear Britain, British Gas has expanded irs
operations, acquiring energy disrribution companies in Canada and Argentina, while
continuing its activities in Africa, the Far East and other parts of the world.

Brirish 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 i 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 of Alexander 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 Engincering Services and the overseas

nerwork of Alexander & Alexander rerail broking offices.

“British Gas,

which prides irself
on its cnergy
rechnology, is also
keenly mteresred
in advanced risk
management
concepts. This
has ¢nabled us to
help develop a
strong partner-
ship between its
insurance
comparny and
world insurance
and reinsurance
markers.”

Ygoia Sort

Managing Dircctor,
Marine & Energy
Alexander Howden

v- Taipei - Minneapolis - Edmonton - Sydney - New Orleans - Liverpool - Rome - Barcelona - Munich - Pittsburgh - Dublin - Penang - Amsterdam - Detroi
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A Soviet republic

since 1920,
Karakhstan
declared its inde-
pendence in

1991. Today, it is

aggressively
pursuing forcign
trade and invest-
ment opportuni-
tics, signaling a
long-range
commitment

to global

business tics.

syur] Suipen sey uonerado dduBINSUII INQ

with virtually every nation on Earth.

- Tampa - Houston - Prague - Luxembourg - Denver - London - Canberra - Ipoh - Saskatoon - Lyon - Cincinnati - Santiago - Singapore - Dundee - Riyadh -]



London

Alexander Howden
Reinsurance Brokers Limured:
Prowvides Kazinstrakh with L
access to global markets as

well as waining and consulting
SCrvices.

%Xﬂ/{/g}/{/f/

Kazinstrakh, the country’s
MOst prominent insurer,
requires internatonal
insurance advice.

N THE AFTERMATH OF THE SOVIET
UNION’S COLLAPSE, KAZAKHSTAN IS STRUGGLING IO MODERNIZE BY
FORGING ALLIANCES WITH WESTERN BUSINESS, MASSIVE NEW DEVEL-
OPMENT PROJECTS HAVE CREATED AN IMMEDIATE NEED FOR RISK
MANAGEMENT TECHNIQUES AND COUNSEL.

Petnsurance @/ﬂéd}%. In 1991, Kazakhstan became the last Soviet republic to
declare its independence. Since then, the speed of change has accelerated: Kazakhstan is
aggressively secking forcign 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,

Inn dealing with the unprecedented risks involved, Kazakhstan is assisted by
Alexander Howden Reinsurance Brokers Limited. In November 1992, AHRB signed a
tormal 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, AHIRB has established significant business tics with the governments
and state msurers of Ceneral and Eastern Europe. Today, we are building on those rela-
tionships to meet their growing need for complex insurance services and markets.,

Continuing a tradition dating to the mid-1800s, AHRB provides essential sup-
port to insurance and reinsurance companices in London and throughout the world. Its
1,300 staft' in 26 offices combine decades of expertise with the innovation needed in

today’s complex and demanding commercial climate.

Miami - Surabaya - Geneva - Brussels - Redhill - St. Louis - Hannover - San Francisco - Buenos Aires - Toronto - Orlando - Auckland - Frankfurt - Austin -

“Insurance and

reINSUTAnCe Com-
panies often plav a
significant role in
the financial
infrastructure of
€merging nations.
Kazakhstan
requires experi-
eneed internation-
al insurance advice
as the econony
rapidly develops its
¢normous natural
resourees.”

Ctyir Lrnrnir
Director

Alexander Howden
Reinsurance Brokers
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ACG helps clients manage broad
Y
Sky Chefs is the
sceond larpest
m-flight catever in
the TS, operat-
ing 36 flight
kitchens in the
continental ULS.
and Flawaii. In
1992, it produced
more than 66
million meals for
over 35 domestic
and intermational

atrlines,
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- Perth - Cologne - Fort Worth - Jakarta - Dunedin - Croydon - Washington, D.C. - San Antonio - Manchester - Suva - Milan - Istanbul - Lyndhurst -
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Saferv and loss control services.,
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HE U.S. WORKERS COMPENSATION
CRISIS DEFIES SIMPLE OR PACKAGED SOLUTIONS. THE COMPOUND
EFFECT OF SOARING HEALTH CARE COSTS, SHIFIING EMPLOYEE EXPEC-
TATIONS, UNPREDICTABLE CLAIMS AWARDS, UNFAMILIAR OCCUPATIONAL
HAZARDS AND MORE, THREATENS THE FINANCIAL HEALTH OF MANY
COMPANIES.

Srander %//J/////)y ;ZYJ('( 2. ACG 18 leading an integrated, companvyide cttort
1e help clients control workers compensation costs. AlexComp Consulting Plus s a new
service blending ACG expertise n management relations and communications, organi-
zauonal effectiveness, actuarial seiences and medical management with Alexander &
Alexander Ine., Alexsis and Anistics expertise in risk hnancing, claims management, loss
control, and dara collection and analysis.

Afier examining the mulnple forces driving workers compensation costs and
taking into account local mandates, AlexComp protessionals apply a phased consulting,
approach to provide clicnes with disuncuve workers comp solutions.

Sky Chets, a Texas-based airline carerer, ser a goal to cut its workers compensa-
ton costs by 50 percent over a three-vear period. Iness than a vear, ACG helped Sky
Chefs reach altits goal and the client has already acknowledged @ 10-1o-1 rerurn on s
vestment.

ACG ofters human resource management consulting services in arcas such as
stracegic health care and flexible compensation, organizarional effectiveness, integrated
nformation rechnologics, and actuarial and emplovee beneht design and nmplementa-
rion. More than 2,100 protessionals in 91 oftices in 18 countrics help clients align their

auman resource initiarives with both strategic and operarional objectives,

derdale - Madrid - Rotterdam - Tokyo - Stuttgart - Montreal - Vienna - Miami - Brisbane - Vancouver - Leipzig - Turin -

*Our approach

meshed with Sky
Chets” philosophy
right rom the
start, We were
able o apply our
caergies and skalls
to identfy whar
was driving their
workers comp
costs, how 1o
lower those costs,
and which solu-
rions, from a
broad range of
alternatives, best
suited thar
needs”

Gl Frecatman
Managing Dicecton
Alexander &

Alexander
Consulting Group

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 Resules:
Operating revenues $1,350.2 $1,3694 S$13384 S1,2489 $1,2277
Operating income 86.7 197 1228 107.6 1222
Income (loss) from continuing opcrations (a) 54.9 (104) 549 590 71.0
Loss from discontinued operations (b) (145.0) ~ - - (6.0)
Extraordinary credits - - - LI 25
Cumulative effect of change in accounting - (2.2) - - -
Net income (loss) (90.1) (12.6) 549 60.1 675
Per Share of Common Stock:
Income (loss) from continuing operations $ 1.34 § (25) $§ 135 $§ 145 § 171
Loss from discontinued operations (3.54) - - - (.14)
Extraordinary credits - - - 03 06
__ Comulative effect of change in accounting - (06 p e .
Net income (loss) $ (2.20) (.31) 1.35 148 1.63
Dividends paid $ 100 § 100 S§ 100 $ 100 1.00
Weighted Average Shares Outstanding 40.9 40.8 40.7 40.6 414
Financial Position:
Total assets $2,642.7 $2,7672 S§28350 $2,6047 $2635.2
Current assets 2,061.4 2,083.5 2,0470 1,8927 19184
Working capital 124.4 1344 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 3716

(a)As described in Note 2 of Notes to Financial Statements, income (loss) from continuing operations includes vestructuring
and other special charges of $13.9 million in 1992, $48.2 million in 1991 and $7.2 million in 1990.

() As described in Nere 5 of Notes to Financial Statements, the 1992 loss from discontinucd operations primarily veflects an
increase in the Company’s cstimated [iabilities under indgmnities provided 1o the purchasers of discontinucd businesses.
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Alexander & Alexander Services Inc. and Subsidiaries
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The Company’s financial results for 1992 refleet a ner loss of
$90.1 million or 52.20 per share, including a $145 million or
$3.54 per share loss from discontinued operations. Income
from continuing operations was $54.9 million or $1.34 per
share, including afier-tax gains of $28.5 mullion or $0.70 per
share from the sale of three non-core businesses and after-rax
special charges of $13.9 million or $0.34 per share relating to
the costs of indemnities provided to the purchaser of a foriner
Company ope¢ration.

In 1991, the Company incurred a ner loss of $12.6 million
or $0.31 per share, including after-tax special charges of 548.2
million or $1.18 per share associated with the restructuring of
the insurance broking operations and other non-tecurring
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
cumuladve effect adjustment of $2.2 milliou 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 restructuring and certain litigation
and contingency costs and an after-tax gain of $8.6 million
or $0.21 per share from the scttlement of cerrain pension
obligations.

The Company’s insurance services activities during the
three year comparative period have been affected by the con-
tinvation of weak ingurance pricing in North Asucrica, poor
worldwide ¢conomic conditions and low interest rates. The
Company anticipates higher premium rates in selected lines of
insurance, including property and reinsurance business in
1993; however, casualry pricing remains uncertain and overall
cconomic conditions are not expected to show much
improvement.

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

Operating Revennes

Consolidated operating revenues decreased by $19.2 million
or 1.4 percent in 1992 compared to an increase of $31 million
or 2.3 percent in 1991, Revenues in 1992 were negatively
impacted by the 1992 sales of non-core businesses, two of
which occurred in the first quarter, Excluding the eftect of
these sold businesses, total revenues increased by $28.6 mil-
lion ot 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, rotal operating revenues increased
2.7 percenrin 1992 and 2.5 percent in 1991,

Commissions and Fees

Total commissions and fees decreased by $10 1nillion or 0.8
pereent 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 percentin 1992 and 1991, respectively.

Worldwide retail insurance broking and risk management
revenues increased by 0.6 percent in 1992 compared toa 1.6
percent increase in 1991, In the comparable periods, 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 fecs increased by 17.7
percent in 1992 and 10.1 percenrin 1991 on the strength of
significant new business producdon, particularly in the pack-
aged facilities segment of the North American non-marine
market. In 1992, revenue growth was also significant in other
non-marine segments and within the marine and energy divi-
sion, due to a combination of strong retention of existing
business and new production.

Reinsurance broking revenues increased by 13.1 percent
and 8.9 percent in 1992 and 1991, respectively, due to strong
new business production, particularly in the international
operations, and premium rate increases on sclected lines of
business. Revenue gains in 1992 were achicved in the non-
marine and aviation markcts due to rate increases and new
business. It is anticipated that rates will condnue to increase in
1993 in most classes of business across the aviation, non-
marine and 1narine markets. However, particularly in the
marine and non-marine markets, it is becoming more difticule
to place business at terms acceprable to clients, because a sig-
nificane percentage of the previously availabie capacity has
ceased to underwrite these 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 percentin 1991.
This growth results from an increase in valuc-added human
resources management and other consulting services.
Revenue growth has moderated over the last several years as
clients have reduced diseretionary spending and exerted pres-
sures to reduce consulting fees stemming from the downturn
in worldwide economic conditions. $uch conditions are
cxpected to continue throughout 1993 with revenue growth
generated by net new business as well as new products and
services. In addition, revenuce 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 lncome

Investment income earned on fiduciary funds declined by
$9.2 million or 11.2 percent in 1992 and $9.7 million or 10.7
percent in 1991, These results reflect the significant decline in
worldwide average short-term interest rates, partially offsct by
higher average investment levels.

Special Charges

In 1992, the Company recorded a $16.5 million pre-rax
charge ($13.9 million aftcr-tax or 50.34 per share) for the
estimated cost of indeinnities provided to the purchasers of
Shand, Morahan & Company (Shand).

In 1991, the Company recorded a $75.6 million pre-tax
charge ($48.2 million aficr-tax or $1.18 per share) associated
with the restructuring of its insurance broking operadons and
other expenses. The restructuring portion of the charge
amounted to $45.5 million and included the anticipated costs
of clesing or consolidating certain offices as well as the
restructuring of others. In addition to the restructuring costs,
the special charge included $17.1 million relating primarily 1o
the write-off of certain intangible assets and 513 million relat-
ing primarily to the estimated costs of indemmnitics given to
the purchasers of Shand.

In 1990, the Company recorded a pre-tax charge of 512
million ($7.2 million after-tax or $0.18 per sharc), which
included $6.5 million for estimared restructuring costs of the
global operations and $5.5 million relatng to certain lidga-
tion and contingency matters.

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

Operating Expenses

Consolidated operaring expenscs, 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 percent
increase in 1991 Excluding the 1991 expenses of the sold
operations and the impact of exchange rate variances, operat-
ing expenses increased by 2.1 percentin 1992 and 6.2 percent
in [991.

Staff Costs

Total salarics and benefits increased by $2 million or 0.3 per-
centin 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
scttlement of pension obligations to certain employees in
Canada and the United Kingdom. Excluding the pension
gains, the 1991 expenses of operations sold in 1992 and for-
cign exchange rate variances, rotal staff-related costs increased
by 4.3 percent and 5.8 percent in 1992 and 1991, respective-
ly. The increase in salaries and benefits includes normal salary
increases and, particularly in 1992, higher incentive costs in

the wholesale, reinsurance and consulting operations due 1o
performance-related incentive plans. Partially offsetting these
increases were the effects of lower headeounts due to the
restructuring cfforts. Overall, the Company realized staff cost
savings of approximately $14 million duc to the restructuring
program.

Other Operating Expenscs

Other operating expenses decreased by $25.6 million or 5.2
percent in 1992 compared to an increase of $28.2 million or
6 percentin 1991, Excluding the effects of foreign exchange
variances and the 1991 expensces of sold operadons, other
operating expenses decreased by 0.5 percent in 1992 and
increased by 5 pereent 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 reflecting higher
third-party insurance premiums and sclf-insurance reserves for
the Company’s professional indemnity programs. The
Company believes its insurance-related reserves are sufficient
to cover all potential claims and liabilities; however, there is
no assurance thar escalating lidgadon costs and indemnity
awards, as well as insurance company insolvencics, will
not adversely impact the future overall costs of insurance
coverages.

In Decemnber 1990, the Financial Accounting Standards
Board (FASB) issucd SFAS No. 106, “Employers’ Accounting
for Postretirement Bencefits Other Than Pensions,” which will
be adopted by the Company in the first quarter of 1993, The
statement requires accrual of postretirement benefits during
the years an employec provides services as opposed to the pay-
as-you-go method. The change will likely increase the annual
cost of providing postretirement benefits by approximately
$1 million per year. The increased expense includes amortiza-
tion of the estimated transidon obligation of approximarcly
817 million over a 20-year period.

Other Incowme and Expenses
Investment income carned 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 carned by the
sold operations, investment income declined by 3.8 percent
and 13.4 percentin 1992 and 1991, respectively. The decreas-
¢sin 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 deercase of $56.4 million or 22.4
percent in 1991, This reflects significantly lower worldwide
inrcrest 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 U.S.-based administrator of workers
compensation funds and a non-broking operation in the
Netherlands and a fourth quarter sale of a United Kingdom -
based pension fund management operation.

Income Taxes

The Company’s cflective underlying tax rates, excluding, the
special charges described above, were 41.4 percent, 44.6 per-
cent and 43.8 percent in 1992, 1991 and 1990, respectively.
These rares are higher than the U.S. statutory rate of 34 per-
cent due primarily to state and local taxes, amortization of
goodwill and certain expenses which are not deductible for
tax purposes in the jurisdictions in which the Company con-
ducts business. In 1992 the effectve tax rate was favorably
impacted by lower taxes on the gains on sales of businesses;
however, this 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 thar can be udlized for tax purposes only to
the extent of offserting capital gains, thus no tax benefit has
been recognized by the Company.,

As discussed iy Note 4 of the Notes to Financial
Statements, during 1991 the Company received a notice of
tax deficiency from the 1nternal Revenue Service (IRS) in the
amount of $85 million for the years 1980 1o 1986. The notice
relates principally to the disallowance of a loss sustained in the
1982 acquisition of Alexander Howden and other related
issuces associated with the acquisition.

The notice does not include interest on the rax deficiency
or other tax liabilities which would be due in years after 1986
due to the accelerarion 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
nillion. 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 deficiency and has commenced discussions with the
1RS. While none of the contested issues are finally resolved
and no final settlement has been reached, overall the
Company believes the ongoing discussions are progressing
satisfacrorily and it is possible a scttlement could be reached
during 1993,

The Company belicves its reserves are sufficient to cover
potential liabilitics 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 of SFAS No. 109 in the
first quarter of 1993. Based upon current tax rates and the
overall tax position of the Company, the adoption of SFAS
No. 109 will not have a material impact on the Company’s
financial position or results of operations.

Discontinyed Operarions

The §145 million provision recorded in the fourth quarter of
1992 relates primarily to indemnities provided by the
Company to the purchasers of Sphere Drake [nsurance
Company (Sphere Drake), a U.K.-based insurance company.

Indemnitics provided by the Company to the purchasers
of Sphere 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 refated to the Sphere Drake
indemnites. The Company had contended that these arrange-
ments were contractually settled pursuant to a 1975 agree-
ment between Sphere Drake and Orion; however, Orion con-
tested the enforceability of the 1975 agreement and prevailed
in the English courts in 1992,

During the fourth quarter of 1992, the Company was first
able to obtain detailed information from Orion concerning
the types and amounts of claims being reported to Orion pur-
suant to the insurance pooling arrangements for the 1953 to
1967 vears. The types of claims being reported are primarily
asbestosis, environmental pollution and latent disease claims
in the U.S. and arc coupled with snbstandal litigation expens-
cs. Liabilities for these claims cannot be estimated by conven-
tional actuarial reserving techniques because the available his-
torical experience is not sufficient to apply such techniques for
these types of claims and case law, which will ultimarely deter-
mine the extent of these liabilitics, is still evolving. To date,
ULS. casc law has already altered the intent and scope of these
policics to some extent. Therefore, the Company has
obtained advice from various professional actuarial experts
who used available information and various rechniques in esti-
mating the Company’s ultimate exposure. Bascd on this
advice, and after raking inro account an estimate of Sphere
Drake’s share of uncollectible reinsurance recoverables associ-
ated with the insurance pooling arrangements, the Company
established addinonal reserves in 1992, which are included in
the provision for loss from discontinued operations. However,
given the expansion of coverage and liabilicy by certain state
courts and legislatures for environmental pollution and other
losses in the past and the possibility of similar interprerations
in rhe furure, as well as the uncertainey in determining what
scientific standards wiil be acceptable for measuring site
clcanup, additional potenual liability could develop. The
Company is currently exploning the possibility of acquinng
reinsurance protecuon for these cxposures,

The Sphere Drake indemnivies and other liabilities arising
out of the discontinued operations are expected to be sertled
over many years and could extend over a 20 to 30 year period.
Consequently, management of the Company does not expect
the loss from discontinued operations to result in an immedi-
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 disconrinued operations arc adequate. There can be, how-
ever, no assurance that further adverse developments may not
occur due to variables inherent in the esimaton process,
including estimating insurance reserves, the recoverability of
reinsurance balances and other offsets and the outcome of cer-
tain litigation matters, as well as the environmental pollution
and other matrers described above,

Cumulative Effect Adjustment

Effective January 1, 1991, the Company adopted the provi-
sions of SFAS No. 106 relating to deferred compensation
plans. This statement required the Company to change the
period of accrual of deferred compensation expense from nor-
mal retirement age (generally age 65) to the date the employ-
¢c becomes ¢ligible to receive the benefit which is age 55
under the Company’s plan. The cumulative cffect of this
accounting change for years poior to 1991 was $2.2 million,
net of a related income tax benefit of $1.8 million, or $0.06
per share, This change in accounting method was not matenial
1o the results of operations in 1991 and, if applied retroacrive-
ly, to 1990.
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1In 1992, cash flow from operations was sufficient to fund the
Company’s operating and capital expenditure requirements as
well as dividend payments. Cash flow was supplemented by
§61.1 million of cash from the sales of non-core businesses. 1n
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
investments primanly represents fiduciary funds which are
generally not available for the operating needs of the
Company. Such funds are invested in high-guality instru-
ments, including bank time deposits and governmental
securitics.

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
arc expected to increase moderately from the 1992 level.

In 1988, the Board of Directors authorized the purchase
of up to 5 million shares of the Company’s Common Stock. A
total of 3.7 million shares were purchased at a cost of $80.3
million in 1988 and 1989. No purchases have been made
since 1989 and none are anticipated in 1993.

The Company has a $150 million long-term credir agree-
ment with various banks which expires in July 1995.
Supplementing the credit agreement, the Company has unse-
cured lines of credit totaling $197.4 million as support for
possible future cash needs.

Asa 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 rating agencies have downgrad-
ed the Company’s commercial paper to below investment
grade or indicated that they would do so. The Company had
no commercial paper outstanding ar December 31, 1992, and
does not expect to issue such short-term financing until the
Company’s credit rating has improved.

In 1992, the Accuinulared Translarion Adjustments
account, which represents the cumulative effect of translating
the Company’s international operations ro U.S. dollars, nega-
tively impacted total Stockholders® Equity by $55 million.
This decrcase resulted from a substantial strengthening of the
U.S. dollar against most of the major currencies of the
Company’s overseas operagons.

As more fully described in Notes 4, 5, and 12 of the Notes
to Financtal Statements, the Company has significant tax and
litigation exposures which may require substantial cash
resources. The Company believes it has substantial argnments
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 outflow in 1993 unless reinsurance is purchased to cover
certain of these liabilities.

As a result 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
giving cffect to the dividend, a corporation is able to pay its
debts as they become due in the usual course of business and
total assets of the corporation exceed total liabilities plus any
preferential rights of stockholders upon dissolution of the cor-
poration. The Company’s current financial position satisfics
these requirements and the Board of Dircctors declared the
regular quarterly dividend of $0.25 per share payable in
March 1993. The Board of Directors will continue to monitor
the Company’s financial performance with respect 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. On March 18, 1993, the Company issued 2.3 million
shares of $3.625 Series A Convertible Preferred Stock
through a private placement oftering;: Such shares are convert-
ible into Common Stock at a conversion price of $31.875 per
share of Common Stock and are redcemable, in whole or in
part, by the Company beginning in March, 1997. The net
proceeds to the Conmpany were $110.9 million and are avail-
able for general corporate purposcs.

The Company believes that cash flow from operations will
be sufficient to satisfy working capital and other operating
requirements in 1993, In the event additional funds are
required, the Company believes it will have sufficient resources,
including borrowing capacity, 1o mecet such requirements.
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The Company’s management is responsible for the prepa-
ration and contents of the information contained in the
consolidated financial statements and other sections of this
annual report. Management believes that the consolidated
financial statemnents and related informadon have been
prepared in accordance with generally aceepred account-
ing principles appropriate in the circumstances, including
amounts that are based on management’s judgement and
best estimates.

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

Deloitte & Touche has been engaged, with the
approval of the Company’s stockholders, as the indepen-
dent auditors to audit the financial statements of the
Company and to express an opinion thereon. Their opin-
ion is based on procedures believed by them to be suffi-
cient to provide reasonable assurance that the financial
statements present fairly, in all material respects, the
Company’s financial position, cash flows and results of
operations. Their report is set forth on Page 25.

The Audit Committee of the Board of Dircectors is
composed of five directors, none of whom is an employee
of the Company. Tt assists the Board in exercising its fidu-

ciary responsibilities for oversight of audit and related mat-
ters, including corporate accounting, reporting and con-
trol practices. It is responsible for recommending to the
Board of Directors the independent auditors to be
employed for the coming year, subject to stockholder
approval. The Audit Committee meets periodically with
management, internal auditors and the independent audi-
tors to review internal accounting controls, auditing and
financial reporting matters. The independent auditors and
the internal auditors have unrestricted access to the Audit
Committee.

Tinsley H. Irvin
Chaiviman of the Bogrd,

President ¢
Chief Executive Officer

e SRR

Paul E. Rohner
Senior Vice President ¢
Chief Financial Officer
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To The Stockholders of Alexander & Alexander
Services Inc.

We have audited the accompanying consolidared balance
sheets of Alexander 8 Alexander Services Inc. and Sub-
sidiarics as of December 31, 1992 and 1991, and the relat-
ed conselidated statements of operations, cash flows and
stockholders’ equity for each of the three years in the peni-
od ended December 31, 1992, These financial statements
are the responsibility of the Company’s management. Qur
responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with generally
accepted auditing 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 examining, on a
test basis, evidence supporting the amounrs and disclo-
sures in the financial staterments. Ap audit also includes
assessing, the accounting principles used and significant

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

In our opinion, such consolidated financial statements
present fairly, in all 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 Nore 6 to the consolidated financial
statements, in 1991 the Company changed its method of
accounting for deferred compensation.

DLt d e e

DELOITTE & TOUCHE

Baldmore, Maryland

February 11, 1993 {March 18, 1993 as to certain
informarion in Notes 8 and 10)



Alexander & Alexander Services Inc. and Subsidiarics

For the years ended December 31, {in millions, except per share amounts)

1992 1991 1990
Operating revenuces:
Commissions and fees $1,277.7 $1,2877 $1,2470
__ Fiduciary investment income 725 817 . 914
__________________________________________________________ 1,350.2 13694 13384
Operating expenses:
Salarics and benefits (Note 6) 792.8 790.8 741.0
Other 470.7 496.3 468.1
Special charges (Note 2):

Restructuring — 455 6.5
,,,,, Other T MY =
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, 1,263.5 13497 12156
Operating income 86,7 . w7 1228
Other income (expenses):

Investment income 12.0 13.0 154

Interest expense (18.0) (22.2) {28.6)

Other (Note 3) 39.9 (06) {1.8)
__ Special charges (Not2) (16.5) (130) (55

____________________________________________________________ 174 (228) _ (205)

Income (loss) before income taxes and minovity intevest 104.1 (3.1) 102.3
Income taxes (Note 4) 74 A9 448
Irneome (loss) before minority interest 56.7 (8.0) 57.5
Minorstysmierest 8 24) (26
Income (loss) frosn continuing operations 54.9 (104) 54.9
Loss from discontinued operations (Note 5) | (145.0) - =
Income (loss) before cumudative effect of accounting change (90.1) (104) 549
Cumulntive effect of change in accownting (Note©) - @2) -
Net tncome (loss) $ (90.1) $ (12.6) $ 549
Per share of common stock (Note 1):

Income (loss) from continuing opcrations $ 1.34 § (.25) $ 135
__ Loss from discontinued operadons (8.54) - T -

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 $ 100

Weighted average number of shaves 40.9 40.8 40.7

See Notes to Financial Statements.
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Alexander & Alexander Services Ine. and Subsidiaries
For the years ended December 31, (in millions, except per share amounts)

1992 1991
Assets
Current assets:
Cash and cash equivalents $ 579.6 $ 5736
Short-term investments 239.1 261.2
Accounts receivable (net of allowance for doubtful accounts
of $21.6 in 1992 and $23.8 in 1991)
Customer accounts 1,144.9 1,1187
L Odhers 97.8 . .._..1300
,,,,, Torlurrentassets ... 20614 20835
Property and equipment—at cost:
Land and buildings (Note 8) 34.5 375
Furniture and equipment 308.3 346.7
_Leasebold improvements 1034 1138
446.2 498.0
__ Less accumulated depreciation and amortization (279.9) (2862)
Property and equipment — net 166.3 2118
Other assets:
Long-term notes and other receivables (Note 5) 335 435
Intangible assets {net of accwmulated amortization
0f§107f7 in 1992 and $1175 in 1991) (Note 2) 187.1 218.7
__Other (Notes5,6,and 8) 1944 2097
$2,642.7 $2,767.2
Liabilities and Stockholders’ Equity
Current liabilities:
Accounts payable $1,713.1 $1,6870
Short-term debt (Note 7) 6.7 69
_ Orher payables and accrued expenses (Note 5) 272 255.2
_____ Toral currene liabilivies 1,970 19491
Lowg-term linbilities:
Long-term debt (Note 8) 125.1 1699
Deferred income taxes (Note 4) 71.7 304
_ Other(Notes5,6and13) 3164 1937
,,,,, Towllong-term habilides . 5132 4440
Commitments and contingent Habilities (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 Cf)rcfcrrcd stock, authorized 0.5
shares $1 par value; issucd and outstanding, none — —
Common stock, authorized 60 shares $1 li)ar value;
issued and outstanding 37.8 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 par value;
issued and outstanding 04 and 0.5 shares, respectively 0.4 05
Paid-in capital 296.5 2924
Rerained earnings (deficir) (83.2) 47.8
__ Accumulated wranslation adjustments - (59:0) (40)
_____ Toral stockholders” equiy 1925 374]
$2,642.7 $2,7672

See Notes to Financial Statements.



Alexander & Alexander Services 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 § 549 § (104) $ 549
Adjustments to reconcile to net cash provided by
operatng activities:
Depreciation and amortization 60.5 72.2 72.3
Deterred income taxes (2.9) (17.3) {2.5)
Gains on disposition of subsidiaries
and other asscts {43.8) 0.3 (0.2)
Gain on pension plan settlements — {5.1) {13.2)
Special charpges, net of tax 13.9 48.2 72
Other 10.1 5.8 28
Changes in asscts and liabilitics, net of
effecrs from acquisitions and dispositions:
Accounts receivable (137.3) 999 (38.0)
Other assets 26.2 {164) 16.7)
Accounts payable 2299 (3.3) (24)
Other current liabilitics {27.2) {14.2) 379
Other liabilities {6.8) 276 3l
Discontinued operations, net (11.1) (1.7} (2.8)
Cumulative effect of change in accounting — (2.2) —
Net cash provided by operating activities 166.4 1834 1024
Investing activities:
Purchases of property and equipment—net (18.3) (23.2) (42.2)
Purchases of businesscs (net of cash acquired) (5.7) (2.6) (4.7)
Proceeds from sales of subsidiaries and other
assets {net of cash sold) 61.1 2.8 0.8
Purchases of investiments (1,133.8) 952.7) {989.3)
Sales or maturities of investments ,087.8 1,006.8 1,029.2
Net cash provided (uscd) by investing activities (8.9) 311 (6.2)
Financing acrivities:
Cash dividends {40.9) {40.0) (40.7)
Net change in short-term debt (41.5) (7.8) (48.6)
Additions to long-term debt 29.6 25 245
Repayments of long-term debt (31.4) (10.3) (94)
Issuance of common stock 2.0 09 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 22 325
Cash and cash equivalents at boginning of year 573.6 412.2 3575
Cash and cash equivalents at end of year $ 579.6 $§ 5736 $ 4122
Suggilemenml cash flow informarion:
ash paid during the year for:
Interest $ 159 $ 172 S 296
Income taxes 47.6 384 236
Nosi-cash investing and financing activities:
Common stock issued for business acquisitions
and employee benefit plans 1.4 17 1.7

See Notes to Financial Statements.
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Alexander & Alexander Services Inc. and Subsidiarics
For the years ended December 31, (in millions, except per share amounts)

1992 1991 1990
Commaon stock:
Balance, beginning of year $ 374 $ 370 $ 367
Issued for acquisinions, 0.1, 0.1 and Q.1 shares,
respectively 0.1 0.1 0.1
Conversions of Class A and Class C sharcs into
commeon stock, 0.2, 0.2 and 0.1 shares, respectively 0.2 0.2 0.1
__ Orher, principally stock option transactions 01 . oL 0.1
Ralance, end of year $ 37.8 $ 374 $ 370

Class A commion stock:
Balance, beginning of year $ 0.0 § 00 § 00
Conversions into common stock, 0.1, 0.1
and 0.1 shares, respectively — — —

Balance, end of year $ 0.0 $ 00 $ 00
Class C common stock:

Balance, beginning of year $ 0.5 $ 06 $ 06

Converstons into common stock, 0.1, 0.1 shares
_____ and none, respectively . ..@Lh o Oh =

Balance, end of year S 04 $ 05 S 06
Paid-in capital:

Balance, beginning of year $292.4 $2890 $2876

Issued for acquisitions 1.3 1.6 1.6

Conversions into common stock (0.1) (0.1) (0.1)
__ Other, principally stock option wansactions 29 19 o)

Balance, end of year $296.5 $2924 $2890
Retained earnings (deficit):

Balance, beginning of year S 47.8 $101.0 $ 868

Ner income (loss) (90.1) (12.6) 549
(Diidends ] (40.9) . (406) _ (407)

Balance, end of year $(83.2) $ 478 $101.0
Accumulated translation adfustments:

Balance, beginning of year $ (4.0) $ 30 $(36.6)
__Yoreign currency translation adjustments (85.0) (0 396

Balance, end of year $(59.0) $ (4.0 $ 30

See Notes to Financial Statements.
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(in millions, except per share amounts)

7. %fzyz/m;zf%mwz/z}y .%éfcz'af

Consolidation

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

Cash Eguivalents and Investments

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

Included in Otlier assets in the Consolidated Balance
Sheets at December 31, 1992 and 19921, arc $83.6 million
and $61.2 million, respectively, of investinents with matu-
rities of greater than one year. Such long-term investments
are carried at the lower of aggregate cost or market, which
approximated $89.3 million at Decerber 31, 1992,

The Company’s investment policies include placing its
temporary cash investments with highly rated financial
insdtutions and limiting the amount of exposure to any
one institution in order to reduce credit risk.

Forcygn Curreney Transintion

The financial statements of the Company’s foreign opera-
tions, where the local currency is the functional currency,
are translated into U.S. dollars at the exchange rates in
effect at each year end for assers and liabilities and average
exchange rates during the year for the results of opera-
tions. The related unrealized gains or losses resulting from
translation are reported as a separate comnponent of stock-
holders® equity.

The Company enters into foreign exchange forward
contracts to hedge the itnpact of currency fluctuations, pri-
marily relating to U.S. dollar revenues generated by cer-
tain forcign 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 nonpertor-
mance by these institutions.

Net foreign currency transaction gains, included in
operating income, amounted to $5.6 million, $3.2 million
and $8.6 million for the years ended December 31, 1992,
1991 and 1990, respectively.

Property and Depreciation

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 range up to 40 years for
buildings and 10 years for equipment. Leaschold improve-
ments are capitalized and amortized over the shorter of
the life of the assct or the lease term.

Intangible Asscrs

Intangible assets resulting from acquisitions, principally
cxpiration lists and goodwill, are amortized on the
straight-line method over periods not exceeding 17 and 40
years, respectively. The costs of non-compete agreements
are amortized on the straighe-line method over the terms
of the agreements. Amortization of intangible assets
included in operating expenses amounred to $14 million,
$19.1 million and $17.4 million for the years ended
December 31, 1992, 1991 and 1990, respectvely.

Income Taxes

Deferred income taxes are provided on revenue and
expensc items recognized for financial accounting pur-
poses in different periods than for income tax purposes.
Income taxes are generally not provided on undistributed
carnings of foreign subsidiaries because they are consid-
ered to be permancently invested or will not be repatriated
unless any additonal federal income taxes would be sub-
stantially offset by foreign tax credits.

Frduciavy Funds

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

Revenue Recognirion

Commissions ar¢ generally recognized on the effective date
of the policies or the billing date, whichever is later. Any
subsequent commission adjustments, including policy can-
cellations, are gencrally recognized upon notification from
the insurance carriers. Contngent commissions and com-
missions on policies billed and collected directly by insur-
ance carriers are recognized when received. Fees for con-
suldng and other services rendered are generally recog-
nized when ¢arned.

Per Share Data

Earnings per share are based on the weighted average
number of common shares and their cconomic equivalents
outstanding during cach period and, if diludve, shares



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

Presentation

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.

2 %&cz&/ GHharges

In 1992, the Company recorded a $16.5 million pre-tax
charge {513.9 million after-tax or $0.34 per sharc) 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 discontinucd operations.

In the fourth quarter of 1991, the Company recorded a
pre-tax charge of $75.6 million (548.2 million afier-tax or
$1.18 per share) that includes cxpenses associated with the
restructuring of its insurance broking operations and
other costs.

The restructurning 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, leaschold write-offs and
employee retocation expenses were included in the charge.
The special charge 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-
opcrating expenses represented increases to reserves previ-
ously established for reported contingencies, primarily
indemnities for cerrain 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 litfigation and contingency matters.

2. @y/mzsz

During 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 U.S.-based administrator of workers compensation
funds. Total proceeds on these sales were $77.4 million
with resulting pre-tax gains of $43.8 million (S28.5 mil-
lion after tax or $.70 per share}. These gains are included
in Other income (¢xpenses) in the Consolidated
Statements of Operations.

2. Sncome Taves

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

For the years ended December 31, 1992 1991 1990

United States S(31.8) $(93.2) $ 0.6
[nternational 135.9 90.1 101.7

5104.1 5 (3.1) $102.3

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

For the years ended December 31, 1992 1991 1990
Current:
Federal §(1.4) § 47 $ 131
State and local (0.3) 5.0 35
International 54.6 399 355
52,9 49.6 52.1
Deferred:
Federal (3.5) (3le6) (11.5)
State and local 1.2 (8.4) (1.3)
Incernational (3.2) {4.7) 5.5
(5.5) (44.7) {7.3)
$47.4 § 49 § 448

The Company files a U.S. federal consolidated tax return
which includes the losscs of its U.S. 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-
mately $130 million of capital loss carryforwards at
December 31, 1992, For tax reporting purposes, such cap-
ital loss carryforwards are approximately $14 million.

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

lFor the years ended Decernber 31, 1992 1991 1990
Depreciation $(25) % (31) §19
Tax leases (3.2) {5.0) (3.1)

Financial accounting
accruals, net
Net deferred losses on subsid-

(17.5)  (8.7) 1.9

iary dispositions 3.6 {0.3) -—
Special charpes 14.3 (27 .4) (4.8)
Other (0.2) (0.2} 0.6
S (5.5) %447y $(7.3)




A reconciliation of the tax provision and the amount com-

puted by applying the U.S. federal income rax rare of 34%

to income {loss) from continuing operations before income
taxes is as follows:

Tor the years ended December 31, 1992 1991 1990

Computed “expected” tax

expense (benefir) $35.4 $(1.0) 5348
State and local income raxes-net
of federal income tax 0.5 (2.3) 1.5
Forcign statutory rates over U.S.
federal statutory race 1.7 0.4 1.3
Amortization of intangible assets 2.6 25 28
Repatriation of forcign carnings,
net of tax credits 0.5 1.5 0.9
Other non-deductible expenscs 3.9 3.9 4.2
Other, net 2.8 {0.1) (0.7}
$47.4 549 544.8

During 1991, the Company received the revenue agent’s
final report for the years 1980 to 1986 and notice of tax
deficiency from the Internal Revenue Service (IRS) for
$85 million. The notice of tax deficiency relates principally
to the disallowance of a Joss 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 years
after 1986 due to acceleration in the use of net operatng
losses and tax credits. The Company’s estimate of such
additional rax and interest, net of federal tax benefit, that
would be due, is approximately $108 million. The
Company is currently under cxamination by the IRS for
the years 1987 to 1989,

The Company has substantial arguments to sustain its
position on the unagreed issues and filed a protest with the
Appeals Office ot the IRS. The Company commenced dis-
cussions with the Appeals Office during 1992 and it is
expected that these discussions will continue until the con-
tested issucs are resolved. While no final serdement has
been reached, overall the Company believes the ongoing
discussions are progressing satisfactorily. However, as
appropriate, the Company will continue to pursue other
administrative and judicial relief.

Management believes that its reserves, including the
561.1 million tax benefit on the loss sustained in connec-
tion with the acquisition of Alexander Howden, which has
been deferred, are sufficient to cover liabilities which may
arise on settlement of these issues.

Federal income taxces have not been provided on undis-
tributed earnings of foreign subsidiarics which aggregated
approximately $335 million at December 31, 1992,

In February 1992, the Financial Accounting Standards
Board issued SEAS No. 109, “Accounting for Income
Taxes,” which requires an asset and liability approach for
financial accounting and reporting for income taxes and
provides for implementation no later than the first quarter

of 1993, This statement supersedes SFAS No. 96.
Management believes that when the Company adopts this
new standard in the first quarter of 1993 it will not have a
material impact on the financial position or results of
operations.

5. _@dmzz{z}zzszd/ Eherations

In March 1985, the Company discontinned the insurance
underwriting operations acquired in 1982 as part of the
Alexander Howden acquisidon. In 1987, the Company
sold Sphere Drake Insurance Group {Sphere Drake) and is
currently running-off the Atlanra 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 thar can be utilized
for tax purposes only to the extent of offsetting capiral
gains; thus, no tax benefir has been recognized by the
Company.

The Sphere Drake sales agreement provides indemni-
tics by the Company for various potental liabilities, In
connection with certain of these indemnities, the
Company purchased from the buycer 25.7 million pounds
sterling zero coupon notes with interest rates from 10% to
12% duc in 1995. These long-term notes receivable arc
included in the Consolidated Balance Sheers at a discount-
ed valuc of 19.3 million pounds sterling ($29.2 million
and §36.1 million ar December 31, 1992 and 1991,
respectively), The repayment of these uotes by the buyer is
subject to offsct based upon the adequacy of the loss
reserves and reinsurance recoverables recorded on rhe
books of Sphere Drake at Decernber 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 thar will
offset a substantial portion of the interest incoine carned
on the Sphere Drake zero coupon notes.

Indemnities provided by the Company to the pur-
chasers of Sphere Drake also include a provision covering
[uture losses on the insurance pooling arrangements from
1953 1o 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 sertted pursuant to a 1975 agreement
berween 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 1o 1967 years. The types ol claims being report-
ed are primarily asbestosis, environmental pollution and



latent disease clanns in the U.S. and are coupled with sub-
stantial litigation expenses. Liabilities for these claims can-
not be estimarted by conventional actuarial reserving tech-
niques because the available historical experience is not
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. To date, U.S. casc law has
already altered the intent and scope 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 the
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 major portion of the loss from discontinued opera-
uons. However, given the expansion of coverage and lia-
bility by certain state courts and legislatures for environ-
mental pollution and other losses in the past and the possi-
bility of similar interpretations in the future, as weil as the
uncertainty in determining what scientific standards will

be acceptable for measuring site cleanup, additional poren-
tial liability could develop.

In 1984, Sphere Drake filed a lawsuit against the
Names on Lloyd’s Syndicate 701 sceking 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-
siou issued in April 1992. The Comnpany 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 substanually offset by 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 indemnides and other liabilities aris-
ing out of the discontinued operations are expected to be
scttled 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 rescrves as of
December 31, 1988, and for up to $50 million of insur-
ance coverage for potential losses in excess of those
reserves, The agreements also provide for a reinsurance
premium adjustment whereby at any time afier January 1,
2001, the reinsurance agreements can be terminated and
any excess funds, net of any reinsurance premium paid to a
substitute reinsurance company, would be returned to the
Company.,

A summary of the net assets (habilities) of the Company’s dis-
continued operatons js as follows:

As of December 31, 1992 1991
Assets

Cash and investments $ 18.8 519.2
Other assets 10.0 119
Deferred costs —_ 10.2
28.8 41.3

Liabilitics
Claim and other habilitcs 131.4 41.0
Reserve for discontinued operations 29.0 —
160.4 41.0

Ner assers (liabilities) of discontinued

operations $(131.6) § 3

The net assets {Habilities) of the Company’s discontinued
operations are presented in the Conselidated Balance
Sheets as follows:

As of December 31, 1992 1991
Other assets 8 - $12.3
Other payables and

accrued cxpenscs (7.0} (12.0)
Other long-term liabilities (124.6) -

Net asscts (liabilities) of discontinued

operations $(131.6) $ 3

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

For the years ended December 31, 1992 1991 1990
Beginning balance $ 3 $(5.5) 3(10.5)
Provision for loss {145.0) - -
Payment of claims and expenses 13.1 5.8 5.0

Ending balance 8(131.6) S 3 § (5.5)

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

For the years ended December 31, 1992 1991 1990
Balance, beginning of year $ 10.2  $(18.2) 3(20.I)
Provisions for loss (145.0) — —
Net loss {income) of companics
being rnnoff 1) 22 1.5
Transfer to claim
and otber liabilitics 88.0 20.0 —
UK tax refunds — — (2.9
Legal and other costs related
to Sphere Drake 16.8 4.4 1.3
Other 1.1 1.8 2.0
Balance, end of year $ (29.0) 5102 3(18.2)




The Company believes that, based on current loss pro-
jections, the estimated reinsurance premium adjustment
described above, the interest income on the Sphere Drake
zero coupon 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 future run-off expenses 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-
opments may not occur due to variables inherent in the
estimation process, including estimating insurance
reserves, the recoverability of reinsurance balances and cer-
tain litigation matters and the environmental pollution
and other matters described above.
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Pension Plans

The Company has contributory and non-contributory
defined benefit pension plans covering substantially all
employecs. The plans gencrally provide pension benefits
that are based on the employee’s years of service and com-
pensation prior to retirement. In general, it is the
Company’s policy to fund these plans consistent with laws
and regulations of the respective jurisdictions in which the
Company operates, An overfunding exists in the United
States’ largest plan. As a result, the Company does not
anticipate making any contributions to this plan until the
overfunding is substantally reduced.

During 1991 and 1990, the Company’s Canadian and
United Kingdom pension plans scttled the accumulated
benefit obligation to certain retirees by purchasing annuity
contracts tor §25.7 million and §52.1 million, respectively.
The resulting pre-tax gains of $5.1 million and $13.2 mil-
lion for the years 1991 and 1990 have been recognized as
a reduction of pension expense and are included in Salaries
and benefits in the Consolidated Statements of Operadons.

Total pension costs (credit) are summarized as follows:

For the years ended December 31, 1992 1991 1990
Service cost $ 294 5277 §277
1nterest cost 36.9 33.8 371
Actual return on plan asscts (68.9) (98.0) (36.0)
Net amortization and deferral 3.7 40.7 (31.8)
Net pension costs {credit) S 11 § 42 ${30)

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

As of December 31, 1992 1991

U.S. Incer- U.s. Inter-

national national

Vested benefit
obligation $179.1

51659 §1397 5 146.8

Accumulared
benefit

obligation $191.2 $177.1 §164.3 §151.7

Projected benefit
obligation

Plan asscts at fair
market value 265.9 303.3 256.4 3149

Excess of plan assets

over projected

benefit obligation  18.3 88.8 38.2 110.8
Unrecognized

net loss (gain) 10.5 (24.0) (5.7) (33.2)
Unrecognized prior

service cost (1.5) 9.4 (0.9) 12.2
Unrecognized net

assets being

amortized over the

plans’ average

remaining scrvicc

lives (18.7) (33.0) (21.0) {41.8}

$(247.6)  $(214.5) $(218.2)  $(204.1)

pension <ost $§ 86 % 41.2 8§ 106 % 480
Assumed
discount rate 8.0% 5.5-10.0%
Assumned rate
of compensation
increase
Expected rate of
return on plan
asSETS 10.75% 7.5-11.0%

8.25% 6.5-10.5%
5.0% 4.5- 7.0% 55% 5.0 7.0%

10.75% 7.5-11.0%

At December 31, 1992 and 1991, approximately 81% and
80%, respectively, of all plan assets are invested in equity
securitics and 19% and 20%, respectively, in cash equiva-
lents and /or fixed income securities.

Thitft Plans

The Company maintains thritt 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 thesc plans was $10.8 million in 1992, $11.4 mil-
lionin 1991 and §11.2 million in 1990.



Postretivemnent Benefits

Substantally all of the Company’s U.S. employees, after
reaching age 55, may become eligible for certain post-
retirement health care {up ro age 65) and life insurance
bencfits. A substantial portion of the costs associated with
postretirement benefits are borne by the employees. The
costs for these benefits, which are recognized as expenses
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 subsidiarics
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 SFAS No. 106,
“Employers’ Accounting for Postretirement Bencfits
Other Than Pensions,” which will require 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.

The Company will adopt this statement in 1993, When
adopted, the transition obligation of approximately §17
million relating to prior employee service will be recog-
nized over 20 years.

Deferved 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 during 1986 to
1989. The Company has purchased wholc life insurance
policies on each participant’s life to assist in the funding of
the deferred compensation liabilicy. At December 31,
1992, the cash surrender value of these policies was §1.2

- million, which is ner of $26.6 million of policy loans. The
Company’s obligation under the plan, including accumu-
fated interest, was $18.6 million and $20.7 million at
December 31, 1992 and 1991, respectively, and is includ-
ed in Other long-term liabilitics in the Consolidated
Balance Sheets.

Prior to January 1, 1991, the deferred compensation
expense was being accrued on a present value basis over
the period of active employment to normal retirement at
age 65. Effective January 1, 1991, the Company adopted
the provisions of SFAS No. 106, “Employers Accounting
for Postretirement Benefits Other Than Pensions,” relar-
ing to deferred compensation plans. This statement
required the accrual of deferred compensation expense
over the period of active employment to the full cligibiliry
date, which is generally age 35 under the Company’s plan.

The cumulative effect of this accounting change for
years prior ro 1991 was an increase to the netloss in 1991
of $2.2 million, net of refated 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.
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Consolidated short-term debt consists of the following:

As of December 31, 1992 1991
Commercial paper § — 5414
Notes payable to financial institutions 0.4 0.5

Current poruion of long-term debt
~ (Note 8) 6.7 6.9
7.1 48.8

Less short-rerm debt reclassified

as long-term (Note 8) 0.4 41.9
$6.7 %69

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

As of December 31, 1992 1991 1960

Commercial paper:
Balance at year end 5 — $41.4 540.8
Weighted average inerest rate —% 5.0% 8.5%

Maximum outstanding $52.8 §759 5751
Average outstanding $38.7 8494  $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 5 05 $ 89
Weighted average interest rate 12.4% 11.7% 8.3%
Maximum outstanding $37.2 §432 3712
Average outstanding $520.6 $14.5 542.6
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 debe out-
standing at any month end was $78.9 million, $119.1
million and $125 million in 1992, 1991 and 1990,
respectively,

Supplementing the $150 million credit facility
described in Note 8(B), the Company has unsecured lines
of credit available for general corporate purposes totaling
§197 4 million of which $197 million were unused as of
December 31, 1992, These lines consist of both commit-
ted and uncommirted facilitics in the U.S. and certain
other countries. If drawn, the lines bear interest at market
rates and carry an annual commirment fee of no greater
than 1,/2% of the line.
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Consolidated long-term debt outstanding is as follows:

As ol December 31, 1992 1991
11% Convertible subordinated
debenrures (A} S 602 $ 669
Rectassificd shorr-term debt (B) 0.4 41.9
Long-term credit agreemenr (B} — —
Obligadon under capital lease (C) 23.1 242
Nan-recourse morrgage notes (D) 19.4 169
Term loans {E) 25.0 —
Senior notes, due in 1992 — 20.0
Other 3.7 6.9
131.8 176.8
Less current portion (Note 7) 6.7 6.9

$125.1 51699

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

The estimated fair value of the Company’s long-term
debt at Dceember 31, 1992 is $126.7 million based upon
the market prices for similar issues or current interest rates
offered ro the Company for debt with the same remaining
maturities.

A. 11% Convertible Subordinated Debentures

The debenrures are unsecured subordinared obligations
maturing April 15, 2007. The debentures were issued in
connection with the acquisition of Alexander Howden
under an Indenture agreement dated February 1, 1982,
and are convertible into Common Stock ar $39 per share,
subject to adjustment under cerrain conditions and to
prior redemption. The remaining debentures are
redeemable any time, ar 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 thercafier, 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
mandartory sinking fund payment.

B. Long-Term Credit Agreement

In July 1991, the Company entered into a new long-term
credit agreement with various banks which expires in July
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 coverage and minimum consolidated cash flow from
continuing operations. As a result of the 1992 special
charge and loss from discontinued operadons 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 of the
restrictions and to limit the level of borrowing to $75 mil-
lion under certain circumstances.

In the event short-term borrowings cannot be 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, respectvely.

C. Obligation Under Capital Lease

A French subsidiary has a lease agreement for office facili-
ties which is classified as a capital lease. Future minimum
lease payment obligations arc approximately $2.5 million
for cach of the next five years and an aggregate of $30.1
million thereafier.

D. Non-Recourse Mortgage 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 berween 12.1% and 13% and arc payable in
serniannual installments of $1.4 million (including princi-
pal and interest) rhrough Seprember 2010.

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

As of December 31, 1992 1991

Future minimum lease payments 1o
be received
Unguaranteed residual value accruing 1o

5692 5718

the benefit of the Company 7.9 79
Less unearned income (57.0) {59.0)
Nert investntent in lease 8 201 81207

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

E. Terin Loans

In February 1992, a U S, subsidiary of the Company
entered into an unsecured $15 million three-year loan
agreement with a bank, The interest rate (4% at December
31, 1992) floats with the LIBOR rate. The agreement,



guaranteed by the Company, contains the same restric-
tions as thosc in the Company’s long-term credit agrec-
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 LIBOR rate. The agreement, guar-
anteed by the Company, contains restrictions on mini-
mum consolidated net worth and maximum consolidated
indebredness.

As a resule of the 1992 special charge and loss from
discontinued operations described in Notes 2 and 5, as of
March 18, 1993, amendments to both term loan agree-
ments were completed to change certain of the restric-
tions.
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1n 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
grants in the form of incentive stock options and non-
qualified options, stock appreciation rights, restricted
stock awards, performance share /unit awards and other
stock based awards.

Stock options may be granted under the 1988
Plan at a price not less than the faic markcet value of the
Common Stock on the date the option is granted and,
wirh respect to incentive stock options, must be exercised
not [ater than 10 years from date of grant and, with
respect to non-qualified options, must be cxercised 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 of a stock appreciation right, the participant
will receive cash, Common Stock or a combination thercof
equal to the excess of the market value over the exercise
price of the stock appreciation right. Exercise of either the
right or the stock option will result in the surrender of the
other.

Restricted srock awards may be granted which limit the
sale or transfer of the shares until the expiration of a speci-
ficd time period. Such awards are subjecr to forfeiture if
the participant does not remain in the employ of the
Company throughout the restricted time period. A maxt-
mum of 1,250,000 shares may be issucd under the 1988
Plan. There were 92,810, 22,880 and 85,434 shares
issuced in 1992, 1991, and 1990, respectively.

Performance share /unit awards may be granted based
upon certain performance criteria as determined by the
Compensadon and Benefits Committee of the Board of
Directors. Upon achicvement of the performance
share /unit criteria, the participant will receive cash,
Common Stock or a combination thercof equal o the
award. There were 1,400 performance share/unit awards
made in 1990. No performance share /unit awards were
made in 1992 and 1991; however, 21,582 sharcs were
issued in 1991 ro participants for awards made in prior
years.

Stock option transactions were as follows:

MNumber Option Price
of Der Share
Shares Range

Outstanding, 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 {293,730)

Outstanding, December 31, 1990 2,886,159 $17.75-538.63
Granted 95,600 23.13- 23.25
Exercised {38,204) 17.75- 25.38
Canceled (186,371}

Outstanding, Decernber 31, 1991 2,757,084 $17.75-$38.63
Grapted 485,000 21.63- 23.69
Exercised (106,439) 21.56- 27.38

Canceled (210,590)

Outstanding, December 31,1992 2,925,055 §17.75-538.63

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

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

In addition to its Common Stock, $1.00 par value
{Common Stock), the Company has issued two classes of
voting equity securitics, Class A and Class C Common
Stock, with voting rights equal to the Company’s
Common Stock. Associated with each such share is a divi-
dend paying share issued by a Canadian (RSC Class 1
share) or a United Kingdom (AAE Dividend share) sub-
sidiary wlich pays dividends in Canadian dollars and
pounds sterling, respectively, equivalent to the dividends
paid on shares of Common Stock, Holders of these securi-
tics, thercfore, hold the economic equivalent of shares of
Common Stock. Each Class A share (together with an
RSC Class 1 share) and Class C share {rogether 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 conversion of the 11% convert-
ible 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
Common Stock uniess an equivalent amount per share is
declared and paid on the RSC Class 1 and AAE Dividend
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,
assumning certain solvency tests are met under Canadian
law, and 99.1 million pounds sterling or $149.7 million,
respectively, at December 31, 1992, In the event sufficient
carnings are 1ot available in the Canadian or the United
Kingdom subsidiary to declare dividends, the Company’s
legal structure allows it to make carnings or capital avail-
able in those subsidiarics to pay dividends.

Preferred Stock and Related Rights

The Company’s Preferred Stock, $1.00 par value
{Preferred Stock), can be issued in one or more serics with
full or limited voting rights, with the rights of each series
to be determined by the Board of Directors before cach
issuance.

Series A Convertible Preferved Stock

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 A Convertible Preferred Stock (Converdble
Preferred Shares). The net proceeds to the Company were
$110.9 million. Holders of the Convertible Preferred
Shares will be endtled to receive cumulative cash dividends
at an annual rate of $3.625 per share, payable quarterly in
arrears. The Convertible Preferred Shares have priority 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 Rights, as described below, provided 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 rarably annually to
$50 per share on or after March 15, 2003, plus accrued

and unpaid dividends. The Convertible Preferred Shares
are nen-voting, cxcept as provided by law and except that,
among other things, holders will be endted to vore 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
Converdble Preferred Shares are in arrcars. The
Convertible Preferred Shares have a liquidation preference
of $50 per share.

Series A funior Participating Preferved Stock

In 1987, a series of Preferred Stock, Serics A Junior
Pardcipaung Preferred Stock (Participating Preferred
Shares), $1.00 par value per share was authorized and a
dividend of one preferred share purchase right (a Right)
for each outstanding share of Common Stock, cach
Commion Stock equivalent and each subsequently issued
share was declared. Each Right, as amended, enddes the
holder thereof to buy one one-hundredth of a
Participatng Preferred Share at a price of $85 (subject to
adjustments). The Rights become exercisable only follow-
ing the announcement by the Company that a person or a
group has acquired beneficial ownership of 10% or more of
the Company’s votng shares or has commenced a tender
or exchange offer that if consumared would result in the
ownership of 10% or more of such voting shares. If the
Rights become exercisable, each holder will be entitled to
purchase at the then-current excreise price that number of
Participadng Preferred Shares having a value equal to
twice the then-current exercisc price.

If the Company is subsequently acquired, each Right
will entide the holder to purchase at the then-current exer-
cise price, stock of the surviving company having a market
value of twice the excercise price of each Right. In addition,
if a person or group acquires more than 10%, but iess than
50%, of the Company’s voting shares, the Board of
Directors may e¢xchange each Right for one one-hun-
dredth of a Participating Preferred Share. The Rights are
redeemable by the Board until the dme of announcement
that any person or group has beneficially acquired 10% or
more of the Comnpany’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
Directors prior to becoming exercisable at a redemption
price of $.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
Agreement (the “Amendment”) between the Company
and First Chicago Trust Company of New York. The
Amendment provides for certain technical revisions in the
Rights Agreement including definition of Shares
Acquisition Date to mean the first date of public
announcement by the Company that an Acquiring Person
has become such. The Amendment also provides chae if
the Rights become excrcisable, the Company, acting by



resolution of the Board of Directors, may {and if a suffi-
cient number of Pardcipatng Preferred Shares is not avail-
able for issuance upon exercise of the Rights, shall) issue
equity sccurities, debt securities, cash and /or other prop-
erty in lieu of Participating Preferred Shares.

Treasiry Stoci

The Board of Directors has authorized, subject to cerrain
business and market conditions, rhe purchase of up to 5
million shares of the Company’s Common Srock. As of
December 31, 1992, the total number of shares purchased
was 3.7 million at an average price of $21.77 per share. No
shares were repurchased in 1992 or 1991,
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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 cxchange rates, arc as follows:

Operatng,

Leases

1993 % 91.6
1994 853
1995 75.3
1996 62.1
1997 458
Thereafter 2755
Total minimum lease payments 5635.6

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, 1991 and 1990, respectively.

Other Commarmeirts

The Company has guaranteed certain borrowings and let-
ters of credit and has otherwise agreed to reimburse the
payment of certain other asserted or unasserted liabilities
of subsidiaries. While these assurances and guarantees may
expose the Company to financial conscquences, it is man-
agement’s opinion rhat any adverse cffects will not be
material to the Company’s financial condition.

The Company has entered into asset-based interest rare
swap agrecments with large financial institutions to hedge
a portion of its investment porrfolio against short-term
interest rate fluctuatons. Any differences in interest
income benween the fixed and floadng interesr rates are
recorded monthly. At December 31, 1992 the principal
amounts of swap agreements outstanding were $155.4 mil-
lion. The Company is cxposed to credit losses on only the

interest element in the event of nonperforimance by these
financial insttudons, however, management does not
anticipate incurring losses due to such nonperforinance.
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The Company and its subsidiaries are subject to various
claims and lawsuits from both private and governmental
pardes in the ordinary course of business, consisting prin-
cipally of alleged errors and oinissions in connection with
the placement of insurance and in rendering consulting
services. In some of these cases, the remedies that may be
sought or damages claimed are substanunal. Additionally,
the Company and its subsidiarics are subject ro 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 acquisidon of Alexander Howden in
January 1982, certain claims, relaring primarily o the
placement of reinsurance by Alexander Howden sub-
sidiaries and quesdonable broking and underwritng 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 otber things, that certain of the Company’s
subsidiaries accepted, on behalf of certain insurance com-
panies, insurance or reinsurance at premium levels not
commensuratce with the level of underwrinng risks
assumed and retroceded or reinsured those risks with
financially unsound reinsurance companies. In three pend-
ing actions, plaintiffs scek compensatory and punitive
damages toraling $105 million based on treble damage
claiins under the Racketcer Influenced and Corripr
Organizations Act (RICO}. Related actions and claims
contain a variety of similar allegations and seek treble dam-
ages. In December 1991, one ot these related acons was
settled with such sealement covered by the Company’s
professional indemnity insurance program. Management
of the Company belicves that there are valid defenses to all
the claims that have been made with respect to these achv-
iies. The Company is vigorously defending the pending
actions.

In 1987, the Company sold Shand Morahan &
Company, Inc. (Shand), its domestic underwriting man-
agement subsidiary. The proceeds included a deferred pay-
ment of $29.3 million plus inrerest, due in 1992, which
was subject to offsct based upon the adequacy of the loss
reserves and the provision for uncollectble reinsurance
recoverables recorded, as of Diecember 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, respectively, reducing,
the carrying value of the deferred payment to $8.4 million,
as a result of deterioration in loss reserves and additional



uncollecdble reinsurance recoverable balances reported to
the Company by ESL. In February 1993, the amount of
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 placed
insurance and reinsurance with and on behalf of Mutual
Fire. Mutnal Fire was placed in rehabilitation by the
Courts of the Commonwealth of Pennsylvania in
December 1986. In January 1990, the Supervisory Court
approved a plan of rehabilitation for Mutual Fire. The
rehabilitator, in February 1991, filed a complaint in the
commonwealth court against Shand and the Company.
The case was subsequently removed to the U.S. District
Court for the Eastern District of Pennsylvania. The com-
plaint alleges that Shand, and in certain respects the
Company, breached duties to, and agreements with,
Murnal Fire. In addition to claiming compensatory dam-
ages, the complaint seeks punitve damages and recovery
of certain commissions paid to Shand and the Company.
The complaint docs not specify, to any meaningful degree,
the amount of alleged damages incurred or sought and the
Company, at this time, is nnable to make a reasonable esti-
matce of the alleged damages. The case is presently sched-
uled to be placed on the trial calendar in June 1993.
Mauagement believes that there are valid defenses to the
allegations set forth in the complaint and the Company
intends to defend vigorously against this action.

Also, the sales contract between the Company aud
Shand’s purchasers obligates the Company to certain
indemnitics with respect to ransactions involving Mutual
Fire. In November 1992, the purchaser asserted indemnifi-
cation claims related to reinsurance recoverables due from
Mutual Fire. In February 1993, A&A agreed to sertle cer-
rain of these claims. The Company has estimated its expo-
sure under this settlement, net of anticipated recoveries
from certain trusteed assets held for Shand’s benefit, and
established a reserve as part of the 1992 special charpe
described in Note 2. The Mutual Fire rehabilitator has
challenged Shand’s right to recover a portion of these
asses.

The purchaser of Shand has also notified the Company
of claims relating to reinsurance recoverables based on
alleged errors and omissions of Shand in placing reinsur-
ance. These claims are potentially subject to indemnifica-
ton by the Company under the terms of the sales agree-
ment. The Company intends to vigorously dispute these
claims.

These contingent liabilides involve significant amounts.
While it is not possible to predict with certainty the out-
come of such contingent liabilities, the applicability of cov-
crage for such marters under the Company’s professional
indemnity insurance program, or their financial impact on
the Company, management presenty believes that such
impact will not be material to the Company’s financial
condition.
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In November 1986, the Company settled its lawsuit,
which commenced in 1983, against certain former audi-
tors of Alexander Howdcen. The terms of the settlement
inclnded the payment of 824 million to the Company.
Recognidon of this recovery in the Consolidated
Statements of Operadons has been deferred pending final
resolution of specific loss contingencies arising out of the
Alexander Howden acquisition which were known ar 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 conuibution to the
settlement offered to members of Lloyd’s syndicates
formerly managed by PCW Underwriting Agencies Led.
was charged against this rccovery and, accordingly, the
amount deferred was reduced to approximarely $22.3
million.
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Segment information is provided for the Compauy’s two
reportable segments, Insurance Services and Human
Resource Management Consulting. Certain prior period
amounts have been restated to conform with the current
year presentagon.

Insurance Services operations include retail, wholesale
and reinsurance broking and risk management. The
Company’s extensive services 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
varicty of human resource management consulting ser-
vices, including actuarial and benefit plan consulting ser-
vices, flexible compensation consulting, communications
and management consulting services and executive plan-
ning services, as well as human resource organizational
analysis and planning,



The following tables present information about the Company’s operations by business segment and geographical arcas for
g p pany’s op bi Z geograp

cach of the three years in the period ended December 31, 1992:

Operating Operacing Identifiable Depreciadion Capital
Revenues Income Assets & Amordzarion Expenditures
Business Segments:

1992
Insurance services $1,127.9 $85.0 $2,451.7 §52.9 £16.2
Huwmnan resource management consulting 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 S60.5 $18.3

1991
Insurance services $1,158.0 S 245 52,5823 §63.6 5169
Human resource management consulting 2114 264 1299 7.8 6.0
General corporate — (31.2) 55.0 0.8 0.3
$1,369.4 5 19.7 8 2,767.2 §72.2 §23.2

1990
Insurance scrvices 51,1380 $129.8 § 2,667.6 $64.3 $35.1
Human resource management consultingg 2004 24.3 118.3 7.3 6.5
Gencral corporate — {31.3) 49.1 0.7 0.6
51,3384 $122.8 $2835.0 572.3 $42.2
Operating Operating Identifiable
Revenues Income (a) Assels

Geographical Areas:

1992
United States § 7385 5248 § 977.7
United Kingdom 311.7 57.7 997.0
Canada, principally Reed Stenhouse Cos. Ltd. 130.0 16.1 213.6
Other countries 170.0 19.5 3975
General corporate = (314) 269
§1,350.2 % 86.7 $2,642.7

1991
United States & 7721 3(32.8) $1,054.6
United Kingdom 289.7 48.3 999.6
Canada, principally Reed Stenhouse Cos. Led. 136.5 214 222.3
Other countries 171.1 14.0 435.7
General corporate — (31.2) 55.0
$1,369.4 $ 197 $2767.2

1990
United States § 7776 $ 622 §1,194.4
United Kingdom 2694 59.2 966.8
Canada, principally Recd Stenhouse Cos. Lid. 133.1 17.4 200.7
Other countries 158.3 15.3 424.0
General corporate — (31.3) 49.1
51,3384 $122.8 $2,835.0

(a) The special charges veferved to sn Note 2 bave been allocated so their respective geographical areas in 1991 and 1990, primariy the Unired Stares.
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Quarterly operating results for 1992 and 1991 are summarized below (in millions, except per share dara).

Income
{Loss) from Net
OE&'mting Operating, Continuing Income
levenue Income Operations [Loss)

1992

1st S 321.2 $ 13.9 S 20.8 S 20.8
2nd 347.1 329 16.9 16.9
3rd 339.0 19.1 8.8 8.8
4th 3429 20.8 8.4 (136.6) (a)
Year $1,350.2 S 86.7 S 54.9 § (90.1)
1991

1st & 3324 $ 153 5§ 4.1 $§ 19
2nd 344.0 269 13.5 13.5
3rd 332.7 15.1 7.2 7.2
4th 360.3 (37.6) (35.2) (35.2)(b)

Year $1,309.4 5 19.7 $(10.4) $ (12.6)

Incorne
{Loss) from Met
Continuing, Income

Per Share of Common Stock: Qperations (Loss) Dividends High Low
1992

1st § .51 $ .51 5 .25 $23-3/8 519-3/4
2nd 41 41 .25 22-3/8 18
3rd 22 22 .25 27-3/8 21-1/4
4th .20 (3.34) (a) .25 27-5/8 25-1/8
Year $1.34 $(2.20) 51.00
1991

Ist 5 .10 s 04 $ 25 £27-5/8 520-7/8
2nd .33 33 25 27-1/2 20-1/4
3rd .18 .18 25 22-3/4 19-5/8
4th (.86) (-86) (b) .25 21-1/8 18

Year 5 (.25} 8§ (.31 $1.00

(a) Includes a provision of $145 méllion or $3.54 per share associnted with the discontinucd and sold underwriting operations (see Note 5).

(b} Includes a provision of 875.6 million (348.2 million aficr-tax or $1.18 per share) asocinted with the restruciuring of the Company’s insurance
broking aperations and ether expenses (see Note 2).
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Tinsley H. Irvin"
Chairman of the Board, President
& Chief Execrstive Officer

Dr. Kenneth Black, Jr.?*

Regents’ Professor Emeritus of
Insurance

Georgia State Untversity

John A. Bogardus, Ji.*®*
Former Chasrman of the Board

Dr. Robert E. Boni !

Peter C. Godsoe™
President & Chief Executive Officer
The Bank of Nova Scotia

Angus M. M. Grossart™®*
Mangging Director
Noble Grossart Limited
(A UK. merchant bank.)
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Deputy Chasrman & Executive Vice
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Michael K. White
Deputy Chairman & Executive Vice
President

Lawrence E. Burk

Global Managing Director

Business Development

Senior Vice President

Alexander & Alexander
International Inc.

Angelo M. D’Alessandro
Chairman & Chief Executive Officer
Alexander Consulting Group Inc.

1) Member, Executive Commitree

2) Member, Audit Committee

3) Member, Compensation and Benefits Committee
4) Member, Finance-Investmem Committec
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Ron W. Forrest

Sentor Vice President

Alexander & Alexander Services Inc.
Chairman & Chicf Executive Officer
Alexander & Alexander Inc.

Ronald A. Tles

Senior Vice President

Alexander & Alexander Services Inc.

Chatrman

Alexander Howden Reinsurance
Brokers Limited

R. Alan Kershaw
Vice President & Treasurer

Jayne D. Maas
Vice President & Director of Taxes

Dennis L. Mahoney
Chasrman
Alexander Howden Limited

Dr., Robert H. Moore
Seniov Vice President
Corporate Relations

Dan R. Osterhout

Senior Vice President

Alexander ¢ Alexander Services Inc.
President & Chief Operating Officer
Alexander ¢ Alexander Ing,

Charles M. Patrick, Jr,
President

Alexander & Alexander of Japan Inc.

John C. Reece
Vice President & Chicf Information

Officer

Ronald J. Roessler
Sentor Vice President ¢ General
Counsel

Paul E. Rohner
Senior Vice President & Chicf
Financial Officer

Donald L. Seeley
Sentor Vice President
Financial Management

Kevin J. Smith

Vice President ¢ Controlley
Alexander ¢ Alexander Seyvices Inc.
Chairman & Chief Executive Qfficer
Alexsis Inc.

Thomas Soper ITT
Senior Vice President
Huwman Resources

Kenncth J. Tesi
Vice President, Director of Corporate
Auditing Operations

Frank R. Wieczynski
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RETAIL BROKING & Risk MANAGEMENT
CONSULTING

Alexander & Alexander

Alexander Insurance Managers
Limited

Alexsis Inc.

Anistics

WHOLESALE INSURANCE BROKING
Alexander Howden Intermediaries

REINSURANCE BROKING

Alexander Howden Reinsurance
Brokers Limited

Alexander Reinsurance Intermedianies,
Inc.

HuMaN RESOURCE MANAGEMENT
CONSULTING SERVICES

Alexander Consulting Group Inc.
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Corpornte Headguarters

Alexander & Alexander Services Ine.
1211 Avenue of the Americas

New York, N.Y. 10036

{212) 840-8500

Annnal Meceing of Stockbolders
Date:  Thursday, May 20, 1993
Time:  9:30a.m.
Place:  The Equitable Center
Audirorium
787 Seventh Avenue
(between West 51st and
West 52nd Sts.)
New York, N.Y, 10019

Approximate Nuwtlber of Equity
Security Holdews

As of March 2, 1993, there were
approximately 2,433 record holders of
the Company’s Common Stock, 703
beneficial holders of Class A Common
Stock and 1,416 record holders of
Class C Common Stock.

Seock Listings

Alexander & Alexander’s Common
Stock is listed on the New York and
London stock exchanges, and its Class
C Common Stock is listed on the
London stock exchange. Reed
Stenhousc’s Class 1 Special Shares are
listed on the Toronto and Montreal
stock exchanges.

Alexander & Alexander’s Common
Stock is traded on the New York Stock
Exchange under the symbol AAL.

Natice of Form 10-K
A copy of the Company’s 1992
Annual Report on Form 10-K may be
obtained by writing to:

Alexander & Alexander

Services Inc.

Secretary

10461 Mill Run Circle

Owings Mills, Md. 21117

Investors, baniers, secnrity analysts
and others destring additional fsfor-
macion should contace:

Frank R. Wicczynski

Sccretary

{410) 363-5802

Facsimile (410) 363-5900

The finnncial section of this vepore is
printed on vecyeled paper.

Printed in the US.A,

Transfer Aqents and Repictravs

First Chicago Trust Company of
New York

30 West Broadway

New York, N.Y. 100072192

The R-M Trust Company
Balfour House

390 High Road

Hford, Essex IGI INQ
England

Montreal Trust Company of Canada
151 Front Strect West

Toronto, Ontario M5] 2N1

Canada

Auditors
Deloitte & Touche

Ing.
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S T oand the World

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 [slands
Canada
Cayman Islands
Channel Isfands
Chile

China
Colombia
Costa Rica
Curicao
Cyprus

Crech Republic
Denmark

Djibouti
Dominica
Dominican Republic
Ecuador
Egypr

El Salvador
Fiji

Finland
France
Germany
Greece
Grenada
Guadeloupe
Guatemala
Guyana
Haiti

Hong Kong,
Hungary
India
Indonesia
Ireland

Isle of Man
Isracl

Izaly

Jamaica

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

Qatar

Republic of Korea

St. Kirrs & Nevis

St. Lucia

St. Vincent & the
Grenadines

Saudi Arabia

Singapore

Spain

Suriname

Swaziland

Sweden

Switzerland

Taiwan

Thailand

Trinidad & lobago

Turkey

Turks & Caicos
Islands

United Arab Emirares

United Kingdom

United States

Urngnay

US. Virgin Islands

Venezucla

Zaire
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