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ALEXANDER & ALEXANDER SERVICES INC. AT A GLANCE

Alexander & Alexander
Services Inc. is a global
organization of
professional advisers
providing risk manage-
ment, tnsurance
brokerage and human
resource managenient
consulting services from
more than 300 offices in
over 80 conntries.

McGil
University
Libraries

Howard Ross Library
of Management REVENUE

Human Resouvee
Management Consulting
Services

Reinsurance Broking {
|

Specindist Insurance
Broking

Risk Management
& Insurance Services

0 R1SK MANAGEMENT

& INSURANCE SERVICES

Alexander & Alexander works on behalf of clients
to design and implement integrated insurance
and risk management programs. We have access
to world insurance markets and the resources to
help clients address ther risk assessment, risk

control and risk financing requirements.

[ SPECIALIST INSURANCE BROKING

Alexander Howden Intermediaries places large
and complex risks that require access to whole-
sale and specialist insurance markets in London,
Europe and internationally. Excess and surplus,
specialty lines and facultative reinsurance place-

ments are also handled by AHIL.

] REINSURANCE BROKING

Alexander Howden Reinsurance Brokers
Limited 1s one of the leading reinsurance
broking companies operating in the London
and international markets. Through a network
of offices worldwide, AHRDB provides a range of
broking and associated services to insurance and

reinsurance companies and Lloyd’s syndicates,

0 HuMAN RESOURCE MANAGEMENT

CONSULTING SERVICES

The Alexander Consulting Group Inc. provides
advisory and support services in human resource
management, including organizational effective-
ness, integrated information technologics,
strategic health care and tlexible compensation,
retrement planning and actuarial services. ACG
also ofters brokerage services for group health
and welfare, special risk and association /mass

marketing insurance coverage.



FINANCIAL HIGHLIGHTS

Alexander & Alexander Services Ine, & Subsidiarice
(fs mrilltons, cxecpe pov share @atenis)

1993 1992 1997

OPERATING RESULYS:

Operaning Revenues $1,341.0 51,369.5 §1,385.1

Operating Income 52.3 855 164

Income (Loss) from Contnuing Operations (a) 23.6 57.1 (9.5)

Loss from Discontinued Operations (1) — (145.0) —

Cumulative Effect of Change in Accounting 3.3 — {2.2)

Net Income (Loss) 26.9 {87.9) (11.7)
PeErR COMMON SHARE:

Income (Loss) trom Continuing Operations ] 40 $ 1.32 h) (.22)

Loss from Discontinued Operations — {3.35) —

Cumulative Effect of Change in Accounting .08 — (.05)

Net Income (Loss) 48 {2.03) (.27

Dividends Paid 1.00 1.00 1.00
FinancraL POSITION:

Total Assets §2,793.8 $2.609.6 §2.737.8

Stockholders® Equity 276.2 185.5 370.1

Long-lerm Debt 111.8 125.1 169.9
OTHER DATA:

Average Common Shares Qutstanding 43.4 43.2 43.1

Number of Emplovees (thousands) 14.5 149 15.8

L]
() fucome (foss) from contiming operations snchdes restiaserniing aid other specind chavges of S13.9 meillion in J992 aind S48.2 mmillion in 1991,
(&) Fhe P2 foss from discontinned operations primarily refleces an fncvemse G the Company's esthmated Habileies under indeinitics provided

ro the purchasers of disconrinned besinesses.
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TO OUR SHAREHOLDERS:

RoBert E. BONT
Chairman of the Board

In Jonuarvy 1994, Di.
Robewt E. Boni was elected
non-cxccutive chaivman of
the Boawd of Divectors of
Alexander & Afexander
Services Inc. He suececded
T.H. Irvin, who announccd
Plans to vetive os ACGA’s
chairman and chicf
exceutive officer.

D Bowi, 66, joincd
AZA’s Board of Divcctors
in 1988. He is chaivinan of
its Executive Convinittee
and a wember of the Audit,
Nominating and
Compensation & Benefits
comaitees.

Frowu 1985 ro 1990, Dy
Boni was ehaiviman and
CEQ of Armeco Inc.,, where
be vestructurved insurance,
aevospace, stecl and oilficld
cquipment manufocturing
opevations. He joined
Awrmeo in 1956 as a
research enginecr after
earning a Ph.D. in metal-
luvgical engineeving from
Carnegie-Mellon
University.

fter my first few months as chairman of
Alexander & Alexander Services Ine.,
I want to give vou a frank assessment of the com-
pany’s current condition and future prospects.
[ also want you to know what the Board of
Directors is doing to deal with some of the ssucs
facing A&A.

Since my clection in January, 1 have talked
with employees and clients as well as with the
financial community and journalists. T have met
individually with the company’s entire senior
management. There is a remarkable consensus;
A&A requires dramatic change to improve
financial performance, to fix certain operations,
and to regain its position of industry leadership.

Jam a firm advocate of change — not for its
own sake, but rather for change that leads to
substantive progress in the pursuit of our
corporate purpose. A&A’s strengths in insurance
and reinsurance broking and in risk and human
resource management consulting are well
established. We have thousands of capable
and dedicated employecs serving clients around
the world.

On this foundation, the company will
address its future with renewed vigor. I cannot
promise an immediate transformation. As 19937

tinancial results show, we have our work cut out



tor us. With net imcome of onlv 326.9 million, or
SO 48 per share, ivis not surprising that A& A
faced blunt guestions about corporate direction
as the vear ended.

sSomie obf A&AS ditficulies are due to
external factors -- stch s unusnadly competitise
business conditions. But other problems have

been seli-milicied. For example, crucial areas off

Some of ATA’s difficulties ave due
to external factors — but others
have been self-inflicted.

our global risk management and insurance
services group have not always performed as well
as they should have.

On a corporate level, discontinued
operavons and lingarion have sapped excessive
amounts of management’s atiention, Core
businesses have occasionally operated without
the reguisite balance of freedom and
accountabilite,

[n Tanuarn 1994 the Board of Directors
took steps to deal more aggressively wich the
challenges tacing the company. Subsequently,
T Tevin, chairman and chiet execurtive otticer,
announeed plans vo retire after more than

40 vears of dedicated service with the company.

[e agreed ro continue as CEQO througlh
March 1994 and 1o complere his term on
the Beard of Dircctors.

At the same time, the board vored to
separate the functions of charman and CEOL
step many companies have taken to strengthen
their corporate governance structure. The
board’s Excoutive Committee 1s taking on
additional responsibilivy for oversight of
company policy and management controls. As
part of the change, T was elected 1o succeed Mr,
[rvinas chairman, ctfective Januan 14,

Onre of nw firse acts was to conmvene a
commiitee of outside direcrors to begin an
international search for a new CEOLAS Twite
this, the process is well underway.,

We are tocused on tinding a1 leader who can
maaimize the substantial potential of our global
franchise. This is likelv to be someone who has
had a successtul track record of running a global
financial services operation under difficult
business conditions, VWhile placing a preminm on
tresh ideas and openness te change, A& A does
not require a “slash and burn™ chiet executive.

T'o be sure, the CECY must focus on oor
problems, control costs and make A& A a more
etticient and productive company. The new

leadership must do whatever is necessary tor



A&A to be the tirst choice of chients, emplovees
and shareholders. This means developing
innovative services and identifying new arcas of
Business oppormity. Ir means emphasizing
consultative relationships and providing a level
of service that is second to none.

To achieve this, it 1s essential to aceelerate
changes in how we manage our business and our
emplovees, We are determined to foster a more
open, people-oriented culture that will free our

cployees to devore themselves even more

We are determined to foster
a move open, people-oriented

culture.

creatively and encrgetically o ther clients. My
own business background, including five vears as
CEO and chairman of Armee Inc., leaves me no
doubt about the wisdom — and practicality —
of this vision,

Our determmation to transform ASA
reflects industry conditions that could not have
been imagined just a few years ago. It would
make 1o sense for us to sumply concentrate on
running A& A more efficiently. The times
demand — and the company needs — leadership

which understands that future suceess will

depend on our ability to provide tangible value
to clients in a rapidly changing envivonment.

Ar the same ume, we must run a tighter
ship. In my opinion, the most disturbing
development in 1993 was the discovery of
IMproper revenue recognition pracrices within
our Alexander Consulting Group subsidiary.
To fix the prablem, several top management
changes were imade at ACG, and its operating
procedures and financial controls were
strengthened.

It is imporrant to be candid about this
sitnation. Bur it must e kept in perspective.
Despite improper revenue cecognition and
disappointing fourth quarrer results, ACG has
the feadership and professional talent necessary
to resume growth and ro improve profitability.
Qur confidence in this business was evident in
A&ANs recent acquisition of Clay & Parmers, a
major U.K. actuanal consulting firm that
sigmficantly expands ACG s serviee capabilities
in Furope. (See “Operational Highlights,”
beginning Pege 7.) ACG also extended it
professional practices i such growth arcas
as integrated informaton rechnologies
and health carc.

Meanwhile, important parts of our risk

management and insurance services operatons



are bemyg ransformed 1o align services more
closely 1o client needs while enhanang
profitabilivy. The changes are most far-reaching
in the United States, where our A& A Inc.
subsidiary sull consiinnres about a third of
A&AS alobal revenues,

Our U5 spraregy Is focused on those
mndustny segments that enable us to best apply

our resaurces 1o add value and profitabiline, We

In the U.S.,
we ave tinplementing
difficult changes to create a more
innovative, vesponsive and

profitable opevation.

lave a growing list of specialtics — from
agriculture, rrucking and constraction to
niation. encrgy, fimancial services and health
care and others — where we have a strong
industny position and outstanding expertise.

[ recognize thar changes in the strociure and
management of the ULS. organizanon have been
difficuit tor many emplovees. The new ULS.
management has the board™s support in
addressmg this issue as we create a more

mnovative, responsive and profitable operation,

|

Orther parts of the rsko management and
wsurancee services group are performing well.
Forinstance, having taken a first-hand look at
Alexander & Alexander UKL T conclude that
the operation is proacrivey adjusting, ro evolving
business needs. Clienu rerention is ligh, and
Marging e quite satisfacrory.,

[eis cear from our UKL expernence that
organicational changes mwust be applicd in g
rhonghdul, strategic manner that recognizes
geographic and culiural differences.

Our global visk management and insurance
services group also s connnuing o grow in Asia,
Fastern Furope and Latin America. Tn the laner

region, we acquired an 80 percent cquity interest
in Asesores Kennedy Agente de Scguros, S.ALa
leading Mexican broker. This purs us i a very
strong position as the North American lree
Trade Agreement takes cffecr. A& A has also
established a global business unit in Mexico Ciy
to better coordinate our global resotrees on
behalf ot clients operating 1y Mexico, Barlier this
vedr, we acquired majorite cquityin Bogota
insurance broker Marmorek Y Asociados Tida.,
La Correduria de Seguros.

Throughout 1993, Alexander Howden
Retnsurance Brokers Limited and Alexander

Howden Intermedianes produced strong



financial results while gaining markert share and acceptable level of financial performance and

extending their global reach. The Alexander shareholder return. Nevertheless, T am contident
Howden Group continucd to report excellent that we arc making the tough deasions neces-
revenue and operating inconw growth and is sary Lo mprove operations and financial results.

Dyuring this difficult period, the board’s

We are making the tough Exceutive Committee and I are working closely
decisions necessary with management. All of us are focused on
to -improve 0}')81’%1’1:07%' and servicing and expanding our client base as well as
ff:ﬂﬂﬂ(liﬂl results, the rerention of A&A’s best cmplovees. We have

a tough road ahead, bur I am personally exaired

now the third largest firm of brokers m the by the challenge of helping A& A achieve its
London market and the third largest reinsurance full potrential.
broker in the world. My tellow board members and T — as

On a corporate level, A&A completed a well as the emplovees of Alexander & Alexander
private placement of 2.3 million shares of — appreciate vour continued support.

convertible preferred stock for net proceeds of
approximately $117T million. This restored Sincerely,
A&As debt-to-total capitalizavion ratio to the

g O e - 1
comfortable level that existed betore the m_/ <, /;fm

1992 fourth quarter special charge for

discontinued underwriting operations. A&A Robert K. Boni
also continued an effective, tax-efficient cash Chatrman of the Board
management progran, March 31, 1994

Despite these achievements, we fell short of

our goals  particularly by failing o deliver an

6



OPERATIONAL HIGHLIGHTS Focus ON FORESTRY

Technology and environ-
mental awareness are

changing Canada’s forestry

This review of A&A’s activities in 1993 takes a fndustry.
ATA in Canada bas
broad look at areas of critical focus, significant beca a leader in this

investment and notable accomplishment within segment for wmove than 50
years, thanlks to industry-
our operations. focuscd vesourees in expo-

suve analysis, loss preven-

tion and visk transfer.
ALIGNING TO MEET CLIENT NEEDS ArA is assisting

MacMillan Bloedel in

istorically, Alexander & Alexander
served clients through a traditional
hicrarchical, geography-based structure, com-
mon to many organizations.
Over time, such a management structure
can limit flexibility in meeting client needs by

creating artificial internal borders and hindering

a company’s ability

. q | Trus Joist MacMillan’s
R Omp Ly O I / l J engineered lumber is increasingly

used in residential construction.
marketplace devel-

opments. In recent years, A&A has taken steps Vancouver explove alterna-

to form a flexible organization that addresses tive technologics to provide

affordable construction
converging market forces — evolving client Inmber
A MacMillan Blocdel
Joint venture, Trus Joist
and cnvironmental hazards, to name a few. MacMillan in Boisc, Idalo,

needs, insurance pricing and availability, liability

A key focus in 1993 was to accelerate the is a pionecy in the develop-
ment of engineerved lumber,
company’s process of aligning its service which requires the havrvest

; ; ; s i “CES,
structure with client needs. A&A’s global Risk of substantially fewer trecs.
Management and Insurance Services division

reorganized staff and resources to structurally

recognize that clients of different sizes,

|~



SPACE-AGE PARTNERSHIP

Russia wants to cxport ity
rocket launch technology but
FEqILives assistance with
insurance and visk man-
gCIRERE PrOFrams.

In 1993, the Russian
Space Ageney nnd Ministry
of Defense asked ATA to
seive o 1w adyisory
commitice vevicwing risk

management issues

Rocket at Star City,
north of Moscow.

affecting space conniwr-
cinlization. ATA is the
only visk management fivi
— and the only forcign
Sfirm — represented,

ASA Is partnering its
aviation, risk management
consitdting and reinsuvance
expertise to design a
consolidated insuvance
progra that accesses avia-
tion navkets in London
and around the world.

industries and attributes require fundamentally
different types of service and advice.

As part of this alignment strategy, A&A
organized its resources to support additional
industry segments and product niches for
companies with common needs and
characteristics. This new structure — based on
client needs rather than internal convenience —
is designed to deliver more tailored services,
streamline lines of authority and put A&A’s
professionals closer to clients,

The segmentation process is being applicd
globally by A&A’s Risk Management and
Insurance Services divisian as appropriate for
local market conditions and client characteristics.

In the United States,

PARTNERING change has been

particularly dramatic and

rapid. In less than three months, 86,000 client
service records were changed to match them
more closely to the most appropriate resources,
and more than 3,000 ecmployees had new
assignments and reporting relationships.

Industry segments are now being led by
practice leaders. These professionals were
recruited from within and outside A&A based
on specific management skills, consulting
aptitude and industry knowledge Lo act as

“change agents” in a new environment,



PArRINERING CORE BUSINESSES TO STRATEGIC

ADVANTAGE

ar compaiies witi hard-ro-place or

geographically dispersed risks, a cross-
cisciplingry approach is essential 1o an ofiecrive
risk panagement program, In 1993, A& A con-
tinued to Took oy opportumities to miegraie it
resourees in ]HH(!\J”\ COAVAVS.

In response 1o a growing privatization trend
i burope, Ladn Amenca and Asia, A&A
created L moatization Consulting Group
consisting ot ih-house speciabists i risk
management consuhing, human resource
Management, remsuarance broking specialy
brokmg and lnandaal risk management. The
new gronp provides broad risk-related services
TO 2OVErNMCALs, sTate-owned enterprises,
purchasers ot companies aid ocher third partics
navigating the crosscurrents ol cconomic,
tancial and regulatory fssues involved i the
PrIvAnTZanon process.,
Another resource immroduced in 1993 was

the Los. Captive Coundil, Based on A&A's
suceesstul European model, the counatl assises
cotpames i esploring and using capuves
cflcctively. The council consists at specialists
from A& A s global risk management. captive

mihagemen and reinsnrancg operations,

Oher crose-disciplinary groups include
AMexComp Copsulting Plusowhich specializes in
workers compensaton, and the company™s
Clobal Risk Control Commuttee, waich
monitors and responds o the increasing
number of safery and onvironmental issues of
COMMON Colnyem \ll'()U”Li [hC AN (]I'ld_

Parinering has sigmbicant benefits for
ctiiciency and financial controls. In Calitoraia,
for example. Ive discrete functions it
previoushy operaied I separate Jocaons now
share one faality and support services, A& A
conunues 1o identify and impicment similar

resource-sharing arrangements,

CREATING CLIENT-CENTERED INFORMATION

AND TECHNOLOGY OQPPORTUNITIES

srvngthening iformadarnt and technology

capabihuies supports A& AT move tow ards
a more consulative relationship with our chems,

AQA™ global miormation strategy aims 1o
unite comiunications and information svsiems
Lo create a tuniversal work station.”™ This will
enable our sttt ro Cralk™ in one compne

Language for basic ransactions and informartion

sharing waorldwide



TRADING TECHNOLOGY

Alexander Howden'’s comn-
mritment to information
networks is belping to
climinate paper processcs —
and change the nature of
commercial insurance
transactions avound

the world,

Alexander Howden
was the first London
broker to join RINET,
the Refnsurance and
Insurance Network, and
tool: the tnitiative in
prowioting electronic datn

Networks offer rapid and reliable

access to responsive markets.

TION &

In 1993, A&A linked the existing electronic
mail systems of its major business units, allowing
cplovees to exchange information
clectronically among themselves and wirh clients
and third partics. It also set a foundation for
implementation of a companywide desktop
computer program that will be completed in
1995 — Microsoft Office.

Videoconferencing standards were
established, and facilities are up and running in
A&A’s London, New York and Pasadena, Calit,
offices as well as corporate offices in Owings
Mills, Md. In addition to reducing emplovee
travel time and expense, the technology can
unprove client access to A&A’s global network
and expertise.

For example, videoconferencing enabled
A&A clients in Southern California te obtain
first-hand information on Lloyd’s of London,

Thosc interested

exchange for wide-ranging I ECH \ OLO GY in unfolding

retnsyrance transactions
internationally,
Together with its exten-

110 Anaficdhatine bes
stve participation in

LIMNET, the Lordon
I'nsurance Market Networt,
Alexander Howden bas
cmerged as o leading
exponcnut of advanced
electronic trading.

developments at

Llovd’s gathered in Pasadena to pose questions
Lt g pallllied ] Udydadena to pose questions

tor Lloyd’s CEQ Peter Middleton, who
responded trom A&A’s videoconferencing
center in London.

The technology is also being used effectively
in business development efforts, allowing

companies in various locations the convenience



HiGHER PRODUCTIVITY
THrovGHT QUALITY

Alexander & Alcexander
(UK) Lrd. bas veceived
- ) . independent endorvsciineint
of "meeting” and walking directly to our i
as the visk wmanagement
professionals. operation of qunlity,
o : : . . . I 1993, all 25 offices
Ihe Alexander Consulting Group is helping ’ ff ]
were awarded the British
its chents apply new and emerging technology. Standard Institute’s BS
. : ; " ; 5750, systenz of proactices
ACG's Integrated Information Technologies P fp
and procedures that targets
professionals are advising clients in the clicut satisfaction as the
, . . . nltimate measure of
establishment of Human Resource Intormation . f
greality.

Centers, which integratre all human resource-

related databases within a client organtzanon. |-)ROD l C I I ‘ } I I Si

Management at al) levels can access centralized

& i

infermarnon as needed.
°
This ininavve witl be a major focus o ACCG s
“walk through™ Technology Center. In 1994, —

the center will be open to clients who wan EN 29001/1SO 9001/8S 5750
APPROVED BY BVQI &)

hands-on invelvement with software and svstems
The scal of the Bureau Verivas

that are being desig and tested for usce i . .
I ing designed and tested for use in WslicyLiicrnational.

their organizations.
BS 5750 complinnce
typically takes two yenrrs,
EXHANCING PRODUCTIVITY ATA (UK) Ltd was
certificd after just wine
months, testainent o 1ts
& A has undertaken a mulovear reengi- internal guality systcms.
. o ; : Its strong financinl perfor-
neering effort in the United States 5 perf
marce detoustrates the
aimed ar improving quality and productiviny, link between guality and
: . . — efficiency.
Konown internallv as “The A&A Wav " rhe 2 J
cttort involves isolating work processes — such
as policy renewals — and redesigning them from

scratch. Combined with a significant investment

in information technology, reengineering offers



an excellent opportunity for dramatic
productivity improvements. The completion
of several pilot programs in our Pasadena office
in 1993 has ser the stage tor formal “voll out”
in 1994,

Companvwide, A&A conrinues 1o reduce
overhead and other expenses. Carcful facilities
management has resulted i significant savings
in premises costs.

Statting levels have been kepr in line wirh

changing business requirements. From a high of

18,000 cinplovees seven vears ago, A&A now
emplovs 14,500, Revenue per capita has risen
56 percent since 1986 — the largest increase in
a outside analyst’s examination of three
pubhcly raded U.S.-based brokers.
Reengineerng and other initiatives
will continue to close the productivity “gap”
rhat exists berween A&A and some major

competirors.

[

ExrannpinG GEOGRAPHIC PRESENCE

&A% development of 3 worldwade

service structure 1s one of the company’s
great success stories. For multinanonal clicats,
A&A’s owned and /or controlled network can
provide a standard of consistear, quality service
that 1s second to none.

Since the fare 19805, A& A has viewed
cxpansion opportunitics not for the purpose of
gaining size but o fill regional gaps or scizce
Dusiness opportunitics in developing arcas,

Thanks to increased privatization activiries
and ratification of the North American Free
Trade Agreement, Latin America has become
one of the world’™s most dvnamic regions. In
1993 A&A acquired an 80 percent stake in
Asesores Kennedy Agente de Seguros, S AL, one
of Mexico’s leading msurance brokers. Asesores
Kennedy has 270 emplaovees in cight oftices,
Jocated in the country’s major commercial and
industrial centers.

The former Communist bloc nations have a
critical need for sophisticated insurance counsel
and represent a promising arca of groweh,
Alexander Howden was the first broker to open

an office in Kazakhstan and received full local



GLOBALIZATION IN ACTION

The 1993 acqueisition of
London-bascd Clay &
Partnery advances AAx
alobalization stratcgy on
sevcral fromes,

In Ewvope, wheve the pri-
vate sector is showldering

agreater pension and bene-

Hite vesponsibilities, the

Adan Fishman, managing,
director, and Brian Kennedy.
chairman & CEQ. of
Alexander Clav & Parrners

Consulring.

actuarial resources of Clay
& Partners are o natural
frewith the Alexander
Consulting Group’s
Euvopean network.

In the UK., peusion
reform is Hikely to trigger
siguifieant consniting
activity, Alexander Clay &
Partners Consulting,

030 streng, Is preparved to
respond to loced and
multinational companics

operating there.

registration in OQcrober, giving us forms,

acereditation as an insuratee and reinsuranee

broker. ['Tns

LOBALIZATION v

e

than e vears o

research and consultaney m the region.,

AXAT presence m Kazakhstan along with

orther recem v opened ofhices i Honean,

Poland and the Crech Republic retlect our
camnitment to estabhish w conwrolled operanen

10 ensire 4 consistent standard of servicy.

GLogAar DIVERSIFICATION

pereent of vevenes

1988 1993

s 6 [ ]
[ AN N [ IANTTRF NS

Changes tn ASAY vevenne base over the lost
Five vears reflect the stronger growtl of revenies
antside the ULS.



FinanciaL CONTENTS

15.

16.

22

23.

24

25.

26.

Selecred Financial Data

Management’s Discussion and Analvsis of

Financial Condition and Results of Operations
Report of Management

Independent Auditors” Report

Consolidated Statements of Operatons
Consolidated Balanee Sheets

Consolidated Statements of Cash Flows

. Consolidated Statements of Stockholders” Equity

. Notes to Finandial Statements



SELECTED FINANCIAL Dara

Abexander & Alvvainder Sevvices T 5 Sichsid s
den o maditonis exeept per e qinling)

Ja3 juu2 vl 1990 1980
OPERATING RESULTS:
Operating revenues 51.,341.6 51,3695 51,3831 £1.361.4  S1.265.6
Operating inceme 52.3 83.5 lo.4 1238 128
Income (loss) from continuing,

operations {a) 23.6 57.1 (9.5} 55.9 64.2
1Loss from disconninued

operations () — (145.0) — - —
Lxtraordinary eredity — — — 1.1
Cumulanve cflect of change m

ACCOUMmng, 3.3 — 2.2 — —
Netinconie {loss 26.9 (87.9) 1117 33.9 65.3

PER SHARE OF COMMON STOCK:
Tncome fossy from continuimg,

Operations > .40 5 13 S22y s 130 8 149
Loss from discontinued operations — 13.35) — = —
Lxtraordinary credits — — — {13
Cumulative eftect of change in

AcCOUnTing, 08 (.03 —
Netincome foss) S 48 S {203 S (.27 b 1.30 S 1.32
Dividends paid S 100 S 100 s 100 S 100 s 1.00

WEIGHTED AVERAGE SHARES QU ISTANDING 43.4 43.2 431 43.0 429
FinANCIAL POSsITION!:
Total assers $2.793.8 52.609.6 $2.,737.8 §28129 S2.581.7
CUrrenr assets 2,201.06 20042 2.085.1 20569 1,899 3
Working capital [lo.1 1191 131.8 Q7.3 1524
Long-term debt I11.8 12511 1699 182.6 2155
Stockholders” equir 276.2 185.5 37001 430.0 3799

- ]
(a) hicenie r."m_\')‘[)'um et eporations sicledes reavaciogigy and ot special daeges of SNE39 ndiion o EOUI SR D anillw fu 1994,
and 372wl fu 1900
thy The 1992 fows fronr Aisconcontied opcrarions pronacily roffects an perease fnthe Compaany's estoitaied (tabifities seadee mdcnnaies proveded
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NMMANAGEMENT'S DISCUSSION AND ANAIYSIS OF FINANCIAL CONDITION AND

RESULTS OF OPERATIONS

Restnrs 01 OUERATIONS

Creneral

The Companys core bisiness activities e coneen-
trated I iwo principal segments, insuranee services
and hinnan resource management consulting. Insar-
ACC STV IUES Feve LS acCount tor approvimaiet 84
percent of the Companv's total revenuoes and are
dertved primarily from risk management and insar-
anve services, speatalist and reinsurance broking oper-
atons, Tunan resource management consulting,
operations, which represent approximately 16 porcent
of total revenues, include services for emplovee benelin
Progranms, commumications and management consult-
g health caire consulung, organizational analvsis and
planning and beneins broking,

The Compannys visk management and insurance
servive revennes e genesaliv related o the desels of
premuims tor coverage placed on behalt of clients,
Thronghoot the Tastseveral vears. these revenues have
been negatively influenced by the steady decline in
premitm raes, particulah in Noveh America. This
decline has been due to the intense compenvon
amaong surance underwriters tor business and eacess
overal marker capacite. Inaddition 1o the msurance
market forges, revenae growtiy has been curtailed by
the generally poor worlds ide economic conditions
and astgnificant drop in interest rates which reduced
the Torerest income carned on fduciary funds, Daring,
this period, revenue growth has largeh stemmed from
aew business initatives and the development of niew
prodacts and services,

The Compamy cannot predict the tinng or extent
of anv changes i prentm rates or overall cconomice
conditions in 1994 however, property premium rates
are anticipated to stabilize witly casualty and Jiabilin
rates remaining very competitive. Reinsurance pricing,
will remain mived: however, market capacite has ex-
panded i certain bines, Leonomic variables are anrici-
pated o remain semew hat stane with the possibihoe
of ashighi mcrease in short-rerm mierest rates and
moderate cconomic expansion in the United States,

During rhe last three vears, consulung revene
arow th has been constramed by the downrrm i
worldwide cconomic condinons and, particularly in
the fast o vears, by the uncertainn over health care

(1§

reiorm i the United Sraes, Consultung chents have
reduced discretionary spending and the lack of new
legislation has resulicd i severe price competition,
particularly tor actuarial services relating, to emplovee
Denedit plans. These conditions are expedied 1o con-
tue inte 1994, although revenue srovwth conld be
stintlated if new health care reform propaosals i ihe
United Srares are enacted.

The tollow ing discussion and analvsis of sigmbcant
facrors atfeciing the Company’s resules o operations
and liguidite and capital reseurces should be read in
conjuncuon with the aecompanying financial state-
ments and relaed notes. The Compam™s hinancial
statements Ton all periods prior 1o December 31, 1993
have been restated from those previoush reported 1o
refledt a correcnion of certain revenue recogniion
praciices of the Alexander Consulting Group Ine.
subsidivy and o reflect the pooling of interess acqui-
siton of Clay & Partners, a UURC-based acvoarial cone
sulting operation. See Notes 2 and 3 of Notes 1o
Fivaneial Statements Tor further imjormsirion,

Opcrating Revenues

Comsohdated operaung revenues decreased in 1993
b 8279 million or 2 percent compared 1o a decrease
ol SIS0 million or L1 percenr in 1992,

Revenue comparisons were impacted by bork jor-
cign currency fluctnanions as well as disposivions of
non-core businesses. In 1993 versus 1992 1he US.
dollar strengthened stignificantv against imost o he
NGO currencies 1 countries where the Company
operues, nchuding 4 17 percent appreciation againsi
the UK pound sterling. This negativelv impacied
consohdated operating revenues by approsimatey
5577 million or 4.2 pereent m 19930 Torcign ox-
change vates had minimal impact on the comparabibye
ofrevenues in 1992 versus 1991, In addition, the
Company dispased of three non-core businesses i
1992 two ol which oceurred 1o the list quarter. The
mmpact on revenues in 1992 from the sold operations
was a reducton of S478 million when compared 16
1991,



Comaissions and Fres
Commissions and tees e deiived from the tollowing
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Toral commissions and fees decreased by $9.3 mil-
fon or 0.7 percent in 1993 compared to a 564 million
or 0.5 percent decrease in 1992 versus 1991,

Broking commssions and fees in the risk manage-
ment and surance services operanons increased by
S73 million or 0.9 percent ia 1993 compared to a
S45 1 mullion or 3.3 perconrt decline in 1992 versas
1991, The comparison of 1992 versus 1991 was nega-
elvimpacted by S471 milliont due ro the 1992 sales
At non-core businesses,

The contuation of reduced property and casualiy
premium tates i North America, coupled with the
mpact of unfrorable cconomic conditions, limited
revente growth 1 the comparable periods. These
cttecrs were partadly offser by new business produc-
tion and moderate Arming of premitm rates in certam
nternational markers,

speciahst msurance breking commissions and fees
mereased by 873 million or 84 percentand S12.4
million or 10.7 percent in 1993 and 1992 respectively.
The growth m commuissions and fees tor both compa-
rable periods reflects strong new business production
and rate mereases, particolarho i the United Kingdom
and Asa-Pacific markets, partally otfser by slighely
lower toreign exchange vates.

Rernsurance broking commissions and fees in-
creased by 537 million or 2.8 pereent in 1993 over
1992 and S14.3 million or 12.2 percent in 1992 versns
1997 Revenue growrh resulted Trom premium raie
increases 1 most non-LLS markers and new business
eftorts, partraliv oftset v a dechne in {oveign exchange
rates 1 1993 which negaivel nmpacied revenues by
dppaecsimately 8 percent. Revenne grosveh has heen
restricted durmg 1993 and 1992, partcularly in the
marine and nop-marne markets, because significant

clements of previously available capacity have been
withdrawn from the marker and cerrain risks have
ceased o be underw ritten.

TTuman resouree management consulting commis-
sions and fees decreased by S276 nallion or L1 per-
cent in 1993 compared to a S14 million or .2 percent
nerease i 1992 over 19910 Revenue production was
negatively mlluenced in 1993 by the uneertines
surrounding health care retorm n the United Stares,
lower Joreign exchange rates, and revenues olan
operation sald i 1992 Consulting clients have contin-
ued o reduce the number and scope ol discrenonary
projects stenmming from cconomic condinons, particu-
Ly 1 the United States. Revenoe growtly was
achieved in 1992 compared 1o 1991 primarily from
new busimess as well as inereased emplovee benefn
acrivities in the United Kingdom,

Pidseinry Investrient Licenie

[wvesement income carned on bduciary funds
decrcased by 25.7 percent in 1993 primarily due 10
lower average interest rates worldwide, partcularly

in the Unired Scares and Ulnired I(ini{_:lmm. I:i(ill('l.ﬂ"\'
investment income declined v 11.3 percent in 1992
versus 1991 also due to lower mierest rates, parnialls
ottset by higher average investment levels.

The Company believes that short-term interest
rares in 1994 are hkelv woinerease slightlvan the
United States; however, firther declines are
expected i the Furopean markets.

Opcrating Expenses
Consolidared operanmg expenses, excluding rhe
applicable special charges deseribed below, inereased
by 85,3 million or 04 percent m 1993 compared to
A 5221 million or L7 percent decrease n 1992
versus 1991

In 1993, as a result of lower forcign exchange rates
and hedging contract gaing, cxpense compansons
with 1992 were favorably impacted by S66.3 miliion
or 3.2 percent. Inaddition, the impact on total
expenses in 1992 from the sold operatons was a
veduction of $40.2 mitlion compared to 1991



Salarvies and benejits
Lotal salaries and related benelits decreased by S19.2

milhion or 24 pereent in 1993 compared to 4 833
million or 04 percent increase i 1992, The 1993
dechne swas prinsarile aeribuiable 1o lower toreign
cvehange rates. offser by sliehith higher staft costs in
Jocal curreney rerms, Stalt costs Tor the comparable
periods melude normal salay progressions and higher
Denefit costs partialle offser by lower headvounts.,
Lncentise-related vosts, which are primarily based
upon pertormance of the individoal operating compa-
mies, dedchined i 1993 compared to an increase in
1992 over 1991 10 1992 the Company realized stafl
costsavings ol approvimately S14 million due to the
restructuring program as well as a0 8223 million
reduerion resulting from the sold operations.

Other Operating Expenses

Oher operating expenses incrcased by 5245 million
or a1 porcentin 1993 compared 1o a dearease off
S254 mllion or 5 percent i 1992 In 1993, the
mcrease refleces higher insurmce costssravel and
cnteriainment expenses and sistems deveJopment
conts, offser by Jower Toreign exchange rates, In 1992
such evpenses, including, premises costs and amortiza-
tion ol intangibic assets, were tivorabl impacted by
the restructuring ad other special churges recorded
m 199 s well as a SEZ9 milhion redoction from the
sold operations,

Insurance costs reflect bigher third-party inswrance
premiums and selmsurance reserves for the
Compans professional indemmity programs, The
Company believes its insurance-related resenves are
suthicient tocover all porential laims and habilinies;
Roweser, there is no assurance that escalaring lingation
costs and awards, as well as insurance company insol-
vencies, will not adverselv impact the future overall
CORS OF DISURINCE COVCTIZes,

Etfective Januare 1, 1993, the Compan adopred
Siatement of Financial Accounting Standards (51AS)
No. 106, Emplovers” Accounting for Posoretirement
Benefits Other Than Pensons” fories US. plans. Tn
1991, the Company adopted the provisions of STAS

Neon 106 relating to deferred compensation plans, This
statcment reguires the Compaw to acerue the esti-
mated cost of Tuture retiree bepefiv pavments duving
the vears the emplovee provides services, The Com-
pann previousiv expensed the cost ol these benefits,

which are principally health care and lite insurance, as
premimms or caims were paid. The Company has
clected 1o recognize the inital postretirement beneht
obligation ol ST million over a pertod ol twenn
vears. The Company s cash Hows are nor atfecred by
implementation of this statement and the impact to
the results of operations for 1993 was not significant,
In November 1992 the Financial Acconnning
Standards Board issued SEAS Noo 112, “Emplovers”
Accounting for Postemploviment Benefis” which awill
be adopred by the Company i the first quarter
ol 1994 T'his starement requires thae certain benehs

provided to former or imactive emplovees atter emplov-
ment bat prioe to retirement, mcluding disability ben-
ciits and health care continuation coverage, be acerued
Based upon the emplovees” service already rendered.
The comulative eftect of this accounting change is
cetittated to approximaie S2.7 million atrer-ta and
the marease to the annual cost of providing such ben-
chivs wiill nor be signilicant.

Speciad Chrrges

[ 1992 the Company recotded a S10.5 millon pre-
tax charge (S139 million after-tax or 50.32 pershare!
associated with the 1987 sale o Shand, Morahan &
Compan, Tneishand ), The provision reflects the
estimiated cost of indemnities provided te the pur-
chasers of Shand.

In 1991, che Company recorded 0 8756 million
pre-tax charge (548.2 million after-tax or S1.12 per
share 1 associated with the restructuring olits insur-
ance broking operations and other expenses. The
restruceuring portion of the charge amounted o
S45.5 million and mcluded the anticipated costs of
closing or consolidating certain offices as well as
the restrocturing of others, T addition to the re-
structuring costs, the special charge included 171
million relaing primarity to the write-ofl ol certaim
intangible assets and SI3 million relating, primarily ro
the estimated costs of indemninies given to the pur-
chascrs of Shand.

Other Income and Expenses

[nvestment imcome carned on operating funds
decreased n 824 million or 20 percent in 1993
compared to a decrease of 1 miliion or 77 percenr
in 1992, The deoreases in these comparable periods



rellect the significanthv Tower short-rerm interest rates
throughot: maost of the maor world markers.

Interest expense deercased by 83.0 million or 20)
percent i 1993 compared o adecirease ol $4.2 mil-
horor 189 percent in 1992 This reflects significanlv
fower worldwide interest rates and adecrease inaver-
age debr levels,

Crher non-operating income 1expenses | is com-
prived of the followimg:

Vo ended December 81 ILLA] fuh)? oyl

Cuains on sales of Busiesses N AN N3N b

[ lizanon costs {20.2) 1380 2.0

Ohher n.- 1.9 1.5
5(15.0) 5399 51067

Langation costs increased substangiallv in 1993 due
printarily 1o pre-trial discovery preparations associated
with the Mutoal Fire Tusvsuit deseribed in Note 13 of
Notes to Financial Statements as well as the setdement
al certun other litisation matters.

Income Taxes
Fective January 1, 1993, the Company adopred SFAS
No. 108 Accounting for Income Taxes” The cumula-
e ettecr of adopring this standard increased net
meome b S33 million or SGO8 per share. There were
no significant changes in the components ot income
Ly expense ar the Company™s ¢ffecctive tay rate as a
result of maplementing this standard.

AL December 310 19930 the Company has a net
deterred tay asser ol $57.6 nullion, wlouch is net ol a
8231 milion valuation allowance primarily relating

o net operating foss, tas credit, and capital Joss
carnyforwards. The saduazion allowance represenis
approvimateh 70 percent ol the carmvtorwards, The
Company believes that it is more likely than not

that this portion of these deferred tax assets will not
be realized.

Asubstantial portion ol the net deferred tay asser
reliles To various Ainancil statement expenses and
aceruals, primaril i de TUS. thar wall not be tax
deductbic unnl paid. These costs, which will be paid
over many vears, include principally deterred com-
pensation expenses, professional imdemnity costs,
and pension and other emplovee benehit expenses.
Ihe Company believes a valuation allowance 35 not
necessary for these remporary ditferences since i is
avpected that tasable income will be generated in
future vears o assure realization.

1o

The Companys ctfective tax rates, excluding the
1992 and 1991 special charges deseribed above, were
2001 percem, 39 pereent and 40,6 percent i 1993,
1992 and 1991, respecnvelv. These rates compare to
the US statutory rate of 35 percent i 1993 and 34
pereent in 1992 and 1991, The effective tay rates prior
to 1993 were higher than the LLS statutory rare due
prinarily 1o amortization of goodwill and certain
cxpenses which are not deductible for tax purposes
in the jurisdictions in which the Cotpany conducts
business.

As aresult ol capirad gaims generated in 1993, the
Company recognized a tay benelir of $3.5 milhion
assaciated with o prioe vear capital Toss, which
decreased the ellective tax race in 1993, In addition,
Clav & Partners operared as a parenership prior 1o the
mereer. and accordingly, therr resules do ot reblect
corporare income tixes ot approvimately S99 milion
in 1992 and S2.1 million in cach of 1992 and 1991,

As discussed 1 Nowe S o Notes to Finaoci
Statements, the Company has reached an agreement
with the Appeals Office of the Internal Revenue
Service on the sentdement of tay issues lor the vears
L9580 through 1986, The settdement agreement is
subject to final review by the seatf ot the Jomt
Commirtee on Taxarion which should be complered
during the bBrst hall of 1994, The setdement is
within previoushy established reserves,

The Company s also under examinanon by the
Inrernal Revenue Service torvears 1987 through 1991
The Company believes thar adequite provision has
been made to cover liabifities which may arise on final
settlement of these examimations.

Discontinucd Operations

Indemmnines provided by the Company to the pur-
chascis of Sphere Drake include aprovision covering
future losses on the insurance pooling arrangements
from 1933 to 1967 berween Sphere Dirake and Opion
Insurance Company (Orion ), a U R-based imsurance
company, aod furure losses pursuant 1o stop-loss
reinsurance contmct berween Sphere Drake and
Llovd™s Svndicare 701,

The repes of claims being reported on the Onon
insurance pooling arrangement are primavrily asbesto-
sis, cnvironmenta! polluton and latent discase clams
i the United Stares and are coupled with substantial
Hdgation expenses. Liabihies tor these clams cannor
be estimated by comventional actuarial reserving tech-
niques becatse the available historical experence is
not sutfcient o apphy such techniques Tor these tvpes



of claims and case Law, which will uliimarely determime
rhe extent of these Babilities, is st evolving,. o date,
LS e law has afveady altered the intent and scope
ol these policies 1o some extent.

The Company has obtained advice from an inde-
pendent actuarial firnm who used available exposure
informacion and various projection teehnigues in
estimating the Compam?s ultinate exposure. The
Compan has provided as its ulrimate exposure, the
actuarial Arnt’s pomr estimate, which approsimates
the mid-point wichin their range of expected loss and
4 provision tor Sphere Drakes share of uncollectible
reinsurance recoverables, The $70 miilion ditference
hetween the Tow and high estimaces of their range is
quite wide due ro the expansion of coverage and liabil-
ity by cerain state courts and Jegislarures for eoviron-
mental pollnion and other losses in the past and the
possibiling of similar interpretations in the funre, as
well as the nneertainy in derermining whar scientific
standards will be aceeprable tor measuring sire
cleanup.

The myjor portion of the S145 pyitlion loss from
discontinued operations recorded Iy the Company in
1992 was duce to recording additional reserves assoct-
ated with the Orion indemnity.

Sphere Drake’s appeal of the decision regarding the
lawsuit against the Names on Llovd™s Ssndicate 701
was heard 1 October 1993 with the UK Court of
Appeal upholding, the adverse dectsion of the lower
court. As a result, the deferred litigavon serelement
balance o1 $22.3 million deseribed in Note 14 of
Notes to Financial Statements has been inciuded
the Compam™s net labilities of discontinued opera-
vons. The Compary has provided $45.8 millon,
which mcludes the above $22.3 nuillion, ay its ultimate
eaposure under this indemninty based on an cstimate
by an independent actuarial firm.

The Sphere Drake indemmnities and other Fabilities
arising, our of the disconrinued operations are
eapevted to be serded over vany vears and vould
extend over a 24 1o 30 vear period.

The Company believes that, based on curvent
cstimates of exposures, the reserves relating,
to discontinued operations are adequate. Flowever,
there can be no assurance that further adverse devel-
opPMents may not occur due o variables mherent in
the estimation process. including estimating msurance
reserves tor environmental pollution, Tatent disease
and other exposures, the collectibilite of reinsurance
recorerable balances and other mateers.

Comulative Eftect Adjustments

Effective January 119930 the Company adopted SFAS

Noo 109, “Accounting for Income Taxes.” The comu-

lative eflect of adopting this standard increased et

incame by 83.3
Ettective January 1, 1991, the Compaiy adopred

the provisions af SFAS No. Qe “Emplovers” Account-

million or SOO8 per share.

ing tor Postretirement Benelits Ocher Than Pensions”
relating to deterved compensation plans. The cumula-
tive effect of adopting tis standard decreased net
income by 52.2 million, net ofa related income tas
benefit of SLS million, or SO.05 per share.

Liquidity and Capital Resources

. ! f

In 1993, cash flow aencrated froms operations, sup-
plemented by the ST109 million of net proceeds upon

3 million shares of S3.625 Series A

the issuance of 2.3
Convertble Preterred Stock discussed below, was
suthicient to fund the Company’s operating and
capital expendicure requirements as well as dividend
PRI s,

Net cash prosided Irom operations declined by
S120.2 nullion in 1993, A substantial partion ot this
decrease represents the net change i fidociary receiy-
ables and pavables, which are dependent upon the
timing of the receipt of premimns from clients and
the subsequent paviment of such premiums 1o vhe
Insuranee carriers.

The increase in cash and casiy cquivalents and
short-term investments primarily represents fiduciary
funds which are generallv not available for the operat-
ing needs ol the Company. Such funds are imvested
in high-qualitv instruments, ncluding bank time
deposits and governmental securities, At December
31,1993, more than 80 pereent of the Compam™s
cash and cash equivalents and shore-term investinents
are represented byosuch Aduciary balances.

Omn AMarch 18, 1993, the Company issued 2.3
million shares o 83.625 Scries A Convertble Pre-
terred Stock through a privare placement oftering of
SIS million of such shares, Such shares wre comvert-
ible into Common Stock ab a conversion price of
S31.875 per share of Commion Stock and are
redeemable, in whole or in pare, v the Company
begimimg in March 1997 The ne proceeds to the
Company were STHOY million and are available for
weneral corporate purposes,



The Compam’s net capital expenditures Tor prop-
ariyand eguipment and acguisitions were 847 million
in 1993, a0 increase ol $24.6 million over 1992,

This increase primarily consisted of expenditures tor
swstems-relared soltware and equipment as well as
s1o4 million for an acquisition in Mexico. Capital
avpenditures are expecred 1o moderate somewha

in 1994,

I'he Company has a S130 oallion long-term credit
agreement with various banks which expires in julv
1995, No borrowings were ourstanding as ol
December 31, 1993 and none are contemplaed
during the first quarter of 1994, Based upon current
tfinanvial projections tor 19941 is probable that the
Company will not be in compliance with certam
corenants contaned inthe eredir agreement, and that
this mav be reportable 1o the banks during Apnl 1994,
While there can be no assurances in thus regard. the
Company believes that it will be able to obrain any
necessary waners or amendments Lo such agreement.
supplementing the credit agreement, the Company
has uncommitted cancelable Tines of credit toraling
5162.8 milhon.

I 1993, certan rating agencics downgraded the
Company™s commercial paper to below imvestment
grade. The Company had no commercial paper out-
standing during 1993, and docs not expect tossue
such short-rerm financing unul the Company’s credi
rating has improved,

ln 1993, the Accumulated Translation Adjusimcits,
which represent the cumulative eftect of translarimg,
the Compam’™s international operations 1o LS,
dollars, negatively impacted 1oral Stockholders’

Fquity by S12.60 million. The decrease resulted from
strengthening of the US. dollar against most of the
myjor currencices of tie Compam’s overseas
OPCTaAtons.

As described in Notes 6 and 13 of Notes to
Finandaial Statements, the Company has significam
lrigation and other exposures which may require cash
resources. Inaddition, as described in Note & of
Notes o Financal Statements, a sertlement has been
reached with the Appeals Oftice of the TRS on the
stghificant tav issues which, subject to review, s within
the Company’™s previoush established reserves and
which is expected o reguire cash resourees of approsi-
mately 838 mitlion during 1994, The Company has
substantial argnmients and legal defenses against its
fitigation exposures; however, the timing and ulumate
ontcome of these issires cannat be predicred with
certainty, When funds are required on the settlement
with the TRS and i1 the event additional Tunds are
required W meet itigation expasures. the Company
belicves it has suthicient resources, indluding credit
Capacity, 1o cover those tax habilities and other poten-
tial Tabilities which are lkely to arise on seulement of
other ssues.

The Company has an acamuiaed deficit ol ST19
million at December 31, 1993, Under Marviand law,
dividends may be paid as long as, afler giving eflect to
the dividend, o corporanion is able to pavirs debis as
thev become due im the vsual course ol business and
renal assers of the corporation exceed roral Babilities
plus any preferential righrs of stockholders upon dis-
solution of the corporation. The Company’s current
finandial position satisfies these requirements and the
Board ot Direcrors declared the regutar guarterly
dividend of 50.25 per share pavable in March 1994,
The Board of Directors will cantinue 1o monnor the
Company™s [Inancal performance in connection wich
future dividend decisions.

The Company belicves that cash flow irom epera-
Lons, atong with corrent cash balances, will be suth-
cient Lo sanstvworking capital and other operating
requirenents i 1994 Inthe event addiional Tainds
are required, the Company belicves v will have sufh-
cient resources, iwcluding borrowing, capacity, Lo mecl
such requirements.



REPORT OF MANAGEMENT

Ihe Company's management iy responsible lor the
preparation and contents of the information and repre-
sentations contamed 1 the consolidated hoaneral
starements and other secnions of this annual repaort.
Management behieves that the consolidated financial
statements and refated iniormation have been prepared
o accordance with generally accepred accounting,
principles appropriate i the crcumstances, including,
amnounts that are based on management’s judgment
and best estimares.

The Company mainrains a svstem of internal
accounting controls to provide reasonable assurance
that assels are saleguarded agaunst loss from winaatho-
rized use or disposition and that accounting, records
provide a reliable basis tor the preparation of inancial
statements. The imternal accounting control system s
angmented by an internal aunditing program, wricten
policies and guidelines, and careful selection and
tramning of qualilicd personnel.

Deloitte & Touche has been cngaged, with the
ratiiwation of the Companys stockholders, as the -
dependent auditors 1o andit the financial staements
of the Company and 1o express n opinion thercon,
Them opinion is based on procedures believed by
them to be sufficient o provide reasonable assurance
that the financial statements present forly, inall macer-
il respects, the Compamny™s fimancial position, cash
flows and results ol operations. Their report is set forth
on Page 23,

T
b

The Audit Commitee ol the Board of Threctom is
compencd of five dircctors, none ol whonis an
cmplovec ol the Company, Te assisis the board in exer-
cising its ldociary responsibilities for oversighi of audit
and relared matrers, including corporate accounting,
reporting and control practices. 1o responsible tor
recommending to the Board of Directors the in-
dependent auditors 1o be emploved Tor the coming,
vear, subyect 1o steckholder approval, The Audic Com-
mittee meets periadicallv wich management, ineernal
auditors and the independent audirors to review
inrernal accounting controls, anditing and financial
reporting matters. The mdependent anditors and the
mternab audicors have unrestricted access wo the Audic
Camniee.

Tislev T Trvan

Cliref Fxecurive Officer

///_‘ 4
' '/éd./g é@é{ﬁu

Paul I+ Rohner
Sesivor Viee Pivsidene &

Chucf Foinncral Officer



INDEPENDENT AUDITORS” REPORT

To The Stockholders of Alesander & Alexande
Services Tnw.

We have andited the accompanving consolidared
balince sheets of Adexander & Alexander Services Tne.
and Subsidiaries as of December 31, 1993 and 1992,
and the related consolidated statements of operations,
cash flones and stockholders™ equiny for cach of the
three vears in the period ended December 31, 1993,
These tinancial stacements are the responsibility of the
Compan™s matagement. Qur responsibiling is 1o
evpress an apimion on these fimancial statements based
an onr audis.

We conducted our audirs v accordance with gen-
crallv aceepted auditing standards. Those standards
require that we plan and pertorm the avdit 1o oblain
reasonable assurance abour whether the Anancial
sLements are free of marerial nusstarement. An audi
includes examinmg, on atest basis, evidence support-
g the amounts and disclosures in the financial state-

ments, Anaudic also includes assessing the accounung

principles used and significant estimates orade by

’)

[ )

i

manageient, as well as evaluating the overall finanaal
statement presentation. We Delieve that our audits
provide areasonable basis for our opinion.

I our opinion, such consolidated financial state-
ments present farrly, e all macerial respects, the finan-
cial position of the companies ar December 31, 1993
and 1992 and rhe resutts of ther eperations and their
cash flows for cach of the three vears i the perod
ended December 31, 1993 in conformine with gener-
allv aceepred accounning principles.

Ay discussed in Notes 5 and 7 1o the consohdated
financial statements, in 1993 the Company changed its
method of accounting {for meome taxes and postretire
ment benefits, and. in 1991, deferred compensation.

DELOITTE & TOUCHE
Balumore, Marvland
February 25, 1994



CONSOLIDATED STATEMENTS OF OQPERATTONS

Mexander & Alevanider Seivices L & Sutbsidinres

bar the vears cnded Decenler 31 (e wiillons, cxeepe per duec miaroni

o Juu2 jo9l
OPrERATING REVENTES:
Commissions and fees S1.287.7 51,297 4) 51.303.4
Fiduciary investment income 533.9 72.5 817
1,341.6 1,36%.5 13851
OPERATING EXPENSES:
Salaries and bhenelits “85.3 804 5 801.2
Onther 504.0 4795 3049
Special charges:
Restructaring, : — 5.0
Other — .- 17.1
1,289.3 1.254.0 1.368.7
OPERATING INCOME 52.3 835 164
QIITFR INCOME (EXPENSES):
Investment income 9.6 12.0 13.
Interest expense (I4.4) (18.h i22.2)
Other {(15.0) 399 0.6}
Special charges - (16.51 i13.0)
(20.4) 174 (22.8)
[NCOAME (LOSS) BEFORE INCOME TAXES AND MINORITY INTERES| 31.9 102.9 [64)
[N OME TAXES 0.4 44.0 0.7
[NCONME (LOSS) BEFORE MINORITY INTERES| 25.5 289 (7.1
MINORITY INTEREST (1.9 (1.8 (2.4}
INCOME (1OSS) FROM CONTINUING OPERATIONS 23.6 7.1 (9.5}
LLOSS FROM DISCONUINUED OPERATIONS — (145.07 —
INCOME {(LOSS) BEFORE CUMULATIVE EFFECT
OF CHANGE [N ACCOLUNTING 23.6 (879 (9.5}
CUNMULATIVE EFFECT OF CHANGE IN ACCOUNTING 3.3 — (2.2
INF T INCOME {1L0OSS) 26.9 (87.9) (11.7)
. _________________________________________|]
Preferred stock dividends - (6.2 N —
EAarNINGS (LLOSS) AVATLABLE FOR COMMON SIIARELLQIDERS 5 207 S (87.9) S 117
it = M, (e — w0l S
PER STHIARE OF COMMON STOCK:
[ncome (loss ] fron continuing operions A A0 S 1.32 S 1.2
Loss from discontinued operations: (3.35) -
Income tloss ) belore coomularive effect
of change 1 accounting A4 (2.03) i.22)
Cumularve effect of change 10 accounting, 08 .- 1 08
Net mcome (loss) S A8 S (203 S .20
. __________________________________________________________________________|
Cash dividends 5 1.00 S 1.00 S 1.00
I T e e T L T e e s o, v S
WFIGUTED AVERAGE NUMBER OF SHARES 43.4 43.2 43.1
T T e B e e

Ser Noiew ta Fonstercied Sirdenients,



CONSOLIDATED BATANCE STHIELTS

Adevarider O Alevander Services Iyes S Absidraries

Detensber 310 e milliong s

199 102
Asshls
CURRENT 3851 1%:
Casliand cash equivalents 6422 S 5825
Short-ierny i estments 246.5 239.1
Premivms and lees receivable inet of allowance for doubrful accounrs
ol S203 1 1993 and 8221 in 1992 1.172.3 1.134.2
Prepaid expenses and other current assets 140.6 98 4
lortal current assets B 2.201.6 2.054.2
PROFERIV AND EQUIPMENT:
Land and buildings 38.2 5.6
Farniture and cquipment 3054 3132
[caschold improvements 101.1 104.4
4447 4332
L ews aconmulated depreciation and amaortization 1292.3) {284.0)
Property and equipment {net} 152.4 169.2
OTTIER ASSKIS:
Inrangible assets cnet ol accumulated ameortiZation
ol ST1I2.] i 1993 and S1077 in 1997 188.8 187.1
251.0 1991

(nher

§2.793.8

82,6096

Liasinimies asn STockornrrs” Eourrry
CURRENT TIABILITIES:

Premiums pavable 1o insurance companies 51.744.0 51,0926
Short-term debr and current portion of long-termy debrt 29.2 6.7
Accounis pavable and acerned expenses 312.3 235.8
Total current Habilities 2,085.5 1.935.1
LONG TERM LIARIT)F1ES:
Long-term debr 111.8 1251
Delerred income taxes 17.9 717
Nerliabilines of discontinued operations 106.5 954
Other 195.9 196.8
lotal long-tern labilivies 432.1 489.0
COMMIUMENTS AND CONTINGEN T LIABILITIES
STOCKIIOLDERS LQUILIY:
referred stock, authorized 10 shares, 8T parvalue:
Serics A qunior participating preferred stock, authorized 0.6 shares:
mstied and oumstanding, none -
53025 Senes A convertible preferred stock, authorized 2.3 sharessissued and
outstanding 2.3 shares and none, respectively 2.3 -
Common stock, authorized 60 shares, 51 par value;
issned and outstanding, 40.7 and 401 shares, respectively 40.7 40.1
Class A common stock, authorized 13 shares. S.00001 par value;
issued and ourstanding 24 and 2.8 shares, respecrively — -—
Class Ceommon stock, authorized 5.5 shares, S1 par value;
issued and ourstanding (4 and 04 shares, respectively 0.4 0.4
Paid-in captal 423.4 296.5
Accumulated deficit {(119.0) 925
Accumulated translacion adjustments (71.6) (59.00
Total stockhoiders™ equity 276.2 1855

§2,793.8

52.609.6

Nee Nates do Fivancral Nafowcnis

(8]
N
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CONSOLIDATED STATEMENTS OF CAsH Frows
e \-'n e S0 AN dor Serveces Faeo O Sl v eres :

P e o s Dlecenpher 360 tnonitiionns

Jua IDON [y,

CASIL PROVIDED (USED) RY:
OPERATING ACTIVITIES:
Income tloss trom continuing operations 5 23.6 S 571 S 19.5)
Adjustments to recondile to net cash provided by
GPerAnng activites:

Depreciation and amortization 54.5 60.5 722
Deterred income taaes (27.5) 12.9; D17.3)
Gans an disposition of subsidiaries
and other assets (3.9} R 0.3
Crain on pension plan settlement — o1
Speaial churges rnet ol tay — 139 482
(hher 13,4 11 R
Clhuanges tr assets and Habibives tiet ol
cffects from acquisitions and dispositions i
Premivmes and (ees receivable (67.9) a0 1003
Prepaid expenses and other current assets (15.8) 222 3.6
(nher assets (11,9, 26 .4 16,6}
Premiums pavable to insuranee companics 85.9 2205 i3.3)
Acvounts paable and accrued expenses 4.7 1299 178
Ocher habilities 12.8 6.3 309
Discontinued operations et (11.9) 131 1a8)
Cumudative etfect of change in accounting 3.3 - 12.2)
Net cashprovided by operating actis iies 49.9 17001 L88.7
INVESTING ACTIVETIES!
Purdlases of property and cquipment tnet ) (26.0) 116.7) 1227
Purchases of businesses met ol cash acquired (21.0) A :2.6)
Procecds from sales ol subsidiaries and orher
assets fnet ofcash sold 9.6 al.l 23
Purchases of imvesoments (1,039.6) (11338 19027)
Sales or mararities of Tnvestiments 1.035. 1.O87.8 10068
Neteash provided used by investing acrivities (41.2) 1730 alo
FINANCING ACTIVITIES:
Cash dividends (47.9) 40,9 i40.6)
Ner change i short-ter delbe 17.2 LS i7.3)
Additions 1o Tong-term delby 19.4 29.6 25
Repavments of long-ternm debrt (26.0) vA1 10.3)
Isstance of preferred and common stock 112.1 2.0 09
Disirrbuzion ol carnings of pooled ennts (3.5) 102, )
Netcash provided tused s by inancing acts 1ties 69.3 Nr 4 160.3)
LHea of exchange rare changes on cash and
cash equnalents (18.3) HY.3- 22
COARTL AND CASEHL EQUIVALENTS AT REGINNING OF YEAR 582.5 5764 4142
CASIE AND CASH EQUIVALENTS AT END OF VEAR S 642.2 S5 5825 S 57604

L. |
SUPPLEMENTAL CASH FLOW INFORMATION:

Cash paid duving the vear tou:
[nrcrest 8 14.6 S 1529 hY 17.2
[hvome 1ases 56.0 47.6 384

NON-CASFLINVESTING AND FENANCING AC TIVETTES:
Conmon ~tock ssued tor busimess .lL'(]L\i\jli()ll\
attd cinplovee benehy plans 2
Notes recenved on dispositions or subsidiarics 2.0 — —
e
See Notes oo Fnaneral Saccnis,




CONSOLIDATED STATEMENTS OF STOCKHOILDERS” EQUITY

Alevandre O Alevarnder Services Iies & Syl e

For the vews ended Deceniber 3100 iiiffiues )

) ivo3 i0g2 1u9)
$3.625 SERIES A CONVERTIRLE PREFERRED STOCK:
Balance, beginning of vear s — $ - s —
Shares tssued i private placement 2.3 - —
Balance, end of vear 5 2.3 s - S —

COMMON STOCK:

Balnce, beginning of vear as previously reported 5 — > — 5 37.0

Acquisition of ponled entity —- — 2.3
Balance, beginning of vear as restated 40.1 39.7 39.3
Issued for acquisibons, none, (LT and 0.1 shares,

respectively — 0.1 0.1
Conversions of Class A and Class O shares o

common stock, 0.4, 0.2 and 0.2 shares, respectively 0.4 0.2 0.2
Orther, principally stock option ransactions 0.2 0.1 0.1
Baiance, end of vear 5 40.7 S 40.1 8 397

CLASS A COMMON STOCK:
Balance, beginning ot vear S 0.0 5 0.0 S 0.0
Comversions into common stock, 04, 0.1
and 0.1 shages, respectiveh — — —

Baluee, eud ofvear $ 0.0 S 0.0 5 0.0

CrLASS C COMMON STOCK:

Balance, beginning of vear $ 04 S 0.5 5 0o
Conversions into common stock, none, 0.1 and 0.1

shares, respeetnvedy — (0.1 (0.1
Ralance, end of vear S 04 S 0.4 S 05

PAID-IN CAPITAL:

Balance, beginning of vear as previously reporred S — S = 5289.0

Acquisition of pooled entiry ~— — (2.2)
Balance, beginning of vear as restated 296.5 291 .4 280.8
Issued for acquisitions — 1.3 1.6
Conversions into common stock (0.4) (0.1 (0.1
Preferred stock issuance 108.6 — —
Other, principaliy stock option transactions 3.1 29 1.9
Transactions of pooled entity prior 1o acquisition (2.0) 1.0 1.2
Tax bencfit from acquisivons accounted lor as

pooling of interests 17.6 — —
Balance, end of'vear $423.4 5296.5 52914

RETAINED EARNINGS (DEFICIT):

Balance, beginning of vear ${92.5) S 425 S101.0
Nerincome [loss) 26.9 (37.9) (11.71
Dividends:
Common stock (41.7) (40.9) (4.0}
Preferred stock (6.2) —
Distribution ol carnings of pooled entity (5.9) {06.2) (6.2
Balance, end ol'vear S$(119.0) §{92.5) § 425
]
ACCUMULATED TRANSLATION ADJUSTMENTS:
Ralanee, beginning ot vear $ (39.0) S (4.0 S 3.0
Forcign curreney translation adjustments (12.6) {(55.0) (7.0
Balance, end of vear $(71.6) $(59.0) S 4.0

Ser Nures te Dinnneiad Statcmcnts,

]
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NOTES TO FINANCIAL STATEMENTS

son s eceepr per siree wnvonis)

. SIGNIFICANT ACCOUNTING POLICIES

Consolidation

The accompanving consoldated angial statements
include the accounts of Alevander & Alesvander
Services Inc.and its majoritv-owned subsidiaries.
Allstgnhicant intercompany transactions and balances
have been climinated.

Cash Equivalents and Investments

Cash equivalents are highle hgquid investments,
including cernficaies of deposit, government seeur-
iies and time deposits with matarities ol three
months or less ar the tme of purchase. Short-rerm
PIVESTMENTs are stnilar imvestments with maruritics
ot more than three months but less than one vear
from the date ot purchase. Cash equivalents and
short-term investiments are stated at cost which
approximates marker value.

Included in Other Assets inthe Consohidated
Balance Sheers ar December 31, 1993 and 1992,
are S7-L8 million and 883.6 nillion, respectively, of
mmvestments with maturites ot greater than one vear.
Such fong-rerm investments are carried a the lower
ol aggregate cost or market, which approsimated
S80 million and $89.3 million at December 31,

1993 aned 1992 respectiveh.

I Aoy 1993, the Financial Accounting Standards
Board issued Statement of Financial Accounting Stan-
dards tSFASY No. [15, “Accounting for Certain Invest-
ments in Debt and Equity Securities,” which will be
adopted my the first quarter ot 1994, This statement
requires that cereain investments in debt and equity
securitics be classified into one of three categories:
held-ro-maturity, available Tor sale, or trading. The
accounting, and reporting of such investments is
dependent upon such classiiicanion. The Company
belioves that its invesoments 1 such securinies will be
classified as either held-to-maruriey, whicl are reported
ar amortized cost, or available for sale, which are
carried at fair value with unrealized gains and losses
reporied 1s 4 separate component of Stockholders?
Lquity,

Fhe Compainy™s investment policies include placing
its temporary cash investments with financial instito-
tions with strong credit ratings and lmiting the
anoynt ol exposure to amw one institugon i order
1o reduce credit risk.

Forcign Currency Translaton
The hmanaial stateiments of the Company’s foreign
operanons, where the local currency s the funcrional

curreney, are rranslated into TS dollars at the ey-
change rates i eftect at cach vear end for assets and
Habilities and average exchange rates during the vear
for te results of operanons. The related unrealized
gains or losses resulting from wranslation arve veported
18 aseparate component of Stockhokders™ Fquity

The Company ¢nters into foreign exchange forward
comracts Lo hedge the impact of currency fluctuations,
primaril relaing to TS dollar revenues generated by
certain foreigir subsidiarics. Gains and losses on these
contracts are recognized in the period i which the
exchange rates change. Ar December 3101993, the
Company has approximately 5948 million of forwvard
exchange contracts outstanding. The fair value of such
comiracts was SO.5 milhon at December 31, 1993
These contracts are generally purchased trom large
financial institutions swith strong credit ratimgs and
nanagement does notanticipate meurring losses due
ro nonperformance by ihese insttutions,

INetforeign correney ransaction gains, mncluded
i operating income, amounted ro 89 million,
S5.6 mililon and §3.2 million or the vears ended
December 31, 1993, 1992 and 1991, respectively

Property and Deprecation

The cost of property and equipment is depreciated gen-
crallv on the straighe-hne methed over the estimated
usetul fives of the related assets which range up 1o 40
vears lor buildings and 10 vears tor cquipment. Lease-
hold iImprovements are capitalized and amaortized over
the shorter of the e of the asset or the lease term,

Inrangible Assers

Intangible assets resulting from acquisinions, principally
expiration lists and goodwill, are amortized on the
straight-lme method over peneds not exceeding 17
and 40 vears, respeetivels The costs of non-compete
agreements are amortized on the siraighr-line method
over the terms of the agreements. The Company annu-
allv evaluates the carrving value offies intangible assers
Iy considering current and future operating results and
cash flows related 1o the specihic ntangible asser.
Amortizanon of intangible assees included in operating
expenses amounted o SL3 million, S14 oilhon and
SI9T million for the vears ended December 3101993
1992 and 1991, respectively,

Income Taxes

Eftective January 1 1993, the Company adopted SFAS
No, 109, “Accounting for Income Taxes™ The
adopuion of SEAS No. 109 changes the Company’s
method of accounting for income taxes from the



deferred method to ar asset and liabiliny method
whereby deferred income taxes reflect the net tax
effects of temporary differences berween the tay
bases and financial reporting bases of assets and
liabilirics.

Income taxes are generally not provided on un-
distributed carnings of foreign subsidiaries because
they are considered to be permanently invested or
will not be repatriated unless any additional federal
income taxes would be substantially offset by foreign
ax credits.

Fiduciary Funds

Preminms which are due from insureds are reported
as assets of the Company and as corresponding liabili-
ties, net of commissions, to the insurance carriers.
Premiums received from wsureds but not vet remitted
to the carriers are held as cash or investments in a
fiduciary capacity.

Revenue Recognition
Commissions and fees for insurance services are gener-
allv recognized on the effective date of the policies or
the billing date, whichever is later, Any subsequent
commission adjustments, including policy cancella-
tions, are gencrally recognized upon notification from
the insurance carriers. Contingent commissions and
commissions on policies billed and collected directly
bv insurance carriers are recognized when received.
Fees and comumissions for human resource manage-
ment consulting services are generally recognized
when the services are provided.

Per Share Data

Primary earnings per share are compurted by dividing
carnings available to common shareholders by the
weighted average number of shares of Common Stock
and their equivalents (Class A and Class ¢ Common
Stock) omtsranding, during rhe period and, if dilurive,
shares issuable upon the exercise of stock options and
upon conversion of the convertible subordinate deben-
tures. The $3.625 Series A Convertible Preferred
Stock issued 1n March 1993 1s not a common stock
cquivalent. The compuration of fully diluted carnings
per shate for the periods presented was antidilutive;
therctore, the amounts tor primary and fully diluted
carnings are rhe samec.

Prescentation

Unless othenwise indicated, all amounts are stated in
millions of US. dollars. Certaln prior period amounts
have been reclassified to conform with the current
year presentation.

2. RESTATEMENT OF FINANCIAL

STATEMENTS

During the third quarter of 1993, the Company
becaimne aware of certain information regarding billed
and unbilled accounts receivable balances and relared
revenue recognition practices ar its US. human re-
sources management consulring subsidiary, Alexander
Consulting Group Inc. (ACG). In response to this
information, the Company commenced a compre-
hensive review of those marters.

As a result of that review, the Company concluded
that ACG’s billed and unbilled receivable balances and
corresponding revenues had been overstated. Accord-
ingly, the Company’s financial statements for the vears
ended December 31, 1992 and 1991 have been revised
from those previously issued. The restatement in-
creased the Compam™s net loss by $4 million in 1992
and $5.3 million in 1991.

3. ACQUISITIONS AND DISPOSITIONS
On November 30, 1993, the Company issued 2.3
million shares of'its Common Stock tor all of the
partnership interests of Clav & Partners (Clav), a
UK -based actuarial consulting operation. This
acquusition has been accounted for as a poeling of
interests and, accordingly, the consolidared financial
statements have been restared for all penods prior
to the acquisition.

The following sumnmarizes the separate results of
the Company and Clay prior to the restarement:

Company Cly Combined

Nine Months Ended
Seprember 30, 1993:
Operating Revenues S 976.1 S17.7 8 99338
Net Income 19.2 4.5 237

Year Ended
December 31, 1992:
Operating Revenues
Net Income (Loss)

S1,342.8 $26.7 51,3695
(94.1) 0.2 (87.4)

Year Ended
Pecember 31, 1991
Opcrating Revenucs 51,3599 8252 S1.385.)
Nee Income (Toss) (17.9) 6.2 (11.7}
- - |

Prior to the merger, Clay operated as a partnership.
Accordingly, their results do not reflect partner draws
or corporate income raxes. Pro-forma net income
tor Clay, assuming partner salaries and income laxes
were charged to operations, would be $1.6 million for
the nine months ended September 30, 1993 and
$2 million and $2.1 million for the years ended
December 31, 1992 and 1991, respectively. In connee-
tion with the merger, the Company recorded $14 .4
million as additional paid-in capital representing
deferred tax benefits associared with the ravable busi-
ness combination of Clay.



Eftective July 1, 1993, the Company acquired an
80 percent interest in a Mexican insurance brokerage
company which was accounted tor as a purchase. The
purchase price was $16.9 million, including a $74
million cash pavment and notes pavable of $9.5 million
due in three installments from 1994 to 1996, The
excess of the purchase price over the fair value ot net
tangible assets acquired was approximately $16 mil-
lion. The effect of this acquisition was not significant
to the Company’s consolidated financial statements.

During 1993, the Company sold three small opera-
tions for gross proceeds of $9.6 mullion. Pre-tay gains
of $3.9 million have been recognized on the sales with
resulting atter-tax gains totaling S2.3 million or $0.05
per share.

During 1992 the Company sold three non-core
businesses, including a ULK.-based pension fund man-
agement operation, a Netherlands-based non-broking
operation and a U.S.-based administrator of workers
compensation funds. Total proceeds on these sales
were S774 million with resulting pre-tax gains of
543.8 million (528.5 mitlion after-tax or $0.66 per
share). These gains are included in Other Income
{ Expenses) in the Consolidated Statements of
Operations.

4. SPECIAL CHARGES
In 1992 the Company recorded a $16.5 million pre-
tax charge (513.9 million after-tax or 34132 per share)
for the estimated cost of indemnities provided to the
purchasers of Shand, Morahan & Company (Shand).
In the fourth quarter of 1991, the Company
recorded a pre-tax charge of $75.6 million ($48.2
million after-tax or $1.12 per share) that includes
expenses associated with the restructuring of its
insurance broking operations and other costs, The
restructuring portion of this charge, amounting to
545.5 million, represented the anticipated costs of
closing or consolidating certain broking offices and
resteucturing others. Severance pavments, leasehold
write-ofts and emplovee relocation expenses were
mcluded in the charge, The special charge included
in operating expenses of $171 million represented
primarily the write-down of goodwill and other intan-
gible assers related to certain acquired businesses.
The $13 million included in non-operating expenses
represented increases to reserves previously established
for reported contingencies, primarily indemnities tor
certain sold operations.

5. INCOME TAXES
Eftective January 1, 1993, the Company adopted
SEAS No. 109, “Acconntng for Income Taxes” The
cumulative effect of adopting this standard increased
net income by S3.3 million or S08 per share. Tax
benefits of $3.2 million were also allocated to paid-in
capital representing the difterence in the rax bases
over the book bases of the net assets of taxable busi-
ness combinatons accounted for as pooling of inter-
ests, These benefies would have been recognized at the
respective dates of combination it SFAS No. 109 had
been applied ar that time, There were no significant
changes m the components of income tax expense or
the Company’s eflective tax rare as a result of imple-
nmenting SFAS No. 109 1n 1993,

The components of income {loss) from continuing
operations before income taxes are as follows:

For the vears emded December 31 ool 1992 oo}
United Stares S(74.2) S(39.2) S(102.7)
International 106.1 142.1 96.3

$ 319 s102v S (64

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

For the years ended December 31, 1993 L2 199}
Current:
Federal $(0.2) Si4l) § 14
Stare and local ({0.8) (1.0) 4.1
International 349 34.6 399
33.9 495 434
Peferred:
Federal (28.7) (3.3) (31.6)
State and local (2.0) 1.2 (8.4)
Toternational 3.2 (3.2) (47)
(27.5) (5.3} (44.7)
S 6.4 544.0 s 0.7

Deferred income taxes reflect the net tax eftects of
temporary differences berween the careving value of
assers and liabilities for financial reporting purposes
and the amounts used for income tax purposes as well
as operating and capital loss carrviorwards.



Pl following s a sunvnny of the sipnificam com-
ponents ol the Company™s gross deterred tax assers

and liabilities as of December 31, 1993

Dicrerred tin asaetss

Capial Joss carrvroraards Nl2o
Delerred compensaton |33
Orher aceraals ot corrcuth deduuible 873
Neaperatng Toss and tas credit canrvtonw ards 21
Busiess combinanons 7.1
Stbronal tal 4
Tew Nahnanion alowanee 231
Fotal deterred nas asseis 128.3
Dererred tay habihiies
DY Icred cornmissiens N ofl e
Depreaiation hRH
Other aceruals 154

Gy o serlement of pension
Aabvies, et of acornals

L ieases

Torad deterred tas Tabwhies

Netdueteired Las asst 5

Fhe valuaton dlowance, which relates primartly
o et operanng loss and capread loss carrvionaards,
decreased 1 1993 by aonet amount of 86.7 milhon,
Orhs ameunt. S35 million relates o the tay benefn
recognized ona prior vear capital loss as aresult of
caprtal gains generated in 1993 The remaining 83.2
mnllion s due to decreases i foreign capital loss carry-
forwards, partially otfser by ancreases in LS state and
foreigin net operating losses.

As of December Al 1993, the Company has foreign
net operating loss and capital loss carrvionvards for tas
purposes of S94 nlhon and S19.3 nallion, respec-
mehy which can be carvied forward indefimely and
approvinnatel 831 milhon of foreign net operating
fosses which expire i various vears between 1994 and
2000, The Compam also has LS state tax net operat-
ing loss carrvtorwards toraling S121 million which
exprre m various vears through 2008 and US. iederal
Aternative minimum rax credirs of $5.3 million which
can be carried torward indetinitely

At Decomber 31, 1993, the ner deferred rax bal-
ances are indluded in the Company’s consohidated
balange sheer as follows:

Oher Currenn assets ~3n.4
Other assels ERIN
Avconnts pavalde and acoroed exvpenses 13.2
Fong et detesrrad imvone tives 1Ty

3

Pricre to the change i accountmg for income tases,
the components of the provisen Jor delerred income
taves lor 1992 and 1991 were as follows:

Foritie veans ciided December 3. Juu? oy
Depreaation s 25n: SR
| an leaases 32 a0
il aceomming aeeruals, net 175 ha

Net deterred Tosses on surbsadan
disposiions A0 030
Spevial Charges 14 3 274
Oiher 0.2 0.2
h I NEET

A reconcthation of the tay provision and the
amount computed bvapplving the LS. federal in-
come tay rate of 35 pereenein 1993 and 34 percent
11 1992 and 1997 ro income lossy from continuing,
operations belore income taxes is as follows:

Foe e veans ended Decombes 51 J LU w92 U]
Conmprred “expected™ Ly evpense

1 henchin 511.2 NAA 0 N2 2
Stare and local meome toes-net ol

tederal mwone tas (1.9 0.4 132
] OrIan slarulars rles v e

Vs dederal statgtony rare (2.9 17 04
Foreen parther-up meonw

not tased {1.9) 20 1200
Tan benedit of capinal losses (3.9) - —
Lax rare changes 1.2
Adjustment 1o pror vean sas

PrOVISIONS (2.4 - -
Amortzarion abintangible

gl S 2.0 2.5
Repatriation ol foreiann earings,

net ol 1as credins 3.3 0.5 .5
Other non-dedicuble expenses 4.1 3 39
Crther, net {04 23 101

S 6.4 sS40 507

Dyuring 1993 1the Compamy reached an agreement
with the Appeals Othice ot the Inrernal Revenue
Service on settlement of s issues arlsing our of the
vears 1980 through 1986, most of which related 1o
issties arising out ol the acquisiion of Alexander
Howden. The settlement agreement is subject to final
revicw ba the stafl of the Joint Committee on Taxation
iJoint Committee . Based on the Compam’s discus-
ston with the Appeals Office, ivis expected that the
Joinr Commitree review should be completed during
the first half o 1994, Subject to this final review, the
Compamy believes the seudemoent is within its previ-
oushy established reserves,

The Company is aiso under examinaton by the
[ntermal Revenue Service for vears 1987 through 1991,
Pavment on agreed issues for 1987 through 1989 was
made in 1993 and charged agamst previously estab-
lished reserves. The Company believes that adequare
provision has been made to cover labilines which ma
aris¢ on fAnal settdement of these exanmnarsons.

Federal income tases have not been provided on
undistributed carnings ol foreign subsidiaries which



aggregated approximately $349.6 million at December
31, 1993, because such earnings are permanently
invested or will not be repatriated unless anv addinonal
income taxcs would be substannially offsct by toreign
tax credits, It 1s not practicable to determine the
amount of unrecognized deterred income tax liabilities
on these undistributed carnings.

6. DISCONTINUED OPERATIONS

In March 1985, the Company discontinued the in-
surance underwriting operations acquired in 1982 as
part of the Alexander Howden acquisition. In 1987,
the Company sold Sphere Drake Insurance Group
(Sphere Drake) and is currently runming-oft the
Atlanta and Bermuda insurance conpanics,

The 1987 Sphere Drake sales agreement provides
indemnities by the Company for various porential
labilities including provisions covering furure losses on
the inswrance pooling arrangements from 1953 to 1967
between Sphere Drake and Orion Insurance Company
{Orion), a UK.-based insurance company and future
losses purstant to a stop loss reinsurance contract
berween Sphere Drake and Lloyd’s Syndicare 701,

The tvpes of claims being reported on the Orion
insurance pooling arrangement are primarily asbesto-
sis, environmental pollution and latent disease claims
in the U.S. and are coupled with substantial litigation
expenses, Liabilities for these dJaims cannot be esti-
mated by conventional actuarial rescrving techniques
Decause the available historical experience s not suffi-
cient to apply such techniques tor these types of claims
and case law, which will ultimately determine the
extent of thesce labilities, is still evolving. To date, ULS,
case law has already altered the intent and scope of
these policies to some extent. Thercfore, the Company
kas obtained advice from an independent actuarial
firm who used available exposure information and
various projection techniques i estimating the Com-
pany’s ultimate exposure. The Company has provided
as its ultimate exposure the actuarial firm’s point esti-
mate, which approximates the mid-point within their
range of expected loss, and a provision for Sphere
Drake’s share of uncollectible reinsurance recoverables.
The $70 million difference between the Jow and high
cstimates of their range 1s quire wide due to the expan-
sion of coverage and liability by certain state courts
and legislatares for environmental pollution and other
losses in the past and the possibility of similar interpre
tations in the future, as well as the uncertainty in
determining what scientific standards will be accept-
able for measuring site cleanup.

The major portion of the $145 million loss from
discondneed operadons recorded by the Company in
1992 was duc to recording additional reserves associ-
ated with the Orion indeninity. No tax benefit has
been recognized by the Company on this provision
duc to the uncertaintes surrounding its deductibility,

Sphere Drake’s appeal of a lawsuit againse the
Namics on Llovd’s Syndicare 701 seeking payment
of funds due Sphere Divake pursuant to a stop-loss
reinsurance contract with Syndicare 701 and a deter-
mination of continuing stop-loss coverage protecting
Sphere Drake under thar contract was heard m October
1993 with the UK. Court of Appcal upholding the
adverse decision of the lower court. As a result, the
deferred litigation sertlement balance of $22.3 million
described in Note 14 hereot has been included in the
Companv’s net liabilities of discontinued operarions.
The Company has provided $45.8 million, which
includes the above $22.3 million, as irs ultimate cxpo-
sure under this indemnity based on an estimate by an
independent actuarial firm. However, unlike the Orion
indemnity, the Company’s opinion is this indemnity is
limited in amount pursuant to the rerms of the stop-
loss reinsurance contract. The maximum remaining
exposure bevond what the Compaimy has currently
provided is $18.3 million.

Zero coupon notes with interest at 10 percent to
12 pereent and warrants to purchase five percent of
Sphere Drake stock, which were acquired in connec-
tion with the sale of Sphere Drake, are subject to offser
for indemniries regarding the adequacy of loss reserves
and recoverability of reinsurance receivables on the
books of Sphere Drake at December 31, 1986. Based
on estimates of an independent actuarial firm, there
has been deterioration in loss reserves and uncol-
lectible reinsurance balances that will offset substan-
tially all of the interest income of the zero coupon
notes. The remaining exposure for this indenmity is
limited to the discounted carrving amount of the
notes which is 19.3 million pounds sterling ($28.5
million and $29.2 million at December 31, 1993 and
December 31, 1992) plus the realized proceeds of $6.5
million from the 1993 exercise of the warranes.

The Sphere Drake indemnities and other liabilities
arising out of the discontinued operations arce expected
to be settled and paid over many vears and could
extend over a 20 to 30 vear period.

Reinsurance agreements provide the Atdanta and
Bermuda msurance companies with insurance cover-
age for their reserves as of December 31, 1988, and
for up to $50 million of insurance coverage for poten-
nal losses in excess of those reserves, subject to a
deducrible for one of the Atlanta companics of
512.5 million. At December 31, 1993, based on an
estimate by an independent acraarial firm, the
Compaty has recorded $4.6 million of the deductible,
which approximates the midpoint of the actuarial
firm’s range of expecred loss, and has utilized $21
million out of the $50 million of insurance coverage.
The ramaining unrecognized deductible of $79 nul-
lion is within the actuarial firm’s range of expected
loss. The agreemerns also provide for a reinsurance



preminm adjustment whereln at i fime afrer January
12001, the remsurance agreements can be terminated
and any exeess lunds, ner of any reimsurance premiam
paid 1o a substiture reinsurance company, would be
returned to the Company. The remsurance premium
adjustment is currently estimated 1o be S104 million.

In addinon, the Company is exposed to a number
of other indemnites, exposures and conbngenaies
primarily related o the sale of Sphere Drake.

Asummary of the net habilities of the Company™s
discontinued operations is as follows:

Vool December 1L ) Hog>
Ly
Coslrand imvestments S 188 s 190
Oilwer sty 2201 15.0
Zere vonpon notes 28.5 292
609.4 632
Clam and orher habilines 1829 loso
et habilities ofdiscontinuaed
apurations N113s S102.4

[he net Habilities of the Compamn's discontinued
aperations are prescoted mothe Consolidated Balance
Sheets as follows:

oot evember AL 1095 1002
Other pavables and acerned eyvpenses 5 7.0 N 7.0
Net hablinies of discontnued operations 106.5 95 4
Total net labilities o

dbeonmmued operations Sil3.5 S102 4

Change in the ner labilities {assers) of the Com-
panvs discontmued operations are as follows:

For i veans emded Deceinber 37 193 Jou2 tua}
Regiming balanve S102.4 N304 Sial.7
Pron sion for loss 145.0
Dreferred hiigation

setlenent 22.3 — -
Translinon adjnstment (1 0.y 1.1
Pavment ot claims and expenses 11.9) a1 1581
Endimg balanwee S113.5 0 sle24 AR

The Company beheves that, based on current esti-
muates of exposires, the established clam and other
labilities, the estimated remsurance premium adjust-
ment and the interest income on the zero coupon
notes, will be suthiaent to cover am future indemni-
fications and oftsers related 1o the Sphere Drake

agreement, the future run-off expenses net ol any
imvestment income of the Atkuirs and Bermuoda opera-
tions, and anv other expenses associaed with s dis-
continued operations. However, there is no assurance
thar further adverse developments may not occur diie
to variables inherent in the estimation process, mclud-

T ST 1surance reserves [or enyironmenta
pollution, larent discase and other exposures, the col-
lectibility of remsurance recoverable balaices, the
cflect of ivture legislation and other matrers deseribed
above. Tt s possible that futtre developments with
respect 1o these natters conld have a mareral etfecr en
future interin or annual results of operations. Tlow-
aver, the Company presently belieses thar such impact
will not be material to the Company™s financial
condition,

7. EMPLOYEES” RETIREMENT PraxNs
AND BENEEITS

PPension Plans

The Company has contnbutory and non-contributory
defined benefit pension plans covering substanrialiv all
emplovees. The plans generally provide pension bene-
fits that are based on the emplovec™ vears ol service and
compensation prior to retrement. In general, iois the
Company’s poficy to fund these plans consistent with
lises and regulations of the respective jurisdiczions in
winel the Company operates.

During 1991, the Company’s Canadian pension
plans settled the accumulated benefit abligarion 1o
certain retirees by purchasing annuity contradts for
§25.7 million. The resulting pre-lax gaim of 3.1
million was recognized as a reducrion of pension
expense and was included insalaries and benetits in
the Consolidated Statements of Operanons.

Jotal pension coses are summuarized as follows:

for el veans coded Decenifer S 1908 s 199
Service cost 5 295 8294 S 277
Interest cost 38.4 269 338
Acoual retarn o pluy assets (73.4) OS99 198.0)
Neamonizanon and deterral T4 3.7 10.7
Nt pension costs S 19 s L S 4.2



Ihe tollowimg table sers forth the funded statas and
amounts recosnized in the Compan's Consolidared
Balance Sheers:

oo Ploceinber S

fous Junr

frter- Inter-

(.5  nuational (G ration.al

Vested benenit obhganon S 22150 5 246+ RN N 1A Y

Accumulaied benetn

abligation

Projected benetiy
SEA0N T N2E4T S 2476 5 21 A

Plan assets an tair
wrarket valig JUR.S ART2 RIS ERY 2033

Fovess shangiallvef plan asers

over projected benein

obligaton 0 1025 iNA s8N
Larecopnized nol
I()\xll,:.mh 5.4 RSN 1B o= 230

Lnecopmized pro

LU I O 4 154 15 94
Unrecognized nel assens

bemny amortizad over

the plans erage

remanne senee Jnes 116,33 A0 I8 AR
Prepand pension ost b [ B S T N N0 N2
Nastned discount e T A R.2a% KA RIS
Yemtnied rate ol

COMPLISION MO S 4.0-6.5" T ST T §

1 vpected rate ot return

[SNRIATLIRIANG G 0 AR ;
L __________________________|]

At December 31, 1993 and 1992 approvimatch
85 percent and 81 opereent, respectively ot all plan
assety are mvested in cquity secuntics and 15 percent
and 19 veveent, respectively, in cash equivalents
andor iived come securitics.

Thrift Plans

The Company maintains thrift plans for mest U5 and
Canadian emplovees. Under the thrift plans, eligible
cmplovees mav contribute amounts through pavrol]
deducnion, supplemented by Conpany contributions,
for investments iy anous funds established by the
plans. The cost of these plans was STL3 million in
1993 S10.8 million in 1992 and ST1L4 million in 1991,

Postreticement Benelits

Etfecrive January 11993 the Company adopred SEAS
Noo 106, Lanplovers™ Accounting tor Postretirement
Benefirs Other Than Pensions,” Tories LS plans.

Uhis starement requires the Company o acerue the
estinated cost of future retives benefit pavmentis
during the vearc the emplovee provides services, The
Company previoush expensed the cost ol these bene-
Bt whnchare principalle healeh care and hie msur-
ance. as premiums or dams were paid. The Company
has clected torecognize the inital postretiremen
benelit obliganion of 814 milhon over a period of 20
sears. The Compams cash fJows are not affecred Iy
mnplementation of this statement and the impact 1o
the results of operations for 1993 was nat significant.

Torad postretirement benefir costs are summarized

as follows:

Heatth [ te

Care dosorance foad

SCIVICC 0] S 0N N - S 0N

Iterest cost 1.2 n.2 14

Aotual regumm on plin assers 0 L2

Ner amortization uwd deterral 0.8 0.2 00
Net postretrement

conds ooredine N 2N S 0.2 5 20

R ]

The Tollowing table sets forth the funded status and
amounts recognized inthe Companys consolidated

fiancial starenents:

o e o endod Do 3101798

Heodth Dre
Cuate Jasaine [onai

Aecomulated postretirenent
Fonetit oblicaton:
Wetimees 5 T 0 NA2 Slnz

Fullv chaile awtive

Paria (R 0.4 2.0

Ohther acuse participants R RN
191 13.51 226

Pl assets an Lo

market value - 37 R
Lovuratared benein

obhation n esvcess short

tall s of plan assets 191 22 1o
Unvecognized ner obligatian 1535 2.0 3.2
Unrecognized net loss 3.0 0.3 23

hccrned s pepaid poss
remoemen: bhenelir habvilite S .06 S02 S 04

The discount rare used i derermiming the accunu-
Lued postretiraiment benelic obhiganon was 7 pereent
and the compensation rare increase was 3 percent.
The assumed medical trend rate is 11 pereeni i 1994
and graduallv declines 1o 5.5 percent in 2000 and
thereatier: Inereasing the trend rate by 1 vercent and
holding all other assumprions constant, the impact
on the cost conponent ad the accumulaed benefin
abligation s an increase of SO.2 million and
S1.o mulhion, respecrively,

Certain ol the Company™s intemational subsidiaries
have similar plans for their emplovees: however most
renrees are covered primarily by government spou-
sored progranis. As a resualt, the cost ro the Compam
tor retired cmplovees s not signihcant for these

PTOErams.,



Postemployment Benefies

I November 1992, the Financial Accounting
Standards Board issucd SFAS No, 112, “Employers’
Accounting tor Postemplovment Benefies)” whichy will
be adopred by the Company i the first quarter of
1994, This statemient requires that certain benefirs
provided to former or inactive cmplovees atter employ-
ment but prior to retirement, including disability ben-
efits and health care conrinuation coverage, be accrued
based upon the emplovees’ service already rendered.
The cumulanive effect of this accounting change is
estimated to be a charge of approximately §2.7 million
after-rax and the increase to the annual cost of pro-
viding such benefits will not be significant.

Deferred Compensation Plan

The Company has a deferred compensaton plan
which permirted certain of its key otheers and emplov-
ces to defer a portion of their incentive compensation
during 1986 o 1989 The Company has purchased
whole life insurance policies on cach participant’s life
1o assist in the funding of the deferred compensation
labidity, Ar December 31, 1993, the cash surrender

value of these policies was $0.5 million, which is net of

§32.6 million of policy loans. The Company’s obliga-
tion under the plan, including accumulated interest,
was S15.6 million and $18.6 million at December 31,
1993 and 1992, respecrively, and is included in Other
Long-Term Liabilities in the Consolidated Balance
Sheets.

Prior to January 1, 1991, the deferred compensation
expense was being acerued on a present value basis
over the period of active emploviment to normal
rerirement at age 635, Eftective January 1, 1991, the
Company adopted the provisions of SFAS No. 106,
“Emplovers” Accounting for Postretirement Benclits
Other Than Pensions,” relating o deferred compen-
sation plans. This statement requires the accrual of

“deferred compensation expense over the period of
active emploviment to the full eligibility date, which

is generally age 95 under the Company’s plan. The
cumulative ettecr of this accounting change for vears
prior to 1991 was an increase to the net loss in 1991 of
§2.2 million, net of related income tax benetit of 81.8
million, or $0.05 per share. The effect of applving this
new accounting method was not material to the results
of operations in 1991

)
o

8. SHORT-TERM DEBT
Consolidated short-term debt consists of the
following;

As aof December 31, 1943 [992
Notes pavable $17.5 $04
Current portion of

long-term debt 11.7 6.7
29.2 71

Less short-term delw
reclassificd as long-term — 04
$29.2 $67

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

As of December 31, 1993 1992 199}
Commerenl paper:
Balance ar vear end S — 5 - 5414
Weighted average interest raie — —% 3.0
Maximum outstanding, s — 532.8 573.9
Average outstanding S — S38.7 549 .4
Weighted average interest rate

during the vear —"% 4. 2% 6.0%
Notes pavable:
Batance ar vear end $17.5 S 04 S 0.5
Weighred average interest rate 5.2% 124% 11.7%
Maximum outstanding %18.7 $37.2 5432
Average outstanding S 0.6 520.6 S14.5
Weighted average interest rate

dunng the vear 7.7% 8.6% 10.3%

The average outstanding balanees and weighted
average interest rates during cach vear are based on
average daily balances outstanding.

The maxinum outstanding balance above reflects
the maxumnum amount of cach caregory outstanding at
any month end. The maximum aggregate short-term
debt outstanding ar any month end was $18.7 million,
§78.9 million and S1191 million in 1993, 1992 and
1991, respectively.

Supplementing the $150 million eredit facilivy
deseribed o Note H(B), the Company has uncomiir-
ted cancelable lines of credit available for general
corporate purposcs totaling $162.8 million, These
lines consist of facilities in the US and certain other
countrics. If drawn, the lines bear interest ar market
rates and carry an annual commitment fee of no
greater than 0.5 percent of the line.



9. LoxG-Trry DEBT
Consolidated long-term debt outstanding is as 1ellows:

Yvof frocembes S R, JODR]
% Convernble subordimated debentures 1A S 602 N OO02
Fomg-term credit agreement < 3« -
Obligaton under capital Jease 20.8 73l
NOW-TCConse MOrtgage Notes . 19.6 194
lerm loans k2 103.0) 2a4)
Orher primarily lor acquisitions 12.9 4.1
12355 1318

I ess current pesrnon 1.~ 0.
S111.8 512501

The primcipal pavinents required during, the next
fve vears are STLZ nllion 10 1994, 5178 million m
1995, S6.8 milllon in 1996, 6.2 million in 1997 aned
SeA4 miliion in 1998,

[he estmared fanrvalue of the Compamn™s long-
rerm debi at Deceber 31, 1995 s S113.6 million
based apron the market prices tor shmilar tssues or cuy-
rentmterest rates oftered o te Company for debe
with the same remaining matarivics.

A1 T% Convertible Subordinated Debentures
The debentures are unsecured subordimared obhgarions
manuringe April 15, 2007 The debentures were issued in
connccton with the acquusition of Alexander Flowden
under an Indenture agreement dared Februare 1, 1982,
and are converuble into common stock ar 839 per
shave, subject to adjusoment under certain conditions,
The remaining, debentures are redecmable anv nime, a
H02.93 percent ol par value prior to Apnl 15, 1994 and
ardechiming prices thereatter unul Apnl 15, 1997
Commencing April 15, 1992 and amwally thereatter,
b percent of the aggregate principal amount outstand-
g as o October 15, 1991, must be redeemed ar par
value through the operaton of a mandatory sinking,
fund. THowever, atits option the Company may reduce
or satshy this obiigation by applving previousy retired
debentures, The Company may make an oprienal
sinking fund pavinent in cach vear not excecding the
amaount of the mandatory sinking fund pavment.

B. Long-Term Credit Agreement

Fhe Company as a S1E0 million long-terns credit
agreement with various banks which expires i July
1995 The agreement contains yvanous Anancial
covenants mcluding limits on mimnmum et worth,
muaninam consolidated debt, mimmunm mterest conver-
aue and mimimum consolidated cash flow.

Bascd upon current financial projections for 1994,
1t s probuble that the Company will not be i compli-
ance with cerain covenants contained i the credi
agreement, and tha this may e reportable to the
panks during April 1994 While there can be no as-
surances i this regard, the Company believes that it
will be able to obtam am necessary waivers or amend-
ments Lo such agreement. I addition. the Compam
believes i i sutfhcient cash resowrces to fund i
operanons during 1994,

(L Obligation Under Capital Lease

A French subsidiary has alease agreement tor othee
facilivics which is chassified as a capital fease. Fuunre
minimem lease pavioent obligations are approsimiatels
S2.3 mullion for each of the next five vears and an
aggregate of $24.8 million thereafier,

2. Non-Recourse Morrgage Notes
Two subsidiaries of the Company have an mvesumnent
i a direct financing lease of an othee building and
related non-reconrse mertgage notes. The morrgage
nores bear imterest at rates bersween 1201 percent and
13 percent and are pavable i semiannual mstalhments
ot 814 millon (including principal and interest;
through Seprember 2014,

e components of the net investment in the
direct fivanang lease, included in Other Assers i the
Consolidated Balanee Sheets, are as tollows:

Vs o Decomiber 57 RS FOU2
Future winimam lease

pravments to be recened NG6.A NOG 2
Unguaranteed residual value acanng

1o the beneht of the Compam v 79
Tess uncarned iconw (348 BYRIN
Netinvestment in Jease S19.6 S22

Future minimuny lease pavinents 1o be receved are
approsimarely S3 million for cacly of the nexe five vears
and an agercgare ol 8515 million thereatter

E. lTerm Loans

In Febroary 199200 US subsidiary of the Company
cotered mto an unsceured 815 milhon three-vear Joan
agreement with a bank. T'his loan was repaid in
Seprember 1993,

I August 1992, 2 ULS subsidiary entered into
an unsceured STO millon three-vear term loan agree-
ment with a bank. The interest rate (4.5 perceni at
December 31, 1993 floats with the LIBOR rate, The
agreement, guaranteed by the Company, containg
financial covenants on minimum consolidated nel
worth and maximum consolidated mdebredness.

10, STtock Orr1oN axn INCENTIVE PLANS
In 1992, the stockholders approved amendments ro
the 1988 Long-lerm Incentive Compensation Plan
{1988 Plan) which provides for the granting of up ro
3 million shares of the Compamy’s Common Stock o
officers and kev emplovees as stock options. The 1988
Plan includes grants in the torm ofincentive stock
options and non-qualihied oprions. stock appreciaton
rights, restitcted stock awards, performance share /
unit awards and other stock based awards.



Stack options may be granted under the 1988
Plar ac a price not less than the fair market value of the
Common Stock on the date the oprion is granted and,
with respect Lo incentive stock options, must be exer-
ased not later than 10 vears from date of grant and,
with respect to non-qualified options, must be escr-
cised not later than 10 vears and one dav fron date
of grant.

Stock appreciation rights mav be granted alone or
1 conjunction witly a stock option at a price not less
than the fair marker value ol the Commaon Stock az
dare of grant, Upon eacrcise ofa stock appreciation
nght, the participant will receive cash, Common Stock
or a combimuon thereol cqual 1o the exeess of the
market value over the exerdise price of the stock
appreciation right. Esercise oi either the vight or the
stock opoon will result in the surrender of the other.

Restricted stock awards may be granted wineh limit
the sale or ranster of the shares until the exprration
or'a specitied time period. Such awards are subject
to forteiture if the participant daes not remain in te
emplov of the Company throughout the restricted
tume period. A maximum of 1,250,000 shares may
be 1ssucd under the 1988 Plan. There were 60,000,
92 810 and 22 880 shares issucd in 1993, 1992 and
1991, respectively

Pertormance share /unic awards mav be granted
based upon certain pertormance criteria as deter-
mined by the Company and Benefits Commirtee
of the Board of Dircctors. Upon achicvement of the
performance share /unir eriteria, the participant will

receive cash, Common Stock ora combination thereot

equal to the award. No performance share /unit
awiards were made i 1993, 1992 and 1991,
Stock option rransactions were as follows:

Nombe Option Price

o Per S
Shires Range
Ouistanding, Januar 1, 1991 2.886,139 SI17.75 538,
Granted 93500 2315 27
Exercised 138,204 17.75 2538

Caneeled (186,371}

Ouestandimg, Decomber 31,1991 2,757,084 $17.75-838.63

Liranted 485,000 21.03- 2369
Faercived 1106,4391 21560 27.38
Canceled (210,590

S17.75-838 63
20.00- 27.63
1775 2538

Ouistanding, Decenmiber 31,1992 2925055
438,500
93948

FI88A07

Granted
Laeromed
Canecled

Ouistanding. December 31, 1993 3,131,300 $17.75-838.63
== ]

The numiber of oprions exercisable at December 31
were as follows:

2,231,301

1993
1992 1976017
19 1.724.060

5]
~4

i

11. CoMMON AND PREFERRED STOCK

Common Stock

In addinon 1o its Common Stock, S1.O0O par value
(Common Stock ), the Company had issued two classes
ot voring cquity securities, Class A and Class €
Commeon Stock, with voting rights cqual 1o the
Company’s Common Stock. Associated with cach such
share is a dividend paving share issued by a Canadian
{RSC Class 1 share) or a United Kingdom (AASUK
Dividend share) subsidiary which pavs dividends in
Canadian dollacs and pounds sterling respecnvely,
equivalent o the dividends paid on shares of Comimon
Stock. Holders of these seeuaritics, therefore, hold the
cconomic equivalent of shares of Common Stock,
Fach Class A share (together with an RSC Class
share) and Class C share (together with an AASURK
Dividend share ) may be exchanged ar any time for a
share of Common Stock.

At December 31, 1993, the Company had 5.4 mil-
lion shares of Common Stock reserved lor issuance
under emplovee stock option plans, 1.3 million shares
reserved tor issuance in the event of conversion of the
11 pereent comvertible subordinated debentures and
2.8 million shares reserved for issuance upon redemp-
tion or conversion of the Class A and Class C shares,

The Board of Dircctors has authorized, subject 1o
certain business and market conditions, the purchase
of up to 3 million shares of the Compam’s Commaoen
Stock. As of December 31, 1993, the rotal number of
shares purchased was 3.7 million ar an average price of
S21.77 per share. No shares were repurchased in 1993
or 1992, Shares of 1ts own stock acquired by the

Company constitute authorized but mssued shares,

Dividend Restrictions

No dividends may be declared or paid on the
Compam’s Common Stock unless an equivalent
amount per share 1s declared and paid on the RSC
Class | and AASUK Dividend shares. Accordingly, the
Compans”s abilite to pav dividends is limited by the
amounts asailable 1o the Canadian and UK. subsidi-
aries for such purposes. These amounts approximate
Canadian S73.8 million or 556.8 million, assiming
certain solvency tests are met under Canadian law,
and 135 million pounds sterling or $228.7 million,
respectnively, at December 31, 1993, In thie event suth-
cient earnings are not available in the Canadian or
the Unired Kingdom subsidiary to dectare dividends,
the Company's legal scructure allows it to make carn-
ings or capital available n those subsidiaries o pay
dividends. Tn addition, the Series A Convertible
Preferred Stock described below has prionty as 1o
dividends over the Common Stock,



Preferred Stock and Related Rights

The Compan’s Preferred Stock, SLOG par walue (Pre-
ferred Stock:, can beissucd i one or more series with
full or lmited vouing rights, with the rights of cach
series 1o be determined by the Board of Direciors
before cach issuance.

Neries A Coniertible Prefeired Stock

In SMarch 1993, the Company compleied 2 private
placement of 2.3 mullion shares of $3.025 Scries A
Convertible Preterred Stock (Convertible Preterred
Shaves). Gross proceeds ol the offering were 8115
million with net proceeds 1o the Company of ST
mithon. [olders of the Convertible Preferred Shares
will be entitled to receive cumulative cash dividends
anannual rate of $3.625 per share, pavable quarterhy in
arrears. The Convernible Preferred Shares have prioriy
as to dividends over the Commaon Stock. The shares
are convertible into Commaon Stock ar a comversion
price ol 831875 per share of Common Stock, subjea
10 adjustiments. Connmon S1ock Issued upon conver-
ston will include Rights, as deseribed below, provided
the conversion veeurs prior 1o the distribution,
redemption or expiration of such Rights, The Convert-
ible Preterred Shares mav be redecmed by the Com-
pany onand alter March 220 1997 in whole or inpart,
at SS2.18 por share unul March 14, 1998, and dechn-
ing vatablv anvually 1o S50 per share on or afier NMarch
13,2003, plus acorued and unpaid disidends, The
Convertible Prelerred Shares are non-voung, except as
provided byl and except thar, among other things,
holders will be cotitled 1o vore as a separate class with
any other series of outstanding, Preferred Srock to elect
4 maximum of two directors i the equivalent of six or
more quarterlh dividends on the Converuble Preterred
Shares are inarrears. The Convertible Preferred Shares
have a hquidation preference of S30 per share.

Seviex A Junior Pariiciparing Prefereed Stock

I 1987 a series of Preferred Srtock, Series A Junior
Participating Preferred Stock {Participating reterred
Sharesy, SLOO par value per share was aurhorized

and a dividend of one preferred share porchase righ
{4 Righoy for cach ownstanding share ot Commeon
Stock, cach Common Stock equivalent and cach
subsequently issued share was declared. Each Right,
as amended, enditles tie holder thereof to buv one
onc-hundredth of a Participating Preferred Share ar a
price of $85 (subject 1o adjustment ). The Rights
become exereisable only following the announcenment
by the Company that a person or a group has acquired
benelicial oswnershiup o 10 percent or more of the
CompunTs voting shares or has commenced a tender
or exchange ofler tat il consummated would result

in the ownership of 10 pereent or more of such voting
shares, 18the Rigius beeome exeraisable, each holder
whl be entitled o purchase ar the then-current exereise
price thai number of Participanng Preterred Shares
having a value equal to twice the then-current

CACTCING Price.

Linthe Company is subsequenthe acquined, cach
Right will enutle the holder to purchase at the then-
current oserdise price, stock of the sumviving compan
having a market salue of twice the exercise price of
cach Right. Inadditon, ita person or group acquires
more than 10 percent, but less than SO percent, oi'the
Compaun’s voting shares, the Board of Directors may
exchange cach Right tor one one-hundredeh ot a Pai-
tapating Preferred Share, The Rights are redeeniabie
by tire Board untl the time of announcement that any
person or group has benelicially acginred 10 percent or
more of the Company’s voring shares. All rights bene-
fcialh owned by a holder of 10 percent or more ol the
voring shares become void ance such holder passes the
1} percent threshold. The Rights are redecamable by
action of the Board of Direcrors prior 1o becoming,
exercisable at a redemption price of 801 per Right,
The Rights will expire on July 6, 1997,

OnApel 21 1992 the Board of Directon ol the
Company approved an Amendment to e Righrs
Agreement [the “Amendment™) between the Com-
pany and First Chicago Trost Company ol New York,
The Amendment provides for certain technical revi-
sions in the Righis Agreement including definition off
Shares Acguisition Date to mean the lirst date of pub-
licamouncement by the Company that o Acquiring,
Person has become such. The Amendment also pro-
vides that i the Rights become exeraisable, the
Campany, acting by resolunion of the Board off
Dyirectors, may tand if a suflicient number of Partici-
paring Preferred Shares is not avaiiable for issuance
upon exercise ol the Right, shall ) issue cquiny seeuri-
nes, debi securities, casit and /or other property in ieu
of Participating Prefervred Shares.

12, COMMITMENTS

[case Commitments

The Company leases property and cauipmenr under
noncancelable operating Jease agreements which expire
al various dares.

Future mimmam aneual rentals imder noncan-
celable operating, leases, which fave been translated at
December 31, 1995 closing forcign exchange raes, are
as follonws:

hpreriieny

j{‘.f\‘:‘
1994 § 9] A
1995 82
19490 07 60
1947 Al
19UR 420
Thereadter 262.7
Lot munmmunt fease pasments Saval



Rent expense tor office space, which includes
property taxes and certain other costs, amounted to
$92 million, $99.3 million and $100 million tor
the vears coaded December 31, 1993, 1992, and
1991, respectively.

Other Commitments

At December 31, 1993, the Company has $32.1 mil-
lion of letters of credir oursranding which are required
under certain agreements in the ordinary course of
business,

The Company has cntered into asset-based interest
rate swap and forward rare agreements with large
financial institurions to hedge a portion of its invest-
ment portfolio against short-term interest rate fluctua-
tions. Any differences in interest income between the
fixed and floating interest rates are recorded monthily.
At December 31, 1993, the principal amounts of such
agreements outstanding were $290.7 million. The fair
value of these agreements is an unrealized gain of
$3.8 million, representing the amount at which they
coukd be sertled based upon currenr interest rates.
The Company is exposed to credit losses on only the
interest element in the event of nonperformance by
these financial institutions; however, managenient
does nor anticipate incurring losses due to such
nonperformance.

13. CONTINGENCIES

The Company and its subsidiaries are subject to vari-
ous claims and lawsuits from both private and govern-
mental partes, which includes claims and lawsaits in
the ordinary course of business, consisting principally
of alleged errors and omissions in connection with the
placement of insurance and in rendering consulting
services, [n some of these cases, the remedies that may
be sought or damages claimed are subsranoal. Addi-
tionally, the Company and its subsidiaries are subject
tor the risk of losses resulting from the potenual un-
collectibility of insurance and reinsurance balances
and claims advances made on behalf of clients and
indeminificadons connected with the sales of certain
businesses.

Following the acquisition of Alexander Howden in
January 1982, certain claims, relating primarily to the
placement of reinsurance by Alexander Howden sub-
sidiaries and questionable broking and underwriting
practices of former Alexander Howden officials and
orthers, were asserted. In particular, claims have been
asserted against the Company and certain of'its sub-
sidiarics alleging, among other things, that certain
of the Company’s subsidiaries accepted, on behalf of
COTTAIN 1ISUrance companics, surance or reinsurance
at premium levels not commensurare with the level
of underwriting risks assumed and retroceded or rein-
sured those risks with financially unsound reinsurance
companics. In three pending actions, plantiffs seek
compensatory and pumtive damages totaling S147
million based on treble damage claims under the
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Racketeer Influenced and Cornupt Organizations Act
(RICO). Management of the Company believes that
there are valid defenses to all the claims that have
been mudde with respeet to these activities and the
Company is vigorously defending the pending actions.

In 1987, the Company sold Shand Morahan &
Company, Inc. (Shand), its domestic underwnting
management subsidiary, The Conpany has agreed
to indemnify the purchasers of Shand agamst certain
contingencics, including the Mutual Fire, Marine
and Inland Insurance Company contingency
described below.

Prior to its sale in 1987, Shand and irs subsidiaries
provided underwriting management services tor and
placed insurance and reinsurance with and on behalf
of Mutual Fire. Mutual Fire was placed in rehabilita-
ton by the Courts of the Commonwealth of Penn-
svlvania in December 19806, 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 US. District Court for the Eastern
District of Pennsvivania. The compiaint alleges rthat
Shand, and in certain respects the Company, breached
duties to, and agreements with, Mutual Fire. In addi-
ton to chaiming compensatory damages, the com-
plaint secks punitive damages and recovery of certain
conunissions paid to Shand and the Company. The
complaint does not specify, 10 any meaningtul degree,
the amount of alleged damages incurred or sought.

In June 1993, however, the rehabilitator, through an
expert’s report, has indicated to Shand and the Com-
pany that the damages alleged are in the amount of
5238.5 million. The Company and Shand strongly
disagree with the alleged damages in the rehabilitator’s
report and have substantial arguments to sustain their
position. The Company and Shand are in the process
of fmalizing a series of ¢xpert reports that rebut the
damage amount alleged in the rehabilitator’s report.

The case is likely to be placed on the trial calendar
in the summer of 1994, Management believes that
there are valid defenses to the allegations set forth in
the complaint and the Company intends to vigorously
defend against this action.

Also, the sales contract berween the Company and
Shand’s purchasers obligates the Company to certain
indemnities with respect to transactions involving
Mutual Fire. In November 1992, the purchaser
asserted indemnification claims related to reinsurance
recoverables due from Mutaal Fire. In February 1993,
the Company agreed to settle certain of these claims.
The Company has estumated its exposure under this
settlernent, net of anticipated recoveries from certain
trusteed assets held for Shand’s benefit of S10.8
million and net of $4.6 million of set-offs, and estab-
lished a reserve as part of the 1992 special charge
described in Note 4. The Mutual Fire rehabilitator has
challenged Shand’s right to recover these assets and
utilizanon of such set-otfs.



The purchaser of Shand has also notified the
Company of claims relaring to reinsurance recoverables
based on alleged errors and omissions of Shand in
placing reinsurance. To date, these claims have led o
the institution of four arbitratian proceedings involv-
g cerrain reinsurers in an amount presently estimared
to be $33 million. These claims are potentially subject
to indemnification by the Company under the rerms
of the sales agreement. Shand is actively disputing
these allegations. However, pursuant to the rerms of
the indemniry, the Company mav be responsible for
the costs of these proceedings and related expenses,
Unul there is a final determination that a reinsurer has
aright to withhold pavment ot a reinsurance recover-
able, based on an actual error or omission of Shand,
the Company beheves that its exposure under the
indemuity is limited ro the above-mentioned costs and
expenses. The Company mtends to vigorously dispute
these claims. .

On November 4, 1993, a class action suit was filed
against the Company and rwo of its direcrors and
officers 1 the United States District Court for the
Southern Dhstricr of New York. In response to the
defendant’s motion to dismiss, an amended complaint
was filed on February 16, 1994, purportedly on behalf
ofa class of persons who purchased the Company’s
Common Stock during the period May 1, 1991 ro
Seprember 28, 1993, aileging that during said period
the Company’s financial starements contained material
misreprescntations as a resulr of inadequate reserves
established by the Company’s subsidiary, Alexander
Consulting Group Ine,, for unbillable work in
progress. The amended complaint seeks damages in an
unspecificd amounr, as well as attorneys’ fees and
other costs, for alleged violations of the federal securi-
rics law. The Company intends to vigorously dispure
this clain.

These contingent liabilitics involve significant
amounts. While it is not possible to predicr with cer-
rainty the outcome of such contingent liabilities, the
applicability of coverage for such matters under the
Companyv’s professional liabiliny insurance policies, or
their financial impact on the Company, management
presently believes thar such impact will not be marerial
to the Company’s financial condition. However, 1t 1
possible that futere developments with respect to
these marters could have a maternal effect on tuture
interim or annual results of operations.

14. LITIGATION SETTLEMENT
In November 1986, the Company settled irs lawsuir,
which commengced in 1983, against certain former
audirors of Alexander Howden. The terms of the
settlement included the payment of $24 million to
the Company, Recognition of this recoverv in the
Consolidated Scatements of Operations had been
deferred pending final resolution of specific loss con-
ringencies arising out of the Alexander Howden acqui-
sition which were known at the date of the settlement,
As discussed in Note 6, the remaiming balance
ot §22.3 million was transterred to the Company’s
net liabilives of discontinued operations as a result of
a 1993 adverse court decision relating to one of these
specific loss contingencics,

15. BUSINESS SEGMENTS

Segment informarion is provided for the Company's
two reportable segments, Insurance Scrvices and
Human Resource Managemenr Consulting,.

Iosurance Services operations include tisk manage-
ment and insurance services, specialist and reinsurance
broking. The Company’s extensive services permit
it to handle diverse lines of coverage.

Human Resource Management Consulting includes
a variety of human resource management consulting
services, including actuaral and benefit plan consult-
ing services, flexible compensation consulting, com-
munications and management consulting services and
exccurive plainning services, as well as human resource
organizational analysis and planning,.



The following rables present information about the Company™s operations by business segment and geographical
arcas for each of the three vears in the penod ended December 31, 1993:

Qpueraning Operating Identiiabic Depreciation & Capriral
Revenues Income Asscrs Amortization Lapemdiiures
Business Segments:
1993
Ensurance services 51,128.6 $92.9 52,544.1 548.3 $21.0
Human resource management consulting 213.0 (7.5) 121.4 5.6 4.0
General corporate — (33.1) ) 128.3 0.6 1.0
$ 1,346 53523 %2,793.8 554.5 526.0
1992
Insurance services 51,1290 S R6.l 524224 $52.9 Sl6.2
Human resource management consulting 240.3 30.8 130.2 7.0 0.5
General corporale — (31.4) 36.9 0.6 —
S 1.309.5 5 855 5£2.609.06 S00.5 S16.7
1991
Insurance services S 1,158.0 5 245 S2.,540.2 563.6 S16.9
Human resource managenient consulting 2270 23.1 136.6 7.8 3.5
General corporate — (31.2) 5590 0.8 0.3
51,3851 S 164 §2,737.8 8722 522.7

Operating Operating fdentifiable
Revene Income Ansets
Geographical areas:
1993
United States S 7271 5¢11.8) 51,029.2
Unired Kingdom 315.5 64.1 987.8
Canada, principally Reed Stenhouse Cos. Lud, 120.9 13.0 208.1
Other counerics 178.1 20.1 4404
General corporate — (33.1) 128.3
$1,341.6 $52.3 52,793.8
1992
United States s 7311 s [74 S 9608
United Kingdom 3384 63.9 950.8
Canada, principally Reed Stenhouse Cos. Lid. 130.0 16.1 213.6
Orher countrics 170.0 19.5 3975
Geoeral corporate — {31.4) 509
51,3695 S 85.5 $2.609.06
1991
United States 5 7626 5{(42.3) 51,045.1
Unired Kingdom 3149 545 979.7
Canada, principally Recd Stenhouse Cos. Lid. 136.5 214 2223
Other countrics 1711 14.0 435.7
General corporate — (31.2) 55.0
S 1,385.1 5 16.4 $2.737.8



16. QUARTERLY FINANCIAL DATA (UNAUDITED)

Quartetly operating results for 1993 and 1992 are summarnized below (in millions, excepr per share data),

Income
{Loss) from Ner

Opceraring Operating Continuing Inconne

Revenue Income Opcrations {loss)
1993
Ist S 3248 5 18.9 5 99 S 13.2
2nd 341.9 23.6 13.1 13.1
3rd 327.1 0.2 (2.0} (2.6)
4th 347.8 7.6 3.2 3.2
Year $1,341.6 § 323 5 23.6 5 20.9
1992
Isr 5 3269 S 144 5 217 5 217
2ind 352.1 32.7 17.6 17.6
3rd 3454 20.1 10.2 102
+th 3451 18.3 7.6 {137.4) (a)
Year $ 11,3695 S 855 S a7l S (87.9)

Income

(Loss) from New

Canrininng Income
Per Share of Connnon Stack: Operatiemy Iy Prvidends Higls Lo
1993
1st 5 .22 5 .30 S .25 S2B% 524
2nd 26 26 25 28 245
3rd (.11) (.11) .25 27% 21%
4th 03 .03 .25 21% 17%
Year § .40 S 48 51.00
1992
Lst S 50 5 .50 5 .25 823% 519%
2nd 41 41 25 22% 18
3rd 24 24 .25 7% 21%
4th 17 13,18} 25 27% 25%
Year S1.32 $(2.03) 51.00

() Includes @ provision of XIS meiifion v 3335 per share asectated withy the disconinncd and sold wonderwiiting sperations (sec Note 6).
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New York, Ny 10019

APPRONIMATE NUMBER OF
FEourry SECURITY FHOLDERS
Av o March 11994 there were
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Commaon Stock and 1,301 record

holders of Class C Common Stock.
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