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About Alexander & Alexander

Alexander & Alexander Services
Inc. provides professional risk
management consulting, insurance
brokerage and human resource
management consulting services
from offices in more than

80 countries.

Risk Management Consulting
& Insurance Services

Alexander & Alexander designs
and implements integrated in-
surance and risk management
programs globally. We have the
expertise to help businesses of all
sizes, as well as associations and
governmental agencies, address
their risk assessment, risk control
and risk financing requirements.

Specialist & Reinsurance Broking

The Alexander Howden Group
places large and complex risks
that require access to wholesale
and specialist insurance markets
worldwide. We also provide a
range of broking and associated
services to insurance and re-
insurance companies and
Lloyd’s syndicates.

Human Resource Management Consulting

The Alexander Consulting Group
provides integrated advisory and
support services in human
resource management, including
retirement planning, health care
management, organizational
effectiveness, compensation, HR-
related communications, and
informadon technologies.

ACG also offers brokerage
services for group health and
welfare, special risk, and executive
planning insurance coverages.

Contents

Financial Highlights 1
Chairman’s Letter 2
Financial Contents 9
Investor Information 55
Board of Directors

Inside Back Cover



Financial Highlights

Alexander & Alexander Services Ine. & Subsidiarics
(in wellions, excepr per share amounts)

Operating Results:

Operating Revenues
Operating Income (Loss)tH
Other Income (Expenses)id)

Loss from Discontimied Operations

Net Tucome (Toss)
Earnings (Loss) Aunbatable 10
Commaon Sharcholders

Per Share Information:

Primary Earnings {Loss) Per Sharce
Fully Dyiluted Earnings (Loss) Per Share
Cash Dividends Per Common Share

(ther Data:

Shares Ouisranding

- 1995 1994 1993
$1,282.4 §1,323.9 13416
122.7 {82.9) 52.3
33.3 (63.9) (20.4)
Income (Loss) trom Continuing Operations 89.4 (167.2) 23.0
(28.9) —
Cumulative Effect of Change in Accounting — (2.6) 3.3
89.4 (138.7) 269
- 64.0 (153.8) 207
$ 1.44 S (3501 S 48
1.42 (3.51) 48
Jd0 0 325 1.00
Average Common and Common Equivalent
44.6 4318 43.4
Average Common and Commeon Equivalent Shares
Outstanding, Assuming Full Dilation 57.1 43.8 434
11.9 13.3 145

Number of Emplovees (thousands)

1 Incledes vestyucturing and special charges of 817.0 willion and S0V willion in 1995 aud 1994, respectively (see Noee 3 of Nates to

Financind Statements).

D Includes specinl charaes primavily yelated to coneingeney sectlemenss o acher Gudconnity costs af 8697 million in 1994 Ao incindes gpnins
on satics of won-core Dusinesses of $30.4 millton fr 1995, 82002 warbfing in 199-E and 539 million in 1993 (see Notes 2.and 3 of Nopes to

Frnancial Statements).
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[0 My Fellow Stockholders

n 1993, Alexander & Alexander
completed its restructuring,
significantly improved
sales and service capabalitics,
and resumed arowing core
business revenuces and
profits during some of the
roughest business conditions

i1 memory

Frnancial benchmarks tell part of
the story, beginning with
record net income of $894
nillion. On a comparable
Dasis with 1994

= ARAS operaling margin was
1038 percent—up 91 por-
CenLage Pouts,

B Revenues rose 44 pereent.

® loxpenses fell 3.2 pereent.

By Car-lo-vear aperating income

increased S114.8 million.

Onur 1994 vestructoring program
provided the foundation
for much of our progress.
On the expense side, savings
ol more than SI00 million
were realized, and millions

maore reallocated e sales

“wgchieved

Bvery major target,

- resulting in across-the-board

~Opergting income
~ improvement”

and service inttiatves. Major
longstanding contingencies
were resolved.\ larger, more
tlexible 200 million, threc-
vear revolving eredit facilicy
was established with a group
ol 13 major banks. By the
end of the first quarter of
1995, A& A emerged from
the restructuring with a
strong, cash position, a
strengthened balancee shee
and significantly better pros-

pects for renewed growth,

With the restracturing behind s,
our fecus has shifted o the
more exciting and satisfving,
abjectives ol winning and
servicing our clients while
produang, marked v better
operating, resules. By vear
cnd, we had achieved cvery
major target, resulting in
across-the-boeard operating,

ncome improvenent.

Approximarely half’ ol our retail
brokerage and risk manage-
ment L'l)l]\ll]'[iﬂéi FEVENLILS
are generated in the Unied
States. Lower operating costs
drove Uls. retail operating,
meome up nearly S40 million
fram last vear before restrue-
turing ancd special charges.
In fact, operating income
improved in retail operations
around the waorld. With a
baost from major new buosi-

ness gains and acquisitions,

Franl . Zoil

Chatrman of the Board, President

Ol Executive Offher

operating income growth
was especitl v strong in
Canada, Latin Amenca,
Connnental Europe and

the Asia Pacific region.

perating mcome ar Alexander
Howden Groop, A&As
speaialist and remsurance
broking operation, rose on
record revenues of more
than 8300 nmullion. At the
Alexander Consulung
Group, o human resouree
consulting, company, oper-
ating income improved
S17.2 milhon on Jower

OPCTALTG CXPLISes.

In 1996, furiher gains from
expense savings and revenue
arowth will be parth ofiset
by A& A heavy ivesuments
i mtormation technologsy,
product development and
cmplovee raining. These
ivestments should lead 1o
improved lnancial reseles

in 1997 but will be a drag






omn profits in the short term.

We are prepared to trade a
degree of short-term gain
to proteet and enhance
the Company’s lotig-term
competitive position and

to Detter serve our clients.

¢ operate in an induostry
rhat is beginning o address
the effects of vears during
which, by and large, it did
not keep pace with the
changing needs of clients.
Now underwriters are
shoring up their balance
sheets while emphasizing
nesv product development.
They are abandoning a
“take 1t or leave it” service
mentality that dicve many
tracitional insurance buvers

into alrernadye markets.

Brokers face similar challenges.

In a slow-growth, highly

competitive environment,

commission-hased income

has been driven down by
weak insurance prices.
Meanwhile, client demand
for value puts added pres-
sure on all brokers to hold
down costs while improving
rthe quality and variery of

products and services,

There is no such thing as a cozy,

long-rerm cliem relarionship.
Savvy about their risk man-
agement needs and mindtul
of their corporate financial
objectives, risk manapers

are more likely to use the
renewal process as an oppor-
tunity to determine that
thev have the best and most
cost-etlective ways of deal-
g with risk. As a resul,
account turnover rates have
becn increasing through-
out the industry, Brokers

and underwriters who have

the right product, strong
financial tooting and leader-
ship will emerge on top of

the indusrry.

mature industry characrerized

by slower growth, excess capa-
citv and risimg client expec-
tations spells opportuniry

for A&A. Our comperitive
advantages begin with our
willingness to innovate, to do
things differenty. For exam-
ple.we have refined a sales-
driven strategy of providing
middle market clienrs

with low-cost, segment-
specific products of the best
possible quality. VWe are
serving this imporiant part
of our business with mcreas-
ingly sophisticared informa-
tion technology, a proven
business segmentation
strategy and vigorous new

product development.




Clients having, larger and more
complex risk management
needs will require compre-
hensive advisory services that
can help reduce their overall
cost of risk, A8 A’s arsenal
tor larger accounts includes
a consultative approach
itegrating risk assessment,
risk finance, minigation and
administration. Although

wo will sometimes use

capital market altermatives,
we are working with some
of the world’s leading in-
surance markets to develop
msurance-based products
that will continue to pro-
vide our clicnes with cost-
cftecrive, tax-advantaged risk
transfer. A pood evample of
a breakthrough insurance
product s BETA, a high

excess multiline, multivear

" Dur competitive ElleEII][EI[IE_S begin

with our willingness to |INOVALR
to do things differently..”

risk transfer product devel-
oped by A&AS Alevander
Capital Consultants in

conjuncton with Swiss Re.

hese strategics will be supported

with an A&A “infrastructure”
that includes re-engineered
work processes, information
technology and the growing
ineellectual capital of our
emplovees. Through a pro-
gram we call rthe AdeA Way,
we are capluring our best
business practices and apply-
ing them on a fast, custom-
ized basis for clients and
prospective clicnts, A Mid-
western pilot project using,
A&A Way practices and

2 centralized visk transfor
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center h'.l& C()Ilﬂi.‘i[&.‘l]l’l}' ()l)'
tained significantly higher
account renewal rates and

better operating margins,

he ABGA Way is one component

of a worldwide informarion
technology investment of
approximately 545 million in
1995, We are expanding our
global I'l infrastrucrure,
butlding common messaging,
links with oftices around the
world and adding links with
clients through so-called
“groupware” A&A also par-
ticipated in the formation of
the World Insurance Neowork,
an clectronic bridge that

will standardize, streamline
and accelerare data trans-
mission between brokers

and insurance markets,

To equip our emplovees 1o work

in this environment, addi-
rional resourcees have been
devoted to training and
professional development.
Most US. emplovees have
attended A&A Way process

"industry conditions speII

uppurtumty

for ARA"

training, and rthousands
more worldwide are improv-
ing their rechnical, market-
ing and servicing skills.
This kind of ivestment 1s
necessary ifyou plan — as
we do — 1o become a leader
in all of our markets in the
eves of our clients, emplovees

and sharcholders.

Innovation is not confined to our

retail operations. Client de-
mand for increasingly soplis-
ticared solutions prompred
the Alexander Howden
Group to form Alexander
Howden Developments.
This new unit combines
several areas of analvtical
CRPLTise 10O assess Tisk expo-
sures and accumulations,
evaluate retention capabilitics
and investigate aleernative
programs. Similar energy is
evidenr at the Alexander
Consulting Group, which is
reshaping its core businesses
of health care and compen-
sation, retirement planning
and human resource infor-

mation technologies.

These initiatives are expected to

boost future revenues and
profitability. Mcaningtul
growth is more likely to
resulr from acquisitions. For
this reason, we continue 1o

explore porential acquisitions

or straregic alliances that
will help us deliver the best
possible products and ser-
vices, or fill a regional or
segment niche, We achieved
these objectives with the
October acquisition of most
of the ULS. operations of
Jardine Insurance Brokers,
Inc. The transaction in-
creased our market share
the West, parucularly Cali-
tornia, while adding, talent-
ed professionals in the areas
of health care, agribusiness
and other practices. Larger
strategic acquisitions will be
considered as our indusiry
consolidates and as we
cvaluate options in related

financial services.

& A's progress throughout the

vear benefited from the
experience and leadership
provided by the Board of
Directors. Importanthy, A& A
directors have been person-
ally involved in supporting
our business objectives,
including business develop-
ment. In January 1995, rhe
Board voluntarily climinated
cash compensation for its
non-ciployee members in
favor of an equity compen-
sation plan, Their interests
are now fully linked with
the interests of all A&A
sharcholders, which is the

way it should be.
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ew members sinee January

[995 include:

® H. Furlong Baldwin, Chairman

& CEO of Mercanmile

Bankshares Corporation.

= B Gerald Corrigan, Charman,

International Advisors,
Goldman, Sachs & Co. and
former CLO of the Federal

Reserve Bank of New York.

= Ronald AL Tles, Deputy

Chairman of A& A Scrvices
Inc. and Chairman of
Alexander Howden

Crraupy Linuited.

m Ldward B Kosnik, Scnior

Exccutive Vice President
and Chici Finandal Officer,

A&A Serviees Ine.

In October, the Board approved

five senior-level appomt-
ments, including that

of Ron Tes as Deputy
Chairman. Fd Kosnik was
cleered Senior Execurive
Vice President. Three new
Exceutive Vice Presidents
are Elliot 5. Cooperstone,
Chiet Administrative
Ofheer, A&A Scrvices
Tic.;, Kenneth J. Davis,
Chairman, Global Rerail
Board; and Deanis ..
Mahoney, Depuy
Chairman and Group C1LIO
of the Alexander Howden

Group. In cach instance,

P Al Kew Deoves avid Bd Kootk

the Board recognmized
outstanding, achieveiment
by talented exceutives

who represent one of the
SLONgest managenment
tcams in the industey, They
will work with me i A& A

Ofhce of the Chairman.

hile we do not expect the
market Lo nprove in the
short term, I have never
heen more confident off
our ability 1o become a
leader in every region and
i every segment where we
do business. We have the
peaple, the resources and
the strategy Lo make our
way through a challenging,
pericd that will severely

test all brokers and consule-

Members of ASAs Office of the Chaivman: Eilior Cooperstone. Roii Iles, Dennis Maboney.,

ants hefore the industry
completes its consolida-
tion and the altimate win-
ners emerge. As [ recently
rold our cimplovees, the
important thing to remem-
beris that there will be
winners. And A&A will

be among, them.

Irank €. Zarb
Chatrman of the Board,
President &

Chicf Lxecutive Ofheer

March 29, 1996
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Selected Financial Data

Alevander o Alevander Sevvices Tueo O Subsidiaries
tia suillrens, exeepr per share amoioits)

The following Selected Consolidared Financial Dara is presented in accordance wirth generally aceepted
accounting principles. This data should be read in conjunction with the financial statements and accom-

panving notes included clsewhere herem.

1995 1994 1993 1992 1991

Operating Results:
Opcerating Revenues 81,2824 S1.3239 §1.,341.6 $1.369.5 51,385.1
Operating Income (Loss)y' b 122.7 (82.9) 52.3 85.5 16.4
Other Income (Expenses) D 33.3 (63.9) {20.4) 174 (22.8)
Income {(Loss) from Contimnng Operations Bu.4 (107.2) 230 57.1 {9.3)
Loss from Discontinued Qperations - (28.9) — (145.0) —
Cumulatve Effect of Change in

Accounung — {2.6) 3.3 — (2.2}
Net Income (Loss) 89.4 (138.7) 26.9 (R7.9) (11.7)
Earnings (Loss) Atrriburable to

Common Sharcholders 64.0 (153.8) 0.7 (87.9) (11.7)
Per Share Information:
Prumary Earnings Per Share:

Income (Loss) from Continuing Operations § 144§ (2790  § 40§ 132 S (122

Loss from Discontinued Operarions — (.60) — {3.35) —

Cumulative Eftect of Change in Accounting, — (.0) 08 — (.05)

Net Earnings (Loss) S 144 S (331 S 48 S (203 0§ (27
Fullv Diluted Earnings Pee Share; - -

Income (Loss) from Connnuing Operations § 1,42 S (279§ 40 S 132§ (.22

Loss from Discontinued Operations — {.606) — (3.35) —

Cunmlative Eftecr of Change in Accounting, — i.00) .08 — (.03)

Net Earnings (Loss) S 1.42 5 {%-'sl) S___-l_h‘ S8 (203) S (27)
Cash Dividends Per Common Share 10 325 1.00 1.00 1.00
Financial Position:
Total Asscts $2,942.4 §2.945.7 82,7938 520090 §2.737.8
Working Capital 251.5 237.6 186.2 191.7 172.6
Long-term Debt 126.2 132.7 111.8 125.1 169.9
Stockholders” Equity 402.6 317.5 276.2 185.5 370.1
(ther Data:
Average Common and Common Equivalent

Shares Qutstanding 44.6 438 43.4 43.2 43.1
Average Common and Common Equivalent

Shares OQutstanding, Assuming Full Dilution 57.1 43.8 43.4 43.2 43.1
Cash Dividends Paid: i+

Common Stock 3 4.4 S 143 S 417 S 409 S 4006

Series A Preferred 8.3 8.3 6.2 — —

(ree Nore 3 of Notes o Fonvieiad Strreniengs).

Cuchiedes vestraetrigg and special chavaes of SIZ.6 wdiion and 309 million in P95 qud 1904, vespeetively and S45.5 nallion qr 1991

< Inelndes speciad chavges primavily velated 1o comtingeney seitfoments anid ather indevsnite costs of NOO.7 il e 1R 8165 ariition an 1992

and 13 wmillion in 1990 Abso ducludec gains on sales of von-coe businesses of S304 weilfion in Y903 8202 meillion iy 1994, S50 weidlion i
1993 wnd $43.8 million in 1992 (cee Nowes 2 and 3 of Notes to Finguoad Starcinenis).
Y Inchudes SIA5.0 mdifion 0 1992 pelating te an dncrcase i the estimiated Nabilines wnder indemnitics provided to the purchasers of oiseonrin -
wed busivesses, (See Nete 6 of Notes v Financinl Sravemenis fur a descesption of the Company’s discontinucd operations).

A Dividends on the Series B Crvisdative Converrsble Preferred Stock ave payabiv in bind (ndidiveional Sevice 8§ prefereed dinres) anid
Dccember 15, 1996 and thereafeer, at e Board of Divectors" discrctren, sonrdd Deeember 15, 1999,



Management's Discussion and Analysis

of Financial Conditton and Results of Oprerations

Overview

Alexander & Alexander Services Ine, (the “Com-
pany™) provides professional risk management
consulting, insurance brokerage and human resource
management consulting services from oftices in
more than 80 countries. The Company’s principal
industry sepments are (1) INsUrance services, Com-
prised of risk management and msurance broking,
services and specialist and reinsurance broking, and
(i} human resource management cousulting,

Since mid- 1994, management ol the Company
has implemented significant changes, including a
restructuring program aimed at expense reduction
and process improvement, a broad-based cash and
stock compensation program tied to mdividual
performance and increasing stockholder value, as
well as investments in the Company’s informarion
technology svstems and training programs. In ad-
ditton, the Company reduced its timancial exposures
to various longstanding litigation and other contin-
eencies and sold various non-core businesses.

Management belicves that such actions were
necessary w1 order to stabilize the Company, to
improve margins and finandial performance, and
to effectively reposition the Company to meet
the challenges of an increasingly competitive biesi-
nwess environment, the evolving needs and demands
of ity clients, including a trend toward fee based
remuncration, and the rencwed trend towards
mdustry consolidation.

The Company’s revenues are generally derived
from commissions and fees and can be aftected by
pricing and scasonmality, 'The Company’s insurance
broking revenues are generallv impacted by overall
available market capacity and premium rates charged
by insurance companies. Fee arrangements are be-
coming more prevalent on large risk management
accounts, Insurance broking commissions and lee
growth continue to be constrained, particularly in
the U.S., due 1o soft pricing and excess market ca-
pacitv and the resultant intense competition among
msurance carriers and brokers for marker share.
These market conditions are becoming inercasingly
evident in the UK., Countinental Europe and in
ather parts of the world. Tn addition, changing,
client demands and needs in the ULS, have resulted
in higher account turnover rates within the industry.

eleven

During 1996, soft market conditions are
cxpected to continue in most lability coverages.
Partially offsetting this trend are anticipated harden-
ing, conditions for selected catastrophe coverages.
The Company anticipates modest broking revenue
growth for its insurance broking operations in 19960,

Revenue growth from the Company’s human
resOUECe MANAECMent consulting operations was
constrained in 1993 by the impace of the Company's
restructuring initiatives. Moderare growth is expec-
ted tor this segment in 1996,

The timing and realization of revenues are also
attected by the timing of rencwal eveles i different
parts of the world and Tines of business. This pro-
duces a degree of seasonality in the Companys
resiles. Broking revenues for risk management and
insurance broking services are strongest during the
first quarter tor Continental Europe and strongest
in the U5, and Asia-Pacitic during the fourth quar-
ter. Specialist and reinsuranee broking revenues are
strongest in the first and sceond quarters. Revenues
tor human resource management consulting are typi-
cally strongess in the fourth quarter and weakest in
the first quarter.

In additdon to commissions and tees, the
Company derives revenues from investment imcome
carned on fiduciary funds. Despite a rise in world-
wide mterest rates in 1993, the trend in recent vears
has been downward. There is also pressure from
imsurance compartics to shorten the time that fidu-
ciary funds are held prior to remittance to carriers,
[nvestment income carned on fiduciary funds during
1996 1s anticipated to remain near 19935 levels.

Revenue growth of the Company’s indusiry
segments will depend increasingly on the develop-
ment of new products and services, new business
generation and selective acquisitions.

In October 1995, the Company purchased most
of the ULS. insurance broking and consulung busi-
ness ot Jardine Insurance Brokers, Inc. (the JIB
acquisition). The Company will continue to evaluate
domestic and mrernational geopraphical marker
expansion possibilities and further imdustry special-
ization. Furthermore, the Company is considering
additional possible niche and substantial strategic
acquisitions relating to its core businesses, as well
as other opportunities in the financial services in-
dustry. As part of its evaluation of opportunities,
the Company engages with interested partics in
discussions concerning possible transactions. The



mwehe

Company will continue to evaluate such opportum-
ties and prospects. However, the Company cannort
predict if any transaction will be consummated, nor
the terms or form of consideration required, Nor
can the Company predict, if anv such rransaction is
consummated, what the financial benefit, if anv, will
be to the Company,

Overall, comparable operating expenses declined
significantly in 1995, resulting trom implemenring,
the 1994 plan of restructuring and other expense
inidatives. The Company realized over $100 mollion
of expense savings from these effores. Approximately
one-half of these savings were reinvested in the
Compaogy in the form of new technology, products
and personnel to support revenue growth, or
absorbed through inflatonary increases in coses.
The Company plans to continue such investments
in 1996 which will slow short-term profit growrh.

Summary

The Company reported net income of $89.4 mil-
lion, or $1.44 per share for 1995, Fully diluted
earnings per share for the period were S1.42.
Included in the results is an after-taxy gain of S18.7
willion, or $4.42 per share, from the sale of
Alexsis Inc., the Company’s ULS.-based third party
claims admimstrator and a pre-tax charee of S17.0
million (S11.2 million after-tax or S0.25 per share)
primarily associared with the JIB acquisition in the
fourth quarrer.

In 1994, the Company reported a net loss of
S138.7 million, or $3.51 per share on a primary
and tully diluted basis. Included in the results were
after-tax charges for restrucnuring, contingency
settlements and other reserves of S106.6 million,
or 82.43 per share, an after-tax gain of $12.5
million, or $0.28 per share, trom the sale ot the
Company’s U.S.-based personal lines insurance
broking business, and after-tax charges of 528.9
million, or $0.66 per share, relating 1o certain in-
demniry obligations and exposures of the Com-
pany’s discontinued operations,

In 1993, net income was §26.9 million, or
S048 per share on a primary and tully diluted basis,
inciuding after-rax gains of $2.3 million, or $0.05
per share, from the sale of three small operations
and a gain relaring to a cunularive etfect adjustment
of $3.3 million, or $0.08 per share, from a change
i1 accounting, for income raxes.

The tollowing discussion and analvsis of signiti-
cant factors affecting the Company’s operating,
results and hquidiny and capital resources shoulbd be
read in conjunction with the accompanying financial
statemients and related notes.

(onsalidated

Operating Revenes

Consolidared operating revenues for 1995 were
S1,282 4 million compared to $1,323.9 million tor
1994, The sale of non-core businesses reduced rev-
enues by approsimately $109 million in 1995 com-
pared to 1994, Partially offsetting this decline was
$8.5 millien from the favorable effects of changes
i forcign currency rates. The JIB acquisition in the
tourth quarter of 1995 increased revenues by
approsimately S11.5 million.

Exclading the effects of these items, total rev-
enues inereased by §47.5 million, or 3.9 percent, on
a comparable basis. Consolidated operating, revenues
decreased in 1994 by 817.7 millon, or 1.3 percent,
versus 1993,

Commisiions and Fees

Total 1995 connmissions and fees were §1,219.5
million compared to $1,272.3 million in 1994, a
decrease ol $52.8 million, or 4.1 pereent. Total
1994 commissions and tees decreased from 1993
levels by §15.4 million, or 1.2 pereent. The sale of
non-core businesses reduced such revenues m the
1995 and 1994 comparable periods by approxi-
mately $106.5 million and S8.4 mullion, respectively,
The favorable effects of changes in foreign currency
rates increased commissions and fees by $7.9 mullion
and $0.5 million in 1995 and 1994, respectively.
Additionally, the impact of acquisitions increased
these revenues by $11.2 million and $7.2 million in
1995 and 1994, respectively.

After adjusting tor the eftects of these items,
total commissions and tees increased by $34.6 mil-
fion, or 3 pereent, in 1995 versus a decrease of
S14.7 millicn, or 1.3 percent, in 1994 versus 1993,

Fidunetary Invesomens Tncome

[nvestment income carned on fiduciary funds in-
creased by S11.3 million, or 21.9 percent, in 1995
primarily due to higher annual average vields
achicved, partcularly onoits UK dollar and UK
pound sterling portfolios.

In 1994, iiduciary investment imeome declined
by $2.3 million, or 4.3 percent, versus 1993 primar-
ilv due to a reduction in the average size of portfo-
fios, particularly in the ULS,

The Company enters into INerest rare swaps
and torward rare agrecments 1o limit the carnings
volatility associated with changes in short-term
interest rates on its existing and annicipared fidu-
crary imvestments. In addition, as part of its interest
rare management progran, the Company uitlizes
various types of interest rate options, including caps,
collaes, tloors and interest rare guarantees. These
financial instruments inereased the Company’s tidu-



clary investment income by ST million in 1995,
50.2 million in 1994 and $2.2 million in 1993, For
additional information relaring to the Company’s
interest rate finaucial instruments, see Note 12 of
Notes to Financial Statements.,

The majority of the Company’s liduciary funds
mvestment portfolio 1s invested 1 seeurities wich
short-term maturities; as a result, the Company’s

level of fiduciary investment mcome is closely associ-

ated with changes in shore-term, worldwide interest
rates, primarily in the United States and Unired
Kingdom. Excluding the impact of denvative tinan-
cial instruments, a one percentage point change in
worldwide interest rates could affect the Company’s
level of fiduciary investment income by approxi-
nately §8 million.

The Company generally enters into derivative
mstruments to hedge its exposure to interest rate
changes up to a three year period. The approximare
net amount of the fiduciary investment portfolio
that has been hedged using derivative instruments,
and the effective fixed rate of return the Company
will receive on those hedges, is summarized below:

For the Years Ended Decomber 31, 1996 1997 DDA
NWet Vialue Hedged S13%.06 S184.2 SOR.7
Effective Taterest Rage 8.9% 720 7.2

Because these denvative instruments have

effectively locked in a tixed inreresr rate on a porton

of the fiduciary funds portfolio, the Company’s
fiduciary investment income is not as impacred by
short-term interest rates as would otherwise be the
vase. For example, a one percentage point change
in worldwide market interest rates would, as cited
above, atfect fiduciary investment income and
related cash flows by approximately S8 million;
however, the impact is reduced to approximately
§7 million in 1996 when the financial hedging
instruments are included.

A change in the level of short-term, worldwide
interest rates would also resule in a change in the
fair market value of the Company’s porttolio of
derivative financial instruments. At December 31,
1995, the fair market value of all inrerest rate deri-
vative financial instruments was approximately
56.8 million, representing the cconomic gain the
Company could have realized if the Company ter-
mimated all interest rate derivatives on that date.

If interest rates at December 31, 1995 had been
one percentage point higher, the fair market valoe
of all interest rate derivatives would have been ap-
proximately $3 million. Likewise, if interest rates
had been one percentage point lower, the fair mar-
ket value of all interest rare dervatives would have
been approximarely S1O million.
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Operating Expenses

Consolidated operating expenses tor 1995 were
$1,159.7 million compared to $1,406.8 million in
1994, Excluding the 1995 special ¢harges and the
1994 restructuring charges and the 1994 non re-
curring charges deseribed below, rotal operating
expenses declined by $150.9 milion, or 11.7 per-
cent. Reflecred in this decrease was the effect of
the sale of non-core busmesses which reduced total
operatng, expenses by approximately S102.8 million
on a comparable basis. Partially offsernng this de-
cline was the negative impact of changes in foreign
curreney rates, and the tourth quarter IR acquisi-
ton wineh increased toral expenses by 9.3 million
and S11.2 million, respectively.

Excluding the effects of these items, total expen-

ses decreased $68.6 million, or 5.6 percent, on a
comparable basis.

Consolidated operating expenses inercased
by S117.5 million, or 9.1 percent. in 1994 versus
1993, Excluding the restructuring charges deseribed
below, torl operanng expenses increased in 1994
by $48.5 million, or 3.8 pereent. In 1994 total
operating expenses increased by $50.3 million after
adjusting for torcign currency fluctuanons and the
cttects of acquisitions and dispositions.

Salavics and Benefits

Consolidated salaries and benefies decreased by
$79.2 million, or 9.7 percent, in 1995 versus 1994,
Excluding the effect of changes in foreign currency
rates, a $59.2 million decrease resulting from the
sale of non-core businesses, the fourth quarter JIB
acquisition and <he 1994 increase due to additional
incentive and benefit expenses, total salaries and
benefits decreased by $24.5 mllion, or 3.3 percent,
versus 1994, Contributing to this decrease was a
3.9 percent decline in headcount, excluding the

impact of acquisitions and dispositions, primarily duc

to carly reticement programs and worldwide work-
foree reductions pursuant 1o the Company’s 1994
plan of restructuring. Also reflected inthe decrease

were lower emplovee benelit costs resulting trom the

Company’s expense reduction initianves. Somewhat
offsetting these items was an increase in incenrives
attnibutable to improved sales and profit perfor-
mance coupled with the implementation of several
new long-term incentive compensarion plans and
normal salary progressions.

Consolidated salaries and relared beoctits in-
creased by 829 million, or 3.7 percent, in 1994
versus 1993, The increase reflects $10.1 million of
additional incentive and benefit expenses in 1994
representing a combination of amendments 1o exist-
ing incentive plans, pavments required re certain
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emplovees in the UKL due 1o the moditicaton of
coployment terms and a special compensation
award to a director,

Also contributing to the 1994 change was an

addinenal $9.1 million of salaries and benetits result-

ing trom the 1993 Mexico acquisition and trom the
November 1993 pooling of inrerests acquisition of’
Clayv & Partmers (Clay).

Excluding the effects ot these items and a de-
crease due to the eftect ot sold operations, salanies
and benetits increased S16.4 million over 1993 lev-
els. Staft coses tor 1994 also rellected normal salary
progressions and higher benetit costs, partially offset
by a decline in headeount of 8.3 perecnt in 1994,
Performance-based incentive costs declined by
54.8 million in 1994,

The Company will dopt SFAS No. 123,
“Accounting for Stock Based Compensation,™ in
1996, The Company has clected to continue to
MeAsure compensation costs using APG Opimion
Now 25 and accordingly will provide the disclosures
required by SFAS No. 123,

Orher Operaring Expeises

Consolidated other operating expenses for 1995
were S407 million compared 1o $523.5 niillion for
1994, a deercase of 5116.5 million, or 22.3 percent,
The sale of non-core businesses reduced expenses
by approximately $43.6 million in the comparable
pereds. Partially oftserring this decline was the
negative impact of changes in foreign currency rates,
including hedging contracts gains and losses, and
the fourth quarter JIB acguisition which increased
other operatmg expenses by $2.6 million and

$3.3 million, respectively.

After adjusting for the cffects of these items, ro-
tal other operating expenses decreased §78.8 million,
or 16,5 percent, in 1995 versus 1994 on a com-
parable basis.

Contributing, to this decline was the imple-
mentation of the 1994 plan of restructaring and
other expense initatves, including tightening of
travel and enrertamment practices, clinunaion
of certain emplovee perquisites and the consolida-
tion of vendor and supply management. Addition-
ally, this decrease refleces lower insurance costs
primanly related to the Company’s protessional
indemniey programs.

In 1994, the Company provided $29.2 million,
including 5249 million in the fourth quarter, of
additional reserves relating to the sertdement of cer-
tain large litigation marrers and reserve steengthen-
ing. [n addition, higher svstem development costs

were reflecred in 1994 due to the standardization
and automation eftorts underwav i the ULS.

Consolidated orher operating expenses increased
by S19.5 million, or 3.9 pereent, in 1994 versus
1993, Excluding the negative impact of changes
in foreign exchange rates and acquisitions and dis-
positions, other operating expenses increased by
S19.3 million, or 4.3 percent, in 1994 versus 1993,

Insurance costs reflect third-parry insurance pre-
miums and self-insurance reserves tor the Company™s
professional indemnity programs. The Company
believes its insurance-related reserves are sutficient to
cover potential claims and liabalities; however, there
is no assurance thar escalating lirigation costs and
awards, as well as insurance company insolvencies,
will not have an adverse impact on the tuture overall
cost of insurance coverages.

The Company adopted SFAS No. 106, “Lm-
plovers” Accounting lor Postretirement Benetits
Other than Pensions™ eftective January 1, 1993 tor
its U, plans and effective January 1, 1995 for its
international plans. This statement requires the
Company to accrue the estimated cost of tuture
retiree benefit pavments during the vears the em-
plovee provides services, The Company previously
expensed the cost of these benetits, which are princi-
pally hiealth care and life insurance, as premiums
or clams were paid. The Company elected to recog:
nize the initial postretirement benefir obhigaton of
S14 million and $5.9 million for its ULS. plans and
intermanional plans, respectively, over a period of
LWCNTY vedrs,

Restrucrnring and Special Chayges

o the tourth quarter of 1995, the Company record-
cd 2 S17.6 million pre-tax charge (S11.2 mullion
after-tax or $0.25 per share) related primarily o
the JIB acquisition, The JIB portion of this charge
amounted to S13 million of which $12.5 million
reflects the anticipared costs associated with the
abandonment of certain of the Company’s otfice
space and the remaning balance retlects the antici-
pated costs associated with iveluntary worktoree
reductions. The lease liabiliny will be paid our
through the vear 2007, The remaining $4.6 million
of the charge primarily represents costs associated
with other involuntary worktoree reductions in

the L0S,

In the tourth quarrer of 1994, management
comntitted 1o a tormad plan of restruciuring the
Company’s operations and recorded a 69 million
pre-tax charge (S45.1 million atter tax or 81.03
per share). The restructuring charge incheded
§25.2 million to consolidate real estate space require-
ments at 48 offices worldwide, and S43.8 million tor



voluntary carly retirement programs and involuntary
workforee reductions involving approximately 1,100
positions, of which 630 were in the US,

At December 31, 1995 the remaining liabilities
assowtared with the 1994 restructuring program
amounted to S21.4 million, of which $% million
1s included in current habilitics in the Company's
1995 consolidared balance sheer. The remaining
long-term liabilities will be paid out in the torm of
annuity paviments tor certain carly retirees as well as
tease pavinents through the vear 2020.

Other Income and Expenses

Tuvestinent Incone

Investment income carned on operating funds
mereased by $8.3 million, or 70.1 percent, 1995
compared toan increase of $1.3 million, or 13.5
percent in 1994 Contributing, to the 1995 increase
were higher average operating, cash and investiment
levels during 1995 primarily resulting from the
Company’s improved operatmg performance and the
proceeds from the July 1994 issuance of the Com-
pany’s 8% Serics b cumulative convertible preferred
stock coupled with slightly higher worldwide interest
rates. In 1994 the increase was primarily attributable
o interest income carned on the proceeds from the
aforementioned July 1994 preferred stock issuance,

Tnrerest Expense

Interest expense increased by $2.6 million, or

16.3 pereent, in 1995 compared to an merease off
51.6 million, or 11.1 pereent, in 1994, The 1995
merease is due to a higher average debe level result-
g from the S30 million borrowing in mid- 1994
relating to a contract with a reimsurance company
and the isstance of long-term notes pavable upon
settlement of the Shand Morahan & Company
{Shand) and Mutual Fire, Marine & Inland
Insurance Company {Murual Fire) contingencies
during the first quarter of 1995, The 1994 increase
is due primarily to a higher debt level associated
with the atorementioned S50 million borrowing.

Other

Orther income {expenses) consists of the following:

For the Years Ended December 31, __1 Q95 1994 1993
Gains on sales of l)u.\lng‘s(c-\- ) 7 S30.4 S202 5 39
Latigation costs (0.1) (91 120,29
Other 2.4 10.2) 0.7
$32.7 S109  5015.0)

fifteen

During 1995 and 1994, as part of its ctforts to
streamline its operations and concentrate on its core
businesses, the Company disposed of certain opera-
tions, On February 28, 1995, the Company com-
pleted the sale of Alexsis Tnc., its ULS.-based third
party claims administrator, for total cash proceeds of
5471 million resulting in a pre-tax gam of S28.7
million (S18.7 million atier-tax or $0.42 per share).

During 1995, the Company sold three small
operations for gross procecds of $9.1 million
resulting in pre-tax gains totaling $1.7 million
(51.1 million after-tax or $0.02 per share).

On November 10, 1994 the Company
completed the sale of its ULS.-based personal lines
isurance broking business. The total proceeds from
the sale were $30.2 million with a resulting, pre-
tax gam of $20.2 million {S12.5 million after-tax
or S0.28 per share).

During 1993, the Company sold three small
operations tor gross procecds of $9.6 million,
Pre-rax gains of $3.9 million were recognized on
the sales with resulting after-tax gains totaling
52.3 million or §0.05 per share.

Litigation costs are associated primarilv with the
Mutual Fire lawsuit described in Note 14 of Notes
to Finanetal Statements as well as a 1993 settlement
ot certam other litigation mateers.

Special Chayges

In the fourth quarter of 1994, the Company
recorded pre-tax special charges of $69.7 million
(S45.3 million after-tax or $1.03 per share ). These
charges, which were reflected in non-operating
resulrs, included 4 $32.5 million settlement in
January 1995 which resolved certain indemmnification
obligations relating to the 1987 sale of Shand and

1 $37.2 million increase to the Company’s pre-
existing reserves. The larter was based on sertlement
discussions which led 1o a March 1995 sertlement
agreement, subsequently approved by the courts,
relating 1o lawsuits and other disputes brougi
against the Company and others by the rehabilitator
of Murtnal Fire. The resolution of these contingen-
cies reflected management’s view that negotiated
settlements would be more cost-eftective than
protracted litigation, For turther information
relating ro these matters, see Note 14 of Notes

to Financial Starements.

Income Taxes

The Company’s effective rax rares were 39 pereent,
29 pereent and 20 percent in 1995, 1994 and 1993,
respectively. These rates compare to the ULS, statu-
tory rate of 33 percent. The effective rates were
negatively impacted by certain expenses, including,
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enrertainment costs and amorrization of goodwill,
which were not deductible in certain jurisdictions in
which the Company conducts business, Offserting,
these factors were foreign tax rates lower than the
LS. statutory rate and state and local rax benetirs
on losses gencrated m the ULS. operattons in 1994
and 1993,

The Company’s 1993 ctfective tax rate was
favorably impacted by the recognition of a $3.5
million tax benefir associated with a prior vear capirtal
loss. The rate was also favorably aftected by the
results of Clay & Parmiers, a UK. -based actuarial
consulting operation acquired in 1993 i a pooling
of interests transaction. Prior to the merger, Clay
operated as a partnership and accordingly, its results
did not reflect corporate income taxes of approxi-
mately $1.9 million.

The Company files a comsolidated US, federal
income tax rerurn which includes the losses of s
LS. discontinued operations. A reconciliation of
the book to taxable income (loss) tor the Company’s
U5, operations is as follows:

For the Years Ended Decamber 31, 1995 19vg 193
Lncome floss) betore rases S 374 {2004, S(74.2)
Amortization of goodwill 4.4 4.2 48
Depreciation 1.0 6.6 a4
Tan Teases 8.3 70 7

Dispanitions of subsidiarivs /
Brusingsses 17.8 (119.2) (R.5Y
Contingeney settlements (B3.9) 697
Restructuring, expenses (11.4) 258 (2.9
Repatriation of foreigin carmings 0.9 v.3 1al.u
Orher,inchiding aceruals
not correnty deductible (4.4) 189 9.9
Taxable income (loss)

from continuing operatons (19.9) 178.6) 1031
Taxalle income loss) from

discomtinued operations (5.4) (4.8 4.0
LS. table income (loss) S(25.3) § (834 S107.7

The Company recorded an 8.8 million benefit
with regard to the 1995 US. raxable loss, which will
be carred back. The Company carried back $38.4
million of the 1994 U.S. taxable loss, and received a
tentarive retund of federal income tax in the amount
of $16.3 million in February 1996, The amount
carried back relates primarily to the deducrions
claimed for interest incurred in connection with the
sertlemient of the examination by the Internal Rev-
enve Service (IRS) ot vears 1987 through 1989 and
tor pavments on various contingency sertlements,
The remaining 1994 ULS. raxable loss, $45 million,
will be carried forward. As discussed in Nore 5
of Notes to Financial Statements, the Company

is currently under examination by the [RS for
vears 1990 and 1991 It is not expected that the
examination will have any efiect on realization of
the 1994 carrviorward.

At December 31, 1995, the Company has a net
deterred rax asset balance of $97.1 milhon which s
comprised of net deterred rax assews in the US. of
S118.6 million otfser by net deferred tax liabilities
of $21.5 million outside the ULS, The deferred tax
asset is net ofa $35.2 million valuation allowance
primarily relating to foreign and ULS. state net oper-
ating loss and capiral loss carryforwards, The valua-
tion allowanee represents approximately 85 percent
of these carrviorwards, At this time the Company
believes that it is more likely than not that this por-
tion of these deferred tax assets will not be realized.
The valuarion allowance decreased in 1995 by a
net amount of $1.5 million, principally due to the
utilization for tax purposes of forcign capital loss
carrviorwards, offset by increases in foreign and U.S.
state net operaring losses.

A substantial portion of the net deferred rax
asset relates to vartous financial starement expenses
and accruals, primarily in the U.S., that will not be
tax deductible until paid. These costs, which will be
paidd in feture vears, principally include restrucruring
costs, deferred compensation expenses, protessional
indenmiry costs, and pension and other emiplovee
benctit expenses, The net deterred ray asser also
includes S15.8 million relating to the $45 million
carrviorward of the 1994 TS, taxable loss which
will expire in the vear 2009, U.S. federal foreign rax
credits totating S11.8 million which expire in vears
1998 through 2000, and U.S. federal alternative
minimum tax credies of $7.5 million which can be
carried forward indefinitely. The Company expects
that sufficient raxable income will be generated in
future vears to realize these carrvforwards, and
therefore, the Company believes a valuation
allowance is not necessary for these amounts,

Although tuture carnings cannot be predicred
with certainty, management currently believes chat
realization ot the net deferred tax asset is more likely
than not. The net ULS. deferred tax asset would be
realized with average furure annual carnings cquiva-
lent to 1995 resulrs excluding non-recurring, items
and sold subsidiaries and businesses,

As discussed in Note
Statenments, the Companm
that the Joint Committee
the agreement reached in
the Appeals Otlice of the
1ssucs with respect to vea

5 of Notes to Financial
“was advised during 1994
on Taxation had approved
1993 by the Company and
IRS on sertlement of tax

s 1980 through 1986.

Also during 1994, the Company reached an agrec-

ment with the TRS on sct

tlement of the examination

of vears 1987 rhrough 1989, On February 28,

1995, the Company paid

the amounts due for such



vears and charged the tax and net mterest totaling
535.6 million agamst previously established reserves.

In 1994, the Company reecived a Notice of
Proposed Adjustment from the TRS in connection
with the examination of s 1990 and 1991 federal
Income tax returns, propositg an mcrease in taxable
income for the 1991 vear which, if sustained, would
result b additional rax Habilite estimared by the
Company at S50 million, excluding interest and
penalties, This proposed adjustiment relates to imrer-
company transacrions invelving the stock of a
United Kingdom subsidiary.

The Company disagrees with the proposed
adjustment and has requested advice from the IRS
National Office on this issue., The Company cur-
rently believes that the Nartonal Office review
should be completed in the first half of 1996. Al-
though the vitimate outcome of the matrer cannot
be predicted with cerrainty, the Company and its
independent tax counsel believe there are substantial
arguments in support of the Company’s position and
that the Company should prevail in the event that
the issue was to be litigated.

Acstmilar set of transactions occurred in 1993,
Depending on the outcome of the IRS Natiomal
Office review of the 1991 issue, the IRS could
propose an increase in 1993 ravable income which
would result in an additional rax liabiliee estimated
by the Company ar $25 million, excluding interest
and penalties. The Company’s 1993 ax return
is not currently under examination. The Company
believes it should prevail in the event this similar
1ssue s raised by the IRS. Accordingly, no provision
for any lability with respect to the 1991 and 1993
transactions has been made in the consolidated
financial statenients,

The Company believes that its current rax
reserves are adequate to cover its tax liabilities.

Discontinued Operations

In 1985, the Company discontinued its insurance
underwriting operations. In 1987, the Company sold
Sphere Drake Insurance Group {Sphere Drake).
The Sphiere Drake sales agreement provides indem-
nitics by the Company to the purchaser for various
porential habilities including provisions covering,
tuture losses on certain insurance pooling arrange-
ments from 19533 to 1967 berween Sphere Drake
and Orion Insurance Company (Orion), a UK.
based msurance company, and future losses pursuant
to a stop-loss reinsurance contract between Sphere
Drake and Llovd’s Syndicate 701 (Syndicate 701).
In addition, the sales agreement requires the
Company to assume any fosses in respeet of actions
or omissions by Swamn & Evererr Underwriting

sErenteci

Apency {(Swann & Everett), an underwriting man
agement company previously managed by Alexander
Howden Group Limited {Alexander Howden).

In 1994, Orion, which has financial respon-
sibility for sharing certain of the insurance pool
liabilitics, was placed in provisional liquidation
by order of the English courts. Based on current
facts and circumstances, the Company belicves
that the provisional liquidation will not have a
material adverse cffect on the ner liabilities of
discontinued operations,

The net liabilitics of discontinued operations
shown in the accompanving, Consolidated Balance
Sheets include insurance liabilines associated with
the above indemnities, labilities of insurance under-
writing subsidianies currently i run-oft and other
related habilities.

The wnsurance labilities represent estimates of
future clanms expected to be made under aceue-
rence based insurance policies and reinsurance busi-
ness wrirten through Llovd’s and the Tondon
market covering, primarily asbestosis, environmental
pollution, and latent discase nisks in the United
States, which are coupled with substaurial livigation
expenses. These claims are expected to develop and
be sertted over the next mwenty to thirty years.

Liabilities stemming from these claims cannot
be estmated wsing conventional actuaral reserving
techniques because the available historical experience
is not adeqelate to support the use of such teeh-
niquees and because case law, as well as scientific stan-
dards for measuring the adequacy of site cleanup
(both of which have had, and will continue to
have, a significant bearing on the ultinate extent
of the liabilities) is still evolving, Accordingly, the
Company’s independent acniaries have combined
available exposure information with other relevant
industry data and have used various projection tech-
niques to estimate the isurance habilities, consisting
principally of incurred bug not reported losses.

On Julv 1, 1994, the Company entered into a
finite risk contract with a reinsurance company, pro-
viding protection primanily for exposures relating to
Orion, Syndicate 701 and Swann & Everert. The
contract provided for a pavment by the Company
of’ S80 million, $50 mullion of which was borrowed
from the reinsurance company, and for paviment by
the Company of the first $73 million of paid claims.
The contract entitles the Company to recover paid
claims in excess of the Company’™s §73 mullion reten-
tion. At December 31, 1995, the recoverics were
limited to §115.2 million, which includes the
Company’s pavment of S80 million. In addition,
commencing December 31, 1996, depending, on the
timing and amount of paid Joss recoveries under the
contract, the Company may be entitled to recenve a
pavment from rhe reinsurance company i excess of
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the amounts recovered tor paid losses if the contract
is terminated. The contract is accounted tor under
the deposit method of accounting and rthe account-
ng requirements lor discontinued operations. As

a result of this transaction, the Company recorded

a 56 milhon charge in the second guarter of 1994
which represented the cost of the prenuum and
deductible that exceeded existing reserves tor cov
cred exposures at that tme.

During rthe third quarter of 1994, the Company
recorded a $20.9 million charge relating 1o an
agreement that resolved certain indemniny obliga-
tions to Sphere Drake. Under wrms of the Sphere
Drrake agreement, the Company received a cash
pavment of $5 million 1 settlement of the zero
coupon notes receivable and relared indemnities
as well as certain ncome tax liabilities.

While the insurance liabilities represent the
Company’s best estimate of the probable liabilines
withim a range of independent actuarial estimates of
reasonably probable loss amounts, there is no assur-
ance that further adverse development mav not
oceur due 1o variables inherent m the estimation
processes and other matters deseribed above. Based
on independent actuarial estimates of a range of
reasomably possible loss amounts, Habilities could
exceed recorded amounts by approximately S170
million. However, in the event of such adverse
developient, based on rhe independent actuarial
estimate of pay out patrerns, up to approximately
5130 million ol this excess would be recoverable
under the tinire risk contracts,

The Company believes that, based on current
estimates, the established total ner labilities of
discontinued operavions are sufticient ro cover

i1y exposures.

Cumunlative Effeet Adjustiments
Efteenve January 1, 1994, the Company adopted
SFAS No. 112, *Emplovers” Accounting, tor
Postemplovment Benefits.™ This starement requires
that certain benefits provided to tormer or in-
active emplovees after emplovment but prior to
retirement, including disability benetits and health
care continuation coverage, be acerued based upon
the emplovees™ service already rendered. The cumu-
lative eftect of this accounting change was an after-
tax charge of 52,6 million or $0.06 per share in the
tirst quarter of 1994, Fhe increase to the annual cost
of providing, such benetits will not be significant.
Etfcctive January 1, 1993, the Company
adopred SFAS Na. 109, “Accounning for Income
Taxes.” The cumulative eftect of adopring this stan-
dard increased net income in the first quarter of
1993 by 53,3 million or $0.08 per share. Tax bene-

s of 53.2 million were alse allocared to paid-in
capital representing the difference in the ax bases
over the book bases of the ner assers of taxable busi-
ness combinations accounted tor as pooling of inter-
ests, These benefits would have been recognized at
the respective dates of combination it SFAS No. 109
had been applied ar that time.

Seqment Informatisn

Tnsuraunee Serviees
Operatmyg, resutles for the Insuranece Services segment
ol the Compamy’s operations are summarized below:

For the Years Ended Decembwer 31, 1995 1wy o3
Operatng revenues:
sk mamagenment and msorange
wrviees brokimg, 5 739.8 S slodd S 83T
Spedtalint msarance aned
renmsuranee broking 269.4 2is4 2423
Fiugiary investment income 6.6 A4 RERY
Total operanng resenues 1,071.8 1.113.2 1.128.0
Operaling ey
CHrerating expenses 912.7 1069 | 10357
Restructurmg/ Special charges 15,7 56.3 —
Toral vperanng, expenses G234 11354 10357
Operating icome loss) S 143.4 S il122y s 7‘72 <

Risk Management and Insnwrance

Services Brokimg Reventics

Worldwide risk management and insurance services
broking, commissions and fees were 3739 8, which
decreased $76.60 million, or 9.4 percent,in 1995
compared to a $16.3 million, or 2 percent, decrease
in 1994, Reflected in the 1995 deercase are the

net impact of sold operations which reduced reve
cnues by $106.5 million, a tavorable toreign ex-
change rate variance of $4.9 million and an mcrease
mn revenues of S11.2 million relating to the tourth
quarter JIB acquisicion.

Excluding the effect of these irems, 1995
commissions and fees increased S13.8 million, or
2 percent.

In 1995, the Continental Burope, Tatn America,
and Asia-Pacific operations reported increased com-
mussions and fees ot S14 million, 7 millhon and
$3.1 million, respectively. The European operations
favorable variance reflects increased commissions
and fees, particularly i Germany, the Netherlands
and France, partialiv offser by a decrease for such
revenues in the UKD The Continental Eurape
mereases are primarilv attriburable to increased
commission rates and the acquisition of a small
brokerage business. The UKL deercase retlects
weakened pricing resulting from asoftening
msurance market. The mncreases in the Latin
American operations are primarily doe 1o new



business production and tavorable client retention
levels. The icrease 1o the Asia-Pacific operations
reflects the acquisition of a small brokerage business.
Broking revenues in the ULS. decreased by
$29.7 million in 1994 compared to 1993 reflecting
the continued softness in certain insurance markets
and lost business, Partiallv offsetting the US.
decline were revenue increases for ¢ertain of the
Company’s international risk managemenr and insur-
ance services operations. Particudarly, there was an
merease of S13.2 million in the Latn American
operations, primarily trom the 1993 Mexico acquisi-
tion, and also increases of $5.3 million and $3.7
million in the European and Canadian operations,
respectively. These inereases were due primarily to
new business production. Furthermore, sold opera-
tions served to reduce 1994 broking revenues by
58.4 million and changes in forcipn currcney rates
negatively impacted such revenues by S1 million.

Specindie Inswraice and

Reinsurance Broling Revenes

To achicve operanomal etticiencies, in late 1994 the
specialist nsurance broking and reinsurance broking,
operations committed to merge their operations mro
one business unit, headquartered in London effec-
nve January 1, 1995, Prior to the merger, they oper-
ated as independent business units.

Towal 1995 broking commissions and fees of
$5269.4 million increased $24 million, or 9.8 per-
cent, versus 1994 levels. This compares to an
merease of $3.1 million, or 1.3 pereent, in 1994,
These increases were primarily due to reported new
business increases of $22.2 million and $3.2 million
m the ULS, and overseas operarions, respectively.,

In 1994, selected premium revenues and
new business in the Company’s international opera-
tons, particularly in Canada, France, Asia-Pacitic
and Larin America were substantially oftser by a
decline inthe ULS,

The Company eaters into foreign exchange for-
ward contracts and foreign exchange option agree-
ments primarily to provide risk management against
tuture exposures that arse at its London-based spe-
cralist insurance and reinsurance broking operations,
The exposures arise because a signiticant portion of
the revenues of these operanions are denomimated
m LS. dollars, while their expenses are primarily
denominated in UK. pounds sterling. In the event
the ULS. dollar’s value was to change by 80,10 per
UK. pound sterling, the annual operating, income
and cash flow of the specialist and reinsurance
broking operaton would change by approximarely
S4 mlhon.

niuetee

The fair marker vadue of foreign exchange con-
tracts is impacted by changes in the sport foreign
exchange rate. At December 31, 1995, the fair mar-
ker value of all tereign exchange hedging instru-
nients was a liability of $0.7 million. [t the dollar
appreciated by 3010 against the UK. pound ster-
lmg, the fur value of these foreign exchange mseru-
ments would be a liabiline of $4.7 million. If the
Jdollar depreciated by $0.10, the fair value would be
an asset of $2.5 million,

Foreign exchange contracts are marked to mar-
ket at cach balance sheer dare and are included
other current assets or liabilities, with the resulting
gain or loss recorded as a component of other oper-
ating, expenses. If these contracrs had been termi-
nated at December 31, 1995 and December 31,
1994 the results would have been a lability of
SO.7 million and an asset ot 2.6 million, respec-
tivelv. For addinonal information relating, to the
Company’s foreign exchange financial instruments,
se¢ Nore 12 of Notes to Financial Statements.

These foreign exchanpe contracts are purchased
from large mrernational banks and financial instiru-
tions with strong credit ratings. Credir limigs are
established hased upon the credit ratings of such
institutions and are monitored on a regular basis.
Management docs not anticipate incurring any losses
due 1o non-performance by these institutions, In
additieon, the Company monitors the marker risk
associated with foreign exchange and options con-
tracts by using, probability analvsis, external pricing,
svstems and information from banks and brokers.

Fiduciary Drvestinent Income

During, 1995, investment income carned on tidu-
clary funds, increased by S11.2 million, or 21.8
percent, versus 1994 levels, The increase was
primarily Jue to higher worldwide interest rates,
particalarty in the U8, and UK,

Investment income carned on fidaciary funds
decreased by $2.2 million in 1994 primarily duc
to lower average mvestment levels, particularly
in the LS.

Operaring Expenses

Operaring expenses were §928.4 mullion in 19935,
Excluding a $15.7 omllion special charge in 1995
primarily associated with the JIB acquisition and
540.2 mullion of restructuring ¢harges in 1994,
worldwide risk management and insurance services
operating expenses deereased by $154.3 mullion, or
18,5 pereent, in 1995 compared to an inerease of
S14.6 million, or 1.8 percent, in 1994, The ctfeer of
changes in foreign currency rates increased expenses
by S2.1 mmlhon and $6 million i 1995 and 1994,
respectively. The fourth quarter JTB acquisition
increased expenses S11.2 million m 1995, Retlecred
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in the 1995 decrease is a reduction of expenses of
approximately S102.8 million duc to the sale of
non-core businesses.

After adjusting tor the effects of changes in for-
cign currency rates and acquisitions and dispositions,
total 1995 operating expenses decreased 5048
million, or 8.9 percent, on a comparable basis.

The U.S. and European operations reported
decreased operating expenses of $67 million and
$2.1 million, respectively. The U.S. favorable opera-
tions variance primarily reflects the implementation
of the 1994 plan of restructuring and other expense
nitiatives, including tightemng of travel and enrer-
tainment practices, elimination ol certain emplovee
perquisites and the consolidation of vendor and
supply management. In addivon, 1994 expenses
included 324.9 million of additional reserves relating
to the settlement of certain large litigation matters
and reserve steengthening. The European operations
favorable variance retleces reduced operating expen-
ses in the UKL substantially offser by increased oper-
ating expenses in Continental Europe. Furthermore,
increased operating, expenses of $3.9 million and
$3.4 million were reported in the Asia-Pacitic and
Lavn American operations, respectively. The
reported reductions were primarily the resule of the
aforementioned restructuring and other expense ini-
tiatives undertaken in 1994 somewhat ottset by an
increase inincentives attriburable o improved sales
and profit performance coupled with the implemen-
tation of scveral new long-term incentive compensa-
tion plans. The reported increase i the Asia-Pacific
operations was primarily due 1o an acquisinion of a
small brokerage business,

Contributing to the 1994 imcrease were higher
insurance costs and increased operating expenses
of $13 million in the Latin American operations,
primarily due to the 1993 Mexico acquisition, somie-
what oftset by a decline in expenses of $15.2 million
for operations sold in 1994 and 1993,

Operating expenses, excluding S16.1 million of
1994 restructuring charpes, for the specialist insur-
ance and reinsurance broking operations decreased
by $2.1 million, or .9 percent, in 1995 compared
to an mcrease of S18.8 nullion, or 8.8 percent, in
1994, Foreign exchange rate vartanees, including
hedging contracts gains and losses, negatively im-
pacted 1995 expenses by 85,3 million and had a
minimal impact on 1994 expenses.

Excluding the impact of toreign exchange rate
variances, total operating expenses decreased by
$7.4 million, or 3.2 percent, in 1995,

Contributing to the 1995 decrease were lower
expenses of $18.4 million in the UK. operations
partially otfset by higher expenses of $5.6 million in

the U.S. operations. The reported reduction in the
UK. operations was primarily the result of the afore-
mentioned restructuring and other expense initia-
tives undertaken in 1994, Both of these variances
reflect additional incentives during 19935 duce to
mmproved operating performance.

A signthicant portion of the 1994 operating,
expense inerease was due to certain additional incen-
tive and benefit expenses in the UK operations
arising, from amendments to existing incentive plans
and payments required to its emplovees as a resul
of moditication of eoployment terms.

Himan Resonree Mauagement Cousulting
Operating results for the Human Resource Manage-
ment Consulting scgment of the Company’s opera-
tions are stummarized below:

For the Years Ended Decembwer 31, 1993 1994 1993
Operating revenues:
Camnussions and lees 5210.3 s2105 52127
Fiduciary investment income 0.3 02 0.3
_Total operating revenues 21(170 2107 2130
Operating expenses:
Qperating, ¢xpuises 199.2 2215 2205
Reseructnring,/Special charges 1.4 8.3 -
Toral operating expenses 200.6 2298 2205
Operanng income (los) 5 10.0 S119.1 $ 175

Human resource management consulting com-
missions and fees of $210.3 million decreased by
$50.2 million, or .1 pereent, in 1995 compared to
a decrease of $2.2 million, or 1 pereent in 1994,
After adjusting for the effects of changes in forcign
exchange rates, these revenues deercased by 82,1
million, or 1 percent, and by $2.8 million, or 1.3
percent, in 1995 and 1994, respectively,

The 1995 decrease is primarily attributable to
revenue shorttalls in the LS. operations partially
offset by increases in the Canadian operations. Con-
tributing, to the 1994 decrease was a shortfall in the
UK. operations primarily due to the enactment of
legislation requiring commission disclosure to clients
on financial services products.

Operating expenses, excluding S1.4 million of
special charges in 1995 and $8.3 million of [994
restructuring charges, decreased by $22.3 million,
or 10.1 percent, n 1995 compared to an increase
of 51 million, or 0.5 percent, in 1994,

After adjusting for the eftect of changes in
forcign exchange rates, operating expenses decreased
by $24.2 million, or 10.9 percent, in 1995 com-
pared to an increase of 0.8 million, or 0.4 percent,
in 1994,

Retlected in the 1995 decrease were reductions
of S18 million, $4.2 million and 52.4 million in the
operating, expenses of the U.S., UK., and Canadian



operations, respectively, primarily a result of the
atorementioned restructuring and other expense ini-
tiatives undertaken in 1994, Contributing to che
1994 increase were higher salary costs in the UK.
from the Clay acquisition, which operated as a part-
nership in 1993, partially offset by decreases in the
total operating expenses of the ULS. operations due
primarily to one-time expenses reflected in their
1993 results.

Ltquidity and Capital Resurces

At December 31, 1995, the Company’s operating
cash and cash cquivalents totaled $241.2 million, a
§7.5 million decrease over the 1994 vear-end bal-
ance. In addition, the Company had $42.2 million
of operating finds invested 1in short-term and long-
term investments ar December 31, 1995, a2 541.1
million decrease compared to December 31, 1994,

Operaring Activitics

The Company’s tunds from operating activities con-
sist primarily of net income adjusted tor non-cash
items, including depreciation and amortization,
deferred mcome taxes, and gains on sales of busi-
ness. The ner cash flows relating to discontinaed
operations and changes in working capital balances
are also included, as well as, certain items such

as 1995 special charges and 1994 restructure and
speaal charges. In 1995, the Company’s operating
activities used S10.3 million of operating funds,
including the items described below,

The 1994 charges for restructuring required
$26.4 million ot cash pavments during, 1995, The
Company anticipares thar approximately $9 million
will be tunded during 1996,

As deseribed in Note 5 of Notes to Financial
Statements, in February 1995, the Company paid 1o
the IRS the amount due i settlement of the exanu-
nations ot the vears 1980 through 1989, Tax and net
interest totaling $35.6 million was charged against
previously established reserves.

During, the first quarter of 1995, the Company
made a cash pavment of $14 million under the terms
of the scudament relating to Shand. A $12 million
cash paviment was made on April 1, 1995, in accor-
dance with the Mutual Fire settlement agreement.
These payments were applied against the 1994 spe-
cia] charges reserve and the Company’s previously
established reserves.

During the first quarter of 1995, the Company
made cash payments of approximately $21.8 million
relating to the settlement ot cerrain large litigation
matters, These payments were applicd againse the
Company’s previously established reserves.

Bventy-oNe

Investing Activities

The Company’s ner capital expenditures for property
and equipment and acquisiions were 5521 million
and 526.2 million during, 1995 and 1994, respectively.
These expenditures increased primarily as a result

of the Company’s fourth quarter JIB acquisition,

In January 1995, the Company received the
remaining proceeds of $29.2 million tfrom the
November 1994 sale of the U.S.-based personal lines
business. In addition, the Company received 8§7.2
million in January 1995 from the sale of its minoerity
interest in a UK. merchant bank and $47.1 million
in February 1995 trom the sale of Alexsis Inc.

On October 12, 1995, the Company acquired
most of the U8, retai] insurance broking and con-
sulung business of 1B for a purchase price not to
exceed $48.3 million. The Company paid $21.1
million ar closing and issued two 6.375% promissory
notes totaling $21.2 million with payments of
510.6 million due on April @ and October 12, 1996,
respectively, During the fourth quarter of 1995,
the October promissory note was revalued 1o $8.1
million as a result of certain revenue retention crite-
fia with respeet o former JIB oftices. The remaining,
purchase price of approximately $6 million is contin-
gent on the retention of specific accounts over a
four-vear period ending October 12, 1999, The
acquired offices generated revenues of approximately
$53 million in 1994,

The acquisition was accounted for as a purchase.
OF the purchase price, S44.3 million has been alloca-
ted o identifiable intangible asscts {(expiration lists)
and goodwill. In completing its integration plans,
the Company incurred a one-time charge of $13
million in the fourth quarter relating 1o the closing
of certan of its offices and workforee reductions.

Finoueing Activitics

During the first quarter of 1995, the Company
mereased long-term debt by $19.8 million and re-
corded a note receivable of 1.3 million under the
rerms of the serdement relating o Shand. In the
second quarter of 1995, §15.8 million of this long-
term debt was prepaid and 513 million of cash wasy
reccived in payment of the note receivable, The
remaining contingent note pavable of S4 million
was paid in full in Seprember 1995,

As a result of the Mutual Fire seutlement, the
Company issied a 535 million zero coupon note
in Mareh 1995, pavable in six annual installments,
Using a discount rate of 9.3%, the present value
of the note was recorded as a $25.9 million long-
rerm debr obligation. The present value of the out-
standing, principal balance of the note payvable was
$27.5 million at December 31, 1995,

The decline in cash dividend paviments reflects
the reduction in the Company’s Commeon Stock
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dividend by 90 pereent in the second guarter of
1994 resulting in annualized cash flow improve-
ment of 540 million. The 1995 cash tlow improve-
ment from this action was approximately S10 million
compared to 1994, In addinion, dividends on the
Company’s Series B Cumulative Convertible Pre-
ferred Shares (Series B Convertible Preferred Shares)
are payable in kind {additional Series B Convertible
Preterred Shares) unal December 15, 1996, and
therealter, at the discretion of the Board of Direc-
tors, until December 15, 1999,

Under the terms of the Series B convertible pre-
ferred stock purchase agreement {AIG Agrecment)
the declaration or payment of dividends on Com-
mon Stock in excess of preseribed amounts may
require the Company to purchase all or part of the
then outstanding Scries B Converrible Preferred
Shares. Dividends on the Serics B Converrible Pre-
ferred Shares reduced the amount of carnings other-
wise available for common stockholders by approxi-
mately $17 million in the first vear atter issuanee,
and will reduce carnings by approximately $23
million in the fifth vear after issuance, assuming,
dividends on the Scries B Convertible Preferred
Shares were to be paid in kind throughout the firse
{ive vears after issnance.

On March 27 1995, the Company’s then existing,
credit agreement was replaced by a new 8200 million
three-vear facility with various banks which expires in
March 1998, The agreement provides tor unscecured
borrowings and for the issuance of up to S100 million
ot letrers of credit. During the second quarter of 1995,
the Company arranged a $10 million letter of credit
under this agreement, On October 13, 1995, the
Company redeemed all §60.2 million of its outstand-
ing 11% Convertible Subordinated Debentures, due
2007, together with acerued interest and a $S0.9 mil-
lion redemprion premium. This redemption was pri-
marily tunded by the Company chrough the borrow-
ing of S60 million under its revolving credit facility.
In December 1995, the Company repaid S30 million
of its revolving credit facility borrowings. The interest
rate on the remaining 530 million was 6.3125% as
of December 31, 1995, The Company borrowed
S10 million under this agreement in January 1996
and an additional S20 million in Febroary 1996, Sce
Note 8 of Notes to Financial Statements tor further
information regacding this credit agreement.

Supplementing the credit agreement, the Com-
pany has unsecured lines of credit avaitable for gen-
cral corporate purposes totaling $87.9 million, of
which S87.8 million were unused ar December 31,
1995, These lines consist of uncommitted cancellable
facilities in foreign countries. I drawn, the lines bear
interest at market rates and carry annual fees of not
greater than 1/2 pereent of the line,

In March 1995, 4 ULS. subsidiary prepaid an
unsecired S10 million term loan which was due
August 1995,

Other

Asa result of the devaluaton of the Mexican peso

it late 1994, the Company’s accumulated translation
adjustment balance for its Mexican operations
reflected an unrealized loss of $6.2 million at
Dxccember 31, 1994, Further devaluation of the
Mexican peso during, 1995 has increased this unreal-
ized loss 1o 895 million ar December 31, 1995,
Honwever, the Company expects to maintain its
strategic investment in Mexico for the long rerm and
further anticipares that its Mexican operation will
remain profitable. Accordingly, the Company does
ot consider its investment i Mexico 1o be impaired.

In 1995, the Accumulated Transtation Adjust-
ments, which represent the cumulative effect of
trauslating the Company's international operations
ro LS. dollars, negatively impacted total Stock-
holders™ Equiry by an additional 32.9 million. The
decrease primarily reflects the weakening of the UK,
pound against the ULS. dollar despite the strength-
ciing of most of the other major Furopean curren-
cies and the Canadian dollar against the TS, dollar

At December 31, 1995, the Company had
an accumulated deficit of $227.5 million. The
Company’s current Anancial position sarisfics
Marvland law requirements for the pavment of divi-
dends. Ar December 31, 1995, the current muaxi-
munt amount of unrestricted (unds the Company
has available to pay Common Stock dividends under
Marvland law equaled approximately $287.6 nullion.
The Board of Direcrors will continue to take into
consideration the Company’s financial pertormance
and projections, as well as the provisions of the ATG
Agrecement pertaming to dividends deseribed in
Note 10 of Notes to Financial Statements, w1 con-
neetion with uture decisions with respect 1o divi-
dend declarations. In addition, no dividends may be
declared or paid on the Company’s Common Stock
unless an equivalent amonnr per share 1s declared
and paid on the dividénd-paving shares associated
with the Class A and Class C Common Stock.,

As described in Notes 6 and 14 of Nores 10
Finaucial Statements, the Company believes its most
significant lirigation matters and other contingencies
have been settled.

The Company believes that cash flow from
operations, along with current cash balances, will be
sufficient to fund working capital as well as all other
obligations on a tmely basis. In the event additional
tunds are required, the Company believes it will
have sufficient resources, meluding borrowing
capacity, to meet such requirements,



Report of Management

The Company’s management is responsible
tor the preparation and contents ot the informa-
rion and representations contamed in the consoli-
dated financial statements and other sections of
this Annual Report. Management believes that
the consolidared fimanaial statements and retated
information have been prepared in accordance
with generally accepred accounting, principles
appropriate in the circumstances, including
amounts that are based on management’s judgment
and best estimates.

The Company maintains a system of internal
accounting controls to provide reasonable assur-
anee that assets are safeguarded against loss trom
unauthorized use or disposition and that account-
g recards provide a reliable basis for the prepara-
ton of financal statements. The internal account-
ing control system is augmented by an internal
auditing program, written policies, including the
Integrity Guidelines and the caretul selection and
traming of qualified personnel.

Deloitre & Touche 11e has been engaged, with
the approval of the Company’s stockholders, as the
independent audirors to audir the financial srate-
ments of the Company and to cxpress an opinion
thereon. Their opinion is based on procedures
believed by them to be sufticient ro provide reason-
able assurance that the financial statements present
fairly, in all material respects, the Compamy’s finan-
cial position, cash lows and results of operations.
Their report is sct torth on Page 24, The Audit

sventy-rhiee

Commirtee of the Board of Directars is compaosed
of four directors, none of whom is an emplovee ol
the Company. It assists the Board i exercising ity
fiduciary responsibilines for oversight ol andir and
related matrers, including corporate accounting,
reporting and control pracnices. It s responsible for
recommending 1o the Board of Directors the inde-
pendent auditors to be emploved for the coming,
vaar. The Audit Committee meets periodically with
management, internal auditors and the independent
auditors to review internal accounting controls,
auditing and financial reportng matters. The inde-
pendent auditors and the mrernal anditors have
uitrestricted access 1o the Audic Commirtee.

Frank G. Zarb
Charrman of the Board,
Prestdent & Chicf Exeonrive Officer

Ay T

Edward F. Kosnik
Sewor Executive Viee President &
Chricf Fingnein! (fficer
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Independent Auditors” Report

To The Stockholders of Alexander & Alexander
Services Inc.:

We have audited the accompanying consolidared
balance sheers of Alesander & Alexander Services
Inc. and Subsidiaries as of December 31, 1995
and 1994, and the relared consolidated statements
of operations, cash flows and stockholders” equity
for cach of the three vears in the period ended
December 31, 1995 These financial statements are
the responsibility of the Company’s management.
Our responsibility Is to express an opinion o te
financial statemenes based on our audits,

We conducted our audits in accordance with
generally accepted auditing standards. Those stan-
dards require that we plan and perform the audit
o obtain reasonable assurance abour wherher the
financial statements are free of material misstate-
ment. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures
n the financial starements. An audit also tnecludes
assessing the accounting principles used and signiti-
cant estimates made by management, as well as eval-
uaring the overall financial statement presentation,
We believe that our audits provide a reasonable basis
for our opinton.

In our opinion, such consolidated fimancial
statements present fardy, in all material respects, the
financial position of the companies ar December 31,
1995 and 1994, and the results of their operauons
and their cash flows for cach of the three vears i the
period ended December 31, 1995 in conformiry
with generally accepted accounting principles,

As discussed in Notes 5, 7 and 11 to the consol-
idated financial statements, the Company changed
its method of accounting for international posteetire-
ment benefits in 1995, certain investments in debry
and equity securitics ard postemployient benefits
in 1994, and income taxes and United States post-
retirement benefits in 1993,

T DLt CTow d LU P

Deloitte & Touche LLr
Baltimore, Marviand
February 14, 1996



Consolidated Statements of Operations

Adevander & Alexander Sevvices Ine, & Subsidtarics

For thie years ended December 31 (i niffions, exeept per shaye smeoints)

Lveri-fire

1995 1994 1993

Operating Revenues:
Commissions and lees $1.219.5 S1.272.3 51,2877
Fidudiary mvestment income ) 62.9 51.6 23w
Total . 1, 28’ 4 1,323.9 1,341.6
Onerating Expenses:
Salaries and benetits 735.1 814.3 785.3
Other operating expenses 407.0 53235 504.0
Run ucturing and special Lh'l!L,L\ 17.6 av () ) —
Toal - 11597 14068 1.289.3
()pcrq_gjp_g_inu)mc {loss) o 122.7 (82.9) 52.3
{ther Income (Expenses):
Investment income 19.2 109 9.6
Interest expense (I8.6) (160 (14.4)
Orher 32.7 10.9 {15.6)
Special charpes — (69.7) —
Toral . 33.3 (63.9) {204
[ncome (l()ss) betore income taxes and

MINOrity interest 156.0 i146.8) a1y
Income taxes {benetin) o 009 (42.0} o 6.4
Income {loss) before mimority interest 95.1 (1042 235
Minority interest o (5.7) {3.0) Ly
Income (loss) from u)ntlmuns.. operations §9.4 (107.2) 230
Loss from discontinued operations — (28.9) —
Income (loss) before cumulative effect of

change m accounting 89.4 (136.1) 23.6
Cunwlative effect ol change in accounting = (20y 3.3
Nt income (loss) 89.4 (138.7) 269
Preterred stock dividends - (25.4) (15.1) _(6.2)
I—umnl_.:. (lma) atrributable to

commeon sharcholders S  64.0 S (133.8) 5 207
Per Share Information:
Primary earnings per share:
Income {loss) from continuing operations $  l.44 S 12.79) S 040
Loss tfrom discontinued operations — {0.66] —
C umu]anu eftect of change in .1&.&(_)51-1_1_“1]1_. —_ (0.06) _‘____Q 11
Net carungs {loss) o S l.44 S (351 S 048
Average common and common

cquivalent shares outstanding 44.6 3.8 43.4
Fully diluzed earnings per share:
Income (loss) from continuing operations S 1.42 S (27N S 0.40
Loss from discontinued operations — (0.66) —
C umulauu etfect of change | in Au()unnn{, — (.06} 008
Net carnimgs (loss) S 142 S (3.51) S 048
Average common and common equivalent

shares outstanding, assuming tull dilurion 57.1 43.8 434
Cash dividends per common share 5 10 S 325 S 1.00

See Nutes to Financial Statcments,
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Consolidated Balance Sheets

Alexander & Alexander Sevvices Dic, & Subsidinries
Asof Deccsselor 31, (i niiffives)

Kssels
Current Assets:

Cash and cash equivalents:
Operating
Fiduciary
Short-term investments:
Operating,
Fiduciary
Premiums and fees receivable (less allowance for
doubttul accounts of S20.5 in 1995 and $23.7 in 1994
Deferred income taxes
Other current assets
Total current assets

Property and Equipment:

Land and buildings
Furniture and equipment
Leaschold improvements

Less accumulated depreciation and amortization

Property and equipment—net

Gther Assets:

Intangible assets (net of accumulated amortization
of §124.5 i 1995 and S117.5 1n 1994)

Deferred income taxces

Long-term operating investments

Qther

Total asscts

1995 1994
S 241.2 S 2487
496.4 4285
11.3 19.2
224.9 292.2
1,292.8 1.206.1
20.0 713
85.4 120.7
2,372.0 . 380
39.2 39.7
274.6 296.5
83.0 93.1
396.8 431.3
(270.4) (293.3)
1264 138.0
210.7 175.1
102.1 §7.1
30.9 64.1
0e.s 945
$2,942.4 $2,945.7




Consolidated Balance Sheets (continued)

Alexander & Alexander Sevitees Iue S Subsidiaries
Asaf December 38, 0w millions)

. 1995
Liabilities and Stockholders” Equity
Cureent Liabilities:
Preniums pavable o insurance companies 51.810.4
Short-term debr 19.1
Current portion of long-term debt 9.3
Deferred meome taxes 9.4
Accrued compensation and related benctits 81.8
Income taxes payable 24.7
Orher acerued expenses _ o 165.8
Total current liabilities a 20205
Long-term Liabilties:
Long-term debe 126.2
Deterred income taxes 15.6
Net liabilities of discontinued operations 33.4
Other o 234.1
'I'm.}l__](_n-_;g-t';'rn? liabilities ) ___.-_-___: o 409.3
Comnurments and Contingent Liabilities (Notes 5, 6, 13 and 14)
8% Series B cumulative convertible preferred stock comtingencey (Note 14 10.0
Stockholders' Equity:
Preferred stock, authorized 15,000,000 shares, S$1 par value:
Series A junior participating preferred stock, issued and oustanding, none —
$3.625 Series A convertible preferred stock, issucd and outstanding,
2,300,000 shares, liguidation preference of S115 million 2,3
8% Series B cumulative convertible preferred stock, issued and
outstanding 4,477,170 and 4,136,213 shares, respectively,
liquidation preference of 5224 million and $205 million, respectively 4.5
Common stack, authorized 200,000,000 shares, S1 par value; issued and
outstanding 42,259,282 and 41,569,902 shares, respectively 42.3

Class A comumon stock, authorized 26,000,000 shares, S.00001 par value;

issucd and oustanding 1,920,821 and 2,282,088 sharcs, respectively —
Class C commeon stock, authorized 11,000,000 shares, ST par value;

issued and outstanding 361,092 and 372,557 shares, respectiveiy 0.4
Class D common stock, authorized 40,000,000 shares, ST par value;

issued and outstanding, none —

Paid-in capital 638.1
Accumulared deficit (227.5)
Unrealized investment gains, net of income taxes 3.6
Accumulated translation adjustments o (63.1)
Total stockholders” equity o 402.6
Total labilities and stockholders' equity $2,942.4

FWERTY-3Eren

1994

$1,738.3
1.0

17.1

85

60.0
66.3
2581
2.149.3

1327
13.4
6.8

266.0

468.9

10.0

2.3

4.1

41.5

0.4

615.0
(287.1)
I.5
(6(.23
317.5
529457

See Nores to Finanelad Statenents.



neenty-ciht

Consolidated Statements of Cash Hows

Alexander ¢ Alexander Services Ine. & Sulsidiaries
For the years ended Decendber 31, (6 miliions)

Lash Provided (Used) by:
Opesating Activities:
Income {loss) from continuing operations
Adjustments to recongile to net cash provided

(used) by operating activities:

Depreciation and amortization

Deferred income taxes

Gains on disposition of subsidiarics and other assets
Restructuring and special charges, net of cash paviments

Other
Changes i assets and habilities {ner of etfects from
acquisitions and dispositions):
Net fiduciary casit and cash equivalents and
short-term investments
Premiums and fees receivable
Other current assets
Orther asscts
Premiums pavable to imsurance companics
Other accrued expenses
Other long-term habilities
Discontinued operations {ncer)
Cumulative eftect of change in accounting,
Net cash provided (used) by operating activitics

Investing Activities:

Ner purchases of properny and cquipment
Purchases of businesses

Proceeds from sales of subsidiaries and other assers
Purclises of operating investments

Sales and maturitics of operating investments

' f\‘i‘-t.;'-'.'1-5-1-1-})‘1'()\"[(10(’ {used) by investing activities

S BY4

46.1
36.0
{30.4)
17.6
12.5

25.3
(58.8)
(13.5)
(13.6)

16.7
(90,2)
(31.3)
(16.1)

(1L0.3)

(27.7)

(24.4)
88.1

(188.0)
231.3
79.3

1994

5(107.2)

51.2
(77.5)
(20.2)
131.8

14.2

1058
9.0
[6.0
9.2
{70.8)
3.7
{0.0)
I.4
{2.0)
634

{21.3)
(4.7}
4.1
(79.2)
9.0
(92.3)

1998

{46.0)
(O9.3)
(1a.8)
(11.9)
74.6
8.0
12.8
(11.9}
3.3

2.9

(26.4)
(21.0}
9.6
(61.7)
68.3
(30.8)
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Consolidated Statements of Cash Hows (continued)

Alexapder & Alexander Sevvices Tneo O Subsidinsies
For the vears ended Decowmber 310 {on wdiiinng)

1995 1994 1993

Financing Activities:
Cash dividends S (12.7) $(22.63 S{47.9)
Proceeds from issuance of short-term debt 0.2 .0 18.7
Payments of short-rerm debr (0.8) (24.8) (1.3
Procevds from issuance ot long-rerm deb 62.5 51.8 19 4
Pavment for a fimite sk contract — (80.0) —
Repavments of long-term delbt (126.1) (8.3) {26.0)
Issuance of preferred and common stock 1.4 196.1 1121
Distribution QF carnings of pooled cntiy ——— — _ (3.3}
Net cash provided (used) by financing acuvities (75.3) 121.2 09.3
Eftecet of exchange rate changes on

operating cash and cash equivalents (1.0) 4.9 (7.9
Operating cash and cash equivalents at

beginning of vear 248.7 ~ 1515 1170

Operating cash and cash cquivalents
ar end of year S 241.2 52487 §151.5

Supplemental Cash Flow Infoimatian:

Cash paid during the vear for:

Interest S 19.3 S 142 S 4.0
Income raxes 72.1 37.0 50.0
Kon-Cash Investing and Financing Activities:
Notes pavable issued for contingency settlements 45.7 — —

Series B cumalative converuble preferred
stock dividends-in-kind 17.1 6.8 —
Common stock issued for business acquisitions

and emplovee benetit and stock plans 5.1 6.8 2.3
Notes received on dispositions of subsidiaries — 292 2.0
Notes pavable on acquisition of sabsidiary 18.7 — —

Sale of direet Anancing, lease and
related mortgage notes — 19.0 —

See Notex to Fevoecinl Stnseinents,
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Consolidated Statements of Stockholders' Equity

Adexander & Alexander Screiees Tae. O Subsilinries
For tie years ended Deceiber 310 (0 milling)

1995 1994 1993
§3.625 Series A Convertitle Preferred Stack:
Balance, beginning of vear $ 23 S 23 s —
Shares issucd by private placement — — 23
Balance, end of vear 5 23 S 23 § 23
% Sevies B Cumulative Convertible Preferred Stock.
Balance, beginning of vear S 4.1 S = s —
Shares 1ssued by private placement — 4.0 —
Dividends-in-kind 0.4 0.1 —
Balance, end of year S 4.5 S 4. S —
Comman Stack:
Balance, beginning of vear S 41.5 S 407 S 40.1
Conversions of Class A and Class C shares into common

stowck, 372,732 sharves, 104,125 shares and

502,450 shares, respectively 0.4 0.1 0.5
Other, principally stoc k__\:)_11_111\_'1)5;\_{[(__)!)__Fm;15-:1_92'(_1115 0.4 0.7 0.1
Balance, end of vear S 42.3 S 41.5 S 407
Class A Comman Stock:

Balance, beginning of vear S 00 $ 00 S 0.0
Conversions into common stock, 361,267 shares,

87,300 shares and 478,892 sharcs, respectively = — —
Balance, end of vear s 0.0 S 0.0 S 00
Class £ Common Stock:

Balance, beginning of vear S 04 S 04 5 04
Conversions into common stock, 11,465 shares,

16,825 shares and 23,558 shares, respectively — L i
Balance, end of vear S 0.4 S 0.4 S 04
Paid-in Lapital:

Balance, beginning of vear $615.0 S4234 8296.5

Conversions into commaon stock (0.4) IR {(0.4)
Preferred stock issuances 16.7 188.9 108.6

Oxher, principally stock compensation transactions 6.8 28 1.1

Tax benefit from acquisitions accounted for

as pooling of interests — e T
Balance, end of vear 5638.1 S613.0 $423.4
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Consolidated Statements of Stockholders Equity (continued)

Alevander I Alexander Services Tee, S5 Subsidiories
For the years emded December 31, (0 milfions)

~ 1905 1994 1993

Aecumulated Deficit:
Balance, beginning of vear $(287.1) $(119.0) S (925
Ner income (loss) 89.4 (138.7) 269
Dividends:

Common stock (4.4) (14.3) {41.7)

Preferred stock (25.4) (15.1) {6.2)
Diwr}:ibuli(m ()_f_c arnings ol pooled entity N — — {(5.5)
Balance, end of year 7 $(227.5) S(287.1) $(119.0)
Unrealized Investment Gains, Netof income Tases
Balance, beginning of year $ L5 s — s —
Change in unrealized gains, ner of tax 4.1 1.5 _ —
Balance, end of yvear § 5.6 S 1.5 S —
Accumulated Transfation Adjustments:
Balance, beginning of vear S (60.2) S (71.6) S (39.0)
Foreign currency translation adjustments oy 114 {12.6)
Balance, end ot vear S (63.1) S (60.2) s (71.6)

See Notes to Figancial Sttements,
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Notes to Financial Statements

i miilitons, exeepr por shave aumonnis)

|. Significant Accounting Palicies

Consolidation

The accompanyving consolidaced financial statements
of Alexander & Alexander Services Ine. (the Com-
panv} include the accounts of all majority-owned
subsidiaries. Al significant intercompany transactions
and balances have been climimared.

Natnie of Opervations

The Company is a4 holding company which, through
irs subsidiaries, provides risk management, insurance
brokerage and human resource management con-
sulting services on a global basis, The principal
industry segment is insurance serviees. This segment
accounted tor approximately 84 percent of the Com-
pamy’s total revenues in 1993 which are derived
primarily trom risk management and imsurance ser-
vices, specialist and reinsurance broking operations,
Human resource management consulting operations,
which represent approximately 16 percent of tornal
reventes in [995, provide integrated advisory and
SUPPOLT services in human resource management,
including retirement planning, health care manage-
ment, organizational eftectiveness, compensation,
hiuman resource-related commumications, informa-
tion technologies and also ofters brokerage services
tor group health and welfare coverages.

The Company operates from offices located
in more than 80 countries and territories through
whollv-owned subsiciiaries, affilares and other
servicing capabilitics, The Company’s extensive
international operarions represented 53 pereent off
consolidated operaring revenues in 1995, primarily
in the United Kingdom and Canada.

The Company™s clients are prmmarily commer-
cial enterprises, including a broad range of wnduserial,
transportation, service, financial and other busi-
nesses. Clients also mclude government and
governmental agencies, not-for-profic organizations
and mdividuals.

Use of estimates in the preparation of

Stuancial statenments

The preparation of financial statements in confor-
mitv with generally aceepred accounting principles
reguires management to make esrimates and
assumptions that affeer the reported amounts of
assets and Babilities and disclosure of contingent
assers and labilities at the date of the financial state-
ments and the reported amounts of revenues and

expenses during the reporting period. Actual resulrs
could differ from those estimates.

Cash Equivalents and Investinents

Cash cquivalents are highly liquid imvestments,
including certificates of deposiv, governnent seeu-
ritics and time deposits, with maturities of three
nmonths or less at the time of purchase and are stated
at estimated fair value or cost. Short-rermt invest-
ments are similar investments with maturities of
more than three months but less than one yvear from
the date of purchase. Long-term investments con-
sists of debt securities with maturities greater than
one vear and equity securitics,

Eftective January 1, 1994 the Company
adopted Statement of Finanaal Accounting Stan-
dards (SFAS) No. 113, “Accouuting, for Certain
Investments in Debt and Equity Sccurines.” In
accordance with the statement, the Company Ias
classified as available for sale, all of its debt and
cquity seeurities. These seeurities are varried arv fair
value with unrealized gainy and losses reported as a
scparate component of Stackholders’ Equite. Prioy
to the adoption of this statement, cash eqguivalents
and short-termy mvestments were stated at cost, The
cost of securities sold s determined by the specitic
identification method.

Foreign Cuvrency Translation

The financial statements of the Company’s toreign
operations, where the local currency is the funetional
currencey, are translated into U8, dollars ar the ox-
change rates in eftect at cach vear end tor assets

and liabilities and average exchange rates during

the vear for the results of operations. The related
unrealized gains or losses resulting from trans-

l'.\li()n dare rcp()rtcd A% 3 SL‘P'.U'J['C CUI“D()”L‘I][ (’)[\
Stockholders” Equity.

Net foreign curreney transaction gains, included
in operating income, amounted to $5.7 mllion,
S4.8 million and 9 million tor the yvears ended
December 31, 1995, 1994 and 1993, respectively.

Propevty and Depreciation

The cost of property and equipment is generally
depreciated using the straight-line method over the
estimated usctul lives of the relared assets which
range from 3 to 40 vears for buildings and 3 10 10
vears for equipment. Leasehold improvements are
capitalized and amortized over the shorrer of the
life of the asset or the lease term.



Intangible Asscts
Intangible assets resulting from acquisitions, prin-
cipally expiration lists and goodwill, arc amorrized
using the straight-line method over periods not
exceeding 17 and 40 vears, respectively. The costs
of non-compete agreements are amortized using the
straight-line method over the erms of the agree-
ments, Amortization ot intangible assers included in
operating expenses amounted to S12.3 million,
S11.9 million and $13 million tor the vears ended
Deceruber 31, 1995, 1994 and 1993, respectively.,
The Company periodically evaluates the carrving
value of'irs intangible assets by projectng operating,
results over the remaining hives of such assets on
an undiscounted basis. Such projections take into
account past financial performance as well as man-
agement’s estimate of future operaring results,

Irncome Taxes

Effective January 1, 1993, the Company adopted
SFAS No. 109, “Accounting tor Income Taxes.”
The adoprion of SEAS No. 109 changes the Com-
pany’s method of accounting for income taxes from
the deferred method to an asset and liabiline miethaod
whereby deterred income taxes reflect the ner

tax effecrs of temporary ditferences berween the

tax bases and tinancial reporting, bases of assets

and habilioes.

Income taxes are generally nor provided on un-
distributed carnmgs of forcign subsidiaries because
they are considered 1o be permanently invested or
will not be repatriated unless any additional tederal
income taxes would be substantially oftser by forcign
tax credits.

Fidueinry Funds

Premiums which are due from insureds are reporred
as assets of the Company and as corresponding lia-
bilities, net of commissions, to the insurance carriers.
Premiums received from msureds but not ver remit-
ted to the carriers are held as cash or investments in
a fiduciary capacity.

Revenne Recognition
Commissions and fees tor insurance services are
penerally recognized on the effecrive date of the
policies or the hilling date, whichever is later. Anv
subsequent commission adjustments, eluding
policy cancellations, are generally recognized upon
notificanon from the insurance carders. Contingent
conmissions and commissions on policies billed
and collected directly by insurance carriers are recog-
nized when received.

Fees and commissions tor human resource man-
agement consulung services are generally recognized
when the services are provided.
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Pev Share Data

Primary carnings per share are computed by divid-
ing carnings {loss) artributable to common stock-
holders by the weighted average number of shares
ol Common Stock and therr equivalents (Class A
and Class € Common Stock) outstanding during,
the period and, it dilutive, shares issuable upon
the exercise ot stock options. The $3.625 Series A
Comvertible Preterred Stock and the 8% Serics B
Cumulative Conmvertible Preferred Stock are

not common stock equivalents tor primary

share compurtations.

Fully diluted carnimgs per share in the first
and sceond quarters and tor the full vear of 1995
asstimes the conversion of the 8% Series B Camula-
tive Convertible Preferred Stock, In 1995, the
$3.025 Series A Convertible Preferred Stock and
the 11% Convertible Subordinated Dxebentures
were anti-dilutive for fully diluted carnings per
share caleulations,

Fullv diluted carnings per share for the 1994
and 1993 periods were anti-dilutive: therefore, the
amounts for primary and foliv diluted carnings are
the same.

Prescutntion

Unless otherwise indicated, all amounts are stated
i millions of LS, dollars, Certain prior period
amounts have been reclassified o conform with
the current vear presentation.

2 hcquisitians and Dispositions

Acquisitions
On October 12, 1995, the Company acquired most
of the LIS retail insurance broking and consulting,
business of Jardine Insurance Brokers, Inc. {the JIB
acquisition) for a purchase price not to exceed S48.3
million. The Company paid $21.1 million at closing
and issued two 6.375% promissory notes totaling,
$21.2 million with payments of $§10.6 million due
on April 9 and October 12, 1996, respectively,
During the fourth quarter of 1995, the October
promissory note was revalued to 8.1 million as
a result of certain revenue retention criteria with
respect to lormer JIB offices. The remaining pur-
chase price of approximately $6 million is contingent
on the retention of specific accounts over a four-vear
period ending, October 12, 1999, The acquired
offices penerated revenues of approximately $53
milhon in 1994,

The acquisition was accounted for as a purchase.
Of the purchase price, $44.3 million has been allo-
cated to identitiable intangible assets (expiration
lists} and goodwill. The expiration Jists will be amor-
tized over an average of nine vears and goodwill will
be amortized over twenty vears,
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On November 30, 1993, the Company issued
2.3 million shares ot its Commeon Stock for all of
the parmership interests of Clav & Partners (Clav),
a U.K.-based actuarial consulting operation. This
acquisition was accounted tor as 1 pooling of inter-
ests. I connection with the merger, the Company
recorded 314.4 million as additional paid-in capiral
representing deferred ax benetits associated with
the raxable business combination of Clay.

Prior to the merger, Clav operated as a partner-
ship. Accordingly, the Company’s results for 1993
do vot include approximately $2.2 million for part-
ners’ salaries or $0.7 million for corporare income
taxes, Pro-torma net income {loss} tor the Company,
assuming partner salaries and corporate income
taxes were charged to operations, would have been
528.5 million, or $0.51 per share, in 1993,

Eftective July 1, 1993, the Company acquired
an 80 percentinerest in a Mexican insurance
brokerage company which was accounted for as a
purchase. The purchase price was $16.9 million,
including a §7.4 million cash payment and notes
payable of $9.5 milhon duc in three installments
from 1994 to 1996. The excess of the purchase
price over the fair value of net tangible assets
acquired was approximately S16 million.

As a resulr of the devaluation of the Mexican
peso, the Company’s accumulated translation adjust-
ment balance for its Mexican operations reflected
an unrealized loss of $9.5 million and $6.2 million
at December 31, 1995 and December 31, 1994,
respectively. However, the Company exprects 1o
maintain its strategic investment in Mexico for the
long-term and turther anticipates that its Mexican
operation will remain profitable. Accordingly, the
Company does not currently consider its investment
in Mexico 10 be impaired.

Dispositions

On February 28, 1995, the Company complered
the sale of Alexsis Inc., its U.S.-based thied party
claims administraror for total cash proceeds of 5471
million resulting in a pre-tax gain of $28.7 million
(S18.7 milkion after-rax or $0.42 per share).

During 1995, the Company sold three small
operations for gross proceeds of $9.1 million result-
ng i pre-rax gains totaling $S1.7 million (S1.1
atrer-rax or $0.02 per share).

On November 10, 1994 the Company com-
pleted the sale of its ULS.-based personal tines insur-
ance broking business. The toral procecds trom
the sale were $30.2 million, including ST million in
cash and a note receivable of $29.2 million due in
January 1995, with a resulting pre-tax gain of §20.2
million ($12.5 million after-tax or S0.28 per share).

During 1993, the Company sold three small
operations for gross proceeds of §9.6 million.

Pre-tax gains of $3.9 million have been recognized
on the sales with resulting after-tax gains totaling
$2.3 million or $0.05 per share.

These gains are included in Other Income
{Expenses) in the Consolidated Statements
of Operations.

Total revenues and operating income from
all of these operations were $12 million, $120.9
million and $128.3 million; and $4.1 million,
510.4 million and $2.5 million, respectively, tor the
vears ended December 31, 1995, 1994 and 1993,

3. Restructuring and Special Charges

In the fourth quarter of 1995, the Company
recorded a $17.6 million pre-tax charge (S11.2
million after-tax or 80.25 per share) related primar-
ilv to the JIB acquisition. The JIB portion of this
charge amounted to S13 million, of which $12.3
million reflects the anticipated costs associated with
the abandonment ol certain of the Compam?s oftice
space and the remaining balance reflects the antici-
pated costs associared with involuntary worktorce
reductions. The lease liability will be paid through
the vear 2007, The remaining $4.6 million of the
charge primarily represents costs associated wirh
other involuntary workforee reductions in the 1S,

In the fourth quarter of 1994, management
committed to a formal plan of restructuring the
Company’s operations and recorded a $69 million
pre-tax charge (5451 million after-tax or $1.03 per
share). The restrucruring charge included $25.2
million to consolidare real estate space requuirements
at 48 offices worldwide, and $43.8 million for vol-
untary early retirement programs and involuntary
worktoree reductions involving approximately 1,100
pasitions, of which 630 were in the U8,

The involuntary severance portion and volun-
tary carly retirement program amounted to $22.9
million and 520.9 milhoen, respectively, Of these
amounts, 388 nullion will be paid tfrom various
pension plins of the Company. The Company pad
S517.1 mitlion and §5.7 mullion of the habiliones in
1995 and 1994, respectivedy, and expects to pay
$5.2 million ot the habilities in 1996, The remain-
der of the liabilities will generally be paid in the
form of annuities through the vear 2020,

The charge associared wirh real estate activities
relates to the ¢losure, abandonment and downsizing
of oftice space globallv. The costs primarily include
remaining lease obligarions and wrire-offs of lease-
hold improvements and fixed assets, The Company
paid $9.3 million and S1.2 million of these Labilities
during the vears 1995 and 1994, respecnively, and
has written off assets of $2.7 million during 1995,



The Company expects o pay $3.8 million of the
labnlity 11 1996, The remainder of the lability will
be paid out over the remaining, lease periods, which
extend through the vear 2009,

In the fourth quarter of 1994, the Company
recorded pre-tax special charges of $69.7 million
{S45.3 million after-tax or $1.03 per share ), These
charges, which are reflected i non-operating
results, include a $32.5 million sculement in
January 1995 which resolved certain indemnifica-
tion obligations relating to the 1987 sale of Shand
Morahan & Company (Shand) and a $37.2 million
increase to the Company’s pre-existing reserves,
based on seulement discussions which led 102
March 1995 settlement agreement with the rehabili-
tator of Mutual Fire, Marine & Inland Insurance
Company, {(Mutual Fire). Sce Note 14 of Notes to
Financial Statements.

4. Other Incame (Expenses)

Other income (expenses) consists of the following:

TFor the Years Ended Decanber 31, 195 1994 19493
Gains onsales off .
businesses (Jee Nawe 1) 5304 $2).2 5 39
Litiganon costs (01 9.1} (20.2)
Other 2.4 10.2) 0.7
8327 5109 S(15.6]

Litiganion costs are associated primarily with the
Mutual Fire lawsuit described tn Note 14 of Notes to
Financial Statements as well as a 1993 sertlement of
certain other litigation matrers.

5 Income Taxes

Etfective January 1, 1993, the Company adopred
SFAS No. 109, *Accounting for Income Taxes.”
The cumulative etfect of adopring this standard
increased 1993 ner income by $3.3 million or S0.08
per share. Tax benefits ot $3.2 million were also
allocated to paid-in capital representing the differ-
ciwee in the rax bases over the book bases of the net
assets of taxable business combinations accounted
for as pooling of interests. These benetits would
have been recogmyed at the respective dates of
combination it SFAS No. 109 had been applied al
that rime,

The components of income (loss) from continu-
ing operations before income taxes are as follows:

For the Years Ended December 31, 1995 1994 1993

United States S 354 502009)  Si742

International o B2 T E o0 I (1L
51560 %1468 3 319
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The components of the provision (benefit)
tor income mxes on COntnuINg operations are
as follows:

For the Years Bnded December 31,1995 1994 | 1993
Current:
Federal S(17.7) 5 1.7 N (U2
State and local 1.9 0.7 1.8
International 40.7 339 34.9
249 hERY 339
Dyeferred:
Federal 24.5 7.3 [28.7)
State and lewal 12.00
~ International L __ 3.2
(275
0.4

A reconcilianion of the tax provision and the
amount computted by applving the ULS. tederal
mcome tax rate of 35% to income (loss) from con-
tinuing operations before income taxes is as follows:

For the Years Ended December 31, 1995 1994 1993
Computed “expected™ tax

expense (henelin) S34.6 50314 311.2
State and lecal incame taxes-

net of tederal income 1ax 1.2 [1.6) AR
Farcipn statutory rates under

U federal statutory rate (0.4) (2.8 (2.9)
Farcign partwership income not taxed - — 114
Tax benelit of capital losses — — 13.5)
Tax rate changes — — 11.2)
Adjusiment 1o prior year 1as provisions — — 2.9
Amortization of intanpible assets 2.6 206 25
U S federal mcome 1ax on foreign

carmings, nel eof credies 0.9 0.5 3.3
Other non-deductible expenses 4.2 7.5 1.1
Othier, ne {2.2) 2.0 (04
Avtual s expense {benefit) Sal.9  S(42.6) § 6.4

Federal income taxes have not been provided
on undistributed earnings of foreign subsidiaries
which aggregated approxinately $364.6 million at
December 31, 1995, becawse such carnings are per-
manently invested or witl not be reparriated unless
any additional income taxes would be substantially
oftset by toreign tax credits, [t is not practicable to
determine the amounr of uniccognized deterred
income tax labilitics on these undistibuted earnings.

Deferred income taxes eeflecr the net tax effects
of temporary ditferences berween the carryving value
of assers and liabilities for financial reporting par-
poscs and the amounts used for come tax purposes
as well as loss and tax credit careviorwards.,
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The following is a summary of the significant
components of the Company's gross deterred tax
assets and liabilities:

As of December 31, [ L e 1‘2‘34
Delerred tax assets:
Deterred compensation S w2 s 102
Restructuring charges [0 19.6
Shand /Mutual Fire reserves — A9
Capital loss carrviorwards 13.2 16.7
Net operating loss and 1ax
credint carrvforwands 63.1 63.6
Business combinations 16.5 17.1
Orther accruals ol
currently deduciible 78.0 L5
191.6 239.6
Less: Valuation allowance (35.2) 130.7)
Total deferred 1ay assets 156.4 2029
Deferred tan liabilities:
Dyeterred commisuaons 8.6 Gl
Pepreciation 2.2 3.0
Gamny on settlenent af pension
liabilitics, net of aceruals 22.7 2.7
Gain on sale of personal
lines businesy — 11.3
Tax leases 10.5 139
Onher aceruals 53 87
_ Tonal deferred rax labilities 39.3 06.2
Net deterred 1ax asset 7 S 971 $136.7

The deferred rax balances shown in the Consoli-
dated Balance Sheets are after reclassification of the
above amounts within the various jurisdictions in
which the Company operares.

As of December 31, 1995, the Company has
a LS. federal net operating loss carrviorward of
$45 million which expires in the vear 2009 and
ULS, state net operating loss carrviorwards totaling
52249 million which expire in various vears through
2010. The Company also has ULS. tederal forcign
tax credic carrviorwards of S11.8 million which
expire in vears 1998 through 2000, and U.S. federal
alternative minimum tax credits of $7.5 million
which can be carried forward indefinitelv, In addi-
tion, the Company has foreign ner operating, loss
and capital loss carrvforwards for rax purposes of
$12.2 million and $§31.3 million, respectively, which
can be carried forward indefinitely and approxi-
mately $7 million of foreign net operating losses
which expire n various vears through 2009,

The Company expects that sutticienr taxable
income will be generated in future vears to realize
the ULS. federal net operating loss and wax credit car-
rvforwards and, theretore, the Company believes
that a valuation allowance is not necessary tor these
amounts. The §35.2 million valuation allowance at

December 31, 1995 relatey primanly to foreign and
LS. state net operating loss and capital loss carry-
torwards. The valuation allowance decreased by

a net amount of S1.5 million in 1995, of which
53.5 million relates to a decrease in toreign capital
loss carrviorwards and $2 million to increases in
forcign and US. state net operating, losses.

Although tuture carnings cannaot be predicted
with cerrainty, management currently believes thart
realization of the net deferred tax asset is more likely
than not, The net U.S, deterred tax asset would be
realized with average future annual carnings equiva-
lent to 1995 results, excluding nonrecurmng, items
and sold subsidiaries and businesses.

During 1994, the Company was advised that
the Joint Committee on Taxation had approved the
agreement reached in 1993 by the Company and
the Appeals Oftice of the Tnrernal Revemie Serviee
(TRS) on sertlement of tax issues with respect to
vears 1980 through 1986, Also during 1994, the
Company reached an agreement with the TRS on
settlemient of the cxamination of vears 1987 through
1989, On February 28, 1993, the Company paid
the amounts due for such vears and charged the tax
and net interest totaling $35.6 million against previ-
ously established reserves.

The Company is currently under exanunation
by the IRS for vears 1990 and 1991, In 1994, the
Company received a Notice of Proposed Adjosi-
ment from the IRS proposing an increase in 1axable
income for the 1991 vear which, if sustained, would
result in an additional tax Kability estimated by the
Company at S50 million, excluding inrerest and
penalties. This proposed adjustment relates 1o
intercompany transactions involving the stock of
a UK. subsidiary.

The Company disagrees with the proposed
adjusement and has requested advice from the TRS
National Oftice on this issue. The Company current-
Iv believes that the Natonal Othce review should be
completed in the first half” of 1996, Although the
ultimarte ouatcome ot the matter cannot be predicred
with certainey, the Company and its independent
tax counsel believe there are substantial argnments
i support of the Company’s position and that the
Company should prevail in the event that the issue
were to be livigated.

A similar set of transactions ocaurred in 1993,
Depending on the outcome of the TRS Nartional
Oftice review of the 1991 issue, the [RS could pro-
pose an mcrease 1 1993 wxable income which
would result in an additional tay hability estimated by
the Company ar S23 million, excluding, interest and
penaltics, The Company’s 1993 tax return is not cur-
rentdy inder examination. The Company belicves it
should prevail in the event this similar issue iy raised
by the IRS. Accordingly, no provision for any habiliry



with respect o the 1991 and 1993 wransacuons has

been made in the consolidated financial statements,
The Company believes that its current rax

reserves are adequate to cover all of its tax liabiliries.

b. liscontinued Operations

In 1985, the Company discontinued its insurance
underwriting operations, In 1987, the Company
sold Sphere Drake Insurance Group (Sphere Drake ).
The Sphere Dirake sales agreement provides indem-
nities by the Company to the purchaser for various
potennal abihinies including provisions covering
future losses on certain insurance pooling arrange-
ments from 1953 1o 1967 berween Sphere Drake
and Orion Insurance Company (Orion), a UK.
based msurance company, and future losses pursuant
1o a stop-loss reinsurance contract bevween Sphere
Drake and Llovd’s Svndicate 701 (Svadicare 7013
In addition, the sales agreement requires the Com-
pany to assume anv losses in respect of actions

or omissions by Swann & Everert Underwriting
Agency (Swann & Everett), an underwriting man-
agement company previously managed by Alexander
Howden Group Limited (Alexander Howden),

The net liabilines of discontinued operations
shown in the accompanving Consolidated Balance
Sheets include insurance labilities associared with
the above indemnities, liabilities of insurance under-
writing subsidiaries currently in run-off and other
related liabilities.

A summary ol the net habilitics of discontinued
operations is as follows:

As of December 31 1995 1994
]_I;h]lTllL_\ o
Isuranee habilivies $357.1 8277.6
Other 1+.9 3.4
Towl abiliies 272.0 09,0
_— . e e am L PR
Recoverable vnder finie risk contragts:
[nsurance lubilies 126.4 133.7
Premium adjustmeint 9.8 0.8
Reinsurance revonerables 3l.6 042
Cash and investments 27,2 236
Orher 9.3 [XERY
Total assers 224.3 245.2
Taral net liabilities of discoptinued operations 47.7 HI R
Tss current porten hsstticd as atlwer
acorued expenses 14.3 7.0
R;m.nndcr‘ classified as net liabilities of
discantinued operations S 33.4 IR
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The wsurance Habilities represent estinates of
future clams expected to be made under ocenrrence-
based imsurance policies and reinsurance business
written through Llovd™s and the London marker
covering primarily asbestosis, environmental potlu-
tion, and latent discase risks in the United States
which are coupled with substantial lingaton ¢x-
penses. These claims are expected to develop and
be settled over the next pwenty to thirty vears.

Liabiliries stemming from these claims cannot
be estimated using conventional actuarial reserving
rechniques because the available historical experience
is not adequate to support the use of sucl weeh-
niques and because case law, as well as scientific
standards for measuring, the adequacy of site clean-
up (both of which have had, and will continue to
have, a significant bearing on the ultimare extent
of the labilities) is sull evolving. Accordingly, the
Company™s independent actuaries have combined
available exposure information with other relevant
industey data and have used various projection tech-
niques to estimate the insurance labilities, consisting,
principallv of incurred but not reported losses.

In 1994, Onon which has tinancial respon-
sibility for sharing certain of the insurance pool
liabilities, was placed in provisional liquidartion
by order of the English Courrs. Based on current
facts and circumstances, the Company believes
that rhe provisional liquidaton will not have a
material adverse effecr on the ner habilites of
discontmued operanons.

The Company has certain protection against
adverse developments of the msurance habilities
through two finite risk contracts issued by Centre
Reinsurance (Bermuda) Limited (reinsurance com-
panvi. A contract entered into in 1989 provides the
insurance underwriting subsidiaries currently in run-
oft wirh recoveries of recorded labilities of 876
million, and for up to $50 million of additional
recoveries i excess of those liabihties subject to a
deductible for one of the run-ofl companics of $15
million. At December 31, 1995, based on an esti-
mate by an independent acruarial firm, the Company
had recorded $13.5 million of the deducrible.

On July 1, 1994, the Companv entered into
an msurance-based financing contract (Hnite risk
contrace) with the reimsurance company providing,
protection primarily for exposures relating to Orion,
Syndicate 701 and Swann & Everert. The contract
provided for the paviment by the Company ot S80)
million, $50 million of which was borrowed from
the reinsurance company, and tor pavment by the
Company of the first 873 million of paid claims. The
contract entitles the Company to recover paid claims
in excess of the Company's $73 million retenrion,
Ar December 31, 1995, recoveries were hmited 1o
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S$115.2 million, which includes the Company’s
paviment of S80 million. In addition, commencing,
December 31, 1996, depending on the timing, and
amount of paid loss recoveries under the contract, the
Company may be entitled to reccive a payvment from
the reinsuirance company in excess of the amounts
recovered for paid losses if the contrace is terminared.
The contract is accounted for under the deposit
method of accounting and the accounting require-
ments for discontinued operations.

The Company’s right to terminate the conrracr
entered into in 1994 is subject to the consent of
American International Group, Inc. (AIG) as long
as ALG is the holder ot certain shares of the Com-
pany’s stock. In addition, the reinsurance company
also has the right, under certain circumstances, all
ot which are under the Companv’s control, to ter-
minate that contract.

The insuranee liabilities set torth above repre-
sent the Company’s best estimates of the probable
liabilities based on tdependent actuarial estimates.
The recoverable amounts under the Hnite risk con-
tracts, which are considered probable of realization
based on independent actuarial estimares of losscs
and pav-out patterns, represent the excess of such
liabilitics over the Companv’s retention levels. The
premium adjustment represents the recoverable
amount considered probable of realization ar the
carliest date the Company can excrcise its right to
terminace the finite risk contract covering, the insur-
ance underwriting subsidiaries currently in run-oft.

Changes in the rotal net liabilities of discontin-
ued operations are as follows:

For the Years Ended December 31, 1995 1994 1993
Regimning balance S63.8 SI135  slo24
Provisions tor loss — 289 —
Litigation settlement — — 22.3
Net cash proceeds on the zero

COUPON 1OWS — 540 —
Claims and expense pavmients (7.3) (7.0 (1L
PPayment for a finite risk contract — (80 —
Net capital infusion {(3.0) - —
Tax sertlement (5.8) — —
Other — A4 —
Translation adjustiment — - 0.7
i?ru-ciing balance $47.7 5 638 ‘S] l"%-'\

The 1994 provision for loss of $28.9 million
ineludes a $6 million charge associated with the
1994 finire risk contract, 1 $20.9 million charge
relating to an agreement that resolved certain
indemntry obligations to Sphere Drake and a

52 million ¢harge recorded in the fourth quarter
of 1994 related o other liabitities, Under terms

of the Sphere Dirake agreement, the Company
received a cash pavment of S5 million in settdement
of the zero coupon notes receivable and related
indemnities as well as certain income tax liabilioes,

While the insurance Habilities set forth above
represent the Company’s best estimarte of the proba-
ble Tiabilities within a range of independent actuarial
estimates of reasonably probable loss amounts, there
is no assurance that further adverse development
may not occur due o variables inherent in the
estimation processes and other matters deseribed
above. Based on independent actuartal estimates of a
range of reasonably possible loss amounts, liabilities
could exceed recorded amounts by approximately
S170 million, However, in the event ot such adverse
development, based on independent actuarial esi-
mates of pav-out patterns, up to approximately
SI30 million of this excess would be recoverable
wider che hnite risk contracts.

The Company believes that, based on current
estimates, the established rotal net diabilities of
discontinued operations are sufficient to cover
IS CNPOSLICS.

7. Employees’ Retirement Plans and Benefits

Pension Plans
The Company has contraiburory and non-contributory
detined benefiv pension plans covering substantialiv
all emiplovees, The plans generally provide pension
benefits that are based on the emplovee’s vears
of service and compensation prior to retirement.
In generad, it is the Company’s policy 1o tund
these plans consistent with the laws and regula-
tions of the respective jurisdictions in which the
Company operates,

Total pension costs are summarized as follows:

For the Years Ended December 31, 1995 1994 [PDX
Service cost T T s 238 sawN 5295
Tnterest cost 16,2 434 isA
Actual return on plan assets (127.9) 227 (73.4)
Net amortization and deterral 35.8 997, 7.4

Net pension vosts {creddit) S“ A (Zl ) ’ 5 532 S 1y

During the first quarter of 1995, the Company
reahized a pension curtailment gain of $4.4 million
due to the sale of Alexsis Ine, (see Note 2 of Notes
1o Financial Statements),



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

Av of Decemlwer 31, 1993 1994
- C e s e
Vested benefit chligation 8 289.8  § 277.1 S 1991 § 2471
Accumulated beneiit

abligation $ 2996 S 27853 52133 S 2487

Projected benclit

abligation S(ASL.E) S(298.9) 527100

Plan asscts at tuir

market value ) 445 427.1 2893 AR3 7
Excew honfall ofplan
ety over projevted
beneht obligaven (7.3) 128.2 17.7 1134
Unrecounized na
loss (gaing 18.2 (AA5) (3.5 (268}
Unrecogmeed prior
SOTVICE COst 0.1 (6.2) 1.3 (660)
Linrecogmized net assets
being amortized over
the plans® awverage
remaining service lives {11.6) (26,4 (1400 129 4)
I‘rcpa—i(—i _(;L:*rl.mi] T
PRSI Comt S (o) & 6l s (A1) 5 500
Assumptions wsed were
as follows:
NManmed diseount rare T.0% 6.0-9.0% S5 63950
Assuined rate of
COIMPRE AL NCTe ase 4.5%  A.5-5.0% 30 3550
Capected rate of return
on plan aswels 9.75% 010.75% 9730 F0l0 250

At December 31, 1995 and 1994, approximately
75 percent and 76 pereent, respectively, of all plan
assets are invested in equity securities ad 25 per-
cent and 24 percent, respectively, 1 cash equivalents
and /or fixed-income securitics.

Thrift Plans

The Company mamntains thrift plans for most ULS.
and Canadian emplovees. Under the thoft plans,
cligible emplovees may contribute amounts through
pavroll deduction, supplemented by Company
contributions, for investments in various funds estab-
lished by the plans. The cost of these plans was
S9.1 million in 1993, S11.9 nullion in 1994 and
S11.3 million in 1993,

Pyseretivenent Benefits

The Company adopted SFAS No. 106, “Emplovers’
Accounting for Postretirement Benefits Other Than
Pensions,” effective January 1, 1993 for its ULS.
plans and cffective January 1, 1995 for its interna-
tional plans. This statement requires the Company
to accrue the estimated cost of tuture retiree benefit
pavments during the vears the emplovee provides

thiree-nine

services. The Company previously expensed the cost
of these benchits, which are principally health care
and life insurance, as premiums or claims were paid.
The statement allowed recognition of the cumula-
tive effect of the liability in the year of the adoption
or the amortization of the obligation over a period
of up to twenty vears. The Company elected o ree-
ognize the itial postretirement benetit obligation
of $14 million and $5.9 million for its U8, plans
and international plans, respectively, over a period
of twenty years,

Toral postretirement benefit costs are summa-
rized as tollows:

For the veans ended December 31, 1995 1994
) ' U Il Us
Service cost T 50.5 §0.3 50.8
[nterest cost 1.5 0.6 1.5
Avtnal retumn on plan assers (0.6) — 0.2
Netamortization and deferral 1.0 .3 0.6
NEUPOSIrelirement osts o -é 2.4 S1.2 531

The following table sets forth the funded status
and amounts recognized in the Company’s consoli-
dared financial starements;

As of Decernber 31, 19935 19494
) us, Il Us
.--\ccunu.mtcd postretirement - )
benefic ebligacion:
Retirecs S(I4.0) S(2.9) 511.0)
Fully eligible active participants (L9) (L) (3.1
Orther active parucipants (5.3y (28) (34
T 212y (67) (195
Plan asseis ar fair marker value 3.8 - S4
Avcumulated beneht obligaticn
N exeess of plan assers (15.4) 6.7} (14.1:
Unrecognized net obligation 8.7 5.7 11.7
Unrecognieed et loss . 2.8 0.2 1.9
Acerucd pn.slruurcnwn? benelit liabilie S (3.9 $(0.8) S (0.5
Assumprions used were as follows:
Assumed discount rate T.0% B5-9.0%  Ra%
Assumied rare of compensation increase +5% 4.0-50%  45%
Expected rawe of return on plan assers 5.75% —  5.75%

Assumued medical trend rage-
1996 and after

The amount ofa Lis increase in

9105.5% L5 75% 10357

asstmed trend rate on:

Apgregste ol service aned intetest cost $ 0.2 502 502
Accumulated postretirement
benehit olligation 1.2 0.9 1.2

During, the first quarter of 1995, the Company
incarred a postretirement curtailment loss of $2.8
million due to the sale of Alexsis Ine.
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Postemployment Benefits

Effective January 1, 1994, the Company adopred
SFAS No. 112, “Emplovers Accounting tor Post-
emplovment Benetits.” This statement requires
that cerratn benetits provided to former or inactive
cmplovees atier employment but prior wo renre-
ment, including disability benetits and health care
continuarion coverage, be acerued based upon the
cmplovees” services already rendered. The cumula-
tive effect of this accounting change was an after-
tax charge of $2.6 million or $G.06 per share in the
first quarter of 1994,

Deferved Compensation Plan

The Company has a deferred compensation plan
which permitted certain of its kev officers and em-
plovees to defer a portion of their incentive com-
pensation during 1986 to 1989, The Company has
purchased whole lite insurance policies on cach par-
ticipant’s life to assist in the funding of the deferred
compensation lability. At December 31, 1995, the
cash surrender value of these policies was S0.6 mil-
lion, which s net of $44.9 million of policy loans,
The Company’s obligation under the plan, includ-
ing accumulated interest, was $16 million and
516.2 million at December 31, 1995 and 1994,
respectively, and is included in Other Long-Term
Liabitities in the Consolidated Balance Sheets,

B. Delt

Consolidated short-term debt outstanding is as
follows:

Ay of December 31, 1995 1994
Lines of vredit o S0l ‘SU_E'
Notes pavable (4) 19.0 0.3

T Sl-‘).l 510

The weighted average interest rate on short-
term borrowings was 6.5 pereent and 7.0 pereent at
December 31, 1995 and 1994, respectively.

Consolidated long-term debt oustanding is as
tollows;

As of December 31, 1995 1994
1 1 Convertible xlll\urdi-l;;l.ch- o
debentnres (B ) — S0
Notes pavable () 7T 0.0
Obligatiens under capital leases (1) 24.2 22.1
Term loans (1) — 101
Credit agreement (1) 30.0 —
Other AN 75
S ) 135.5 1494
Less current poruan 2.3y 17.1

S126.2 $132.7

The principal pavments required during, the neve
five vears are $9.3 million i 1996, S18 million in
1997, 847.8 million in 1998, $17.4 million in 1999,
and $15.9 miltion in 2000,

A. Current Notes Payable

In connection with the JIB acquisition on Ocrober
12, 1995, the Company ssued two 6,375% promis-
sory notes totaling $21.2 million wirh pavments

of $10.6 million due on April 9 and October 12,
1996, respectively. During, the fourth quarter of
1995, the Ocrober promissory note was revalued 1o
$8.1 million in accordance with the revenue reten-
tion criteria tor the tormer JIB oftices stipulated

in the purchase agreement. (Sec Note 2 of Notes
to Financial Statements. )

B. 11% Convertible Snbordinated Debentures

On Ocrober 13, 1995, the Company redeemed all
560.2 million of its ourstanding 11% Convernble
Subordinated Debenrures due 2007 together with
acerued interest and a S0.9 million redempnion
premium, This redemprion was primarily funded
by the Company through the borrowing of S60
million under its revolving fong-term credit faciliny.
{Sce [tem )

C. Notcs Payalle

As aresult of the Mutual Fire sertdement as de-
scribed in Note 14 of Notes to Financial Statements,
the Company issuced a 535 million zero coupon note
i March 1995, Using a discount rate of 9.3%, the
present value of the note was recorded as a 5259
miilion long-term debr obligation. The note is
pavable in six annual installiments, commencing April
1, 1996, The carrving value of the outstanding prin-
cipal balanee, including imputed interese, of the note
pavable at December 31, 1995 was $27.5 million.

In January 1995, the Company negotiated
the settlement of certain obligations relating to the
1987 sale of Shand. Under the terms of the sertle-
ment, the Company paid S14 million in cash, issucd
1 hive vear interest bearing note in the principal
amount ot S14 million, which was pre-paid in
fune 1995, and paid a net contingent obligation
of $4.5 million.

Tn Julv 1994, the Company barrowed S50
million from the reinsurance company that exceuated
a finite risk contracr relating to the Company’s dis-
continued operations. The note is pavable in five
cqual annual installments, commencing July 1, 1997,
and bears interest at a rare of 9.45 percent. I the



Company defaults on the borrowing, the remsurance
company may utilize the note to sertle reinsurance
claams under the tinite nisk contracr.

D. Obligations Under Capital Leases

The Company’s obligations under capital leases con-
sists primarily of lease agreenenes tor otfice facilities.
Furure minimum lease pavment obligations are
approximatedy $2.7 million for each of the next five
vears and an aggregate of $24.2 million thereatter.

E, Term Lonns

In March 1995, a ULS. subsidiary prepaid an unse:
cured S10 million term loan with a bank which was
due August 1995,

F. Credit Agreenient

On March 27, 1995, the Company's then existing,
credit agreement was replaced by a new $200 mil-
lion three-vear tacility with various banks which
expires in March 1998, The agreement provides for
unsecured borrowings and tor the issttance of up o
ST00 mithon of letters of credit, and contains van-
ous covenants, including minimum consolidated tan-
gible net worth, maximum leverage and mininum
cash flow requirements, The Company currently
believes that the covenant regarding minimum cash
flow coverage 1s the most restactive. The covenant
requires thar the Company's ratio of profits betore
taxes, interest expense and depreciation and amorti-
zation to interest expense and cash dividends exceed
4.25 ar all thines. The Company’s ratio was 6.85 at
December 31, 1995, In addition, the occurrence of
a “Speaial Event™ under the erms of the Series B
convertible preferred stock purchase agreement,
which, if not waived, would constiture an event

of detault under the new agreement. (See Note 10
of Notes 1o Financial Statements.) Inrerest rares
charged on amounts drawn on this credic agreement
are dependent upon the Company’s credin ratings,
the duranen of the borrowings and the Company’'s
choice of one of a number of published rates, in-
cluding the prime lending rate, certiticate ot deposit
rates, the federal funds rate and LIBOR,

During the sccond quarter of 1995, the Com-
pany arranged a $10 million letter of credit under
the agreement. On October 13, 1995, the Company
borrowed $60 million under the agreement o fund
the redemiption of its outstanding 11% Converrible
Subordinated Debentures due 2007, In December
1995, the Company repaid 530 million of its
long-term revolving credit agreement borrowings.
The interest rate on the remaming, 330 million is
6.3125 percent as of December 31, 1995, The Com-
pany borrowed $10 million under this agreement
in January 1996 and an addivional $20 million
February 1996,

Sfurey-omie

Supplementing the credit agreement, the
Company has unsecured lines of credit available for
general corporate purposes totaling $87.9 million of
which $§87.8 million were unused as of December
31, 19935, These lines consist of uncommitted facili-
ties principallv in the UKL and Canada. ICdrawn, the
lines bear interesr ar market rares and ¢arry annual
fees of not greater than 172 percent of the hne,

§.Stock Option and Inceative Plans

Loug-Term Incentive Awards

The Company’s 1995 Long-"Term Incentive Plan
(1995 LTI was approved by stockholders ar the
1995 annual mecting of stockholders and became
cttective on Mav 18, 1995, The 1995 L'TIP includes
grants in the form of non-qualificd stock options
and inceative stock options, stock appreciation
rights, restricted stock awards, bonus equity awards,
performance share,/unit awards and other stock
based awards.

As of the eftecnve date of the 1995 1110,
the Company had awards curstanding under the
1988 Long-Term Incentive Compensation Plan
{1988 Plan) and under the 1982 Emplovee Stock
Option Plan (1982 Plan}. Awards outstanding
under the 1988 Plan include stock options, stock
appreciation rights and restricted stock. Only stock
oprion awards are ourstanding under the 1982
Plan. At December 31, 1995, 4,226,067 shares of
common stock were avatlable for issuance. This
amount includes 538,761 shaves available under
the 1988 Plan,

Stock options may be granted at a price not
less than the fair market value of the Common Stock
on the dare the option is granted and, with respect
to meentive stock options, must be exereised not
later than 10 vears from date of grant and, with
respect to non-qualificd oprions, must be exeresed
not later than 10 vears and one day from date of
grant. The 1995 LTTP also provides for replacement
options tor a limited number of kev exceutives.

In December 1995, the Company exchanged
1,358,300 stock options ranging in a per-share
exercise price of $24.50 to 523.13 for stock options
having an excreise price of $19.63.

The Company will adopt SFAS No. 123,
“Accounting for Stock Based Compensation,” in
December 1996, The Company has clected to con-
LHIUC TO Measure compensation costs using APB
Opinion No. 25 and accordingly will provide the
disclosures required by SFAS No 123,
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Srock option transactions were as follows:

Number Optien Prive

of Per Share

Shares Range

Outstanding, o

January 1, 1993 29253055 S17 75 538,63

Granred 488,500 20.00- 27.03

Exercised 193948 1775 15334
Canceled (188,307
Ourstanding, B

December 31, 1993 303300 517.75-538.03

Gramed 2.361.500 14,19 2063

Lxercised 15,375 17.75

Canceled (33,320}

Chastanding,

December 31, 1994 4984105 S1419.838.03
Granted 3,006,100 L4063 25.03
Fxercised (7.683) 17.75 2313

Canceled (1.84].130)

Ourstanding,

Duecember 31, 1995 0,141,384 $14.19-538.63

The number of options excrcisable ar December
31 were as tollows:

1995 2,502,325
1994 2.197 405
1993 2.231.301

Stock appreciation rights mav be granted alone
or in conjunction with a stock option at a price
not less than the fair market value of the Common
Stock at dare of grant. Upon exercise of a stock
appreciation right, the partcipant will receive cash,
Common Stock or a combination thereot equal to
the excess of the marker value over the eacrase
price of the stock appreciarion right. Exercise of
¢ither the right or the stock option will resulr in
the surrender of the other.

Restricted stock awards may be granted which
limit the sale or ransfer of the shares vanl the
expiration of a speciticd time period. With certain
specificd exceptions, such awards are subyject to
torfeiture if the participant does not remain in
the employ of the Company until the ¢nd of the
restricted time period. A maximuam ot 940 000
shares may be issued under the 1995 L'TTP There
were 202,798 shares, 308,500 shares, and 60,000
shares of restricted stock, excluding BED Awards
{deseribed Delow), issued tn 1995, 1994 and 1993,
respectively, In addition to awards made under the
1988 Plan in 1994, 271,307 shares of restricted
stock were awarded to an executive officer to
offscr the loss of certain benefits from the exceeu-
tive’s prior cmplover when the executive joined
the Company,

Bonus equity program awards (BEP Awards)
may be granted based on a percentage of the cash
incentive compensation otherwise pavable to a
participanr under any compensation program of the
Company, The size of the BED Award is determined
by tormula, The number of shares of Common
Stock is determined by dividing the dollar amount
designated for the award by the farr marker value
{based on a five-day average of the Common Stock
closing, price) discounted by up to 25 percent. Shares
stbject to the BED Award are restricted as to trans-
ter (generally tor a period of up to three vears) and
are subject 1o forfeiture should the participant termi-
nate emplovinent tor reasons other than death, dis-
ability or retirement during the restricted period. No
BEDP Awards were granted in 1995, 1994 and 1993,

Performanee share /unit awards mav be granted
based upon specified pertormance eriteria. Upon
achievement of the performance share /unir critena,
the participant will receive cash, Common Stock or a
combination thereot equal to the award. There were
no performance share /unit awards made in 1995
or 1993 and 23,000 awards were made in 1994,

Pevformance Bonns Plan for Exceutive Officers,
The Company’s Performance Bonus Plan for
Executive Otfficers (Pertformance Bonus Plan) was
approved by stockholders ac the 1995 annual meet-
ing of stockholders and became effective as of
January 1, 1995,

The Pertormance Bonus Plan establishes
certain performance criteria tor determining the
maximum amount of bonus compensation, includ-
ing BEP Awards, for those exceutive officers who,
on the last day of the Company’s taxable vear,
consist of the chief exceutive ofticer and the four
most highly compensated executive officers and
whose compensation is deductible inthe U5,
(Covered Employees), The Performance Bonuy
Plan is designed e comply with Section 162(m)
ol the Internal Revenue Code of 1986, which is
ctfective Tor the tax vear commencing 1995, and
which mits the tax deducnbility by the Company
of atmual compensation paid to Covered Employvees
in excess of S1 million, except to the extent such
compensation is paid pursuant to the performance
criteria established by the Performance Bonus
PMan. For 1995, the compensation paid to the
one Covered Emplovee eligible under the Per-
tormance Bonus Plan, should be fully deductible
to the Company.

Ewmplovee Discount Stock Puvchase Plan

The Company’s 1995 FEmiplovee Discount Stock
Purchase Plan { Emplovee Purchase Plan) was
approved by stockholders at the 1995 annual
meeting of stockholders and became ettecrive as of



July 1, 1995, Eligible U.S. emplovees may purchase
up to an aggregate of 750,000 shares of the Com-
pany’s Common Stock, at a price equal 1o the Jower
of the dosing price ot the Common Stock reported
on the New York Stock Exchange ar the beginning
or end of the offering period, discounted by up

to 15 percent,

Shares purchased are imited to the number
ot shares that can be purchased by the agprepgate
amount deducted from the participant’s salary duor-
ing a 6-month purchase period. Shares ot Conmon
Stock purchased under the Emplovee Purchase Plan
mist remain in an emplovee’s account for one vear
atter the purchase dace.

As of December 31, 1995, 81,994 shares
of Common Stock were issued under the 1995
Emplovee Purchase Plan, ar a weighted average price
of 516,15 per share. Ar December 31, 1995, there
were 668,006 shares available for issuance under
the Emplovee Purchase Plan.

[n January 1996, the Company comnmienced
oftering to eligible caplovees outside the US| the
opportunity to participate inan international
emplovee discount stock purchase plan (Plany. At the
end of the d-vear offering, period, parnicipants can
¢lect to purchase from the contriburions saved, shares
of the Company’s Common Stock at a 15 percent
discount of the closing prive of the Common Stock
reported on the New York Stock Exchange on
the first date of the S-vear offcring period. Non-

u

LS. employees who are “exccutive otticers™ of the
Company, as that term is detined pursuant to Section
16 of the Securities Exchange Act of 1934, partici-
pate in a subplan of the Emplovee urchase Plan

on terms similar to the Plan,

Non-Employee Director Deferved

Stock Ownership Plan

The Companmy’s Non-Employee Director Deterred
Stock Ownership Plan (“NEDD Plan™) was
approved by stockholders at the 1995 annual mecet-
ing of stockholders and became effectve as of
January I, 1995,

Under the NEDD Plan cach non-emplovee
dircetor of the Company s entitded to a single an-
nual fee or retainer (Annual Feed for all services as a
director during the period from one annual mecting,
ol stockholders 1o the next. 'Phe Annual Fee s cur
rently ser ar 540,000 per vear. Under the NEDD
Plan, in licu of payment of the Annual Fee, the
Company will generally contribute shares of Com-
mon Stock 1o a grantor trust established by the
Company (Company Trust) equal to that portion
of the Annuoal Fee then pavable. Under the NEDD
Plan, shares of Common Stock delivered to the
grantor trust may not be sold tor a period of one
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vear from the date of grant or carlier in the event of
a change of conrrol.

Approximately 160,000 shares of Common
Stock are authorized for issuance uonder the NEDD
Plan which will expire on December 31, 2005, As of
December 31, 1995, 50,103 shares were delivered
10 the Company™s trust under the NEDD Plan, OF
that number 24,285 shares were dedivered in con-
nection with the terminanon of the Non-Emplovee
Dircctor Retiremeit Plan. During 1994, 140,000
shares of Commeoen Stock were also delivered 1w
the Company Trust to fund a special compensation
award to a non-employee direcror.

10 Lommaen and Preferred Stock

Aunthorized Capital Stock

The Company has authorized capital stock of 292
million shares of five classes ot stock consisting of
200 million shares of Common Stock, par value
S1.00 (Common Stock): 26 milion shares of Class
A Common Stock, par value $.00001 (Class A
Stock); 1L milhion shares of Class C Common Stock,
S1.00 par value (Class € Stock); 40 nullion shares
ot Class D Common Stock, S1.O0O par value (Class
1> Stock) and 15 million shares of Preterred Stock,
$1.00 par value (Preferred Stock).

Of the 15 mullion shares of Preferred Stock
authorized, the Board of Directors i Marcly 1993
designated 2.3 mllion shares as $3.625 Series A
Convertible Preferred Stock, $1.00 par value {(Series
A Counvertible Preferred Stock), and i July 1994
designated (03 6.2 million shares as 8% Series B
Cumulative Convertible Preferred Stock, $1.00 par
value (Series B Convertible Preferred Srock} and
(i) 1 nullion shares as Series A Junior Parnicipating
Preferred Stock, S1.O0O par value (Junior Partictpat-
ing, Preferred Stock).

At December 31, 1995, the Company had
104 million shares of Common Stock reserved tor
issuance winder its emplovee stock incentive plans;
2.3 million shares reserved for ssuance upon the
conversion or redemption of Class A Stock, the
Class C Stock, the Class D Stock and the Series A
Convertible Preferred Stock; and 13.2 million shares
of Class 1> Stock reserved for issianee in connection
with the conversion of the Scries B Convertible
Preterred Stock.

Covmon Stock Classes

Each holder of the Commaoen Stock, Class A Stock
and Class C Stock s entitled ro one vote for cach
share held on all matters vored upon by the stock-
holders of the Company, including the election of
directors. 1o certam imstances, however, holders
of the Class A and Class C Stock vote as a group.
Holders of the Class D Stock are not entitled 1o
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vote, exeept that the Company’s Charter cannot be
amended so as to adversely attect the holders of the
Class 12 Stock withour the approval of the holders
of two-thirds of such shares then outstanding, The
Common Stock, Class A Stock, Class € Stock and
Class I? Stock do not have pre-cimptive or conver-
ston rights or cumulative voting rights tor the elec-
ton of directors and there are no redemption or
sinking fund provisions applicable therero.

Subject to the provisions of Marvland law, divi-
dends on the Common Stock and the Class 1 Stock
{when and if issued) mav be declared and paid by
the Board of Dircetors. Neither the Class A Stock
nor the Class C Stock have dividend rights; however,
associated with cach share of Class A Stock is a divi-
dend paving share {RSC Class 1 Share) issued by
Reed Stenhouse Companies Limited, a Canadian
subsidiary of the Compamy, and associated with cach
share of Class C Stock 15 a dividend paving share
(UK Dividend Share) issued by Alexander &
Alexander Services UK ple, a UKL subsidiary of the
Company. No dividends may be declared or paid on
the Commen Stock, unless an equivalent amount
per share is declared and paid on the RSC Class |
Shares and the UK Dividend Shares, Accordingly,
the Compam’s ability to pav dividends is limited by
the amounts available to the Canadian and UK,
stbsidiaries for such purposes, At December 31,
1995, these amounts approximate Canadian $96.5
million or $70.9 million, assuming certam solvency
tests are met under Canadian law, and 127 million
LK. pounds sterling, or $196.6 million. In the event
sutticient carnings are not available in the Canadian
or UK. subsidiary to pay dividends the Company’s
legal stencture allows it to make carmings or capital
available in those subsidiaries to pay dividends.

Holders of the Common Stock, Class C Stock
and Class 1) Stock are entitled to receive, upon lig-
uidacion of the Company, all remaining assets avail-
able for distribution to stockholders after satistaction
of the Company’s liabilities and the preferential
rights of anv Preferred Stock which may then be
outstanding. Holders of the Class A Srock are naot
entitled to receive any dividends or hiquidating or
ather distributions with respect to such shares trom
the Company, bur arc entitled to receive in respect
of their associated RSC Class 1 Shares an amount
in Canadian dollars equivalent o the U.S. dollar
amount to be paid on the Common Stack.

The Class € Stock shares are convertible ar any
time into, and shares of RSC Class 1 Shares are
exchangeable at any time {and the Class A Stock is
coucurrently redeemable), for fullv paid, non-assess-
able shares of Common Stock on the basis of one
share of Common Stock for cach share of Class C
Stock or RSC Class 1 Share (subject to adjustment).

[ addition, upon the happening ol cerrain events,
the Company can require such conversion. Shares of
the Series B Convertible Preferred Stock are convert-
ible into Class > Stock, at a conversion price of $17
per share (subject to adjustment), The Class 12 Stock
may be exchanged for Common Stock at anvrime on
a share-for-share basis, provided, however, thar no
person is entitled to acquire Common Stock upon
such exchange i after giving etfect thereto such per-
son has more than 9.9 percent of the combined vot-
ing power ol the common stock votng shares then
outstanding, abscut certam events, The Common
Stock, Class A Stock, Class € Stock and Class D
Stock have customary anti-dilution provisions.

Preferved Stock Sevics and Related Rights

The Company has one class of Preferred Stock
which can be issucd i one or more serics with lull
or limited voting rights, with the rights of each
series to be determined by the Board of Directors

before cacl issuance.

Series A Convertilde Preferred Stock.

Holders ot the Scries A Convertible Preferred Stock
are entitled to receive cumulauve cash dividends at
anannual rate of $3.625 per share, pavable quarterly
in arrears. The shares are convertible into Common
Stock at a conversion price of $31.875 per share
{subject to adjustments). The Series A Convertible
Preterred Stock mav be redeemed by the Company
on or after March 22, 1997, ar $52.18 per share
unnl March 14, 1998, and declining ratably annually
to S50 per share on or after March 15, 2003, plas
accrucd and unpaid dividends. The Series A Convert-
ible Preferred Stock s nen-voting, except as provided
by law, and except that, among other things, holders
will be entitled to vote as a separare class with other
series of outstanding Preferred Stock to eleer a maxi-
muni of two directors if the equivalent of six or more
quarterly dividends of the Series A Convertible Stock
ix 1 arrcars. With respect 1o dividend rights and
rights of Tquidadon, dissolution and winding up, the
Scries A Convertible Preferred Stock ranks senior to
all classes of common capital stock and to the Junior
Participating Preferred Stock (when and if issued)
and pari passu to the Series B Convertible Preterred
Stock. The liquidation preterence tor the Seres A
Convertible Preferred Stock 1s S50 per share.

Scries B Convertible Preferved Stock,

Haolders of the Series B Convertible Preferred Stock
are entitled to receive dividends at a rate of 8% per
annum pavable quarterky i arrcars, Until December
I5, 1996, dividends on the Series B Converuble
Preterred Stock are pavable i kind and thereafter,
at the discretion of the Company’s Board of Direc-
tors, in cash or in kind uneil December 15, 19949



provided that it the Company at anv time pavs
dividends m cash on or after December 15, 1996,
the Company may not thereafrer declare or pay
dividends in kind. The Series B Convertible Pre-
ferred Stock has the same dividend rights, voting,
rights and rights of liquidation, dissolution and
winding up as the Scries A Convertible Preferred
Stock. In addivion, however, following the oceur-
rence of a Specitied Corporate Action (as defined

in the Company’s Charter) holders of the Series B
Convertible Preferred Stock also have the righr to
vore as a class with the bolders of the Cemmon
Stock and the Class D Stock on all matters as ro
which the holders of Conmmon Stock are entitled e
vote, A Specified Corporate Action is defined gener-
allv as an action by the Company that would permit
a change in control and certain related events. For
the purposes of such vote, the holders of the Series
B Convertible Preterred Stock will be deemed hold-
ers of that number of shares of Class P Stock into
which such shares would then be convernible.

The Series B Convertble Preferred Stock mav
be redeemed in whole or in pare by the Company
after December 15, 1999, 5o long as atier that date
the Common Stock has traded 30 consceutive trad-
ing days on the New York Stock Exchange at a price
i excess of 150 percent of the then effecnive conver-
sion price. The redemption price is $54 per share
until December 14, 2000, declining ratably annually
1o 550 per share on or after December 14, 20006,
plus acerued and unpaid dividends. All redemptions
are to be made pro-rata,

Haolders of Series B Convertible Preferred Swock
have the right to require the Company o purchase
all or any part of the Series B Convertible Preferred
Stock then held by such holders upon the occur-
rence of a Special Event. A Special Event consists
of actions solely within the control of the Company
and includes the declararion or pavments ot divi-
dends aggrepanng in excess of cumulavvely 25 per-
cent of carnings in 1996, and cumulatively 50 percent
of carnings thereafter; the disposition by the Com-
pany of assers represeating, 35 percent or more of
the Company’s book value or gross revenues; certain
niergers or consolidations of the Company or anv of
its principal subsidiaries with or into any other firm
or entity ivolving 20 percent or more of the total
market value of the Company’s equity sceurities;
and repurchases and redemptions of the Company’s
sceurities (orher than the Company’s Scries B
Convertible Preterred Stock) in excess of net pro-
ceeds to the Company from the sale of stock (less
amounts expended for repurchases and redemprions
of the Company’s preferred shares). Other Special
Events include the acquisition by a rhird party, with
the consent or approval of the Company, of benefi-
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clal ownership of sccurities representing 35 pereent
or more of the Company™s total outstanding voting
power. The repurchase price in the event of a Special
Eventis $72.06 per share, plus in cach case acerued
and unpaid dividends,

Jisior Pavticipating Prefevred Stock

and Related Rights.

The Company has a Sharcholder Rights Plan (the
“Rights Plan™) designed ta derer coercive takeover
ractics and to prevent an acquiirer from gaining <on-
trol of the Company withour otfering a fir price to
all stockholders,

Under the terms of the Rights Plan, adopied in
Julv 1987 and as amended, one preferred share pur-
chase right (a “Right™) accompanies cach share of
outstanding Common Stock, Class A Stock, Class C
Stock and Class 1 Stock. Eaeh Ripht entitles the
holder thereot to purchase one one-hundredih of a
share of Junior Participating Preferred Stock.

The Rights become exercisable only following
the public announcement by the Company that a
person or group (1) has acquired bencticial owner-
ship of 20 percent or more of the Compam’s voting,
shares or (i) has commenced a render or exchange
offer that i consummated would result in the own-
ership of 20 percent or more of such voring shares.
Under such circumstances, 1f the Rights become
exercisable, cach holder will be enditled 1o purchase
at the then-current exerdise price, that manber ot
Junior Participaring Preferred Stock equal to twice
the exeraise price of the Right. If the Company is
subsequently acquired, cach right will entitle the
holder to purchase at the then-current exercise
price, stock of rhe surviving, company having a mar-
ker value of rwice the exercise price of one Right.
In addition, it'a person or group acquires more
than 20 percent, but dess than 30 percent, of the
Company’s common voting shares, the Board of
Directors may exchange ecach Right for one one-
hundredth of a share of Junior Participating
Preferred Stock. Righits beneficially owned by a
holder of 20 percent or more of the voting shares
become veid once such holder passes the 20 per-
cent threshold. The Rights, which expire on July 6,
1997, are redeemable by the Board of Directors
prior to becoming exercisable at a redemprion price
of $.01 per Right.

In June 1994, the Board of Directors amended
the Rights Plan so that the ininal acquisition ot
the Series B Convertible Preferred Shares, the
acquisttion ol the Class 1D Stock upon conversion
of the Series B Converuble Preterred Srock, the
acquisition of Conymon Stock upon exchange of
the Class 1) Srock, or permitted acquisitions by
the purchaser, its atfiliates or anv transferee thereot
of the Company’s securitics will not cause the Rights
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to become exercisable. In addition, on November
16, 1995, the Rights Plan was amended to provide
for modifications of the detinitiony of Acquiring
Person and Distribution Date to raise from 15 per-
cent to 20 pereent the percentage of stock ownership
needed to cause a person to become an Acquiring,
Person or to cause a Distribution Darte to oceur

{as such capitalized terms are defined in the Rights
Agreement).

Eaclt share of Junior Participating, Preferred
Stock will be entitled to a mimimum preterential
quarterly dividend payment of $10 per share bue will
be entitled e an aggregare dividend of 100 umes
the dividend declared per share of Common Stock.
In the event of ligquidation, the holders of the Junior
Participating Preferred Srock will be entitled to a
nunimum preferenrial lguidation payment of S100
per share but will be entitled to an ageregate pay-
ment of T00 tmes the payment made per share of
Common Stock. Each share of Junior Participating
Preferred Stock will have 100 vores, voting rogether
with the Company’s commaon voring shares, In the
event of any merger, conselidation or other transac-
tion in which voting shares are exchanged, cach
share of Junior Participating Preferred Steck will be
entitled to receive 100 times the amount received
per share of Common Stock. The Junior
Participating, Preterred Stock shares have customary
anti-dilution provisions. Because of the nature of the
dividend, liquidation and voting rights of the Junior
Participating, Preferered Stock, the value of the one
one-hundredeh interest in a share of Junior Partici-
pating Preferred Stock purchasable apon exercise
ot ¢cach Right should approximare the value of one
share of Common Stock. Shares of Junior Participat-
ing Preferred Stock purchasable upon exercise of the
Righrs will not be redeemable.

Dividends and Diseributions

Under Marviand General Corporanon Law, the Board
of Directars of the Company mav not declare or pay
dividends to holders of any class of the Company’s
capttal stock if, after giving ettect to such distribu-
tion, (1) the Company would be unable to pav its
debts as they become due in the usual course; or

(2) the Company’s total assets would be Jess than
the sum of its liabilities plus the dissolution prefer-
cnee of the holders of any class or serics of preferred
stock Issued and outstanding, In determining whe-
ther a distribution by the Company (other than
upon volunrary or involuntary liquidation), by divi-
dend, redemption or other acquisition of shares or
otherwise, 1s permitted pursuant to the balance sheet
solvency test under the Marvland General Corpaora-
tion Law, the aggregate hiquidation preference of the
Serics B Convertible Preferred Shares will not be
counted as a labality. The Series B Convernble

Preferred Shares have a liquidation preference of
S50 puer share.

I lavestments

Effective January 1, 1994, the Company adopted
SFAS No. 115, *Accounting for Certam Invest-
ments i Debr and Equity Securities.™ In accordance
with the Statement, the Company has classified

all debr and equity securities as available tor sale.
The net unrealized holding gains oraled $5.6 mil-
lion and $1.5 million, net of deferred income taxes
of $2 million and $0.2 million, and are reported

as a separate component of Stockholders™ Equiry
tor December 31, 1995 and 1994, respectively,

Net unrealized holding gains increased S$4.1 imllion
and decreased 32 million during 1995 and

1994, respectively.,

At December 31, 1995 and 1994, the amor-
tized cost and estimated tair value of the Compam’s
debr and equity securities and related financial
instrumients used to hedge such investments are
summarized below:

A of December 31, 1993

Gross Gross  Estumated
Anortizcd Unrealized Unreabizad Far
Cont Gains Losses Value
U5 Gonernment agengnes,’

Sate s iAees § 27 5 R Y 27
Other mrerest bearing weunties 1381 138 ]
Mortgage -backed secunies
Fquity secunties 31 65 U6
lnancial instruments

used as hedges _— 1.3 )2 11

ot M ERM 578 Si0.21 SISLA
As of December 31, 1994
Giross Gross  Esnmated
Amortized Unrealized  Unrealized Fair
Cant Gans Losses Vilue
U8 Government ageneies,”

S RITORISIYRT) IR Y 635 4 S 1y S 033
Oriwr mierest bearng securties 1407 l46 7
Mortgage Mcked soonntes RiN ®3H
Lquity secuntics 14 i6 (3R
Tinancial instruments

used as hedges - [ -‘3.11 i 128

fotal 82959 Y S13. 2976

The above debr and equity securities and
financial instriments used as hedges are classitied



in the Consohdated Balance Sheer ar December 31,

as follows:

Aol December 31 1995 1504
Cashoand cosh caalenes
Operatmy N 341 S 639
Fidueian 731 S8
Short term v estments
Opcerating 0.3 (IR
Iducary 18.8 I
Long term operating s estmenis 2572 a2
[l $151.5 ST

At Decenber 31,1995 and 1994 the amor
tized cost and estimated fair value ol debe seaurities
by contractual marary are stminarized below:

Aot December 27, 1995 1994

Estimated Fstmated

Amortized Fair  Ameruzed Fair

Cost Value Conl \Value

Yoe in one vear o los $120.8 $120.8 S1R2T 0 NIR2 6
e after one v

through five vears 4.8 4.8 46 7 460 7
Due atter five vers

Uneonngglh ten vears 10.2 10.2 0 0

Do alter ten vears 3.0 ;O ot 101

140.8 140.8 21402 RAREN

Mortwage - backed wevunmes 0.0 0.0 3N hRE

Fowd debt secunnes S140.8  SI40.8 2950 <2939

Certun ol the above investments with maruritics
arcater than one vear are classiticd as short-term and
imcluded in current assers as they represent fiduciary
ivestments that will be otilized during the normal
operating cvele of the usiness 1o pay premiums
pavable 1o insurance companies that are mcluded
in corrent liabvlities.

12 Financial Instruments

The Company cnters imto toreign exchange torward
contracts and lorcign exchange oprion agrecments
primarily to provide risk managemoenr against exist
ing Hem commitments as well as anticipated tuture
exposures that will amse at s London based special-
istinsurance and reinsurance brokimg operations,
The exposures arise because asignificant portion
ol the revenues ol these operations are denominated
in LS dollars, while their expenses are primarily
denomimated in UKL pounds sterling.

The Company generally sells torward U8 dol-
Lars and purchases UK. pounds sterling Tor periods
of up to two vears in the ware, Such contracrs
provide risk management against liare anticipated
transactions which are not firm cormmiments. In
addition, the Company enters into foreign eachange
contracts o manage market risk associated wich
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torcign exchange volanhity on intercompany loans
and eapected mrercompany dividends. Tinallv, the
Company ¢nters into Joreign exchange contracts
ro ctlectively ottser existing contracts when antici-
pated eachange rate movenients would benetit
the Company.

Gains and losses on foreign exehange contraces
are marked to marker ar cach balance sheer date and
are included in other current assets or labilities, with
the resulting gain or loss recorded as a compaonent
ol other operatmg expenses. The Bair market value of
all toreipn exchange contracty at December 31,1995,
was aliability of SO.7 million.

Fareign exchange options written by the Com-
panvare macked to market ar cach balance sheet
date and the resulting, gaim or loss s recorded as a
component of other operating expenses. Future cash
reQuiTemients nay exist if the option is exercised n
the holder. A December 311995, the Company
had 820 million natonal principal of written foereign
cwchange oprions outstanding, Based on foreipn
cxchange rates at December 31, 1995 the Company
recognized acurrent hability of $0.6 million, con-
sisting of unamertized premuoms, representing the
estimated cost 1o settle these options ar that date.
At December 31,1994 the Company™s loreign
cvchange options could have been exercised ara
nonnnal cost 1o the Compans.

At December 31,1995, the Company had
S69.9 mullion notional principal of torward exchange
contracts outstanding, primartly 1o exchange U8,
dollars into UKL pounds sterling, and $16.3 mnllion
notional principal outstanding, primarily 10 exchange
UKL pounds sterling inro US. dollars,

The Company has entered into imrerest rate
swaps and forward rare agreements, which are
acconnted foras hedges, as ameans o lino the
carmngs volanliny associated with changes in short-
Lerm mierest rates on s existing and anticipated
Aduciary investments. These mstruments are con-
tractal agreements between the Company and
financial insttutons which exchange txed and iloat-
inp interest rate paviments periodicallv over the lire
ot the agreements without exchanges of the wnder-
ving principal amounts. The notional principal
amounts of such agreements are used 1o measure
the mrerest to be pad or received and do not repre
sent the amount of exposure to credit loss. The
Company records the ditterence between the tived
and Noating, rates of such agrecments as 1 compao-
nent of s fiduciary mvestment mcome. Interesr rate
sswaps and torward rate agreemenes which relate 10
debt securities are marked to marker i aceordance
with SEAS Noc TS0 A December 3101995 an

unrealized gun of ST million on mrerest rate
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swaps and forward rate agreements which hedge
existing Bduciary investments was retlecred in hdu
crary cash and equnvalenes i the Consohdated
Balance Sheet.

At December 3101995 and 1994, the Company
has the tollowing interest rate swaps and tarward

rate agreements in cllect, by vear of Hinal matury:

As ot December 31, 1995

Crons Net Werphted Gross Ne Waeehied
Recening, Averape vy Average
Year Fved Inrerest R I d Interese Rate
1996 N33 TLARY SATLT G627
o9~ R R (O SHIO S U
P98 IR2 9 T 08 -
Tatal NTT6 4 TA SHLT 0.24"%
Aot December 31, 1994
Cirome Net Weighted Cooss Nen Wenhred
Receiving, Average Pav g, Averag
Year Ived Interest Rare Fived Interest Rare
1995 S50 6 84h S2570 6 83"
1996 291.9 Rt A1 N NS
1997 978 05
l'otal wS40.7 [IRCh NINK 2 T8

The Company generally enrers into inreresr
rate swap agreements with afinal matarity of three
vears or less. The tloating rate on these agreements
is penerally based upon the six month LIBOR rate
on the relevant reset dates. Forsard rate agreements
wsenerallv have a final mataritey dare that s less than
two vears, and use six month TIBOR as the Hloating,
rate mdex.

In addion, as part o s mterest rale manage-
ment program, the Company utilizes various 1vpes
ol interest rate oprions, inchuding caps, collars, tloors
and interest rare guarantees, Fhe Company generally
writes covered mterest rate options under which the
Company receives a lised interest rate.

The options are marked to market ar cach bal
anee sheer date, based on the Compainy™s estimuated
cost to settle the options. The estumated cost 1o set-
te the options, Tess any premium deterred by the
Company, is recognized as a reduction to fiduciary
investment inverne in the period when such changes
in market value oveur. The Company recogmized
a current Habilivy of S0.3 milhon and 1.3 milhon,
reprosenting the estimated cost o settde these options
at December 31, 1995 and 1994, respectively,

The estmated cost 1o settle these agreements was
determned by obraining quotes trom banks and
other financial institutions which make @ market
these instruments.,

Al December 31,1995 and 1994 (he Company
had the following written imterest rate aption agree

mients outstanding, by vear of final maruriy:

el Drecember A1, TU95

[SYREISN Net Wegehted Grose Net Werghted
Revenmy ASTIRTUY aving Average

Yo lived Tnterest Rate l'iaed interest Rate
1996 S4a 2 S541% S0t 4 6.
1ogr 155 Kol
[BRh 100 NA0
Toral NOR T O nd ST g 4 60
Aol December 31, 1994

Ciross Net Weighted Cross Net Weghted

Rocetng Average Paving werage

Year Frved Iterest Rae lived Interest Rate
1995 RN 5.27" ~

1996 434 a2 100 4 o0,
lonal SAO 0 SOAN. SQ 4 0nm.

The above imancial mstruments are purchased
from large mternational banks and tinancal st
tutions with strong credie ratmgs. Credit linirs are
established based on such credie ratings and are
momitored on a reaular basis. Management does
not anticipate meurring any losses due ro non
performance by these institutons, [n addinon, the
Company monitors the market risk associared with
these agreements by using probabilicy analvses,
cxrernal pricing svstems and mformation from banks
and brokers

The following methads and assumprions were
ased inestimaring the faie valie of eacly class of
financial instrument. The fair salues of short-1erm
and long term mvestments were estimated based
upon quoted marker prices for the same or similar
instruments. The Gair value ol Tong-terny debt,
including the current portion, was estimated on
the basis of marker prices for simmlar issues at cur-
rent interest rates for the applicable period. The tair
value ol interest rate swaps and torward rate agree
ments swas estimated by discounting, the future cash
flows using rates currenthy avalable Tor agreements
ol similar terms and matarities. The fair value of
forcign exchange forward contraces and toreign
exchange option agreements was estimated based
upon vear-end exchange rates. The fair value of
mterest rate ophons was estimated based upon mar-
ker quotes of the cost tosettle these agreements.
The carrving amounts of the Company's other
financial instruments approximatre far value due

to their shore-rerm maturities.



The (ollowing rable presents the carrving,
amounts awd the estimared fair value of the Com
panvs hnancial instruments that are not marked
1o market.

1994

Asof December A1, 1995

Carrving  Estimated Carrvinge Fstated

Amount  Fair Value Amount  Fair Value
Long-term debr,
mchiding
current poruon - S135.6 S135.8 sI498 ST4od
Interest rare ssaps
ad forward rate
RHTISRIITYIIEN sl 154

13. Commitments

Lease Commitinents

The Company Ieases property and equipment under
noncancelable operating lease agrecments which
capire at varions dares.

Futare mmmmuom annual rentals under non
cancelable operating leases, excluding $18.0 million
of future sublease rental income, which have been
translated at December 31, 1995 closing foreign

exchange rates, are as tollows:

Operaung Teases

19496 N B33
1997 077
998 SR A
(R 46 2
2000 414
Thereatter 1922

Fotal minumum lease pavments S480.2

Rent expense Tor othee space, which includes
property taxes and certaun orher costs, amounted 10
S83.9 million, $93.6 million and $92 nullion tor
the vears ended December 31, 1995 1994 and

1993 respecrively,

Other Comniitments

At December 31, 1995, the Company had $76.4
million of letrers of credit omstanding which are
required under cerram agrecments i the ordinary

course of business.,

|4. Contingencies

The Company and it subsidiaries are subject to vari
ous Clams and lawsaits from both private and gov

crnmental parties, which include clamms and Tawsans
i the ordinary vourse of business, consisting, princ

pallv of alleged errons and onnssions in connection

Sorivnine

with the placement of insurance and in rendering,
consulting services. In some ot these cases, the
remedies that may be sought ar damages chimed are
substantial Addinonally, the Company and s solb
sidiaries are subyect 1o the risk of losses resolting,
lrom the porential uncollecrility o msurance and
reinsuranye balances and claims ady ances made on
behalt ot clicats and indemnihcations connedted
with the sales of certam businesses.

Certan clams asserred against the Company
and certam of i subsidiarices alleging, among other
things that certam Alesander Towden subsidiaries
accepted on behait of cortam msurance compames,
TISUPANCE OF FEINsREINGe a1 premivm levels not
commensurate with the level of undervrmng risks
asstmed and retroceded or reinsured those risks
with tmanciallv unsound remsurance companes,

A clam asserrmg these alleganons s pending,
i suit filed i News York, Inan action brought in
1988 apainst the Company and certain subsidiaries
(Correin Underwriters ar Llovid s of Lundon
Seebrscribiong to Brinrence Agrecieenes MIRO03380].
el Alexander O Alexander Sevveces el oerad
formerh caproned Denois Edward fenns i
Alexmuder & Alexander Europe ple, ceal ) 88 Ci,
Z060 RO (S D.NY L planutts seek compensatory
and pumiove damages, as well as treble damages
under RICO oraling 536 niulbon. The defendants
have counterclumed against certam of the plainniis
tor contribution. Discovery i this case remains
to be conduded and no trial dare has been set.
Managemenm ot the Compamy behieves there are
valid detenses 1o all the clamis thar ave been made
with respect to these activities and the Company
is vigorously defending the pendig acoon,

Cortain ather claimns were resolved during
T9O5: 1) Ina New York action brought in 1985,
claiims were asserted against the Company and
certun subsidiaries (P fop nsurnnce Canpa,
Led. v Alexonder & Alexmyider Serviees el e al.
83 Cinl 9860 (RIS DN YL The plamutt
sought compensatory and punitve. as well as wreble
damages under RICO roralmg approvimatels S87
mlion, arsing trom alleged RICO violinons, com-
mon law Irand, breach of contrace and negligence.
Two subsidiarnies counterclamied Tor breach ol cer
L remsurance contracts with the planntt, This
action was settled as ol Januvary 12, 1995 and the
acton was voluntarily dismissed m Febroary 1995,
The sertdement amoant was 34,5 milhon. The
Company’s portion was 521 million which was pre-

vionsv reserved under it professional indeniey



tifiy

program: and (21 Inan Ohio action brought in
1985 (The Highwoy Egurpient Cosmpany, of al,

v, Alexander Howden Liniited, et al (Case No,
1-850 1667, U S, Bankruptey Court, So. Dist. Ohio,
Western Diva g plaintitfs sought compensarory

and punitive damages, as well as wreble damages
under RICO totaling $24 milhon. A direcred
verdict in the Company's frvor was reattirmed on
August 1501995 by the ULS. Court of Appeals for
the Sivth Cireant.

These above actions are covered under the
Company’s professional indemnity program. except
tor possible damages under RICO . The Company
currently believes the reasonmably possible Toss that
might result trom these actions, if anv. would net
be material to the Company™s tinancial position or
results ol operations.

in 1987, the Company sold Shand, its domestic
underwriting management subsidiary. Prior 1o the
salel Shand and s subsidiaries had provided under-
writing management services for and placed msur-
anee and reinsurance with and on behalt of Muotual
Fire. Mutual Fire was placed in rehabilitation by the
Courrs of the Commonwealth of Pennsvlvania i
Pecember 1986, [In February 1991, the rehabilitator
commenced an action captioned Foseer v Alexander
o Alevander Services Tue, 91 Civ, 1179 (E. D Pas .
The complaine, which souglit compensatory and
punitive damages, alleged that Shand and, i certan
respecty, the Company breached duties 1o and agree-
ments with Mutual Fire. The relabilitator songht
damages estimated at approximarely $234 million.

On March 27, 1995, the Company, Shand and
the rehabilitaten entered into a settlement agreement
which was subsequently approved by the Courts and
which termmared the rehabilitaror's htigation and
released the Company and Shand tfrom any further
clatms by the rehabilitator. Under the terms of the
settlement. the Company paid 812 million in cash
andd isstied a S35 mullion six-vear zero coupon note.
Inaddition, m 1995 Shand rerurned S+4.6 mithon
of trusteed assets to the rehabilitator and the reha
bilitator has ehmimated anv nght of set-ofts previ-
ausly estimated to be 4.7 million. The Mutual
Fire settlement agreement meludes cerrain fearures
profecting the Company from porental exposure 1o
claims tar contribution brought by third parties and
eapenses arising out of such elaime,

Although the Company’s professional liabilicy
underwnters have dented coverage for the Murtual
Fire lowsiit, the Company has instiruted a declara-

tory judgment action attempting to validare coverage
(Alexander & Alexander Sevvices e snd Alexander
O Adewander Ineow Those Cortain Undevwriters at
Llovd s of Londan. subscribing to susirmice cvideneeid
v pelicy wieinlers 870700 313360 and 879/ 35349
and Assicroraziont Generali, N2AL No 92 O 6319
EDNY O Al required documents in this case have
been submitted to the Court, and the Company 1,
awating, a decision on the matter.

Under the 1987 agreement sith the purchaser
of Shand, the Company agreed to indemnity the
purchaser againste ceriain contingendes, meduding,
amenyg others, (1) Tosses arisig out o pre sale trans-
actions between Shand or Shand’s subsidiaries, an
the one hand, and Mutual Fire, on the other, and
iy losses arising ont of pre sale ¢rrors or amissions
by Shand or Shand™s subsidiaries. The Company’s
obligations under the indemnification provisions
in the 987 <ales agreement were not limited as to
amount or duration,

Starting i late 1992, the purchaser of Shand
had asserted a number of clanms under both the
Mutual Fire indenmilication provision and the errors
and arnnsions indemmification provision of the sales
agrecment. During 1995 most ot those clanms have
been resolved by aseries of settlement agreements,
mvolving the serlement or release ot Lay claimis
relating o remsurance recoverables diie to Shand’s
subsidiaries trom Mutoal Free, by claims relating,
to deterioration of reserves tor business written
by Mool Fire and ceded to Shand™s snbsidiaries,
and (<) a number of potential errors and omissions
chaimy by third-pavey reinsurers agaims Shand.
Under the settlement agreement entered into in
Janmuary 1995, covering the errors ad omissions
claims by third parey reisurers, the Company ob-
tanced from the purchasers of Shand a release and
limitaton of indemutication obligations relating o
certan third-partv errors and omissions clanns, and
restructured the contractual relationship with the
purchaser so that the parties” fiture interests as 1o
third-party clammy are more closely aligned, The
Company paid S14 million i cashissaed a five vear
mterest bearing note in the principal amount of $14
million and cxpecred 1o pav a contingent obhgation
of S4.5 million. In June 1995 1the S14 million note
pavable was prepad o whole, The remainimg contin
went note pavable of S4.5 million was paid in full in
September 1995,

Notwithstandig these sertlements, the Timiranion
ol cerram contract abligations and the restructuring
ol the parties” relationship, some of the Company’s
indemnification provisions under the 1987 agree-

ment are sull i ettect. As a result, there remans the



possiblity of substantal expasure under the mdem
nitication provisions ot the 1987 agreement, al
though the Company, based on current faces and
circumstanees, behieves the possibility of a material
loss resulting from these exposures is remote.

In November 1993 0 class action suit was filed
againat the Company and two of its then divecton
and officers, Tinslev . Irvin and Michael K. Whire,
m the United States District Court tor the Southern
District of New York under the caption Harry
Clickman v Alexander & Alexander Services Inel cr
al {Cwil Action Noo 93 Civ, 73940 On January 0,
1995, the plaintift filed a second amended complamt
whichoamong other things, dropped M White as 2
detendant. The second amended complaint purports
1o assert claims on behalf ot a class of persons whe
purchased the Company’™s Common Stock during
the period Mayv 101991 to November 4, 1993,
allegimg that during this pernod the Company's
financial statements contained material misrepresen
tations as a result ol inadequate reserves established
by the Campany™s subsidiry, Alexander Consulting,
Group Inc., for unbillable work i progress. The
second amended complaint seeks damages inan
unspecificd wnount, as weldl as attarneys” fees and
other costs, Tor alleged violanons of Sections 10{b;
and 20000 of the Scourities Exchange Act of 1934,
[n response 1o the sccond amended complaint,
the Company filed o motion to dismiss A hearing,
on the Company’s motion to disiiss was held
an Janoary 26,1996, On February 27, 1996 the

Company's motion to dismiss was granted and
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plantit was demed Teave to replead. Pliumnt 1 has
until Aprl T 1996 1o appeal the verdict. Should
plaintift appeal, management will vigorously defend
the matter as management believes there are vahd
detenses e the allegations set torth m the amended
complant. The Company curremly beheves thae this
action s covered by the Company™ msurance program
and thar the reasonably possible Toss that might re-
sult, i any, would not be material to the Company’™s
finangial position or results of operations.,

These contingent liabilinies mvolve significant
amounts, While it is not possible to predicr with cer-
tany the autcome ot such contingent liabilites, the
applicabilitey or availabiliny of coverage tor such mar
ters under the Company’s protessional indenmity
msurance progeran, or ther financial impact en the
Companv, management currentlv behieves that such

impact sl no be o marerial to the Company’s tinan

cial posinon. However s possible that Tutwre
developments with respect 1o these marers could
have amarerial effect on future imterim or annuoal
resulls of aperations.

Under the Senes B Converuble Preterred Stock
Purchase Agreement, as amended, the Company has
agrecd 1o make certain paviments w the purchaser
purstant to mdemnibcanons siven wath respect
1o Lay paviments ud reserves in excess ol recorded
tay reserves as ol March 31019940 Phe Company™s
potential exposures under the indemmitication,
individually or i the aggregate, are limited 1o
ST0 million. As avesult of this indemmnitication, the
Company has classiticd STO million of the proceeds
rom the issuance of the Series B Convernble
Preferred Shares outside stockholders™ equity until
such pme s the indemmiticainon oy is satisticd

or terimimated.
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15. Business Segments

Segment informanion s provided 1or the Company’s
two reportable industry segiments, Insurance Services
and Fluman Resource Management Consulring,

Tosurance Services operations include risk man-
agement and imsurance services, specialist insurance
and reinsurance brokimg,

Hunmnn Resource Manasement Consulting
includes avariety of human resource management

comsulting services, including actuarial and benetin
plan consulting services, flexible compensation con
sulling, communications and management consult -
ing services, exceutive planning services and human
resanres organizational analvsis,as well as broker
age services tor group health and welfare converages.
The folloming rables present mformanon about
the Company™s operations by business segment and
scopraphical arcas tor cach of 1the three vears in the

pertad ended December 31, 1995

Business Segments
Operating, Operanng Ldenuliable [reprecanon Capital
Revenues Lncone Aty & Amoruzaton Fopenditures
Insurance servives s1.071 8 SE43 4 520676 S0 4 §25.2
Human resource management consulting RALINS 6.0 1253 nl 20
General corporate 1307 149 2 06 A
51.282.4 N1z S22 4 S460 ] 5377
Insuraee wervies S22 S22 525254 N RO AY
Fluman resource managenent consultipng, 2107 V19l 1303 01} 2v
General corporate Ao 2900 0: 04
SLE23 NN RS Sal S21A
Losurance servies SEI28 6 bR SN2A44 N8R N2
Huunn resowrce management vonsuling 2130 t7 A 121 4 o0 + {1
Genvnal corporate —_ 1331 1283 U 1.0
S1.341.6 S A23 527938 EREES N260

bictides vesirwctoropgSspecad charges of MO0T sidliron wud 830,53 malliis pin 79953 aud FON revpectivelss oz oaiitnice sorvices, M nstlen
send S8 mullion for 1993 and 19 yespretivelv u fucann yownree mivuagenieni conpaibe i asd NS il and N lfion thr 1905
dond TUL yespectively, i greieral corporic gy deseribed e Note 3 of Notevro Poaascad Stetvincii
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beographical Areas:

Operatng Operanng ldennmable
Revenues Income @k Assgs

1395
Liinted Stares NoHU8 2 S An ] S ONYR A
Umited Kimgdom A7 A BEN 1.092.3
Canada, prncpally Reed stenbhouse Cos Tl 121.2 2 2002
Orher conntries 2354 405 64 ]
Gieneral corporate 1307 149 3
- SEIEE §122.7 $29424

1934

United States S onRAd NOTHE SO904 2
United kmgdom 125 194 | 0065 N
Canada, prinapally Read Stenhionse Cos Tad lIsY 1) 0 1910
Onler countries 2071 151 494 7
General corporate sl 2900
T 51,3239 S.829 S2943 7
1993
Uiinted Stares N0 S s 51.0292
Uiined Kingdom A5 A il
Canada, prinapallv Reed Senhose Cos 1 L1209 130 208 1
Oither countries 17801 201 4404
General corporate — 133.1 128 3
) - SL3416 5 52.3 £2.793 8

The 1995 special chavgges refereed te i Note 3 of Nvieoto Fovaicind Sitemenis ave been alfvcaied o their vespective geageaphical avens i
1995, tielnding 810 nndlen o the U850 S i o the UKL SO saltlon inother conontyies and SO5 million tn general corporatr.

The 1994 restructirong characs veferved to iy Note 3af Notes ta Finaueral Statcients have been allocated to theor vespecine sengraphical
arems v DV snclidtng S3ES million e the 8N ON2EQ el on the UK S liion oy Canada, S0.9 willen on (idser Conareries and
SA A wnifion i aeneral carpariy



Jifie-four

1b. Quarterly Financial Data (Unaudited)

Quarterly operaring results for 1995 and

Tnvome

1994 are summarized belosw tnomullions, excepr per share data),

Fovs lrom N

Operatng Operatng Contnumy invome

Revenues Tncome o osss Chperatiens o
1995
I X322 N 417 S oA F 5 41T
2ud 28 ) )02 22.7 AR
Al 2uy T 276 175
41h Aa304 142 7.5 A
Year NE282 S NT22T N 89 $ 894
1994
It SOA23 v R So0s S 44
Ziud RS 46 ix 22
srd 130 42 1] 12008
Hih 1332 D6 9 109 A 1113
Yot S1.3239 S 819, Ny 2, Si138 7

Invome
Lossi irom I'ully

I'er Share ot Conumnny, I'rimnary Nt Inlated Net
Commaon Mock Operations Earnings 1T ose |~.a|'|||ng: BRI ) Divdemds heh 1o
1995
Iut N X 5 s N ooa9 S~ D25 N2A SN
2 AT 7 26 02s 26 k]
A 25 25 25 n2s 22k
41hy A2 02 02 025 24 18
Year N st C 142 S 10
1934
1wt S04 5 15 AR N 250 N2 ~T
2nd 04 10 10 02- [ 14
A 11 Ak CaXs 023 20 K
4th 2ol 12 60 12 6o 025 21 I8
Year T 51279 S350 a b :T- N AlA

Includes a chayae op NPT o million (52 pillion atter ray
to the acqguesition of vortann UN operation: froa favdine bisirance Brokers, fnc (sce Neote 3 of Notes to Foancial Stateniesss)
Dacludes a chasge of SO onillion or S per shaee, velaiiug to e Company's discontinncd speranios e Note 0 of Notes to

Frwawesal Statenients)

or SU25 pershave) for vestriectiragg and other specad chavges solaced ooy

Duclsdes a loss from discontoied eperactoys of S2009 uiillion. or N A7 pershase, selanrgg to e agreencnd W privciple to vesolve certinn

sndemnity obligations ta Splicre Drake (see Xote 0 ot Notes ro Financial Statewents)

Tucluder chayges of 81630 walirons (N 000 swillias aotter fex o N2 A pershaie) por vestrictnyngg, comtongencs witlemontswud other reserres

Full vear carans peroshiare aniomers do ot cppad e sionr of the geareerly et dne o daiges pnwcishied @vcede dives drig

Hire periods,



Investor Information

Corporate Headquarters

Alexander & Alexander Senvices Toe.
1185 Avenue of the Americas

New York, WY 10036

Annual Meeting of Stockholders

Stockhaolders are invited to attend
our annual mecting on Tharsday,
Mav 16, a1 9:30 a.m., at 1he
McGraw-Hill Building Auditorium,
1221 Avenue of the Amercas, 2nd
floor, New York Ciny

Appraximate Number of Equity Security Holders
As of March 1, 1996, there waere
approximately 2,761 record hald-
ers of the Company’s Common
Stock. 453 Leneticial holders

of Class A Common Stock and
1,100 record holders of Class €
Common Stock.

Exchange Listings

Alexander & Alexander’s Common
Stock s listed on the New York
Stock Exchange svmbol: AAT
and the London Stock Exchange
Lid. isvmbol; ALNAY Tes Class C
Common Stock iy listed on the
London Stock Exchange Led.
Reed Stenhouse™s RSC Class 1
Special Shares associated with the
shares of Alexander & Alexander™s
Class A Common Stock) are histed
on the Toronto Stk Exchange
and Monoreal Stock Exchange.

Iransfer Agents and Registrars
stockholders inquinng about
security ansfer matters, dividend
pavments, address corrections
and other issues related o their
account should contact:
First Chicago Trust Company

of New York
PO, Box 2500
Jersey City, NLJ. 07303-2300

The R-MTrust Company
Balfour Touse

390 High Road

Hord, Fasex 1GIINQ
Fngland

Monureal Trust Company
of Canada

151 Front Strecet West

Toronto, Onario M3 2N

Canada

MRS

Financial and Investor Infarmation

Copies of our annual and quar-
werly reports, and Forms 10-K and
10-2 mav be obuained by conradi-
ing Corporate Communications
in NewYork ar i 212) 4444383,
facsimitle (2121 4444697, or
Public & Clienr Relations in
London at 44 {1717 623 3300,
facsimiile 44 11711623 1178,

Our mmrernet address is
alevalex@armmail.com.

Investors securities analvsts and
athers desiring additional tinan-
cial intormuation should contan
Alany Rershaw, Vice Presidemt
and Treasurer, ar 14103 263-387 3
facsimile 141071 363-5300.

In Furope, contact Peter RU
Tritton, Director, Public &
Client Relations, Alexander &
Alexander Services UK ple,

at 44 (1711623 3500;

facsimile 44 (1711626 1178.

For a complete listing of
our capabilities and services,
please visit our website
hrip: 22w wswaalesalex.com,

Auditors

Deloitte & Touche 11y
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