inancial STCighlights

For the Three Years Ended December 31 , 1998 1997 1996
{In mifkons, except per share figures}

Revenue $7.190 $6,009 $4.404
Income Before Income Taxes(V $1,305 $ 715 $ 068
Net Income $ 796 $ 434 $ 459
Stockholders’ Equﬁ:y $3,659 $3,233 $1,889
Diluted Net Income Per Share® $ 2.98 $ 1.73 $ 2.08
Dividends Paid Per Share $ 1.46 $ 1.26 $ 1.11
Year-end Stock Price $58.44 $49.71 $34.67

(1) MMC’ 1007 aperating results include the impact of a special charge principally resulting from the combination with Johnson & Higgins.
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Marsh & McLennan Cormpanies, Inc. and Subsidiaries

MANAGEMENT'S DISCUSSTION AND ANALYSIS
O FINANCIAL CONDITION AND RESULTS OF OPERATIONS

General

Marsh & MclLennan Companies, Inc. and Subsidiaries {“MMC™) is
a professional services firm providing risk and insurance services,
investment management and consulting. More than 50,000
employees worldwide provide analysis, advice and transactionai
capabilities to clients in over 100 countries.

MMC is organized in three principal business segments hased on
the services that each provides. Segment performance is evaluated
based on operating income, which is after deductions for directly
related expenses but before special charges. The accounting
policies of the segments are identical to those used for the
consolidated financial statements, described in Nota 1 to the
consolidated financial statements.

This management’s discussion and anaiysis of financial condition and
results of operations contains certain statements relating to future
results which are forward-looking statements as that term is defined in
the Private Securities Litigation Reform Act of 1985. See “Cautionary
Language Regarding Forward-Looking Information” on the inside
back cover page of this annual report.

The consciidated results of operations follow:

fin milions, except per share figures) 1998 1997 1996
Revenue:
Risk and Insurance Services $3,351 $2,789 $1,907
Investment Management 2,296 1,882 1,338
Consulting 1,543 1,338 1,159
7,190 6,009 4,404
Expense:
Compensation and Benefits 3,565 3,044 2,204
Other Operating Expenses 2,209 1,923 1,425
Special Charges/(Credits), net {4) 244 60
5,770 5211 3,689

Operating Income $1,420 $ 798 $ 715
Net income $796 $434 $459
Net income Per Share:

Basicl $3.11 $1.77 $2.11

Diluted iz $2.98 $1.73 $2.08
Average Number of

Shares Outstanding:

Basici@ 256 245 217

Diluted 264 251 221

@ Information for 1897 and 1998 has been restated to reflect the three-for-two
stock distribution in the form of & stock dividend issued on June 28, 1898.

During the third quarter of 1998, MMGC announced its offer to acquire
Sedgwick Group ple (“Sedgwick™, a London-based holding company
of one of the world's leading insurance and reinsurance broking and
consulting groups, for fotal cash consideration of approximately

$2.2 bilfion. On November 3, 1998, MMC announced that all condii-
tiens of the merger had been satisfied. On Noevember 16, 1898, MMC
remitted approximately $1.9 billion to the United Kingdom recelving
agent for immediate distribution to Sedgwick security holders who
had tendered outstanding ordinary shares and convertible bonds rep-
resenting 87.6% and 97.5% of such securities, respectively, The com-
pulsory acquisition of all previously untendered Sedgwick shares was
completed in February 1999. MMC has reflected the acquisition of
Sedgwick in its results of operations beginning in November 1998,

In 1997, the results of operations reflected MMC's business
combination with Johnson & Higging (“J&H"), completed
on March 27, 1997 beginning with the second quarter of 1997,

In 1998, revenue, derived mainly from commissions and fees, rose
20% from 1997 due, in pant, to the impact of the J&H transaction,
which was not reflected in the results of operations in the first quarter
of 1997, as well as the acquisition of Sedgwick in November 1298,
Excluding acquisitions and dispositions, revenue grew approximatety
11% over 1997, This growth was driven by a 22% increase in revenue
in the investment management segment as average assets under
management in 1998 were substantially higher than 1897. Risk and
insurance services revenue grew 5% for the year reflecting net new
business development partially offset by premium rate deciines. Also,
the consuiting segment experienced 12% growth in revenue dus to
an increased level of services provided in all lines of business.

In 1997, revenue rose 36% from 1996 primarily reflecting the impact
of the combination with J&H and the acquisition of Compagnie
Européenne De Courtage d’Assurances et de Réassurances
("CECAR”) in January 1997. Excluding acquisitions and dispositions,
revenue grew approximately 14% over 1996, principally dus to a
41% increase in the investment management segment attributabie
to higher assets under management. In addition, an increased level
of services pravided in the retirament consulting area contributed

to a 10% growth in revenue from MMC’s consulting segment.

In 1998, expenses increased 11% over 1997 primarily reflecting
higher compensation and client service related costs in the
investment management and consuiting segments to support a
higher volume of business in 1998. The expense growth in 1998 also
reflects one additional quarter of J&H operating expenses in 1998

as compared with 1997 as well as the acquisition of Sedgwick

in November 1998, These increases were offset, in part, by
approximately $75 million of net integration savings associated with
the combination with J&H and the year-cver-year impact of the

$244 million of special charges recorded in 1997. Of the $75 milion
net integration savings achieved in 1898, approximately $55 million
was realized by risk and insurance services, approximately $15 million
by consuiting and approximately $5 million by corporate.

Expenses increased 41% in 1897 comparad with 1996, primarily due
to the combination with J&H, the acquisition of CECAR, and special




rges totaling $244 milion. The special charges for 1997 included
38 million of merger costs predominantly related to the combination
n J&H, a charge of $81 million related to lease abandonment costs
sociated with the consolidation of various London operations along
1 costs {0 abandon and redevelop MMC's London buiiding and $15
ion for the disposal of certain EDP assets, which were written-off in
37. These charges are explained, in more detail, under the caption
=cial Charges in this Management's Discussion and Analysis.

Hluding acquisitions, dispositicns, and the special charges,
xenses grew 12% in 1897 mostly as a result of staff growthin the
2stment management and consulting segments as well as higher
antive compensation levels in the investment management

jment commensurate with very strong operating performance.
:nt service related costs for investment management aiso

‘eased resulting from the higher level of business activity.

rincome for 1996 included a tax adjustment that reduced the
ame tax provision by $40 million. The tax adjustment primarily
ited to the permanent deployment of funds outside the United
tes in a tax-efficient manner and favorable state andocal tax
glopments in the U.S. The net impact of the tax adiustment
1net special charges increased earnings per share in 1996 by
1 for the year.

sctive January 1, 1998, MMC adopted Statement of Financial
sounting Standards (“SFAS”) No. 130, “Reporting Comprehensive
ame,” which was effective for fiscal years beginning after

sember 15, 1997. As described more fully in Note 3 to the
wsolidated financial statements, SFAS No. 130 established

dards for reporting and displaying comprehensive income and
:omponents; such comprehensive income information is included
lote 3 1o the consolidated financial statements.

998, MMC adopted SFAS No. 131, “Disclosures About Segments
in Enterprise and Related Information,” which was effective for fiscal
rs beginning after December 15, 1997. The reguired segment dis-
sure is provided in Note 16 to the consolidated financial statements.

ebruary 1998, the Financial Accounting Standards Soard (“FASB™)
led SFAS No. 132, “Employers’ Disclosures about Pensions and
ier Postretirement Benefits.” The new standard did not change the
asurement or recognition of those plans, but revised pensicn and
ar postretirement benefit plan disclosures. MMC adopted SFAS

132 in fiscal 1998 and the required disclosure is provided in Note
) the consolidated financial statements.

998, MMC adopted the American Institute of Certified Public
:ountants Statement of Position Na. 98-1, “Accounting for the

sts of Computer Software Developed or Obtained for Internal Use.”
3 statement provided guidance on accounting for the costs of

rnal use software and s effective for fiscal years beginning after
sember 15, 1998, with earlier adoption encouraged.

ung 1888, the FASB issued SFAS No. 133, “Accounting for

ivative Instruments and Hedging Activities.” This standard, which
blishes new accounting and reporting requirements for derivative
ruments, is effective for fiscal years beginning after June 15, 1999,
iC does not expect the adoption of this standard to have a material
act on its results of operations or consolidated financial condition.

Risk and Insurance Services

The operations within this segment provide risk and insurance
services to insureds, insurance underwriters and other brokers. J&H
Marsh & McLennan, Inc. is a world leader in providing risk manage-
ment and insurance broking services. Guy Carpenter & Co. provides
reinsurance broking services 1o insurance and reinsurance risk takers
worlcwide and Seabury & Smith provides insurance program man-
agement services to individuals, businesses and their employees, and
assoctations and other affinity groups and their members. In addition,
Marsh & Mclennan Capital provides services principally in connection
with originating, structuring and managing insurance and related
industry investments. The recently acquired Sedgwick operations are
being integrated into the various businesses noted above.

Insurance broking services are provided to clients primarily in
connection with risk management and the insurance placement
process and involve analyzing various types of property and liability
loss exposures including large and complex risks that reguire access
1o global insurance markets. Services include insurance breoking
and risk transfer activities and professional consulting services on
risk management issues, inchuding risk analysis, coverage
requirements, seif insurance and alternative insurance and risk
financing methods, as well as claims collection, injury management
and loss prevention. Insurance placement services include the
placement of insurance coverages with instirers worldwide,
sometimes involving other intermediaries.

Reinsurance broking services primarily involve acting as an
intermediary for insurance and reinsurance crganizations on all
classes of reinsurance. The intermediary assists the insurer by
providing advice, placing reinsurance coverage with reinsurance
organizations located arcund the world, placing risk transfer financing
with capital markets, and furnishing related services such as actuarial,
financial and regutatory consulting, portfolio analysis and catastrophe
medeling. Generally, the purpese of reinsurance is to spread the risk
of primary insurance or the reinsurance thereof 1o lessen the concen-
tration of risk with any one insurance or reinsurance company.

The insurance program management operation primartty designs,
places and administers life, health, accident, disability, automobile,
homeowners and professional liability and other insurance programs
usually on a group marketing basis to individuals, businesses and their
employees, and associations and other affinity groups and their mem-
bers in the United States and Canada. In addition, it provides underwrit-
ing management services to insurers in the United States, Canada and
the United Kingdom, principally for professicnal liability coverages.

MMC has been instrumental in the formation of several substantial
insurance and reinsurance entities. Marsh & MclLennan Capital is

also an adviser to The Trident Partnership 1R, an independent private
investment partnership formed in 1994 to make private equity
investments in the global insurance and reinsurance industry.

Revenue attributable to the risk and insurance services segment
consists primarily of fees paid by clients; commissions and fees

paid by insurance and refnsurance companies; fnterest income cn
funds heldin a fiduciary capacity for others, such as premiums

and claims proceeds; and placement services revenues earned

from insurance carriers. Through Marsh & McLennan Capital, MMC
receives compensation in varicus forms including fees and dividends,




as well as appreciation that has been realized on sales of MMC's
holdings in insurance and relatad industry entities.

Revenue generated by risk and insurance services is fundamentaily
derived from the value of services provided to clients and markets,
and is affected by premium rate levels in the property and casualty
insurance markets and available insurance capacity because
compensation is frequently related to the premiums paid by insureds.
Revenue is also affected by fiuctuations in the amount of risk retained
by insurance and reinsurance clients themselves and by insured
values, the development of new products, markets and services, new
and lost business, merging of clients and the volume of business from
new and existing clients, as well as by interest rates for fiduciary
funds. Placement services revenue includes payments or alowances
by insurance companies based upon such factors as the overall vol-
ume of business placed by the broker with that insurer, the aggregate
commissions pald by the insurer for that book during specific periods,
or the loss performance o the insurer of that business.

The results of operations for the rigk and insurance senvices segment
are presented below:

{in miffions of daflars) 1998 1087 1996
Revenue $3,351 $2,789 $1,907
Expenset? 2,738 2,293 1,644
Operating Income $ 613 S 456 $ 383
Qperating Income Margin 18.3% 17.8% 19.0%

i Excluding special charges, which are detailed below.

Revenue

Revenue for the risk and insurance services segment graw 20% over
1997 primarily due to the fact that 1998 was the first full year of
combingd operations affer the merger with J&H, whereas 1997 hag
only three quarters. Furthermore, the Sedgwick acquisition was
completad late in the fourth quarter of 1998, adding somewhat to
revenue growth in 1898, Excluding acquisitions and digposttions, risk
and insurance services revenus rose approximately 5%. Insurance
broking revenue, which represented 74 % of risk and insurance
services, grew 5% reflecting net new business developrment partially
offset by continued premium rate declines in virtually all lings of
coverage. The increased level of net new business development was
primarily concanfrated in the United States and the United Kingdom.,
Revenues from reinsurance broking and insurance program
management increased by 5% and 6%, respectively, in 1998,

In 1997, risk and insurance services revenue increased 46% primarily
due to the J&H transaction, the acquisitions of CECAR, a French
insurance and reinsurance broking operation, and the acquisition

of Albert H. Wohlers & Co., aU.S.-based insurance program
management operation offset, in part, by the year-cver-year impact of
the sale of Frizzell in 1996, Excluding the effect of acqguisttions and
dispositions, risk and insurance sarvices revenue grew 4% in 1997, as
revenue rose 3% in insurance braking and 6% in insurance program
management while reinsurance broking fel! 2% in 1997 from 1996
levels. The increase in insurance broking revenue, which represented
76% of risk and insurance services revenue in 1997, primarily
reflected net new business development partially offset by declines

in commercial property and casualty pramium rates.

e

Expense

Risk and insurance services expenses increased 1%%, largely
attributable to the business combination with J&H, which was
effective as of the end of the first guarter ¢f 1997 resulting in 1398
having one additional quarter of expense, and the acquisition of
Sedgwick in November 1998. Excluding acquisitions and disposi-
tions, expenses increased approximately 2% from 1997 reflecting
salary progressions for continuing staff and higher technology and
systems spending. The increases in spending were offset by the
reglization of approximatety $55 mifion of net integration savings
related to the J&H transaction.

In 1997, risk and insurance senfCes expenses increased 48%
primarily due to the impact of acquisitions. Excluding acquisitions
and dispositions, expenses increased approximately 1% from 1936,

Investment Management

The operations within the investment management segment provide
services primarily under the “Putnam” nams. The services, which
are performed principally in the United States, include securities
investment advisory and management sanvices cansisting of
investment research and managerment, and accounting and related
services for a group of publicly held investment companies (the
“Putnam Funds™). A number ¢f the open-end funds serve as funding
vehicles for variabie insurance contracts. Investment management
services are also provided to corporate profit-sharing and pension
funds, state and other government and pubiic emplovee retirement
funds, university endowment funds, charitable foundations, collective
investment vehicles (both U.S. and non-U.5.) and other domestic
and foreign institutional accounts. Putnam serves as transfer agent,
dividend disbursing agent, registrar and custodian for the Putnam
Funds and provides custody services to several external clients. in
addition, Putnam provides administrative and trustee (or custedial)
services for employee benefit plans (in particular 401{(k) plans), IRAs
and other clients for which it receives compensation pursuant 1o
service and trust or custodian centracts, Putnam also acts as
principal undlerwriter of the shares of the open-end Putnam Funds,
selfing primarily through independent broker/dealers, financia! plan-
ners and financial institutions, including banks, and directly tc certain
large 401{k) plans and cther institutiona! accounts. Shares of open-
end funds are generally sold at their respective net asset vaiue per
share plus a sales charge, which varies depending on the individual
fund and the amount purchased. Essentially all Putnam Funds are
available with a contingant deferred sales charge infleu of a front-end
load, The refated prepaid dealer commissions initially paid by Putnam
1o broker/dealers for distributing such funds are recovered through
charges and fees received over a number of years.

Putnarn’s revenue is derived primarily from investment management
and 12b-1 fees received from the Putnam Funds and institutional
accounts, Fees paid by the Putnam Funds are approved annually by
the irustees or shareholders of the Putnam Funds and are charged

at various rates depending on the individual mutual fund or account
and are usually based upon a sliding scaie in relation 10 the level of
assets under management and, in certain instances, are also based on
investment perfarmance. The management of Putnam and the trustees
of the Putnam Funds regutarly review the fund fee structure in ight of
fund performance, the level and range of services provided, industry




witions and other relevant factors. Putnam also recaives compensa-
1or providing certain shareholder and custody services.

2 resulis of operations for the investment management segment
: presented below:

niiorns of dodars) 1998 1597 195G
venve $2296 1882  $1338
pense 1,619 1,419 1,000
neratingull;ic;).me $ 677§ 463 $ 338
rerating Income Margin 29.5% 24.6% 25.3%

venue

tnam’s revenue increased 22% in 1998 reflecting significant growth
he level of average assets under management on which manage-
nt fees are earned. Assets under management aggregated

94 billion at December 31, 1998 compared with $235 bilion at
cember 31, 1997 reflecting $28 biion of net new sales of mutuat
s and net additional investments by institutional accounts, as

Al as a $31 billion growth in market value related to an increase in
surities market levels during the year.

#nam’s revenue increased 41% in 1997 reflecting record growth
the level of average assets under management. Net new sales of
Jtual funds and net additional investmeants by institutional accounts
wounted to $33 billion while higher securities markets contributed
9 bilion to the growth in assets under management.

pense
tnam’s expenses increased 14% in 1898 primarily reflacting
reased client service-refated costs, inciuding the amortization of
ferred commissions, resuiting fram the higher level of business
tivity as well as increased incentive compensation.

1997, Putnam’s expenses increased 42% reflecting the effect

staff growth to support new business, increased incentive
wmpensation levels commensurate with very strong operating
rformance and increased client service-related costs, including &
w service center, resulting from the higher lavel of business activity.

«ar-end and average assets under management are presented below:

biflions of doffars) ) 1998 1937 1996
utual Funds:
ymestic Equity $153 $119 $ 80
xable Bond 38 36 30
x-Free Income 16 16 16
ernational Equity - 14 1 3
o L 221 182 134
stitutional Accounts:
<ed Income 25 22 19
mestic Equity 32 21 14
iernational Equity . 16 10 6
- 73 53 39
ar-ehd Assets $204 $235 8173
serage Assets $264 $206 $149

Agsels under management and reveriue levels are particularly affected
by fluctuations in domestic and international bond and stock market
prices and by the level of investments and withdrawals for current
and new fund shareholders and clients. They are also affected by
investment performance, service to clients, the development andg
marketing of new investment products, the relative attractiveness

of the investment style under prevailing market conditions and
changes in the investmant patterns of clients. Revenue levels are
sensitive 1o all of the factors above, hut in particular, to significant
changes in ond and stock market valuations.

Putnam provides individual and institutional investors with a broad
range of equity and fixed income investment products and senices
designed to meet varying investment objectives and which affords its
clients the opportunity 1o allocate their investment resources among
various alternative investment products as changing worldwide
economic and market conditions warrant.

At the end of 1898, assets held in equity securities represented

73% of assets under management, compared with 68% in 1997 and
B2% in 1996. while investrents in fixed income products represented
27%, compared with 31% last year and 38% in 1998.

Consuiting

Through Mercer Consutting Group, Inc., the operations within this
segment provide consulting services to a predominantly corporate
clientele from locations around the world, in the areas of human
resources and employee benefit programs, including retirement,
health care, and compensation; and general management consulting,
which comprises strategy, operations and marketing. Economic
consulting and analysis services are also providad.

William M. Mercer provides professional advice and services to
corporate, government and Institutional clients worldwide. Consultants
help organizations design, implement, administer and communicate
retirement, compensaticn and other human resource programs,

and provide other types of actuarial advice. In addition, William M.
Mercer advises the management of health care providers on various
business issues.

Mercer Management Consulting, Inc. provides advice and assistance
on issues of business strategy, primarily te large corporations in
Norh America, Europe and Asia. Consultants help senior executives
more fully understand the behavior of their customers, optimize the
economics of their business, and struciure their organizations,
processes and systems to achieve their strategic goals.

Naticnal Economic Research Associates, Inc. ("NERA™, a firm of
consuiting economists, serves law firms, corporations, trade
associations and governmental agencies. NERA provides research
and analysis of economic and financial issues arising in litigation,
regulation, public policy and management.

The major component of Mercer Consulting Group’s revenue is fees
paid by clients for advice and services. In addition, commission
revenue is received from insurance companies for the placement

of individual and group insurance contracts, primarily life, health and
accident coverages, A relatively small amount of revenue is derived
from brokerage commissions in connection with a registered
securities broker dealer.
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Revenue in the consulting business is affected by changes in
clients' industries including government regulation, as well as
new products and services, the stage of the economic cycle and
broad trends in employee demographics and in the management
of large organizations.

The results of operations for the consulting segment are
presented below:

{in miions of dollars) 1998 1997 1996
Revenue $1543  $1338 81,159
Expense'? 1,341 1,190 1,040
Operating Income $22 $ 148 $ 119
Operating Income Margin 13.1% 1.1% 10.3%

W Excluding special charges, which are detailed below.

Revenue

Consulting services revenug increased 15% in 1998 reflecting an
increase In the level of services provided as well as the impact of the
combination with J&H, the Sedgwick acquisition and several small
acquisitions. Partially offsetting these increases was the impact of a
transfer of certain business lines to Autormatic Data Processing
("ADP"), as part of a strategic alliance, in October 1997. Excluding
acquisitions and dispositions, consulting's revenue increased
approximately 12% in 1998. Retirement consulting revenue, which
represented 41% of the consulting segment, grew 11% over 1997
principally due to a higher level of services provided. In addition,
revenue rose 22% in the economic consulting practice. 18% in global
compensation consulting, 8% in health care consulting and 6% in
general management consulting due to & higher volurne of business
in these practice lines in 1998,

In 1997, consuiting services revenue increased 15% reflecting the J&H
combination as wefl as an increase in the level of services provided
partially offset by the business transfer to ADP. Adiusting for the impact
of acquisitions and dispositions, consulting's revenue increased
approximately 10% in 1997. Retirement consulting revenue, which
represented 43% of the consulting segment, grew 10% over 1998
reflecting higher worldwide reguest for services. In addition, ravenue
rose 24% in the global compengsation practice, 8% in general
managsment consulting and 1% in health care consulting in 1997.

Expense

Consulting services expenses increased 13% in 1998, Excluding
acquisitions and dispositions, expenses increased approximately 9%
reflecting the effect of staff growth to support new business, higher
incentive compensation commensurate with strong operating
performance along with compensation expense increases. These
increases were partially offset by approximataly $15 million of realized
net integration savings related to the J&H transaction.

Consulting services expenses increased 14% in 1997. Excluding
acquisitions and dispositions, expenses increased approximately 9%
refiecting salary progressicns, the impact of staff growth to support
new business and investments in information technology systems
and networks.

Speaial Charaes, e

In 1996, MMC recorded, among others, a $17 millicn special charge
for costs associated with restructuring certain eiements of its
insurance and reinsuirance back-office operations in {_ondon. MMC
was committed to implementing this plan; however, within three
months of its approval, J&H was acquired. Censeguently, the plan
was temporarily suspended in order to evaluate it in light of the

J&H transacticn and its U.K. operation. In the fall of 1997, it was
determined that the plan could proceed and negotiations were
finalized to fease office space to house the back office group which
wold enable MMC to achieve the planned economies. After a
buiid-out of the space, the group maoved into their new location in
the summer of 1998. Before the staff reduction pertion of the plan
could be implemented, the acquisition of Sedgwick was announced
and the plans needed to be evaluated again in fight of this potential
change in circumstances, which would occur only if the governmental
approvals were secured and no other suitor out-bid MMC's offer.
The acquisition of Sedgwick became unconditional in the fourth
guarter of 1998 and, with Sedgwick’s substantial presence in the
UK., it was determined that the remaining staff reduction plan could
no longer be executed. As a result, the remaining reserve of $15
million was reversed in 1998, While MMC still intends to complete a
staff reduction plan, the acquisition of Sedgwick will require a total
reassessment of the individuals and the severance benefits to be
offered and the accrual for such charges will be recorded when all of
the appropriate requirements are met. Partially offsetting this credit in
1998 is an $11 million charge associated with acquisition related
stock unit awards issued to certain senior employees of Sedgwick
in 1998,

The $244 million of spacial charges for 1997 included $168 million of
merger costs predominantly related to the combination with J&H, a
charge of $61 million related to lease abandonment costs associated
with the consclidation of various Lendon operations aleng with costs
te abandon and redevelop MMC's London building and $15 million for
the disposal of certain EDP assets, which were written-off in 1867, Of
the total $244 million of special charges, $224 million was applicable
to risk and insurance services, $17 million related to consulting and
$3 million was recorded in general corporate. The net impact of the
special charges was $158 million after tax, or $.63 per diluted share.

The $168 million of merger costs, which related to employees ang
offices of MMC, included personnel-related expenses principally
involving severance and related benefits associated with the reduction
of approximately 1,300 positions worldwide (3117 million}, costs
related to the planned consolidations of approximately 30 offices

($38 mitfion} and other integration costs ($13 million). In additicn,
$143 million of merger costs for planned reductions of over 900
positions and consofidations of approximately 50 offices of J&H were
allocated to the cost of the acquisition. The utilization of these charges
is summarized in Note 4 to the consolidated financial statements. In
1998, the actions contemplated by these plans were substantially
completed and the remaining actions are expected to be completed
in early 1999.

Of the combined merger-related costs totaling $311 million, cash
payments of approximately $86 million and $122 milion were made
in 1997 and 1998, respectively, Estimated cash payments of




proximately $4C million are expected to be made in 1999. Some
cruals, primarily representing future rent under noncancelabe leases
3 of anticipated sublease income), and salary continuance arrange-
ints, primarily in Canada and the Netherfands, are expected to be
id out over several years.

nagement believes the gross annual savings associated with the

H integration should approximate $200 million when it is completed
the end of 1999, most of which will result from reduced
mpensation and benefits expense reflecting the elimination of
proximately 2,200 positions and lower facilities costs reflecting

1 consolidation of approximately 80 offices, primarily in the United
ates. Net annual savings are expected to be approximately $125
lian for the full vear 1999 after giving effect to incremental goodwill
Yortization. Net savings of approximately $75 million wers realized
1998,

iring 1996, MMC completed the sale of Frizzell for approximately
90 million which resuited in a $33 million pretax gain. In addition,
astax charges aggregating $93 milion were recorded representing a
vision of approximately $34 million principally for Londen real
tate consolidations; $27 million primarily for severance and related
nefits associated with the planned reduction of over 800 employ-
s relating to restructuring certain elements of MMC's insurance and
nsurance back-office operations in Londen and several office clos-
15; $17 miillion for goodwill write-offs; and $15 million related to the
wyd's Reconstruction and Benewal Plan. The nef impact of the gain
sale, the special charges and the 1996 tax adjustment discussed
Note & increased diluted net income per share by $.01 for the year.

e London insurance and reinsurance operations were restructured
cause there were duplicative back office groups performing similar
1ctions which could be consolidated into shared services
partments at an estimated annual savings of between $20 and

5 million. Of the net $60 milion special charge, $49 milion was
plicable to risk and insurance services, $9 million related to
nsulting and $2 million was recarded in general corporate.

the total charge of $93 millicn, $25 million of assets were written-
and cash payments of $20 million were made during 1997.

iring 1898, an additional $6 million of payments were made and

5 million of the reserve was reversed as part of the 1998 nat special
2dit described above. The remaining balance of $27 milfion

ates primarily 10 the London real estate reserve and it is expected
be paid out over several years. Estimated cash payments of
proximately $7 million are expected to be made in 1998,

iring 1997, MMC continued the evaluation ¢f its London real estate
ves and in the fourth quarter recorded an additional special charge
$81 million relating te the further consolidation of offices and the
ring and redevelopment of its London building.

& above actions ¢id not result in any meaningful disruptions of
MC’s operations.

ViC is currently in the process of completing its integration plans
sociated with the acquisition of Sedgwick. This initiative will result
3 special charge that will be recorded in 1899, Since this process
3 not been finalized, the amount of the special charge cannct be
antified at this time. However, MMC expects tc achieve gross

synergy savings of approximately $200 million associated with the
integration of Sedgwick and net annual savings should be similar
to that achieved as part of the J&H integration.

Interest

interest income earned on corporate funds increased to $25 milion
in 1998 from $24 milion in 1997. Interest expense increased to $140
million in 1998 from $107 milion in 1997 primarily due to interest
expense associated with the incremental debt incurred in Novermnber
1998 to finance the Sedgwick acquisition as well as the additional
quarter of interest expense in 1998 related to increased bank
borrowings associated with the J&H transaction,

Interest income earned on corporate funds increased to $24 milion in
1997 compared with $14 millicn in 1996 due, in large part, to the J&H
combination. Interest expense increased to $107 millionin 1997 from
$61 million in 1996 as a result of increased bank borrowings used to
finance the acaguisitions of J&H and CECAR as well as the assumption
of J&H's long-term debt.

Income Taxes

MMC’s consolidated tax rate was 39.00% of income before income
faxes in 1998 compared with 39.30% in 1997, In 1897, excluding the
tax effect of the special charges, the underlying rate was 38.25%. In
1996, the underlying tax rate was 37.25% (pricr to the tax adjustment
described below). Comparing the underlying tax rates, the increase in
the tax rate was largely attributable to the nondeductibility of goodwil
associated with the J&H acquisition and other acquisitions. The
overall tax rates are higher than the U.S. federal statutory rate !
primarily because of provisions for state and local income taxes.

In 1996, MMC recorded a tax adjustment that reduced the income tax

provision by $40 milion. The tax adjustrent primarily related to the per-

manent deployment of funds outside the United States in a tax-efficient

manner and favorable state and local tax developments in the U.S. ‘

Liguidity and Capital Resources
MMC’s cash and cash equivalents aggregated $610 million at the end !
of 1998, an increase of $186 million from the end of 1997, i

Operating Cash Flows

MMC generated $1.1 billion of cash from operations in 1998
comparad with $415 miflion in 1997, These amounts reflect the nat
income eamned by MMC in those years adjusted for non-cash charges :
and working capital changes. Included in the cash flow from i
operations are the net cash requirements of Putnam's prepaid dealer !
commissions, which amounted to $75 million in 1998 compared with
$140 million in 1997. The tax benefit associatad with these prepaid
dealer commissions is recorded as a deferred tax liahility.

As further explained in Note 15 to the consolidated financial state-
ments, certain present and former English subsidiaries are under
review by the Personal Investment Autharity concerning the
disclosure and advice given to clients regarding certain private
pension transactions. The contingent exposure for pension redress
and related cost is estimated to be approximately $355 million of
which $170 million is expected to be recovered from insurers.
Approximately two-thirds of the contingent exposure is associated




with the recertly completed Sedgwick acquisition while the balance
is associated with other current and former subsidiaries of MMC. All
amounts in excess of anticipated insurance recoveries have been
reserved for in the accompanying balance sheet. Although the timing
and amount of payments relating to the pension review process can-
not be predicted with certainty, it may be that MMC will temporarily
fund such payments by drawing upon its existing credi lines,

Financing Cash Flows

As previously mentioned, during the fourth quarter, MMC acquired
Sedgwick, a London-based holding company of one of the world's
leading insurance and reinsurance broking and consulting groups, far
total cash consideration of £1.25 billion or approximately $2.2 billion.
MMGC has initially financed the transaction with commercial paper
that has been supported by a committed bank facility comprising 19
banks and led by J. P. Morgan, MMC intends 1o finalize a permanent
financing arrangement, consisting of a combination of long-term debt
and equity, during 1899,

MWMC completed its business combination with J&H, aleading
insurance broker, on Margh 27, 1997 for total consideration of
approximately $1.8 biliion. Approximately one-third of the tota!
consideration was cash and two-thirds MMC's cornmon stock.
MMC also purchased CECAR for approximaitety $200 million during
January 1897. The cash portion of these trangactions is Deing
financed with bank borrowings.

Financing activities for MMC used cash of $366 million in 1998 and
contributed cash of $399 mition in 1997. Dividends paid by MMC
amounted to $375 milion in 1998 ($1.46 per share) and $306 million
in 1997 {$1.26 per share). MMC periodically purchases shares of

its common stock to meet the requirements of the various stock
compensation and benefit programs. MMC purchased 4.1 milicn
shares in 1998 and 3.7 milion shares in 1886.

MMC, in connection with the Sedgwick transaction, assumed debit
amounting to $108 milion at December 31, 1998. This debt consists
of $60 million of 7.68% Senior Loan notes, $36 miliion related to
capital leases and $12 million of other borrowings,

During 1997, MMC executed a revolving credit facility with several
banks 1o support its commercial paper borrowings and to fund other
general corporate requirements. This noncancelable facility, which
expires June 2002, provides that MMC may borrow up to $1.2 billion
at market rates of interest which may vary depending upon the

tevel of usage of the facility and MMC's credit ratings. Cutstanding
borrowings under revolving credit facilities at December 31, 1998
and 1997 amounted to $583 millicn and $709 million, respectively.,
Botrowings under revolving credit facilities have been classified as
long-term debt based on MMC's intent and ability to maintain or refi-
nance these obligations on a long-term basis. MMC also maintains
other credit facilities with varicus banks, primarily related to operations
located outside the United States, aggregating $553 million as of
December 31, 1998. MMC has borowed $25 miilion under these
facilities at Decembear 31, 1998 and has included $15 million of these
borrowings in long-term debt in the Consolidated Balance Sheet.

MMC has a fixed rate non-recourse mortgage note agreement dug
in 2009 amounting to $200 milion, at an interest rate of 9.8%, in
connection with its interest in its worldwide headquarters building.

Also related to the purchase and renovation of the building, MMC

has an interest rate swap that fixes the interest rate at approximately
2.5% on $100 mition of variable rate borrowings. This swap expired in
February 1983,

During 1997, in connection with the J&H transaction, MMC assumed
a note payable due 2012 which has an cutstanding balance of $86
million at December 31, 1898, Interest on this debt is fixed at 8.62%.

Investing Cash Flows

Investing activities for MMC reduced cash by $587 million in 1998 and
by $676 milion in 1897 In 1988, cash used for acquisition activity,
related to several Insurance apd reinsurance broking, insurance
program management and censulling businesses, was $302 million.
In 1987, cash used for acquisition activity, primarily related to J&H
and CECAR, was $473 miiion. MMC's capital expenditures, which
amounted to $297 millicn in 1998 and $202 million in 1997 have
primarily related to computer equipment purchases and the
refurbishing and modernizing of office facilities.

Market Risk

Certain of MMC's recorded revenues, expenses, assets and liabiities
are exposed 1o the impact of interest rate changes and fluctuations
in forgign currency exchange rates. MMC manages its net exposure
to interest rate changes by utilizing & mixture of variable and fixed
rate borrowings to finance MMC's asset base. Interest rate swaps
are utilized on a very limited basis. MMC does not enter into

foreigh currency or interest rate transactions for trading or other
speculative purposes.

MMGC had the following investments and dabt instruments subject to
variable interest rates:

Year Ended December 31,
{in miflions of doflars) 1998
Cash and cash equivalents invested in certificates of

deposit and time deposits $ 520
Fiduciary cash and investments $3,257
Variable rate debt cutstanding $3,396
Interest rate swaps $ 140

MMC's results of operations are affected by changes in short-term
interest rates and thelr impact on the above-noted items. Based on
the above balances, if short-term interest rates increase by 25 basis
paints, annual interest income wauld increase by approximately

$9 million; however, this would be partially offset by an $8 miliion
increase in interest expense resulting in a net increase to income
before income taxes of §1 million.

The translated values of revenue and expense from MMC's interna-
ticnal risk and insurance services and consulting operations are
subject to fiuctuations due to changes in currency exchange rates.
However, the net impact of these fluctuations on MMC's results

of operations or cash flows has not been material.

Forward contracts and opticns are periodically utilized by MMC to limit
fareign currency exchange rate exposure cn net income and cash
flows for specific, clearly defined transactions arising in the ordinary
course of its business. At December 31, 1998, MMC primarily had
open forward exchangs contracts to both sell U.S. dollars for sterling




J purchase U.S, dollars for sterling for underlying principal amounts
$28 milion and $70 millicn, respectively. These contracts were
tered into by Sedgwick principally to hedge hoth firm commitments
Janticipated transactions.

ar 2000 tssue

AC isin the final stages of updating its systems in preparation
the Year 2000. For this purpese, the term “systems” includes
nputer equipment and software that are commonly thought of
information technology (*IT7) systems including accounting, data
ycessing, teiephone and other miscellansous systems, as well as
n-information technalogy {'non-IT") systems, such as embedded
‘hnology in MMC’s facilities and equipment.

sonnection with this project, which began in 1995, MMC and

>h of its operating segments has undertaken a five-step process
1sisting of (1) taking an inventory of all technical areas, including
dware, software (application and systemn), data, third-party

vices and infrastructure that could potentially be affected by the
¥ 2000 issue, [2) assessing the scope and severity of the issue,
performing necessary remediation, (4) testing/implementation
1(5) preparing contingency plans for internal and external failures.
:ering committees have been established comprising executive

el management in éach operating segment, and at the MMC level,
3 Audit Committee of MMC's Board of Directors is regularly

dated on the status of MMC’s Year 2000 efforts.

ch operating segment has already enhanced or replaced
urmber of systems to ensure their Year 2000 readiness. At this
@, all of MMC’s operating segments are predominantly in the
ting/impismentation phase of the process for mission critical
ind non-1T systems,

letailed review and evaluation of Sedgwick’s Year 2000 plans has

2 been conducted. That review determined that the aporoach
Jpted by Sedgwick was broadly consistent with MMC’s. In January
39, the individual components of the Sedgwick plans were
orporated into the Year 2000 project plans of the existing operating
yments with which they will be aligned. As a resuit of the integration
alysis, it is anticipated that Sedgwick’s pre-existing plans will be
ried out to completion or, where appropriate, Sedgwick’s non-
npliant systems will be replaced by MMC's compliant systems.

3 incremental costs of the Sedgwick plans are included in the
ounts shown below.

3 total cost of the Year 2000 project is estimated to be $65 million,

the total cost, $22 million is anticipated to be incurred in 1999,

3 million was expensed during 1998 and $17 miliion prior to 1998.

ch costs do not include expenseas incurred in replacing systems and

alications in the ordinary course which have the effect of making

=h systems and applications Year 2000 compliant, but which were
incurred for that specific purpose. Costs of modifying computer

“tware for Year 2000 conversion are being charged to expense as

y are incurred and are funded from operating cash flows. No

jects have been deferred or canceled as a result of Year 2000

ats. In 1998, Year 2000 expenses represented approximately 5% of

AC's overall information technology budget. Future costs associated

h addressing this issue are not expected to have a material adverse

ract on MMC's financial position or resufts of operations.

MMC expects that all of its mission critical IT and non-IT systems.
including those asscciated with supporting the Sedgwick operations,
will be Year 2000 compliant by mid-1999, Non-mission critical T and
non-IT systems that could impact MMC's ability to serve clients and
conduct business beyond January 1, 2000 have been assessed and
are expected to be Year 2000 ready before the end of 1989, MMC
recognizes that there may be some nen-mission critical IT and non-IT
systems utilized for internal purposes thal may not be compliant by
the end of 1999. it is expected that these systems will be replaced or
phased out of use,

In addition, MMC is continuing its inquiries as to the state of readiness
of its significant third party relationships including clients and vendors.
This process has inCluded a review of third parties’ Year 2000 readi-
ness and the incorporation of certain third party dependencies into
MMC's test plans. Although MMC is unable to verify the Year 2000
readiness of third parties, where MMC has been unable to validate
the status of a third party, but has received information such that the
timing or status of that third party's Year 2000 project does not align
with its own, if significant, that supplier has or will be replaced. For
example, J&H Marsh & McLennan is notifying clients when responses
are not recelved from insurance companies.

The individual operating segments of MMC are currently in the
process of analyzing the operational problems and costs {including
loss of revenues) that would be reasonably fikely to result from MMC's
failure or the failure of certain third parties to complete efforts neces-
sary to achieve Year 2000 readiness on a timely basis, For internal
systems, although our expectation is that no significant disrupticn will
occur, MMC's 1999 test plans and contingency processes have been
designed to addrass such a risk. For third party risks, every effort is
being made to agssess and test those risks. For example, Putnam is
actively invalved in industry-wide Year 2000 testing. In July 1998,
Putnam participated in the “Street-wide Test” carried out under

the auspices of the Securities Industry Assodiation. Putnam will
participate in all future testing, which will include the simulation

of a trading cycle from order entry to settlement in a Year 2000
environment.

MMC is in the process of completing a centingency plan for dealing
with the most reasonably likely worst case scenarios presented by

the Year 2000 problem. This process has been based, in part, upon
MMC's existing disaster recovery process. These analyses and
contingency plans will be completed during 1989, While MMG expects
its Year 2000 efforts to reduce the scope and likelihood of potential
Year 2000 failures, due to the overall uncertainty of the effect of a
potential failure in Year 2000 readiness, particularly with respect to
MMC's business partners or the communities in which MMC operates,
MM is unable specifically to determine whether any particular

failure or groups of failures will have a material adverse impact

on MMC.
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MMC has been instrumental in developing new sources of insurance
capacity. MMC, through Marsh & McLennan Capital, maintaing
ownership interest in various entities it assisted in organizing. These
investments have been classified as avallable for sale securities and,
as discussead morg fully in Note 11 to the consofidated financial
statements, the aggregate falr value of these holdings is included in
long-term securities in the Consolidated Balance Sheels. Marsh &
MecLennan Capital expects to continue to manage and develop
further these activities.

The insurance coverage for potential liability resulting from alleged
errors and omissions in the professional services provided by

MMC includes elements of both risk retention and risk transfer.

MMC believes it has adequately reserved for the self-insurance
contingencies. Payments refated to the respective self-insured layers
are made as legal fees are incurred and claims are resolved and
generally extend cver a considerable number of years. The amounts
paid in that regard vary in relation to the severity of the claims and
the number of claims active in any particular year. The long-term
partion of this liability is included in other liabfities in the Consolidated
Balance Sheets.

MMC's policy for funding its tax qualified U.S. defined benefit
retirement plan is to contriblite amounts at least sufficient to meet
the funding requirements set forth in U.S. employee bengfit and tax
laws. As iflustrated more fully in Note 6 to the consolidated financial
statements, the plan has been and continues to be well funded;
consequently, MMC has not been able to make a tax deductible
contribution since 1988, Because this situation is expected to
continue, & 1999 cash contribution is currently not anticipated.

MMC contributes to certain health care and life insurance benefits
provided 1o its retired ermnployees. The cost of tnese postretirernent
benefits for employees in the United States is accrued during the
period up to the date employees are eligible to retire, but is funded
by MMC as incurred. This postretirement liabiity is included in
other Habilities in the Consolidated Balance Sheets.

'n September 1997, Putnam adopted the Putnam Investments, Inc.
Equity Partrership Plan ("Plan”} pursuant to which Putnam is
authorized to grant or sell to certain key employees of Putnam or its
subsidiaries restricted shares of a new class of common stock of
Putnam (“Class 8 Common Stock”) and options to acquire the
Class B Commoen Steck. Such awards ar options generally vest
over a four-year period. Holders of Putnam Class B shares are not
enlitled to vote and have no rights to convert their shares into any
other securities of Putnam. However, in the event of certain change
in contrgl events, Class B shares will be converted into Class A
Common Stock on a share for share basis, Awards of restricted
stock and/or options may be made under the Plan with respect to

a maximum of 12,000,000 shgres of Class B Common Stock, which
woulkd represent approximately 12% of the outstanding shares on

a fully diluted basis. Through December 31, 1998, Putnam has made
awards pursuant to the Plan with respect to approximately 7,660,000
shares of Class B Common Stock, including 3,830,000 shares of
restricted stock and 3,830,000 shares subject to options. The
purpose of the Plan is to foster and promote the long-term success
of Putnam and to increase shareholder value by enabling Putnam

1o attract and retain the services of an outstanding management
team and professional staff. Pursuant to an executive compensation
agreement, Putnam has also awarded 300,000 restricted stock
units and 325,000 options related (o Class B Common Stock to a
key executive of Putnam.




Marsh & McLennan Campanies. Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF INCOMEL

r the Three Years Ended December 31, 1398 i
milions, except per share figures) L . 1998 i 1997 @ ;
wenue $7,190 $6,009 $4,404

pense 5,770 5211 - 3,689

Jerating income 1,420 798 715

“erest income 25 24 14

erest expense (140) {(107) 61)

some before income taxes . 1,305 715 658

some taxes 509 281 209

stincome $ 796 $ 434 $ 450

18ic net income per share $3.11 $1.77 $2.11

luted net income per share $2.98 $1.73 $2.08

‘erage number of shares cutstanding— Basic 256 245 217

rerage number of shares outstanding — Diluted 264 251 221

e accompanying notes are an integral part of these consolidated statements.




Marsh & McLennan Companies. inc. and Subsidiaries

CONSOLIDATED BALANCE SHELETS

December 31, 1998 and 1897

{in mitions of dollars) 1998 1997
ASSETS
Current assets:
Cash and cash equivalents {including interest-bearing amounts
of $520 in 1998 and $378 in 1997) o _ $ 610 $ 424
Receivables— -
Commissions and fees 1,584 1,296
Advanced premiums and claims 129 95
Other 294 160
2,007 1,651
Less—allowance for doubtful accounts B {98) {53)
Net receivables 1,909 1,408
Prepaid dealer commissions—current portion 315 283
Deferred tax assets 76 166
Other current assets 335 196
Totai current assets 3,245 2,567
Long-term securities 828 720
Fixed assets, net 1,287 957
Intangible assets 4,826 2,417
Prepaid dealer commissions 799 756
Other assets 886 495
$11,871 $7,912
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Short-term debt $ 2,234 $ 237
Accounts payable and accrued liabilities 1,438 1,223
Accrued compensation and employes benefits 841 564
Accrued income taxes 385 234
Dividends payable 104 85
Total current liabilities 5,002 2,343
Fiduciary liabilties 3,257 2,282
Less—cash and investments held in a fiduciary capacity (3,257) (2,282)
Long-term debt 1,590 1,240
Other liabilities 1,620 1,096
Commitments and contingencies — —
Stockholders™ equity:
Preferred stock, $1 par value, authorized 6,000,000 shares, none issued - —
Cornmon stock, $1 par value, authorized 400,000,000 shares,
issued 258,867,125 shares in 1998 and 258,586,766 shares in 1997 259 172
Additional paid-in capital 889 994
Retained earnings 2,412 2,010
Accumulated other comprehensive income 206 167
3,766 3,343
Less —treasury shares, at cost 1,956,825 shares in 1998 and 3,661,256 shares in 1997 (107} (110
Total stockhclders’ equity 3,659 3,233
$11,871 $7.912

The accompanying notes are an integral part of these consclidated statements.




Marsh & Mclennan Companies, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

or the Three Years Ended Dacember 31, 1998

1 mifions of doliars} 1998 1997 1996
perating cash flows:
Net income $ 796 $ 434 $ 459
Gain on sale of businesses — 13 (33)
Special charges (credits) {4) 244 93
Depreciation of fixed assets 169 149 119
Amortization cf intangible assets 82 50 21
Provision {penefit) for deferred income taxes 79 (139) {21)
Prepaid dealer commissions (75) (140 {339)
Other liabilities 18 22 19
Other, net (23) (1} (11}
Net changes in operating working capital othr than cash and cash equivalents —
Receivables {171) (155) (85}
Other current asssts 63 (3) (61}
Accrued compensation and employee benefits 175 1680 137
Accounts payable and accrued liabifities (121} {111} 21)
Accrued income taxes 147 (79} 29
Effect of exchange rate changes (2) & 21
Net cash generated from operations 1,133 415 317
nancing cash flows:
Net increase (decrease) in commercial paper 425 (161 (185}
Other borrowings 52 2,358 255
Repayments of other borrowings (411} (1,702} e1)
Purchase of treasury shares (242) — (230)
Issuance of commaon stock 185 210 143
Dividends paid (375) (3086) (239}
Cther, net —_ — 2
Net cash provided by (used for) financing activities (366} 399 (325)
resting cash flows:
Additions to fixed assets (297) {202) (157}
Net cash proceeds from sale of businesses — 54 242
Acquisitions (302) (473) (7)
Other, net 12 (55) _ (92
Net cash used far investing activities (587) (676) (14)
ect of exchange rate changas on cash and cash equivalents 6 (14} {6)
srease {decrease) in cash and cash equivalents 186 124 (28]
ish and cash equivalents at beginning of year 424 300 328
ish and cash equivalents at end of year $ 610 3 424 $ 300

raccompanying notes are an integral part of these consolidated statements.
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Marst & McLennan Companias, Inc. and Subsidiaries

CONSOLIDATED STATEMENTS OF STOCKHOLDERS EQUITY
AND COMPREHENSIVE INCOME

For the Three Years Ended December 31, 1988

{in mitions of doflars, except per share figures) 1998 1997 1996
COMMON STOCK
Balance, beginning of year $§ 172 $ 77 3 77
Acquisitions - 9 —
Common stock spiit I -7 S - - B
Balance, end of year $ 259 %172 8 77
ADDITIONAL PAID-IN CAPITAL
Balance, baginning of year $ 994 $ 148 $ 155
Acquisitions —_ 08 —
Common stock split 87) (86) —
Exercise of stock options and related tax benefits (11} 15 (10}
issuance of shares under compensation plans and related tax benefits 7 10 8
Issuance of shares under employee stock purchase plans and related tax benefits {14} (1) (5)
Balance, end of year $ 889 $ o4 $ 148
RETAINED EARNINGS
Salance, beginning of year $2,010 $1,802 $1,689
Net income 796 @ 434 459
Cash dividends declared - (per share amounts:

$1.531n 1998, $1.29in 1997 and $1.14 in 1996) (394) {3268) {(248)
Balance, end of year ) 52,412 $2,010 $1.902
ACCUMULATED OTHER COMPREHENSIVE INCOME
Batance, beginning of year $ 167 $ 145 $ 62
Foreign currency translation adjustments 18 @ (Be)e i1e
Unrealized securities holding gains, net of reclassification adjustments 45 @ 88 723
Minimum pension liability adjustment {24y — —
Balance, end of year $ 206 $ 167 $ 145
TREASURY SHARES
Balance, beginning of year $ (110) $ (383) $ 317)
Acquisitions — 47 —
Purchase of treasury shares (242) — (230)
Exercise of stock options 97 147 95
lssuance of shares under compensation plans 29 15 i0
Issuance of shares under employee stock purchase plans 119 64 52
Balance,endofyear , $ {107) $ (10) $ (383)
TOTAL STOCKHOLDERS' EQUITY ) ~ $3,659 $3,233 $1,889
TOTAL COMPREHENSIVE INCOME {a+b+c+d) $ 835 $ 456 $ b42

The accompanying notes are an integral part of these consclidated statements.
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Marsh & McLennan Companies, Inc. and Subsidiaries

NOTES TO CONSOLIDATLED FINANCIAL STATEMENTS

1 Summary of Significant Accounting Policies

‘rinciples of Consolidation: The accompanying consolidated
1ancial statements include the aceounts of Marsh & MclLennan
ompanies, Inc. and all its subsidiaries ("MMC™), Various subsidiaries
~d affiliates have transactions with each other in the ordinary course
f business. All significant intercompany accounts and transactions
ave been eliminated.

iduciary Assets and Liabilities: In its capacity as an insurance
roker or agent, MMC collects premiurns from insureds and, after
educting its commissions, remits the premiums to the respective
:surance underwriters; MMC also collects claims or refunds from
nderwriters on behalf of insureds. Unremitted insurance premiums
~d claims are held in a fiduciary capacity. Interest income on these
Juciary funds, included in revenue, amountad fo $137 milfion in

998, $111 million in 1997 and $94 million in 1996.

et uncollected premiums and claims and the refated payables,
mounting to $10.0 billion at December 31, 1888 and $5.2 billion
t December 31, 1997, are not included in the accompanying
‘onsofidated Balarnce Sheets.

1 certain instances, MMC advances premiums, refunds or claims fo
isurance underwriters or insureds prior to collection. These advances
re made from corporate funds and are reflected in the accompanying
‘onsolidated Balance Sheets as receivables.

‘evenue: Revenue includes insurance commissions, fees for services
indered, placement services revenue earned from insurance carriers,
ompensation for services provided in connection with the formation

r capitalization of varicus insurers and reinsurers and related firms,
wcluding gains from sales of interests in such entities, commissions on
1e sale of mutual fund shares and interest income on fiduciary funds.
wsurance commissions generally are recorded as of the effective date
fthe applicable policies or, in certain cases (primarily in MMC's rein-
urance and London market operations), as of the effective date or
illing date, whichever is later, Fees for sesvices rendered are recorded
s earnad. Sales of mutual fund shares are recorded on a settlement
ate basis and commissions thereon are recorded on a trade date
asis, in accordance with industry practice.

;ash and Cash Equivalents: Cash and cash equivalents primarily
onsist of certificates of deposit and time depasits, generally with
riginal maturities of thres months or less.

ixed Assets, Depreciation and Amontization: Fixed asseis are
tated at cost less accumulated depreciation and amortization,
xpenditures for improvements are capitalized. Upon sale or retire-
1ent, the cost and related accumulated depreciation and amortiza-
on are removed from the accounts and the resulting gain or loss, if
ny, is reflected in income. Expenditures for maintenance and repairs
re charged to operations as incurred.

sepreciation of buildings, building improvements, furniture and equip-
ent is provided on a straight-line basis over the estimated usaful lives
fthese assets, Leasehold improvements are amortized on a straight-
e basis over the periods covered by the applicable leases or the
stimated useful life of the improvement, whichever is less.

The components of fixed assets are as follows:

December 31, 1998 and 1997

{In mifions of dofiars) 1998 1987
Land and buildings $ 628 $ 471
Furniture and sguipment 1,011 878
Leaseheld and building improvernents 468 408

2,107 1,755

Less —accumulated depreciation
and amortization (820) (798

o $1,287 $ 957

Intangible Assets: Acquisition costs in excess of the fair valus of net
assets acquired are amortized on a straight-fine basis over periods up
to 40 years. Other intangible assets are amortized on a straight-line
basis over thelr estimated lives. MMC periodically assesses the recov-
erahility of intangible assets by comparing expected undiscounted
future cash flows from the underlying business operaticn with recorded
intangible asset balances, If such assessments indicats that the
undiscounted future cash flows are not sufiicient to recover the related
carrying value, the assets are adjusted to fair values.

Prepaid Dealer Commissions: Essentially all of the mutual funds
marketed by MMC's investrment management segment are also
made available with a contingent deferred sales charge in lieu of 2
front end load. The refated commissions, initially paid by MMC to
broker/dealers for distributing the funds, are recovered through
charges and fees received over a number of years. The prepaid
dealer commissicns are generally amortized over 2 six year period,

Capitalized Software Costs: MMC capitalizes certain costs

to develop, purchase or medify software for the internal use of MMC
in accordance with American Institute of Certified Public Accountants
Statement of Position No, 98-1, “Accounting for the Costs of
Computer Software Developed or Obtained for Internal Use,” which
was adopted in 1988, These costs are amortized on a straight-line
basis not to exceed five years. Unamertized computer software costs
amounting to $110 milion and $53 million at December 31, 1998 and
1997, respectively, are included in other assets in the Consolidated
Balance Sheets.

Income Taxes: Income taxes provided reflect the current and deferred
tax consequences of events that have been recognized in MMC's
financial staterments or tax returns. U.S. Federal income taxes are
provided on unremitted foreign earnings except those that are
considered permanently reinvested, which at December 31, 1998
amcunted to approximately $500 million. However, if these earnings
were not considered permanently reinvested, the incremental tax
liability which otherwise might be due upon distribution, net of foreign
tax credits, would be approximately $60 million.

Risk Management instruments: Net amounts received or paid under
interest rate swaps and foreign exchange contracts are included in the
Consclidated Statements of Income as incurred.




Concentrations of Credit Risk: Financial instruments which
potentially subject MMC to concentrations of credit risk consist
grimarily of cash and cash equivalents and commissions receivable.
MMGC maaintains a policy providing for the diversification of cash and
cash eguivalents and places its investments in an extensive number
of high quality financial institutions to limit the amount of credit risk
exposure. Concentrations of credit risk with raspect to receivables
are fimited due to the large number of clients and markets in

which MMC does business, as well as the dispersion across many
geographic areas.

Per Share Data: Basic net income per share is calculated by dividing
net income by the average number of shares of MMC’s common stock
cutstanding, Diluted net income per share is calculated by reducing
net income for the potential minority interest associated with unvested
shares under the Putnam Equity Partnership Flan. This result is then
divided by the average common shares outstanding which have been
adjusted for the dilutive effect of potential commaon shares.

The following reconciles net incorne to net income for diluted earnings
per share and basic weighted average common shares outstanding
to diluted weighted average common shares outstanding:

For the Three Years Ended December 31, 1998

{in mitiions) 1998 1997 1996
Net income “$796 3434 $459
l.ess: Potential minority interest associated with Putnam Equity Partnership Plan (10) — -
Net income for diluted eamings per share $786 $434 5459
Basic weighted average common shares outstanding 256 245 217
Dilutive effect of stock options 8 5 4
Diluted weighted average common shares outstanding 264 251 221

Estimates: The preparation of financial statements in conformity with
generally accepted accounting principles reguires management to
make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosure of contingent assets and liabilities
at the date of ihe financial statements and the reported amounts of
revenues and expenses during the reporting period, Actual resulis
could differ from those estimates.

New Accounting Pronouncements: In June 1998, the Financial
Accounting Standards Board (*FASB") issued Statement of Financial

Accounting Standards (*SFAS™) No. 133, “Accounting for Derivative
Instruments and Hedging Activitles.” This standard, which establishes
new accounting and reporting requirements for derivative instruments,
is effective for fiscal years beginning after June 15, 1999. MMC does
not expect the adoption of this standard to have a material impact on
its results of operations or consolidated financial condition.

Reclassifications: Certain reclassifications have been made to the
prior year amounts to conform to the current yvear presentation.

2 Supplemental Disclosure to the Consolidated Statements of Cash Fiows

The following schedule provides additional infermation concerning acquisitions and interest and income taxes paid:

For the Three Years Ended December 31, 1998

fin miions of dofiars) 1908 1997 1996
Purchase acquisitions:
Assets acquirad, excluding cash $3,345 $2832 310
Liabilities assumed {852) {1,185) (c)]
Issuance of debt and other obligations (2,191) (221) —
Shares issued - (973) —
Net cash outflow for acquisitions $ 302 $ 473 $ 7
Interest paid $ 164 $ 92 $ 80
Income taxes paid $ 305 $ 471 $200




flective January 1, 1998, MMC adopted SFAS No. 130, “Reporting
omprehensive Income,” which requires the reporting and display of
Jmprehensive income and its components. The adoption of SFAS
¢. 130 had no impact on MMC's results of operations or consoll-
ated financial condition. Net unrealized gains and losses on MMC's
vallable for sale securities as well as foreign exchange gains or

8 Comprehensive Income

losses. which prior to adoption were reported separately in
stockhelders' equity, are now included in other comprehensive
incame. Prior year consolidated financial statements have been
reclassified to conform to the reguirements of SFAS No. 130.

The components of other comprehensive income are as follows:

or the Three Years Ended December 31, 1998

1mifiions of doliars) 1998 1997 1986
Jreign currency ransiation adjustments $18 $i66) S11
nrealized securities holding gains, net of income taxes of $39, $60 and $45 in 1898, 1997 and 1998 7 111 83
288: Reclassification acjustment for gains included in net income, net of income taxes of $14, $13
and $6 In 1998, 1997 and 1996 (26) 23 11
finimum pension liabiity adjustment, net of income taxes of $16 (24) - -
$39 $22 583
he compenents of accumulated other comprehensive income are as follows:
ecember 31, 1998 and 1997
milions of dofiars) 1998 1997
areign currency translation adjustrments $(124) 5(142)
nrealized securities holding gains 354 308
finimum pension fability adjustment 24} -
$ 206 5167

4 Acquisitions and Dispositions

wquisitions: In the fourth quarter of 1998, MMG consummated a
usiness combination with Sedgwick Group pic {“Sedgwick™, a
ondon-based holding company of one of the world's leading
surance and reinsurance broking and consulting groups, for total
ash consideration of approximately $2.2 bilion, which has been
itially funded with commercial paper borrowings. The business
ombinaticn is being accounted for using the purchase method of
ccounting. Accerdingly, goodwill of approximately $2.0 billion
3sulting from the preliminary purchase price allocation is being
mortized over 40 years. Assets acquired and liabfiities assumed
ave been recorded at their estimated fair values and are subject to
diustment when purchase accounting is finalized in 1999,

1 March 1997, MMC consummated a business combination with
ohnson & Higgins (“J&H"), a privately-held risk and insurance

ervices and employee benefit consulting firm. MMC agreed to pay
atal consideration of approximately $1.8 billion consisting of $600
1llion in cash and approximately $1.2 bilion or 29.4 million shares
adjusted to reflect subsequent stock splits) of MMC's commion stock.
pproximately $1.3 billion was paid at closing or shortly thereafter and
pproximately $500 millicn is being paid in annual installments over

1e four years following the closing. The business combination is

being accounted for using the purchase method of accounting.
Accordingly, goodwill of approximately $1.7 hillion which resulted
from the purchase price allocation is being amortized over 40 years.

In arriving at fair value, MMC discounted the market value of the

$1.2 bilion stock issuance by $120 million reflecting certain transfer
restrictions associated with the shares issued. MMC allocated the
cost of the acquisition to assets acquired and liabilities assumed
based on its estimate of fair values. No intangible assets, other than
goodwill, were acquired as part of the business combination with J&H.

An agreed upon number of shares issued in connection with the J&H
transaction carry restrictions and, conseguently, cannot be sold in the
first and second years following the closing. In addition, approximately
2.4 miilion of the 29.4 million shares of common stock were placed in
escrow for a period of up to twe years in order to secure indemnifica-
tion obligations with respect to representations and warranties.

The following unaudited pro forma summary presents the consoli-
dated results of operations of MMC as if the Sedgwick business
combination had occurred on January 1, 1997 and as if the J&H
cornbination had ccourred on January 1, 1996. The pro forma results
are shown for itustrative purposes only and do not purport to be




indicative of the results which would have been reported if the busi-
ness combinations had occurred on the datas indicated or which
may occur in the future. The pro forma information reflected below
includes the impact of pretax special charges in 1998 of $201 miiion
recorded by Sedgwick prior o its being acquired by MMC, primarily
related to pension redress issues discussed in Note 15, and pretax
special charges recorded by MMC of $244 million in 1997 and

$60 million in 1996 discussed in Note 12,

Year Ended December 31,

{in millions of doflars, except per share ligures) 1998 1997 1996
Revenue $8,646 $7,002 $5.552
Net Income 641 427 482
Basic nat income per share 242 1.63 1968
Diluted net income per share 2.3 1.60 1.93

During 1998, MMC also acquired or increased its interest in several
other insurance and reinsurance broking, insurance program
management, and consulting businesses for a total cost of $413 million
in transactions accounted for as purchases. The cost of these acquisi-
fions exceeded the fair value of net assets acquired by $422 million.

During 1897, MMC also acquired ¢r increased its intersst in several
cther insurance and reinsurance broking and consuiting businesses for
a total cost of $285 milion in transactions accounted for as purchases.
The cost of these acquisitions exceeded the fair value of net assets
acquired by $317 millicn. In addition, MMC issued approximately 1.4
mifion shares of cornmon stock (adjusted to reflect subsequent stock
splits) in connection with the acquisition of an insurance program
managsement business accounted for as a pooling of interests,

During 1996, MMC acquired an insurance broking business and
various other insurance and reinsurance broking assets for a total
cost of $13 million in transactions accounted for as purchases. The
cost of these acquisitions exceeded the fair value of net assets
acquired by $8 million.

Dispositions: As part of the combination with Sedgwick, MMC
acquired several insurance underwriting companies that were alreadly
in run-ff along with consulting businesses not compatible with its
existing operations. MMC intends to seft these operations in the near
future and accordingly, $84 milion of net assets of these businesses
at December 31, 1998 are included in other current assets in the
Consolidated Balance Sheet as assets to be sold. The net assets at
December 31, 1998 are stated at their estimated realizable value.

Buring 1937, MMG sold an insurance program management business
and a consulting operation for $54 million and recognized pretax
gains of $13 miftion.

During 1986, MMC sold The Frizzell Group Limited {"Frizzel”) for
approximatsly $290 milion and recognized a pretax gain of $33 million.

In 1997, as part of the integration of J&H, MMC adepted plans to
consolidate duplicative offices and reduce staff. The estimated cost
¢f the plans relating to employees and offices of J&H ("J&H Plan™
amounted to $143 million and was allocated fo the cost of the
acquisition. Merger related costs for employess and offices of MMC
("MMGC Plan"y amounted to $168 million and were recerded as part of
a special charge in 1987,

The $143 million allocated to the cost of the J&H acquisition included
$69 million of costs principally related to the planned consolidations of
approximately 50 offices and $74 million for employee related costs.
primarily severance and related benefits associated with the reduction
of cver 900 positions worldwide. The $168 million recorded as part of
the MMC special charge included $117 milion of severance and related
benefits associated with the reduction of approximately 1,300 positions
worldwide; $38 mitlion of costs principally related to the planned con-
sclidations of approximately 30 offices; and $13 millicn for other inte-
gration related costs. The office consolidation costs primarily represent
future rent under noncancelable leases {net of anticipated sublease
income) and lease termination payments.

The utilization of the charges is summarized as follows:

Balance
Initial Utilized Utilized Dec. 31,
{in mitions of dokiars) Baiance in 1997 in 1998 1998
J&H Plan;
Terrnination payments 1o
employees $ 70 $(17) $ (37) $ 16
Other employes related costs 4 2 1) 1
Future rent under
noncancelable leases 45 1 (5) 39
|easehold termination costs 24 {4) (13) 7
$143 $ (24 $ (56} $ 83
Number of employee
terminations 900 (600} 250) 50
Number of office
consolidations 50 (1o (35) 5
MMC Plan:
Termination payments to
employees $117 $ (44 $ (58) §15
Future rent under
noncancelable ieases 21 {2) 4 15
Leasehold terminaticn costs 17 (10 2 5
Other integration related costs 13 (6) (2) 5
$168 % (62 $ (66} $40
Nurnber of employee
terminations 1,300 {800) {450) 50
Number of office
consolidations 30 10) (17} 3

in January 1999, the final group of nearly 100 employees who
wera determined to be redundant under the Plans were severed
from employment with MMC. The remaining real estate actions are
expected 10 be completed during 1899. The remaining balances,
primarily representing future rent under noncancelable leases and
salary continuance arrangements, primarily in Canada and the
Netherlands, are expected to be paid out over several years.,




5 Income Taxes

ncome before income taxes shown below is based on the A reconcifiation from the U.S. Federal statutary income tax rate to
jeographic location to which such income is attributable. Although MMC’s effective income tax rate is as follows:
ncome 1axes related to such income may be assessed in more
han one jurisdiction, the income tax provision corrasponds to the For the Three Years Ended
jeographic location of the income. December 31, 1988 1998 1987 1996
U.S, Federal statutory rate 35.00% 35.00% 35.00%
“or the Three Years Ended December 31, 1998 U.S. state and local income taxes—
'n miions of dofiars} 1998 1997 1996 net of U.S. Federal income
ncome before income taxes: tax benedit 2.90 4.40 3.80
us. $ 897 $510 $437 Differences related to non-U.S.
Other 408 205 231 operations {40) (20) {1.25)
Tax adjustment — — (8.00)
,305 715 %668
S $ Other 1.50 10 (.40}
noome taxes: Effoctive tax rate 39.00%  3930%  31.25%
Current—
U.S. Federal $ 284 $218 $ 94

During 1996, MMC recorded a tax adjustment that reduced the

8 tge;tr; ?zc;?z Igoocv;rnments g? _1 gl g; income tax provision by $40 milion. The tax adjustment primarily
= related to the permanent deployment of funds outside of the United
430 420 230 giates in a tax efficient manner and favorable state and local tax
Deferred— developments in the U.S.
U.S. Federal 30 (95) 48 ) . ‘
Otner national goverments 49 71) 40) In 199?, MMC received a Notice of Pro‘pos?d A?;ustment ‘fror'n alocal
U.S. state and local . (13} 29) field office of the internal Revenue Servuce {(“IRS") challenging its tax.
75 439 &) treatment related to 12b-1 fees paid by the Putnam Funds. The notice
reflected the preliminary thinking of the IRS field office and did not
‘otal income taxes $ 509 $ 281 $209  ponstitute a formal assertion of iability by the 43S, The notice in
question asserts a position contrary to the position enunciated in
"he significant compenents of dsferred income tax assets and an IRS 1993 Technical Advice Memorandum. The IRS fieid office
abilities and their balance sheet classifications are as follows: withdrew the Notice of Proposed Adjustment and submitted the
matter to the national office of the IRS for consideration in a request
Jecember 31, 1898 and 1997 for tachnical advice. Consaquently, the issue is under consideration
In milloris of dolars) 1998 1987 by the IRS. MMC believes its tax treatrment of these fees is consistent
Jeferred tax assets: with current industry practice and applicable reguirements of the
Accrued expenses not currently deductible $ 752 616 internal Revenue Code and previcusly issued IRS technical advice.
g;fir;iizh:;:tzgttge: (f:i‘s‘ operations ;?g H; Taxling authorities periodically_ challenge pqsitions t.aken by lVIMC
Depreciation and amoriization _ - on its tax returns. On th.e basis of present information and advice
Other 18 15 received from counsel, it is the opinion of MMC’s managerment that
1122 5678 any assessments resulting from current tax audits will not have a
! material adverse effect on MMC's congolidated results of operations
Jeferred tax liabilities: or its consoficated financial position.
Depreciation and amortization $ 43 $ —
Prepaid dealer commissions 40 376
Safe harbor leasing 10 14
Unbilled revenue 14 18
Unrealized securities holding gains 192 167
Differences refated to non-U.S. aperations 71 36
Cther 56 18
$ 787 $629
3alance sheet classifications:
Current assets $ 76 $166
Qther assets 359 181

Accrued income taxes (100} {98)




in 1998, MMC adopted SFAS No, 132, "Employers’ Disclosures about
Pensions and Other Postretirement Benefits.” The new standard does
not change the measurement or recognition of those plans, but revises

6 Retirement Benefits

disclosures about pensions and other postretirement benefit plans.
Restatement of disclosures for the prior year has been made for
comparative purposes.

The following schedutes provide information concerning MMC’s LS. defined benefit pension plans and postretirement benefit plans:

.5, Pension U.S. Postretirament
December 31,1998 and 1997 Benefits Benefits
{in milions of doitars) o 1998 1997 1998 1997
Change in benefit obligation: -
Benefit cbligation at beginning of year $1,434 $ 798 $175 $ 88
Service cost 46 39 3 4
Interest cost 104 80 10 10
Actuarial (gain) loss 87 107 (6) 13
Acquisitions 365 484 6 66
Benefits paicl (82) 64) (5) (6)
Plarr amendments 2 — {18} —
Benefit cbligation at end of year 1,956 1,434 165 175
Change in plan assets:
Fair value of plan assets at beginning of year 1,651 947 — -
Actual return on plan assets 256 272 - —
Acquisitions 392 399 - —
Employer contributions 19 g7 5 6
Benefits paid 82 {64) (5) (6}
Falr value of plan assets at end of year 2,236 1,651 — —
Funded status 280 217 {165) (175}
Unrecognized net actuarial gain {245) (£186) (7) (1}
Unrecognized prior service cost (credit) 10 15 (14 —
Unrecognized transition amount {28) {(33) - —
Net asset {iability) recognized $ 17 $ (17 $(186) $(176)
Amounts recognized in Balance Sheet consist of:
Prepaid bensfit cost $ 144 $ 111 5 — $ —
Accrued benefit liability {161} (128) (186) (178}
Intangible asset 10 — - -
Accumulated other comprehensive income 24 - - -
Net asset {liability) recognized $ 17 $ (7 $(186) %176

The weighted average actuarial assumptions utilized in determining the above ameunts for the U.S. defined benefit and other postretirement

benefit plans as of the end of the year were as follows:

U.S. Pension .S, Postretirement
Benefits Benefits
1898 1997 1998 1997
Weighted average assumptions:
Discount rate 7.0% 7.25% 7.0% 7.25%
Expected return on plan assets 10.0% 10.0% — —
Rate of compensation increase 4.0% 4.0% — —

The increases in benefit obligation and plan assets relating to
acquisitions pertain to MMC's acquisitions of Sedgwick (and the
current terms of its plans) and J&H in 1998 and 1997, respectively.

In 1998, the discount rate used to value the liabilities of the U.S.
defined benefit pensicn plans and postretirement benefit plans was
decreased to reflect current interest rates of high quality fixed income
debt securities.

The projected benefit obligation, accumulated benefit chiigation
and fair value of plan assets for the U.S. pension plans with
accumulated benefit obligations in excess of plan assels were
$279 million, $247 millicn and $114 million, respectively, as of
December 31, 1998 and $238 million, $206 million and $92 millicn,
respectively, as of December 31, 1987,




y components of the net periodic benefit cost for the U.S. defined benefil and other postretirement benefit plans are as follows:
the Three Years Ended December 31, 1098 U.S. Pension Benefits U.S. Postretirement Benefits
“Hfions of dolkars) 1998 1987 1996 1998 1997 1996
vice cost $ 46 $ 39 $28 $3 $ 4 2
rest cost 104 a0 60 10 10 §
ected return on plan assets (146) (115} (81) — — —
ortizaticn of pricr service cost (credit) 7 7 7 (2 — —
ortization of transition asset 4 {4} 4) — — —
:ognized actuarial (gain) loss _ - 5 _ (5 [(9)] = (1) (1)
$ 12 $ 12 $ 4 $11 513 $7
rassumed health care cost trend rate was approximately 9% in reported for the health care plans. A one-percentage-poeint change in
18, gradually declining to 4% in the vear 2041. Assumed health assumed health care cost trend rates would have the following effects
2 cost trend rates have a significant effect on the amounts {in millions of dollars);
1-Percentags- 1-Percentage-
Point fncrease Point Decrease
ct on total of service and interest cost components $2 %42
ct on postretirement benefit obligation $17 ${15)
»follewing schedules provide information on MMC's significant The increases in benefit obligation and plan assets relating to
1-U.8. defined benefit pension ptans: acqulisitions pertain primarily to MMC's acquisitions of Sedgwick
and J&H in 1998 and 1997, respectively. In 1998, the discount rates
ember 31 1998 and 1997 Non-U.8. Pension Benefits used to value the liabittties of the non-U.S. plans were decreased
ilions of dofrs) 1998 1997 to rgflect current WorE(‘:Iw@e interest rates. ASSL.lmptIOﬂS, mptudmg
- ————— projected compensation increases and potential cost of living
ingein peqeflt obllgai_lor_]. adjustments for retirees, were also revised to reflect current
et obligation at oeginning of year $ 900 $ 724 expectations as to future levels of inflation
fice cost 48 41 P :
restoost 66 €2 The projected benefit obligation, accumulated benefit cbigation
Jloyee contributions 10 10 and fair value of plan assets for the non-U.S. pansicn plans with
sarigl loss 209 ; 10 aecumulated benefit obligations in excess of pian assets were $1.55
uisitions 1,503 99 wilion, $1.52 bilion and $1.40 bittion, respectivaly, as of December 31,
efits paid (48) 44) o . - .
3ign currency changes @ ©3) 1998 and $41 millicn, $33 million and $14 million, respectively, as of
1 amendments 1 11 Dectetmpe;:;é 19921“19 Jrjcr?as;:a i:l t;:a pgnjionlo:ﬁgatignl ?nd related |
oft obigation at end of year 2,680 900 assets in was due principally to the Sedgwick acquisition.
nge in plan assets: The compaonents of the net pericdic benefit cost for the non-U.S.
vafue of plan assets at beginning of year 1,202 948 defined benefit pension plans are as follows:
1al return on plan assets 172 172
:;I)Saltr:oyncsontributions 1'3?2 1 ?? For the Three Years Non-U
' on-U.S. Pension Benefits
sloyee contributions 10 10 E”d‘?q Decernber 31, 1998
efits paid (48) {44y {in milions of doliars) 19898 1997 1996
Aign currency changes (15) {23) - Service cost - $48 g 41 $32
value of plan assets at end of year 2,721 1,202 [!;nterestt (C;’Stt ‘ 1 (gg} (SQJ (?1}
xpected return on plan assels
fEd st_ag:js t actuarial gain g; ?gg Amortization of prior service cost 1 — —
,cogn!z net aciuana ga (35) (170) Amortization of transition asset {6} (6} (6)
scognized prior service cost 8 8
acognized not asset (12) (18) $1 $ 7 $ 2
asset recognized 5 2 $ 122 Contribution Plans: MMC maintains certain defined contribution plans
wints recogrized in Balance Sheet consist of: for its employees, including the Marsh & McLennan Companies Stock
»aid benefit cost $ 143 $ 140 Investment Plan ("SIP”), the Putnam investments, Inc. Profit Sharing
rued benefit liability S (141) (18)  Retirement Plan (the “Putnam Plan" and the Johnson & Higgins Cash
assel recognized $ 2 $ 122 Accumulation Plan {"J&H Plan”). Under these plans, eligible employees
Jhied average assumptions: mgy contribute a percentage of their base salary, subject to ceriain
ount rate 5.9% 76%  limitations, For the SIP and the J&H Plan, MMC matches a portion of the
acted relurn on plan assels 8.9% 9.1% employees’ contributions, while under the Putnam Pian the contributions
» of compensation increase 4.2% 5.4% are at the discretion of MMC subject to IRS fimitations. The cost of these

defined contribution plans was $62 milian, $55 million and $4C mifion for




As provided under SFAS No. 123, "Accounting for Stock-Based
Compensation,” MMC has elected to continue to account for stock-
based compensation in accordance with Accounting Principles Board
Opinion No. 25, “Accounting for Stock Issued to Employees™ ("APB
25") and has provided the reguired additional pro forma disclosures.

In accordance with the intrinsic vaiue method allowed by APB 25,

no compensation cost has been recognized in the Consolidated
Statements of Income for MMC's stock opticn and stock purchase
plans and the stock opticns awarded under the Putnam Investments,
tnc. Equity Partnership Plan. Had compensation cost for MMC's
stock-based compensation plans been determined consistent

with the fair value method prescribed by SFAS No. 123, MMC's

net income and net income per share for 1998, 1997 and 1856
waould have been reduced to the pro forma amotnts indicated in

the table below.

The fair value of each of MMC's option grants included in pro

forma net income is estimated on the date of grant using the
Black-Scholes option-pricing model with the following weighted
average assumptions used for grants in 1998, 1997 and 1996,
respectively; dividend yield of 3.0% in 1998 and 1897 and 3.5%

in 1996; expected volatility of 18.9% in 1998, 17.5% in 1997 and
14.0% in 1996; risk-free interest rate of 5.6% in 1998, 6.5% in

1997 and 6.0% in 1996; and an expected fife of five years. The
compensation cost as generated by the Black-Scholes model may
not be indicative of the future benefit, if any, that may be recelved by
the option holder. The weighted average fair vaiue of options granted
during the years ended December 31, 1998, 1997 and 1996 was
$11.65, $8.47 and $4.90 per share, respectively.

(i mitlions of dolars,

except per share figures) 1998 1997 1996
Net Income:
As reported $796 $434 $459
Pro forma $762 414 %448
Net Income Per Share:
Basic:
As reported $3.11 $1.77 $2.11
Pro forma $2.98 $1.69 $2.06
Dituted:
As reporied $2.08 $1.73 $2.08
Pro forma $2.85 $1.65 $2.03

The pro forma information reflected above may not be representative
of the amounts to be expected in future years as the fair value method
of accounting confained in SFAS No. 123 has not been applied to
options granted prior to January 1885.

7 Stock Benefit Plans

incentive and Stock Award Plans: During 1997, MMC adopted
the Marsh & McLennan Companies, Inc. 1997 Employee incentive
and Stock Award Plan {the “Employee Plan™) and the Marsh &
MeLennan Companies, Inc. 1997 Senior Executive incentive and
Stock Award Plan {the “Executive Plan”). The Employee and Executive
Plans {the “1997 Pians”) replace the 1992 Incentive and Stock
Award Plan (the 1932 Plan™}. The types of awards permitted under
these Plans include stock options, restricted stock, stock bonus
units, restricted and deferred stock units payable in MMC common
stock or cash, and other stock-based and performance-based
awards. The Comgpensation Committee of the Beard of Directors
{the “Compensation Committee”) determines, at its discretion. which
affiiates may participate in the plans, which eligible employees wil
receive awards, the types of awards 1o be received and the terms
and conditions thereof. The right of an employee to receive an
award may be subject 1o performance conditions as specified by
the Compensation Committee. The 1997 Plans contain provisions
which, in the event of a change in control of MMC, may accelerate the
vesiing of the awards. Awards relating to not more than 18,000,000
shares of common stock may be made over the life of the Emplovee
Plan plus shares remaining unused under pre-existing approved
stock plans, Awards relating to not more than 7,500,000 shares of
commaon stock may be made over the life of the Executive Plan plus
shares remaining unused under pre-existing approved stock plans.
There were 24,506,618 and 31,203,936 shares avallable for awards
under the 1997 Plans and prior plans at December 31, 1998 and
1997, respectively.

Stock Options: QOptions granted under the 1997 Plans may be
designated as incentive stock options or as non-qualified stock
opticns. The Compensation Commitiee shall determine the terms
and conditions of the option, including the time or times at which an
option may be exercised, the methods by which such exercise price
may be paid and the form of such paymant, Except under certain
limited circumstances, ne stock opticn may be granted with an
exercise price of less than the fair market value of the stock at the
time the stock option is granted.,




ick option transactions under the 1997 Plans and prior plans are as follows:

1998 1997 1996
Weighted Average Weighted Average Weighted Average
Shares Exercise Price Shares Exercise Price ?»tjares Exercise Price
ance at beginning cf period 24,332,522 $31.18 25,666,431 $28.11 26,162,385 $26.88
nted 6,115,165 $60.19 5,166,120 $41.39 4,122,180 $31.70
Teised (3,427,830) $26.63 (5,865,160) $26.59 (3.861,090) $23.55
‘sited (527,037) $38.76 {634,868) $31.99 E ,044) $28.50
ince at end of period 26,492,820 $38.27 24,332,522 $31.18 25,666,431 $28.11
ions exercisable at year-end 14,587,332 $30.01 14,706,623 $08.17 16,468,095 $27.12
+following table summarizes information about stock options at December 31, 1968;
Options Qutstanding Onptions Exercisable
Weighted Average
ge of Cutstanding Remaining Weighted Average Exercisable Weighted Average
rcise Prices at 12/31/08 Contractual Life Exercise Price at 12/31/98 Exercise Price
. 46-26.44 5,981,218 3.6 years $26.82 5,344,951 $25.77
1.94-33.35 9,818,089 5.2 years $31.06 8,000,598 $30.93
,25-60.59 10,893,513 8.7 years $51.85 1,241,783 $42.35
+46-60.59 26,492,820 6.3 years $38.27 14,587,332 $30.01

itricted Stock: Restricted shares of MMC's common stock may
awarded and shall be subject to such restrictions on transferability
| other restrictions, if any, as the Compensation Committee may
‘0se. The Compensation Committee may also determine when
"under what circumstances the restrictions may lapse and whether
participant shail have the rights of a stockholder, including,
out limitation, the right to vole and receive dividends. Unless the
npensation Committee determines otherwise, restricted stock

is stilt subject to restrictions shall be forfeited upen termination
mployment.

re were 124,350, 135,000 and 158,400 restricted shares granted
898, 1997 and 1998, respectively. MMC recorded compensation
-ense of $7 miliion in 1998 and $6 million in 1997 and 1998,

ted o these shares. Shares that have been granted generally
‘ome unrestricted at the sarlier of: {1} January 1 of the efeventh

r following the grant or (2) the later of the recipient’s normal or

sal retirement date.

tricted Stock Units: Restricted stock units, payable in stock or
h, may be awarded under the Plans. The Compensaticn
nmittee shall determine the restrictions on such units, when
restrictions shall lapse, when the units shall vest and be paid,

- upon what terms the units shall be forfeited.

re were 94,902, 98,856 and 119,277 restricted stock units
rded during 1998, 1997 and 1996, respectively. MMC recorded
pensation expense of $6 million, $4 millicn and $5 million in

18, 1997 and 1996, respactively, related to restricted stock units.

‘arred Stock Units: Deferred stock units, payable in stock or cash,
7 be awarded under the Plans. The Compensation Committee

It determing the restrictions on such units, when the restrictions

It lapse, when the units shall vest and be paid, and upon what

15 the units shall be forfeited.

re were 557,642 and 445,833 deferred stock units awarded
ng 1998 and 1997, respectively. MMC recorded compensation

expense of $20 milion and $8 million in 1998 and 1997, respectively,
related to deferred stock units. The 1998 expense includes an

$11 million charge associated with acquisition related stock unit
awards issued to certain senior employees of Sedgwick (see Note 12),

Putnam Investments, Inc, Equity Partnership Plan: In September
1997, Putnam adopted the Putnam Investments, Inc. Equity Partner-
ship Plan {the “Equity Plan"} pursuant to which Putnam is authcrized
to grant or sell to certain key employees of Putnam or its subsidiaries
restricted shares of a new class of common stock of Putnam (“Class
B Common Stock”) and options to acquire the Class B Common
Stock. Such awards or ¢ptions generally vest over a four-year period.
Holders of Putnam Class B shares are not entitled to vote and have
no rights to convert their shares into any other securities of Putnam.
However, in the event of certain change in control events,

Clasa B shares will be converted into Class A common stock ona
share for share basis. Awards of restricted stock and/or options may
be made under the Equity Plan with respact to a maximum of
12,000,000 shares of Class B Common Stock which would represent
approximately 12% of the outstanding shares on a fully diluted basig,
In 1998, Putnam made awards pursuant to the Equity Plan with
respect to approximately 3,660,000 shares of Clags B Common
Stock, including 1,830,000 shares of restricted stock with a value of
$94 million and 1,830,000 shares subject to options. In 1997, Putnam
made awards with respect to approximately 4,000,000 shares of
Class B Common Stock, including 2,000,000 shares of restricted
stock with a value of $83 million and 2,000,000 shares subject to
options. There were approximately 4,774,000 shares available for
grant related to the Equity Plan at December 31, 1998.

Pursuant to an executive compensation agreement, Putnam

has also awarded 300,000 restricted stock units with a value of
$14 million and 325,000 options related to Class B Common Stock
1o & key executive of Putnam.

The fair value of each option grant included in the pro forma net
income is estimated on the date of grant using the Black-Scholes




option-pricing modei with the following weighted average assumptions
used for grants in 1988 and 1997: dividend vield of 5.0% for 1998

and 1997, expected volatility of 28.3% in 1998 and 26.4% in 1987,
risk-free interest rate of 5.6% in 1998 and 6.1% in 1997; and an
expected fife of five years. The compensation cost as generated by the
Black-Scholes mods! may not be indicative ¢f the future benefit, if any,
that may be received by the option holder. The weighted average fair
value of sach Class B opticn was $10.42 in 1998 and $8.30in 1997.

Stock Purchase Plans: In May 1864, MMC's stockholders approved
an employes stock purchase plan {the 1994 Plan™} to replace

the 1980 Employee Stock Purchase Plan which terminated on
Septernber 30, 1994 following its fourth annual offering. Under these
plans, eligible employees may purchase shares of MMC’s common
stock, subject to certain imitations, at prices not less than 85% of the
lesser of the fair market value of the stock at the beginning or end of
any offering pericd. Under the 1994 Plan, no more than 12,000,000
shares of MMC’s common stock plus the remaining unissued

shares in the 1980 Plan may be soid. Employees purchased

1,932,060, 1,855,500 and 1,959,000 shares in 1898, 1997 and
1986, respectively. At December 31, 1998, 5,500,440 shares were
available for issuance under the 1994 Plan. During 1695, MMC's
Board of Directors approved the Marsh & Mclennan Companias
Stock Purchase Plan for International Employess (the “international
Plan™ which is similar to the 1884 Plan. Under the International Plan,
no more than 1,500,000 shares of MMC’s common stock may be
sold. Employees purchased 238,854, 211,500 and 15,000 shares

in 1998, 1997 and 1996, respectively. At December 31, 1998,
1,034,646 shares were available for issuance under the International
Plan, The fair vaiue of each employee purchase right granted under
these Stock Purchase Plans is included in the pre forma net income
for 1998, 1997 and 1996 and was estimated using the Black-Scholes
model with the following assumptions:; dividend yield of 3.0% for 1998
and 1997 and 3.5% for 1096;expecied ife of one year; expected
volatility of 18.8% for 1898, 17.5% for 1997 and 14.0% for 1896; and
risk-free interest rate of 4.4% for 1998, 5.5% for 1997 and 5.6% for
1696, The weighted average fair value of each purchase right granted
in 1998, 1997 and 1996 was $10.61, $10.96 and $6.38, respactively.

8 Long-term Obligations

MMC leases office facilities, equipment and automobilas under
noncancelable operating leases. These leases expire on varying
dates; in some instances contain renewal ana expansion options;
do not restrict the payment of dividends or the incurrence of debt or
additional lease obligations; and contain no significant purchase
options. In addition to the base rental costs, occupancy lease agree-
ments generally providie for rent escalations resuiting from increased
assessments for real estate taxes and other charges. Approximately
95% of MMC's lease obligations are for the use of office space.

At December 31, 1998, the aggregate future minimum rental
commitments under all noncancelable cperating lease agreements
are as follows:

For the Years Ending Gross  Rentdls Net
Decemper 31, Rental from Rental
fin milions of doflars) Commitments Subleases  Commitments
1999 $ 310 $12 $ 298
2000 263 9 254
2001 211 B 205
2002 163 4 158
2003 129 3 126
Subsequent years 570 15 558

$1,648 $49 $1,597

9 Short-term Debt

MMC's outstanding short-term debt is as follows:

December 31, 1998 and 1997

{in miions of dofars) 1998 1997
Commercial paper $2,213 $230
Bank loans ' 10 -
Curtent portion of long-term debt 11 7

$2,234 $237

The weighted average interast rates on outstanding commercial
paper barrowings at December 31, 189898 and 1997 are 5.3% and
6.1%, respectively.

The accompanying Consolidated Statements of Income include net
rental costs of $313 million, $265 mition and $217 million for 1998,
1897 ana 1996, raspectively, after deducting rentals from subleases
(7 milfion in 1998 and 1997 and $8 million in 1996).

MMUC has entered into agreements with varlous service companies to
outsource certain information systems activities and responsitilities.
Under these agreements, MMC is required to pay minimum annual
service charges. Additional fees may be payable depending upen the
volume of transactions processed with all future payments subject to
increases for inflation. At December 31, 1998, the aggregate fixed
future minimum commitments undsr thase agreements are as follows:

Future

For the Years Ending December 31, Minimum
{in miticns of dollars) Commitments
1999 %68
2000 56
2001 35
2002 28
2003 25
Subseguent years 20
$232

During 1998, MMC executed an additional revelving credit facility with
several banks 10 support its commercial paper borrowings made to
initially finance its acquisition of Sedgwick. This facility, which expires
in August 1999, provides that MMG may borrow up to $2.25 billion at
market rates of interest which may vary depending upon the level of
usage of the faciiity and MMC’s crediit ratings.

MMC maintains credit facilities with various barks, primarily related
to operations located outside the United States, aggregating $553
milion at December 31, 1998. MMC has borrowed $25 million under
these facilities and has incluced $15 million of these borrowings in
Long-term Debt.




“ 1 O Long-term Deb_t

AG's outstanding long-term debt is as follows:

cember 31, 1998 and 1997

nillions of doftars) 1998 1997
mmercial paper $ 600 $ -
volving credit facility 583 709
rtgage—9.8% due 2009 200 200
tes payable—due 2012 88 111
tes payable —7.68% due 2006 60 -
1k borrowings — 184
er 72 43
1,601 1,247

38 current portion 1 7
$1,590 $1,240

mmercial paper borrowings of $600 milion at December 31, 1998
& heen classified as long-term debt based on MMC3 intent and
lity to maintain or refinance these obligations on a long-term basis.

ring 1997, MMG executed a revolving credit facility with several
ks to support its commercial paper borrowings and te fund other
1eral corporate requirements. This noncancelable facility, which
Jes in June 2002, provides that MMC may borrow up to $1.2

on at market rates of interest which may vary depending upon the
3| of usage of the facility and MMC’s credit ratings. Commitment

s of 7 basis peints are payable on any unused pertion. The

ility requires MMGC 1o maintain consclidated net worth of at least

7 hillion and contains other restrictions relating tc consolications,
rgers and the sale or pledging of assets.

tstanding borrowings at December 31, 1998 under this revolving
it facility amounted to $583 million and have been classified
long-term debt based on MMC’s intent and ability to maintain or

refinance these obligations on a long-term basis. The weighted
average interest rate associated with these borrowings was 5.6% and
6.0% at December 31, 1998 and 1997, respectively.

MMC has a fixed rate non-recourse mortgage note agreement due in
2009 amounting to $200 million, bearing an interest rate of €.8%, in
connection with its interest in its worldwide headquarters building. In
the event the montgage is foreclosed following a default, MMC would
be entitled to remain in the space and would be obligated 1o pay rent
sufficient to cover interest on the notes or, starting in 1999. at fair
market value if greater.

MMC has an interest rate swap which was entered into as part of

the acquisition and renavation of MMC’s woridwide headquarters
which fixes the interest rate at approximately 9.5% on $100 million

of variable rate borrowings. This swap expired in February 1999.

The weighted average interest rate received on this swap at December
31. 1998, 1997 and 1996 was 5.7%, 5.8% and 5.7%. respectively.
The difference between the fixed rate and the weighted average

rate is included in interest expense in the Consolidated Statements

of Income.

MMC has a note payable due 2012, the outstanding balance of which
was $86 million and $111 milion at December 31, 1998 and 1887,
respectively. Interest on this debt is fixed at 8.62%. The decrease from
1997 reflects MMC's repayment ¢f the variable rate poriicn of the note.

In connection with the Sedgwick transaction, MMC assumed debt
amounting to $108 million at December 31, 1998, This debt consists
of $80 million of 7.68% Senior Loan Notes, $36 milion related to capital
leases and $12 million of other borrowings.

Scheduled repayments of long-term debt in 1899 and in the four
succeeding years are $11 million, $2t million, 9 million, $1.2 billion
and $6 million, respectively.

11 Financial Instruments

3 estimated fair value of MMC's significant financial instruments is

wided below. Certain estimates and judgments were required to
selop the fair value amounts. The fair value amounts shown below
not necessarily indicative of the amounts that MMC would realize

an dispasition nor do they indicate MMC's intent or ability to

pose of the financial instrument.

1998 1997

sember 31, 1988 and 1997  Carrying Fair Carrying Fair
nifiions of dollars) Amount Value Amount Value

nderivatives:

Zash and cash equivalents $ 610 $ 610 $ 424 § 424
_ong-term securities 828 828 720 720
Short-term debi 2,234 2,234 237 237
Jong-term debt 1,580 1,665 1,240 1,313
vatives:

Other assets (iabilities):

nterest rate swaps — 4 - {5)

‘orward exchange contracts — 1 — —

Cash and Cash Equivalents: The estimated fair value of MMC's
cash and cash equivalents approximates their carrying value.

Long-term Securities: Long-term securities primarily consist of
available for sale securities recorded at quoted market prices. MMC
also has certain additional long-term securities, for which there

are ng readily available market prices, amounting to $82 milion and
$73 million at December 31, 1998 and 1997, respectively, which are
carried on a cost basis. Based on present information, MMC believes
that the cost of these investments approximates their fair value,

Short-term and Long-term Debt: The fair value of MMC’s short-term
debt, which consists primarily of commercial paper borrowings,
approximates its canying valug. The estimated fair value of MMC's
long-term debit is based on discounted future cash flows using
current interest rates available for debt with similar terms and
remaining maturities. The estimated fair value of borrowings under
the revolving credit facility approximates the carrying value.




Interest Rate Swaps: Historically, MMC has managed its net
exposure to interest rate changes by utilizing a mixture of variable
and fixed rate borrowings to finance MMC's agset base. Interest rate
swaps have been utilized on a limited basis to convert variable rate
borrowings into fixed rate borrowings. Sedgwick has utilized interest
rate swaps to manage its exposure to interest rate moverments on its
cash and investments as well as its interest expense on borrowings.
MMC does not utilize financial instruments for trading or other
speculative purposes. The counterparties to these contracts are
major financial instifutions. Management believes that risk of [oss is
remote and in any event would be immaterial.

The fair value of these interest rate swaps are the estimated amounts
that MMC would pay to terminate the agreements at the reporting
date, taking into account the current interest rate environment.
Amounts currently due to or from interest raie swap counterparties
are recorded in interest expense in the pericd in which they accrue.

A summary of MMC's interest rate swaps as of December 31, 1998
and 1997 is as follows:

Weighted Average
Notional  Termination intersst Rates
{in mitions of doilars) Amount Dates Receive Pay
1998—
Heceive fixed—
pay variable $599  1999-2003 6.8% 5.9%
Receive variable—
pay fixed $140  1999-2005 5.7% 8.4%
1997 —
Receive variable—
pay fixed $142  1999-2005 5.8% 8.4%

During 1998, MMC recorded a special charge of $11 million
representing acquisition related stock unit awaras issued to certain
senior employees of Sedgwick. In addition, as further explained
below, a reserve related to a 1996 provision for restructuring of
approximately $15 mifion was reversed in 1998. The resulting net
special credit of $4 million increased diluted net income per share
by $.01 for the vear.

During 1997, MMG recorded special charges totaling $244 million.
The net impact of the special charges on diluted net income per share
was $.63 for the year. These charges included $168 million of merger
costs predominantly related to the combination with J&H, a charge

of $61 million related te London real estate, and $15 million for the
disposal of certain EDP assets which were written-off in 1897, The
merger costs are discussed in detail in Note 4. The $61 miltion charge
for London real estate included $35 million associated with a plan

to abandon and demolish a company-owned building and $26 million
of lease abandonment costs (net of anticipated sublease income)
relating to vacating several leased locations. Payments and write-offs

12 Special Charges/Credits

Forward Exchange Contracts: At December 31, 1988, MMC
primarily had open forward exchange contracts to both sell U.S,
dollars for sterfing and purchase U.S. dollars for sterling for underlying
principal amounts of $28 million and $70 million, respectively. These
contracts were entered into by Sedgwick principally to hedge both
firm commitments and anticipated ransactions.

Unrealized Securities Holding Gains: MMC has classified as
avallable for sale primarily equity securities having an aggregate fair
value of $746 million and $647 million at December 31, 1998 and
1997, respectively, Gross unrealized gains, amounting to $546 mifion
and $476 milion at Decernber 31, 1998 and 1997, respectively, have
been excluded from earings and reperted as accumulated other
comprehensive income which is a component of stockholders' equity,
net of deferred income taxes.

Proceeds from the sale of available for sale securities for the years
ended December 31, 1998, 1997 and 1996 were $62 million,
$69 million and $28 million, respectively. Gross realized gains on
available for sale securities sold during 1998, 1997 and 1996
amaunted 1o $40 million, $38 milion and $17 million, respectively,
The cost of securities scld is determined using the average cost
method for equity securities.

A portion of insurange fiduciary funds which MMC holds to satisty
fiduciary obligations are invested in high quality debt securitiss which
are generally held to maturity. The difference between cost and fair
valug of these invesimeants is not material.

associated with this reserve began in 1998 and are expected 1o
continue for several years. The remaining London real estate reserve
is $25 milion at December 31, 1998.

During 1996, MMC completed the sale of Frizzell for approximately
$290 million which resulied in a $33 millicn pretax gain. in addition,
pretax charges aggregating $93 million were aiso recorded. The

net impact of these special charges and the 1996 tax adjustment
discussed in Note 5 increased diluted net income per share by

$.01 for the year. These charges included a provision of $34 million
primarily for London real estate representing lease abandonment
costs for certain leased locations (net of anticipated sublease
incorne); $27 million primarily for severance and related bensfits
associated with the planned reduction of over 600 employees relating
ta restructuring certain elements of MMC's insurance and refnsurance
back office operations in London and several office closings; $17
million for goodwill write-offs; and $15 million related to the Lloyd's
Reconstruction and Renewal Plan.




tilization of the 1996 special charges is summarized as follows:

Initial
ans oF doliars) Balance
wslate consolidations $34
eductions and cffice closings 27
will write-offs 17
‘s Reconstruction and Renewal Plan 15

393

Balance

Non-Cash Payments Amaount December 31,
Chqrges o (\.iade ) Revgzsed i 1 998
3@ $ @ 3~ $24

— (12) {15) -

{17} — -~ -

- (12 T 3

$25) $(26) 3(15) $27

ondon real estate and staff reduction plans were expected to

nence in 1997 and continue through 1998 however, execution of

* plans was delayed as a result of the J&H acquisition and
nder review. After further evaluation, management still was
nitted to carrying out these plans and in the fall of 1997 leased
zin the East India Dock section of Landen to begin the
Jlidation of its back office operations. The leased space was

buitt out and then occupied during the summer of 1998, However,

with the acquisition of Sedgwick in the fourth quarter of 1998,
management concluded that the remaining staff reduction plan to
rearganize the London back office could ne longer be executed and,
therefore, the remaining severance accrual of $15 million was reversed.
The remaining balance, primarily representing future rent under
noncancelable leases, is expected to be paid out over several years.

-18 Common Stock

ay 20, 1998, the Board of Directors authorized a three-for-two
- distribution of MMC's common stock, which was issued as a
. dividend on June 26, 1998.

On May 21, 1997, the Board of Directors authorized a two-for-one
stock distribution of MMC's commion stock, which was issued as a
stock dividend on June 27, 1997.

Al references to per share amounts have been restated for these
stock distributions,

14 Stockholder Rights Plan

sptember 18, 1997, MMC's Board of Directors approved the
ision of the benefits afforded by MMC's existing rights plan by
ting a new stockholder rights plan. Under the new plan, Rights
rchase stock, at a rate of one Right for each commen share
were distributed to sharehclders of record on September 28,
and autcmatically attach to shares acquired thereafter. Under
lan, the Rights generally become exercisable after & person or

1 (i) acquires 15% or more of MMC's cutstanding commen stock
sommences a tender offer that would result in such a person or

» owning 15% or more of MMC's common stock. When the
s first become exercisable, a hoider will be entitied to buy from

MMC z unit consisting of one two-hundredth of a share of Series A
Junior Participating Preferred Stock of MMC at a purchase price of
$260. Atternatively, if any person acquires 15% or more of MMC's
common stock except pursuant to an offer for aft shares at a price
which is fair and not inadequate or if a 15% holder acquires MMC

by means of a reverse merger in which MMC and its stock survive,
each Right not owned by a 15% or more shareholder weuld become
exercisable for common stock of MMC (or in certain circumstances,
other consideration) having a market value equal to twice the exercise
price of the Right. The Rights expire on September 29, 2007, except
as otherwise provided in the plan.




MMC and its subsidiaries are subject to various claims, lawsuits and
proceedings consisting principally of alleged errors and omissions in
connection with the placement of insurance or reinsurance and in
rendering investment and consutting services, Some of these matters
seek damages, including punitive damages, in amounts which could,
if assessed, be significant.

On November 24, 1997, an action captioned “Alena et al. vs. Oisen

ef al.” {*Alena”) was brought in the United States District Court for

the Southern District of New York by certain former directors of J&H,
which was acquired by MMC in March 1987, against twenty-four selling
shareholders of J&H, as well as J&H itself and MMG. The action essen-
tiafy challenges the allocation of the consideration paid in connection
with MMC's combination with J&H as between the defendants who
were directors and shareholders of J&H at the time of the transaction
and the plaintiffs who were former directors and shareholders of J&H,
The complaint asserts, among cthers, claims for breach of fiduciary
duty, federal securities law violations, breach of contract, and ERISA
violations. Plaintiffs seek compensatory and punitive damages. Two
other former directors of J&H have commenced similar actions (Sem-
pier v. Olsen et al.; and Clements v. Gfsen et al.), which are also pending
before the United States District Court for the Southern District of New
York and are contemplated to be heard together with the Aiena action.

{n 1993, several years prior to the acquisition of J&H, the Equal
Employment Opportunity Commission (*EEQC”) commenced a lawsuit
against J&H in the United States District Court for the Southern District
of New York. The action alleges that a mandatory retirement pclicy for
directors then in effect at J&H violated the federal Age Discrimination in
Employment Act (*ADEA"). In 1995, the District Court ruled in the
EEOC's favor that the J&H mandatory retirement poficy violated the
ADEA. The Court of Appeals for the Secend Circuit affirmed that ruling
in 1996. The EEOC sesks to recover damages on behalf of certain
former directors and & trial on the matter of damages, unless the action
is resolved, may be held later in 1999, Pursuant to the Stock Purchase
Agreement betwsen MMC and J&H and the stockholders of J&H,
MMC will bear one-half of all damages and expenses in this action.

Sedgwick Group plc, since prior to its acquisition, has been engaged
in a review of previously undertaken personal pensicn plan business

15 Ciaims, Lawsuits and Other Contingencies

as required by United Kingdorm regulators to determine whether
redress should be made to customers. Settlements and related costs
previously paid amount to $80 millicn of which $30 millien is due from
insurers. The contingent exposure of Sedgwick for pension redress
and refated costs as of Sedgwick’s acquisition by MMC is estimated
to be $220 million. Sedgwick had recorded $150 million of reserves
and recognized approximately $70 million of insurance recoveries
related to this exposure.,

Other present and former subsiciiaries of MMC are engaged ina
comparable review of their FBrsonal pension plan businesses, although
the extent of their activity in this area, and conseguently their financial
exposure, was proportionally much less than Sedgwick. The contingent
exposure of the present and former non-Sedgwick subsidiaries of MMC
for pension redress and related costs is estimated (o be approximately
$135 million. Approximately $100 million of this amaount is expacted

1o be recovered from insurers and accounting reserves have been
provided for the remaining balance. Settlernents and refated costs
previously paid total approximately $15 million.

MMC's ultimate expasure from the Uinited Kingdom’s personal
pension plan review, as presently calculated and including Sedgwick,
is subject to a number of variaple factors including, among others,
equity markets, the rate of response to the pension review mailings,
the interest rate established quarterly by the U.K. Pension Investment
Authority for calculating compensation, and the precise scope,
duration, and methodology of the review as required by that Authority.

Ag part of the combination with Sedgwick, MMC acquired several
insurance underwriting companies that were already in run-off, MMC
intends t¢ sell these operations in the near future. Sedgwick had given
guarantees with respect te certain liabilities relating to some of these
operations,

On the basis of present information, anticipated insurance coverage
and advice received from counsel, it is the opinion of MMC's manage-
ment that the disposition or ultimate determination of these claims,
lawsuits, proceedings or guarantees will not have a material adverse
effect on MMC's consclidated results of operaticns or its consclidated
financial position.

16 Segment Information

MMC has adopted SFAS No. 131 "Disclosures About Segments of an
Enterprise and Related Information™ effective with the 1998 year-end.
Prior year information has been restated to conform with the current
year prasentation.

MMC, a professional services firm, is organized based on the different
services that it offers. Under this organizational structure, MMC
operates in three principal business segments: risk and insurance
services, investment management, and consulting, The risk and
insurance services segment provides insurance broking, reinsurance
broking and insurance program management for business, profes-
sional, institutional and public-entity clients. it aiso provices services
principally in connection with originating, structuring and managing
insurance and related industry investments. The investment

rmanagement segment primarily provides securities investment
advisory and management services and administrative services for a
group of publicly held investment companies. The consulting segment
provides advice and services to the managements of organizations
primarily in the areas aof human resources and employee benefit
programs, general management consulting, and economic consulting
and analysis.

MMC evaluates segment performance based on operating income,
which is after deductions for directly related expenses but before
special charges. The accounting policies of the segments are the
same as those used for the consolidated financial statements,
described in Note 1. Revenues are attributed to geographic areas
on the basis of where the services are performed.




cted information about MMC's operating segiments and geographic areas of operation follow:

‘he Three Years Ended Revenue Segiment
amber 31, 1998 from External Operating Total Depreciation and Capital
iions of dollars) Customers Income Assets Amorlization Expenditures
87
and Insurance Services $ 3,3510 $ 613 $ 8,084 $ 163 $ 216
stment Management 2,296 677 1,437 45 38
sulting 1,543 202 1,490 38 40
: I A 1] S 1,402 $ 11,011 T $246 $ 294
71—
and Insurance Services $ 2,780 $ 406 $ 5231 $ 126 S 87
stment Management 1,882 463 1,163 37 81
sulting 1,338 148 909 32 32
- a T T¢s002 81407 T8 7303 $195 h S 200
3—
and Insurance Services $ 1,907 § 383 $ 3039 $ 82 S &7
stment Management 1,338 338 1,010 27 52
sulting 1,158 119 652 27 33
$ 4404 5 820 $ 2,701 $ 136 S 162
congiliation of the totals for the operating segments to the applicable  information by geographic area is as follows:
tems in the consolidated financial statements is as follows:
Revenue
1998 1997 1996 from External Fixed
)me Before Income Taxes: Customers Asset§
| segment aperating income $1,492 $1,107 $820 Geographic Area:
cial (charges) credits 1998 —
ee Note 12) 4 {244) {g3)  United States $5,235 $ 720
10n sale of Frizzel United Kingdom 820 413
ee Note 12) — — 33 Continental Europe 551 85
rate 76) {65) tasy  Other 584 69
perating income 1,420 798 715 $7,190 51,287
est income 25 24 14 1697
est expense (140 (107} ©1  United States $4316 5 702
lincome before income taxes $1,305 $ 715 $668 United Kingdom 857 136
Continental Europe 564 &6
Other 472 83
Total
Operating Adjustments/ Total $6,009 § 957
Segments  Corporate  Eliminations  Consolidated 1996—
er Significant ltems: United States $3,064 S 573
8— United Kingdom 595 120
t agsets $11,011 $5,983%  §(5123)0  §11,871  Continental Europe 372 35
reciation and Other 33 42
Tortization 246 5 - 251 $4.,404 S 770
ital expenditures 294 3 — 297
7—
| assets 7,303 4,681 {4,072)c 7.912
reciation and
Tortization 195 4 - 199
ital expenditures 200 2 - 202
5—
il assets 4,701 2.9820 (3,138)i 4,545
reciation and
nortization 136 4 — 140
ital expendiitures 152 5 — 157

sludes interast income on fiduciary funds (3137 million in 1998, $111 millior in 1997, and $94 million in 1996).
rporate assets primarily include investments in consolidated subsidiaries, intercompany receivables, unallocated goodwil, and a portion of MMG's headquarters building.
‘imarily represents the eliminaticn of investments in consclidated subsidiaries and intercompary balances.

o




Sepon of Management

The management of Marsh & MclLennan Companies, Inc. has
prepared and is responsible for the accompanying financial state-
ments and other related financial information contained in this annual
report. MMC’s financial statements were prepared in accordance with
generally accepted accounting principles, applying certain estimates
and informed judgments as required. Deloitte & Touche LLF, indepen-
dent auditors, have audited the financial statements and have issued
their report therson.

MMC maintains a system of internal accounting contrels designed

to provide reasonable assurance that transactions are executad

in accordance with management’s autherization, that assets are
safeguarded and that proper financial records are maintained. Key
elements of MMC's internal controls include securing the services of
qualified personnel and proper segregation of duties. Internal auditors
monitor the control system by examining financial reponts, by testing
the accuracy of transactions, and by otherwise obtaining assurance
that the system is operating in accordance with MMC's abjectives.

The Audit Commiittee of the Board of Directors is composed entirely
of outside directors and is responsible for recommending to the
Board the indepandent auditors tc be engaged to audit MMC's finan-
cial staternents, subject to stockhokler ratification. In addition, the
Audit Committee meets periodically with internal auditors and the
independent auditors, both with and withcut management, to discuss
MMC’s internal accounting contrals, financial reporting and other
related matters. The internal auditors and indspendent auditors have
full and unrestricted access to the Audit Committee.

Frank J. Borelli

Senior Vice President and
Chief Financial Officer
March 5, 1999

The Board of Directors and Stockholders of
Marsh & Mclennan Companies, inc.

We have audited the accompanying consolidated balance sheets of
Marsh & McLennan Companies, Inc. and subsidiaries as of December
31, 1998 and 1997, and the related consolidated statements of
income, stockholders’ equity and comprehensive income, and cash
flows for each of the three years in the period ended December 371,
1988. These financial statements are the responsibility of the Com-
pany's management. Our responsibility is to express an opinion on
these financial statementsbased on our audits.

Wae conducted our audits in accordance with generally accepted
auditing standards. Those standards require that we plan and perform
the audit to cbtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by
managemsant, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis

for cur opinion.

In our opinion, such consciidated financial statements present fairly,
in all material respects, the financial position of Marsh & McLennan
Companies, Inc. and subsidiaries as of December 31, 1998 and
1997, and the results of their operations and their cash flows for gach
of the three years in the period ended December 31, 1998 in confor-
mity with generally accepted accounting principles,

CDM "9&7-&. 44 P

DELOITTE & TOUCHE LLP
New York, New York
March 5, 1989




Marsh & MelLennan Companies, Inc. and Subsidiaries
SELECTED QUARTLERLY FINANCIAT DATAAND
SUPPLEMENTAL INFORMATION tUNAUDITELD)

Net Netp'”cosﬁe (Lose) Dividends Stock '
‘nifions of doliars, Operating Income _rershae® Paid Per Price Range
‘ept per share figures) Revenue Income {Loss) Basic Diluted Share High-Low !
el by e i . ot o - i i
98:
st quarter $1,776 $ 404 $231 $ 90 $ 87 $ .33 $61.67-46.38
cond quarter 1,750 346 193 .75 s 33 $63.25-54.83
ird quarter 1,719 335 186 73 69 40 $64.31-46.13 ;
urth quarter ) 1,045 335 186 .73 .70 40 §61 .84-43.38 (
$7,190 $1,420 $796 $3.11 $2.98 $1.46 $64.31-43.38
a7.
st quarter $1,295 $ 277 3164 $.75 $.73 $ .30 $43.21-34.21
cond quarter 1,540 262 145 57 .56 .30 $50.17-37.71 :
ird quarter 1,538 249 140 55 54 .33 $53.17-45.50
urth Quarter 1,626 10 (15} {.05) (.05) .33 $53.33-44.00
$6,009 $ 708 $434 $1.77 $1.73 $1.26 $53.33-34.21
96: !
st quarter $1,123 $ 243 $143 $ 65 % .65 $ 27 $33.88-28.08
cond quarter 1,098 193 115 53 51 .27 $32.54-20.67
ird quarter 1,057 174 103 48 47 27 $33.00-29.33
urth quarter 1,126 105 98 45 45 .30 $38.29-31.83
$4,404 $ 715 $459 $2.11 $2.08 $1.11 $38.29-28.08

Net income per share is computed independently for each of the periods presented. Accordingly, the sum of the quarterly net income per share amounts
3xceeds the total for the year in 1997, 3

per share amounts have been restated for a three-for-two stock distribution of MMC's common stock, which was issued as a stock dividend on June 26, 1998.

AC's commgan stock (licker symbol:MMC} is traded on the New York, Chicago, Pacific and Londen stock exchanges. As of February 26, 1998, there were .
100 stockhalders of record. !

~fy




Marsh & McLennan Companies, Inc. and Subsidiaries

FIVE-YEAR STATISTICAL SUMMARY OF OPERATIONS

Compound
For the Five Years tnded December 31, 1998 Growth Rate
{in mitlions of doliars, excapt per share figures) 1998 1997k 1996() 1985 1994 1993-1998
Revenue:
Risk and Insurance Services $ 3,351 $2,789 $1,907 $1,964 $1,887 13%
Investment Management 2,296 1,882 1,338 917 747 32%
Consulting 1,543 1,338 1,159 1,056 933 13%
Total Revenue 7,190 6,009 4,404 3,937 3,567 179%
Expenses:
Compensation and benefits 3,561 3,044 2,204 1,948 1,740 17%
Other cperating expenses 2,209 2,167 1,485 1,293 1,157 17%
Total Expenses 5,770 5,211 3,689 3,242 2,897 17%
Operating income 1,420 798 7156 695 670 19%
Interest Income 25 24 14 18 12
Interest Expense (140) (107) (61) 63) &1
Income Before Income Taxes and Cumulative
Effect of Accounting Changes 1,305 715 668 650 631 19%
Income Taxes 509 281 2089 247 249
Income Before Cumulative Effect of Accounting Changes $ 79 $ 434 $ 459 $ 403 $ 382 19%
Nst Income $ 79 $ 434 $ 459 $ 403 $ 372w 19%
Basic Net Income Per Share Information:
Income Before Cumulative Effect of Accounting Changes $3.11 $1.77 $2.11 $1.84 $1.73 16%
Net income Per Share $3.11 $1.77 $2.11 $1.84 $1.689 16%
Average Number of Shares Qutstanding 256 245 217 219 221
Diluted Net Income Per Share Information:
Income Before Cumulative Effect of Accounting Changes $2.98 $1.73 $2.08 $1.82 $1.71 15%
Nat Income Per Share $2.98 $1.73 $2.08 $1.82 $1.679 15%
Average Number of Shares Outstanding 264 251 221 221 223
Cividends Paid Per Share $1.46 $1.26 $1.11% $ o9 $ 93 10%
Return on Average Stockhoiders’ Equity 23% 17% 26% 26% 26%
Year-end Financial Positicn:
Working capital $(,757) $ 204 $ 192 $ 110 $ 54
Total assets $11,871 $7.912 $4,545 $4,330 $3,831
Long-term debt $ 1,590 $1,240 $ 458 $ 411 $ 409
Stockholders' equity $ 3,659 $3,233 $1,889 $1,666 $1.451
Total shares outstanding {excluding treasury shares) 257 255 217 218 220
Other Information:
Number of employees 54,300 36,400 27,000 27,200 26,100
Stock price rangas—
U.8. exchanges—High $64.31 $53.33 $38.29 $30.04 $29.59
—Low $43.38 $34.21 $28.08 $25.37 $23.75
tonden Stock Exchange—High £38.78 £32.71 £22.78 £19.50 £19.65
—Low £25.59 £20.37 £18.29 £15.96 £15.11
Price/earnings multiple 19.6 28.7 16.7 16.3 15.9

@ Includes $2.2 billion of commercial paper borrowings made to initially finance the acquisiticn of Sedgwick.

© Includes the operating results of Johnson & Higgins, an insurance broking and cansulting services firm, acquired in March 1897 and CECAR, a French insurance
services firm.

€ Includes a special charge of $244 million.

@ The Frizzell Group Limited was scld in June 1996,

i Includes net special charges of $33 million partially offset by a $33 million gain on the sale of Frizzall.

i Includes a tax adjusiment that reduced income taxes by $40 million.

8 Reflects the adoption, effective January 1, 1894, of SFAS No. 112, “Employers’ Accounting for Postretirement Benefits.”

See Management's Discussion and Analysis of Financial Condition and Results of Operations for discussion of significant items affecting the results of operations in
1898 and 1997.
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SHAREHOLDER INFORMATION

Annual Meeting

The 1999 annual mecting of sharehalders will be
held at 10 a.m., Tlmrs:(lay, May 20, in the 2nd
floor auditorium of the McGraw-1ill Buil&ing,
1221 Avenue of the Americas, New Yorl-z City.
At the time of the mai]ing of this annual report,
the notice of the annual meetin and roxy state-
ment, togct}wr with a proxy card, is sc}i)'leduled to
be sent to each sharcholder.

Anticipate& 1999 Dividend Payment Dates
February 12 (paid), May 14, August 13,
November 15

Financial and Investor Information
Shareholders and prospective investors inquiring
about reinvestment and payment of (]i\'idcnds,
consolidation of accounts, c]langcs of registration
and stock certificate hol(lings should contact:

The Bank of New York

Shareholder Relations Depar‘cmcn’[

PO. Box 11258

Church Street Station

New York, NY 10286

Telephone: {800) 457-8068
(212) 815-2560

Certificates for transfer and address c11anges
should be sent to:

The Bank of New York

Receive and Deliver Department
PO Box 11002

Cliurch Street Station

New York, NY 10286

The Bank of New York

cfo Computershare Services
Registrar’s Depar‘cment

PQ. Box 82, Caxton House
Redcliffe Way, Bristol B399 7NH
Enaland

Telc&)lmuu: 11 7-93066()(}

The Bank of New York's Web site:
}'Lttp:,"fstocle.l)anhc){ny.corn

E-mail inquiries:
Shareowner-svcs@Emaﬂ.hanlzofny.com

Copies of our annual and quarterly reports,
and Forms 10-K and 10-Q, may be obtained

l)y contacting:

Corporate Developmeut

Marsh & Mclennan Companies, lne.
1166 Avenue of the Americas

New York, NY 10036

Telephone: (212) 345-5475

MMC’s Web site: www.marshmac.com

Stock Listings
MMC’s common stock (ticker symbol: MMC) is
listed an the New York, C}licago, Pacific and

London stock exchanges.

Cautionary Language
Regarding Forward-Looking Information

This annual report to sharcholders contains forward-looking
statements, which lﬂy their nature incolve risks and wncer
taitics. Plase refer to Marsh & McLennan Companies’
1008 Annual Report an Form 10-K for “Information
Concerning Forward-Looking Statemenis™ and a descrip-
tion ofcertar'n faciors that nay cause actual results to
Jfﬂ-cr fmm goafs rcferreaiI to herein or cantemp!’afed by such

sfafements.
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