Dear Sharebolder

am pleased to report that 2000 was another
chcellent year for MMC. Revenues increased 11
percent to $10.2 billion. Net income rose 23 percent
to $1.2 billion, and earnings per share, before special

charges for 1999, increased 18 percent to $4.10.

Our businesses grew and strengthened their positions
in their respective markets. Our attention to delivering
the finest and most comprehensive professional services
led us to continue our investment in the recruiting and
development of people who can build our company to
respond to chents throughout the world. We betieve
that this is vital to the creation of long-term value for

our shareholders.

It was a watershed year for our risk and insurance
services business. Marsh successfully completed the
integration of two large mergers. Initiatives introduced
over the last several years began to generare growth.
Marsh expanded its business in Europe and increased
the number of midsize companices it serves. Seabury &
Smith, our personal risk services company, delivered
broader services to affinity groups, consumers and
small businesses. Guy Carpenter, our reinsurance unit,

produced good new business results on a global basis

as clients continued to recognize its special expertise.
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Our risk and insurance services business had excellent
financial results. New business growth contributed 1o a
6 percent revenue increase to $4.8 billion, achieved in
a vear of changing insurance market conditions. Profit
margins also increased, and operating incorie grew by

17 percent to $944 million.

Putnam produced outstanding business results in a
year of extreme volatility and decline in U.S. equity
markets. Revenues grew 21 percent to $3.2 billion, and
operating income increased 23 percent to $1 billion,
Putnam’s $33 billion in net new sales in its mutual
fund and mstitutional businesses was double the
amount in 1999. Putram’s diversification across asset
classes and distribution channels, its balanced mix of
investment products and the quality of its assets were
all factors in the strength of its business. However,

1n a vear of equity market declines, Putnam ended
2000 with $370 billion in assets under management,

compared with $391 billion in 1999,

Mercer’s performance was strong. Revenues increased
9 percent to $2.1 billion, and operating income grew
20 percent to $312 million, with continued margin
expansion. All of Mercer’s consulting practices con-

tributed to these results. Mercer’s acquisition in 2000

of Delta Consulting Group, the leader in organizational

design and change management, creates an important
strategic link between Mercer’s business strategy
and human resource activities, making it possible to

provide complete solutons for clients.

MMC Capital, our private equity investment business,
launched its second rechnology fund with capital com-

mitments of $250 million, and it joined with Mercer to
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form a communications and information fund that

draws on the knowledge and expertise of both firms.

MMC has always been dedicated to providing the best
possible advice and services to clients. To achieve this,
the organization allows each operating company to
concentrate on the quality and delivery of work in its
field. The shared MMC vision and purpose allied to
individual company strategies have enabled us to build
a long record of successful client service in all of our
businesses. This has been important to our reputation
as a very effective owner of professional services com-

panies and has been key to growing sharcholder value.

MMC also seeks to strengthen its services to clients
from the association of its firms. Drawing on resources
across MMC has been valuable for our clients in

the past, and we expect it will be more so in the
future. MMC has appointed regional and country
executives who develop business and lead coordination
between individual operating companies in different
geographies. We share intellectual capital and
encourage communication among our professionals

through our Business In Combination initiative.




Collaboration has led to changes in our businesses.
MMC Capital targets its investment activities where it
is advantaged by our operating companies’ knowledge,
relationships and presence. MMC Enterprise Risk,
which draws on the talent and resources of Marsh
and Mercer, offers clients advice and transactional

capabilities on a full range of risks across their

enterprises.

of Sedgwick, has taken responsibility to lead MMC’s
crucial Business fn Combination imtiative. Norman, as
president ot Johason & Higgins, plaved an tmportant
role in the merger and was instrumental in integrating

Johnson & Higgins with Marsh before retiring.

MMC’s leadership has always set a high bar. The
people who lead our operating companies today are

as strong a group as the firm has

One person who has greatly enriched
MMC for many vears is A.J.C. Smith,
Atter a 39-vear career at MMC,
which inclades serving as chairman
for eight pivoral vears in MMC’s
growth and development, lan retired
in May. His leadership and guidance
have been invaluable to the organi-
zation and to me personally. His
professional and personal standards,
dedication and openness to new ideas
are part of his legacy to our company.
I am pleased that [an continues as
senior advisor and a member of our

board of directors.

During 2000, we welcomed William
L. Rosoft as general counsel for
MMC. Bill has served as a legal and

enjoved in its 130-vear history. On the
following pages, the heads of Marsh,
Putnam and Mercer talk abour their
respective companies’ performance

and goals for the future.

As a management team we are
devoted to growing MMC’ long-term
shareholder value. We have new
opportunities because of our market
leadership in each major business,
strong financial position, global
footprint and size, Each of our
compames is dedicated to being a
maguet for talent and developing great
leaders and professionals. We are
grateful to our colleagues whose
efforts on behalf of MMC and its

clients are the reason for our success.

business advisor to some of the

world’s leading companies. We are also pleased that
Gregory E Van Gundy, who has been general counsel
since 1979 and has made important contributions to

MMC, continues as corporate secretary.

Rob White-Cooper and Norman Barham retired from

the board in 2000. Rob, forimer chief executive officer

As the services we provide evolve and
economic conditions change, we remain committed to
delivering excellent work to our clients and value to

otir shareholders.

My~

J.W. Greenberg, Chairman March 2, 2001




Marsh & MecLennan Companics, Inc. and Subsidiarics

Consolidated Statements of Income

For the Three Years Ended December 31,

{1n millions of doilars, except per share figures)

e e L. %0OO 1998 1998
Revenue $10,157 $9,157 $7.190
Expense 7,978 7,690 5,770
Operating income 2,179 {467 1,420
Interest income 23 21 25
[arerest expense (2473 (233) (140)
Income before income taxes and minority interest 1,955 1,255 1,303
Income taxes 733 524 509
Minority interest, net of tax 21 5 —
Net income § 1,181 § 726 $ 796
Basic net income per share $4.35 $2.76 $3.11
Diluted net income per sharc $4.10 $2.62 $2.98
Average number of shares outstanding—Basic 272 263 256
Average number of shares outstanding—Diluted 284 272 264

The accompanying notes are an integral part of these consolidated statements, -

33




Consolidated Balance Sheets

Marsh & McLennan Companies, Inc. and Subsidiaries

December 31,

ol rmlhons nf dallars!

ASSETS
Current assets:
_. Cash and cash equivalents

S L8 2408428
Reccivables
Commissions and fees 2,370 1,949
Advanced premiums and claims 270 2464
. Ocher L 307 235
2,947 2,430
~ Less—altowance for doubrtul accounts and cancellations - 133y (132)
Ner receivables o - 2,812 2298
Plepmd dealer commissions—currenc portion 362 326
_ Other currentassers B - o228 23]
Total current assets 3, 639 3,283
Intangible assets 5,476 5,542
Fixed assets, net 1,360 f,314
Long-term investments 976 611
Prepaid dealer commissions 762 760
Other assets _ S o hsse o Lesd
$13,769 $13,174
LIABILITIES AND STOCKHOLDERS® EQUITY
Current liabilities:
Short-term debt $ 337 $ 1,131
Accounts payable and accrued liabilities 1,964 1,762
Accrued compensation and employee benefits 1,388 1,157
Accrued income taxes 291 188
_Dividends payable 139 !
~Total current liabilities _ - . 4,119 4,359
Fiduciary liabilities 3,627 3,333
Less—cash and investments held in a fiduciary capacity o (3,627) 3,333)
Long-term debt B 3 ) ~ 2,347 2,357
Other liabilities - L L 2,075 2,288
Commitments and contmgcnmes S o . - L -
Stockholders’ eguity:
Preferred stock, $1 par value, authorized 6,000,000 shares, none issued — —
Common stock, $1 par value, authorized 800,000,000 shares,
issucd 278,379,359 shares in 2000 and 270,493,147 shares in 1999 278 270
Additional paid-in capital 1,918 1,495
Retained earnings 3,323 2,674
Accumulated other comprehensive loss o - {149 (75)
5,370 4,364
_ Less—rreasury shares, at cost 2,352,046 shares in 2000 and 3467,350 shares in 1999 {142y {194)
- _ Total stockholders’ equity B 5,228 4,170
$13,769 $13,174

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

Consolidated Statements of Cash Flows

For the Three Years Ended December 31,
(It millions of dollars)

2000 1999 1998
Operating cash flows:
Net income $ 1,181 § 726 £ 796
Adjustmenss o reconcile net income to cash generated from operations:
Special (credits) charges i2) 337 (4
Depreciation of fixed assets and capitalized sofrware 305 275 190
Amortization of intangible assers 183 156 82
Provision for deferted income taxes 175 32 79
Integration related payments (179} (267) {122}
Prepaid dealer commussions (38) 28 {75)
Other Babilities (163 33 18
Other, net {139) (42} {23)
Net receivables (484) (4635) {171)
Orher current assets 10 166 63
Accounts pavable and accrued liabilities 84 (172) 1
Accrued compensation and employee benefits 231 316 173
Accrued income taxes 226 (36} 147
Effect of exchange rate changes 7 (26) {56} (2)
Nert cash generated from operations 1,364 1,031 1,154
Financing cash flows:
Net (decrease) increase in commercial paper {696} (809) 425
Other borrowings 197 1,180 32
Other repayments of debt (303) (734} (411}
Purchase of treasury shares {49 (13} (242}
Issuance of common stock 364 489 185
. Dividendspaid o s (375)
Net cash used for financing activiries (1,001} (334) (366}
[nvesting cash flows:
Addirticns to fixed assets and capitalized software {512) (476} (386)
Proceeds from sale of businesses 37 85
Acquisitions (99) (357) (302)
Other, net _ 44 (128} 80
Net cash used for investing activities N - (5308 (876) {608)
Effect of exchange rate changes on cash and cash equivalents o (21) (3 o 6
(Decrease) increase in cash and cash equivalents (188) {182) 186
Cash and cash equivalents ar beginning of year 428 610 424
Cash and cash equivalents at end of year $ 240 $ 428 $ 610

The accompanying notes arc an integral part of these consolidated statements.
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Marsh & Mclennan Companies, ne. and Subsidiaries

Consolidated Statements of Stockholders’ Equity
and Comprehensive Income

For the Three Years Ended December 31,

{In mrlhom of dr)[!ars except per JMM ﬁ"m&)

n S 2000 1999 1998
COMMON S5TOCK
Balance, beginning of vear $ 270 $ 260 $ 172
Commeon stock issuance — 4 —
Common stock split — — 87
Issuance of shares under stock compensation plans and employee stock

purchase plans and related tax benefics 3 ) 1
B'\Eance end of vear ) B i o $ 278 $ 270 ¢ 260
ADDITIONAL PAID-IN CAPITAL
Balance, beginning of vear $1,495 4 973 4 994
Common stock issnance - 305 —
Acquisitions 17 — —
Common stock spht — — 187
Issuance of shares under stock compensation plans and employvee stock

purch_age Blags amj r@atgd_tpg bencﬁti S 406 217 66
Bllance, endofyear $1,918 $149J $ 9'7’
RETAINED EARNINGS
Balance, beginning of yvear $2.674 $2,412 $2.010
Net income'a! 1,181 726 796
Cash dividends declared —(per share amounts:

§1.95i0 2000, $175 in 1999 and $1.53in 1998) (532) (464) (394)
Balance endof year S $3,323 $2.674 $2ﬁ412
ACCUMULATED OTHER COMPREHENSIVE (1.OSS) INCOME
Balance, beginning of year $ {75 $ 206 § 167
Foreign currency transtation adjustmentsit {127} (138) 18
Unrealized securities holding gains (losses), net of reclassification adjustmentst 56 {140) 45
Minimum penston llabllltv adyustmem“” 43 3 (24}
Balance, endofyear 7$ (149) Y Uy ‘5 206
TREASURY SHARES
Balance, beginning of year $ (194 $ 1192) $ {110
Purchase of treasury shares {49} {13} (242)
Issuance of shares under stock compensation plans and employee

stock purchase plans B o 101 il 160
Bal"mcc, end ofyecar S (142) % (194} %192
TOTAL STOCKHOLDERS® EQUITY - $5,228 54,170 53,659
TOTAL COMPREHENSIVE INCOME (a+b+c+d) $1,107 $ 443 $ 833

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




Mazsh & McLennan Companies, Ine. and Subsidiaries

Notes to Consolidated Financial Statements

1 Summary of Significant Accounting Policies

Nature of Operations: Marsh & McLennan Companies, Inc.
{(“MMC"), a professional services firm, is organized based on
the different services that it ofters. MMC operates in three prin-
cipal business segments: risk and insurance services, investument
management and counsulting. The risk and insurance services
segment provides insurance broking, reinsurance broking and
program management services for business, public entity, insus-
ance company, professional, association and private clients. It
also provides services principally in connection with originat-
ing, structuring and managing insucance, financial services and
other industry-focused investments. The investment manage-
ment segment primarily provides securities investment advisory
and management services and administrative services for a
group of publicly held investment companics and institutional
accounts. The consulting segment provides advice and services
to the managements of organizations primarily in the areas

of human resources and employvee benefit programs, general
management consulting, organizational change and economic
consulting and analysis.

Principles of Consolidation: The accompanying consolidated
financial statements include the accounts of MMC and its
majority owned subsidiarics. Various subsidiaries and affiliates
have transactions with each other in the ordinary course of
business. All significant intercompany accounts and transac-
tions have been eliminated. Certain reclassifications have been
made to the prior year amounts to conform to the current

year presertation.

Fiduciary Assets and Liabilities: In its capacity as an insurance
broker or agent, MMC collects premivms from tasureds and,
after deducting its commissions, remits the premiums to the
respective insurance underwriters. MMC also collects claims or
refunds from underwriters on behalf of insureds. Unremitted
msurance premiums and claims are held in a fiduciary capacity.
Interest income on these iduciary funds, included in revenue,

amounted to $195 million in 2000, $167 million in 1999 and
$137 million in 1998.

Net uncollected premiums and claims and the related payables,
amounting to $10.8 billion at December 31, 2000 and $11.5 bil-
tion at December 31, 1999, are not included in the accompany-

ing Consolidated Balance Sheets.

In cerrain instances, MMC advances premiums, refunds or
claims to insurance underwrirers or insureds prior to collection.
These advances are made from corporate funds and are reflected

in the accompanying Consolidated Balance Sheets as receivables.

Revenue: Revenue includes insurance commissions, fees for
services rendered, contingent income from insurance carriers,
compensation for services provided in connection with the
organization, structuring and management of insurance, finan-
cial services and other industry-focused investments, including
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gains from sales of interests in such entities, commissions on
the sale of mutual fund shares and interest income on fiduciary
funds. Insurance commissions generatly are recorded as of

the effective date of the applicable policies or, in certain cases
{primarily in MMC’s reinsurance and London market opera-
tions), as of the etfective date or billing date, whichever is
later. Fees for services rendered are recorded as carned. Sales
of mutual fund shares are recorded on a settlement date basis
and commuissions thercon are recorded on a trade date basts,
in accordance with industry pracrice.

Cash and Cash Equivalents: Cash and cash equivalents primar-
ily consise of certificates of deposit and time deposits, generally
with original maturities of three months or less,

Fixed Asscts, Depreciation and Amortization: Fixed assets are
stated at cost less accumulated depreciation and amortization.
Expenditures for improvements arc capitalized. Upon salc or
retirement, the cost and related accumulated depreciation and
amortization are removed from the accounts and any gain or
loss is reflected in income. Expenditures for maintenance and
repairs are charged to operations as incurred.

Depreciation of buildings, building improvements, furniture
and equipment is provided on a straight-line basis over the
estimated useful lives of these assets. Leaschold improvements
are amortized on a straight-line basis over the periods covered
by the applicable lcases or the estimated useful life of the
improvement, whichever is less,

The components of fixed assets are as follows:

December 31,
{In millions of dollars) 2000 ) 1999
Furniture and equipment $1,117 $1,046
Land and buildings 559 613
Leasehold and building improvements 645 553
2,321 2212
Less—accumulated depreciation
and am_ortization {961) {898}
$1,360 $1,314

Intangible Assets: Acquisition costs in excess of the fair value

of net asscts acquired are amortized on a straight-line basis over
periods up to 40 years. Other intangible assets are amortized
on a straight-line basis over their estimated lives. MMC peri-
odically assesses the recoverability of intangible assets by
comparing expected undiscounted future cash flows from the
underlying business operation with recorded intangible asset
balances. If such assessments indicate that the undiscounted
future cash flows are not sufficient ro recover the related
carrying value, the assets are adjusted o fair values.




Prepaid Dealer Commissions: Essentially all of the murual
funds marketed by MMC’s investment management segment
are made avallable with a contingent deterred sales charge in
lieu of a tront-end load. The related prepaid dealer commis-
sions, initiatly paid by MMC ro broker/dealers for distributing
such funds, can be recovered through charges and fees received
over 1 m?mber Of years';. Thc.prépaltl d‘ialcr COMIMISSIONS are Concentrations of Credit Risk: Financial instruments that
generally amortized over a six-year period. potentially subject MMC to concentrations of credit cisk con-
sist primarily of cash and cash equivalents and commissions
and fecs receivable. MMC maintains a policy providing for the
diversification of cash and cash equivalent investments and
phaces 113 investments in an cxtensive number of high quality
financial institutions to limit the amount of credit risk exposure.
Concentrations of credic risk with respect ro receivables are
limited due to the large number of clicnts and markets in which
Income Taxes: Income taxes provided reflect the current and MMC docs business as weli as the dispersion across many
deferred tax consequences of events that have been recognized geographic areas.

in MM’ financial starements or tax returns. U.S. Federat
income taxes are provided on unrenitted foreign earnings
except those that are considered permanently reinvested,
which at December 31, 2000 amounted to approximasely
$800 million. However, if these earnings were not considered
permancnily reinvested, the incremental tax hability which
otherwise might be due upon distribution, ner of foreign tax
credits, would be approximately $83 million.

or currency forwards for speculative purposes. Ner amounts
received or paid under interest rate swaps are included in the
Consolidated Starements of income as incurred. Foreign cur-
rency gains and losses associated with currency forwards offset
the correlaring foreign currency gains and losses related to the
designated hedged irems.

Capitalized Software Costs: MMC capitalizes cectain costs to
develop, purchase or modify software for the internal usc of
MMC. These costs are amortized on a straight-line basis not
o exceed five years, Unamortized compurer software costs of
$204 million and $157 million at December 31, 2000 and 1999,

respectively, arc included in other assets in the Consolidated
Balance Sheets.

Per Share Data: Basic net income per share is calculated by
dividing net income by the average number of shares of MMCs
common stock outstanding. Diluted net income per share is
calculated by reducing net income for the potential minority
interest expense associated with unvested shares under the
Putnam Equity Partmership Plan, as discussed furiher in Note 7,
and adding back dividend equivalent expense related ro com-
mon stock equivalents. This result is then divided by the average
Risk Management lastruments: MMC uscs incerest rate swaps common sharcs outstan.ding,. which have been adjusted for the
and currency forwards to reduce certain exposures to fluctua- dilutive effect of potentially issuable common shares.
tions in interest and foreign currency rates, Thesc financial
exposures are managed in accordance with corporaie policy
and procedures. MMC does not enfer into intercst rate swaps

The following reconciles net income o net income for diluted
earnings per share and basic weighted average common

shares outstanding o difuted weighted average common
shares outstanding:

For the Three Years Ended December 31,
{In midlions}

2000 1999 1998
Net income $1 181 $726 $796
Less: Potential minority interest associated wich Mutnam Equicy Partncrship Plan (17) {14 {10)
Add: Dw:dcnd eql.malcnt expense related to common stmk equiv alent\ — —
Net income for diluted earnings per share $1,166 $712 %786
Basic weighted average common shares ousstanding 272 263 236
Dilutive effect of potentially issuable common shares 12 9 5
Diluted wmﬂhted average common shares outsmndmg 284 272 264

Estimates: The preparation of financial statements in confor-
mity with generally accepted accounting principles cequires
management to make estimates and assumptions thar affect
the reported amounts of assets and liabilities and disclosure

of contingent assets and liabilities at the date of the financial
staternents and the reported amounts of revenues and cxpenses

during rhe reporting period. Actual results could differ from
those estimates,

derivative instruments, including ceriain derivative instruments
embedded in other contracts and for hedging activities. Under
SFAS 133, certain contracts that were not formerly considered
derivatives may now neet the definition of a derivarive. MMC
will adopt SFAS 133 effective January 1, 2001, The adoption

of this standard will not have a material impact on MMC’s
consolidated Ainancial position, results of operations or

cash flows.

New Accounting Pronotuncements: Statement of Financial
Accounting Standards {(“SFAS™) No. 133, “Accounting for
Derivative Instruments and Hedging Activities,” is effective
for all fiscal years beginning after June 13, 2000, SFAS 133, as
amended, establishes accounting and reporting standards for

In December 1999, the SEC issued Staff Accounting Bulletin
No. 101 (“SAB 1017}, “Revenue Recognition in Finanrcial
Sratements,” which became effective in the fourth quarter of
2000. The implementation of SAB 101 did not have a material
impact en MMUC’s consolidared financial pesition, results of
operations or cash flows.
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2 Supplemental Disclosure to the Consolidated Statements of Cash Flows

The tollowing schedule provides additional informarion concerning acquisitions and interest and income taxes paid:

For the Three Years Euded December 31,
i1 millions of doflars)

f s of ¢ o S 7 2000 1999 1998
Purchase acquisitions:
Assets acquired, excluding cash $201 $357 $3,345
[iabilities assumed {8} — {852
Issuance of debt and other obligations {77} — 2,191
Shares issued (17y — —
Ner cash cutflow for acquisitions $ 99 $357  $ 302
Interest paid $244 $211 $
Income taxes paid $305 $306 $ 305
3 Comprehensive Income
The components of other comprehensive income arc as follows:
For the Three Years Ended December 31,
(I millions of dotlars) 2000 1999 1998
Foreign currency translation adjustments $(127) %13 $18
Unrealized secarities holding gains {losses), net of income tax liability (benefit)
of $63, $(55) and $39 in 2000, 1999 and 1998, respectively 125 {106} 71
Less: Reclassification adjustment for realized gains included in net income, net of income
taxes of $38, $19, and $14 in 2000, 1999 and 1998, respectively S {34) 126)
Minimum pension liability adjustment, ner of income taxes of $2 in 2000 and 1999
and $16 in 1998, respectively (3) 3 {24)
$ (74) ${281} $39
The components of accumulated other comprehensive income are as follows:
December 31,
(In mllions of dotlars) 2000 1999
Foreign currency translation adjusoments $(389 262y
Unrealized sceuritics holding gains 270 214
Minimum pension liability adjustmene - 7 B an
$(149) $ (73)

4 Acquisitions, Dispositions and Integration Costs

Acquisitions: During 2000, MMC acquired Delta Consuleing
Group, an industry leader in corporate organizarional design
and change management consulting, and acquired or increased
its interest in several other insurance and reinsucance broking,
consulting and investment management businesses in transac-
tions accounted for as purchases for a toral cost of $193 mil-
lion. The cost of these transacrions exceeded the fair value of
net assets acquired by $187 million.

During 1999, MMC acquired a minority ownership interest in
Thomas H. Lee Partners, a private equity business, and
acquired or increased its interest in several other insurance an«d
reinsurance broking, insurance and program services and con-
sulting businesscs in transactions accounted for as purchases for
a total cost of $357 million. The cost of these transactions
exceeded the fair value of net assets acquired by $318 million.

39




In the fourth quarter of 1998, MMC consummated a business
combination with Sedgwick Group ple (*Sedgwick™), a
London-based holding company of one of the world’s leading
insurance and reinsurance broking and consulting groups, for
total cash consideration of approximately $2.2 biliion, which
was indtially funded with commercial paper borrowing. In
April 1999, MMC complered the sale of 4.1 million common
shares, realizing approximately $300 million of net proceeds.
In June 1999, MMC sold $600 million of 6.625% Senior Notes
due 2004 and $400 million of 7.125% Senior Notes due 2009.
The proceeds of these sales were used to repay a portion of the
commercial paper bocrowing. The business combination is
being accounted for using the purchasc method of accounting.
Accordingly, goodwill of approximately $2.8 billien resulting
from the purchase price allecation is being amertized over

40 years. Assets acquired and liabilities assumed have been
tecorded at their estimated fair values. No intangible assets,

other than goodwill, were acquired as part of the business
combination with Sedgwick.

The following unaudited pro forma summary presents the
consolidated resuits of operations of MMC as if the Sedgwick
business combination had occurred on January 1, 1998. The
pro forma results are shown for illustrative purposes only and
do not purport to be indicative of the results which would have
been reported if the business combination had occurred on the
date indicated or which may occur in the future. The pro forma
information reflected below includes the impact of pretax
special charges in 1298 of $201 miltion recorded by Sedgwick
prior to its being acquired by MMC, primarily related to
personal pension plan tedress issues discussed in Note 13,

The utilization of the 1999 charges s summarized as follows:

Year Fnded December 31,

{In neillions of dollars, except per share figuresh 1998

$8,646

Revenue
Net Income

514
Basic net income per share 1.94
Diluted net income per share 1.85

During 1998, MMC also acquired ot increased its intercst tn
several other insurance and retnsurance broking, insurance and
program services and consulting businesses for a total cost of
$413 million in transactions accounted for as purchases. The

cost of these acquisitions exceeded the fair value of net assets
acquired by $422 millien.

Dispositions: As part of the combination with Sedgwick, MMC
acquired several businesses that it intended to sell, including
insurance underwriting operations already in run-off and con-
sulting businesses not compatible with its existing operations.
MMC sold certain of these businesses for $355 million and

$85 million, respectively, in 2000 and 1999. The net hiabilities of
businesses 1o be disposed are reflected at their estimated realiz-
able values of $119 mitlion and $101 million at December 31,
2000 and 1999, respectively, and are included in accounts payable
and accrued liabilities i the Consolidated Balance Sheets. MMC
is continuing its cfforts to dispose of these operations.

[ntegration Costs: In 1999, as part of the integration of Sedg-
wick, MMC adopted a plan to reduce staff and consolidate
duplicative offices. The estimated cost of chis plan relating to
employees and offices of Sedgwick {“1999 Sedgwick Plan™)
amounted to $285 million and was included in the cost of the
acquisition. Merger-related costs for employecs and offices of
MMC {1999 MMC Plan™) amounted to $266 million and
were recorded as part of the 1999 special charge.

Changes Balance
Inicial Utilized Utilized in Dec. 31,
{Tn millions of dollars) 7 - Balﬁnc? in 1999 in 2000  Estimates 2000
1999 Sedgwick Plan:
Termination payments to employees $183 $i93) S(60) ${7) $23
Other eruplovee-related costs 5 (2) {1) {2) -
Future rent under noncancelable leases 48 (3) {12) - 28
Leasehold termination and related costs S 49 {1 V)] i (1) 27
- ) $285 $(113) $i84) $(10) $78
Number of employee terminations 2,400 (1,700} {7000 —_ —
Number of office consolidations 125 {500 (66) — 9
1999 MMC Plan: .
Termination payments to crployees $194 $(74) $(73} §7 $54
Future rent under noncancelable leases 31 5 {7 — 19
Leaschold termination and related costs 16 (3} {7y — 6
Other tntegration celated costs 25 (25} = — =
T S $266 $(107) $(87) $7 §79
Number of employee rerminations 2,100 (1,300 {800 — —_
Number of office conselidations 50 2m (24} — 6




Changes in estimates are attribucable to facts and circumstances
arising stibsequent to the original plan of integration. As a
result of changes n estimates, during the fourth quarter of
2000, reserves related ro che 1999 Sedgwick Plan of $10 million
were reversed and recorded as a reduction of goodwill, repre-
senting 7 million of employee termination costs, $2 million of
other employec-related costs, and $1 million of office consolida-
tion costs. MMC also recorded a special charge of $7 miltion
representing changes in estimated employee terminarion costs
refated to the 1999 MMC Plan. This $7 million special charge
was included in the net special credic of $2 million, as discussed
in Note 12.

The other integration caosts primarily consist of consulting fees
and system conversion costs incurred in 1999 as a result of the
restrucruring and merging of MMC and Sedgwick operations.

At vear-end 2000, the actions contemplated by this plan were
substantially complete. The majority of the remaining balances
for termination payments to employces are expected to be paid
in early 2001. Some accruals, primarily for furare rent under
noncancelable leases and salary continuance arrangements, are
expected to be paid over several years.

In 1997, as a cesult of a business combination with Johnson and
Higgins (“J& ™), MMC adopted plans to consolidare duplica-
tive offices and reduce staff. The estimated cost of the plans
relaring to emplovees and offices of J&H (1997 J&H Plan™}
amounted to $143 million and was included in the cost of the
acquisition. Merger-related costs for employees and offices of
MMC (%1997 MMC Plan”) amounted to $168 million and were
recorded as part of a special charge in 1997 In 2000, as a resulr
of changes in estimates, reserves for office consolidations
related to the 1997 J&H Plan of $3 million were reversed and
recorded as a reduction of goodwill. In addinon, reserves for
office consolidations related to the 1997 MMC Plan of $2 mil-
fion were reversed and included as part of the net special credit
of $2 million, as discussed in Note 12. At December 31, 2000,
the remaining reserves related to the 1997 [&H Plan and the
1997 MMC Plan were $36 million and $6 million, respectively.
The remaining balances, representing future rent under non-
cancelable leases and salary continuance arrangements,
primariiy in Canada and the Netherlands, are expected to

be paid our over several years.

5 Income Taxes

Income before income taxes and winority interest shown below
is based on the geographic tocation to which such income s
artributable. Although income taxes related to such income may
be assessed in more than one jurisdiction, the income rax provi-
s1on corresponds 1o the geographic location of the income.

For the Three Years Ended December 31,

{In @t'ﬁitms_ofdzﬁjars) o __290(3 ) ___l 99_9 o 19_9?
Income before income taxes and
minority interest:
U.S. $1,413 $1,004 $ 897
Other _ ] B ) 540__ 2,_‘31 o _498
$1,955 $1,255 $1,303
Income raxes:
Current—
U.S. Federal $ 436 § 362 $ 284
Other national governments 82 74 89
U.S. state and locql 60 - S6 ;‘)')7
5378 492 430
Deferred—
U.S. Federal 79 2 30
Orher national governments 87 40 49
U.S. state and i()cal - 9 o { EOJ_ -
175 32 B __?9
Total income taxes $ 733 4§ 524 $ 509

The significant components of deferred income tax assets and
liabilities and their balance sheet classifications are as follows:

December 31,

(T millions of dollars) 2000 1999
Deferred tax assets:
Accrued expenses not currently
deductible $ 707 § 776
Differences related to non-U.S.
operations 132 356
Accrued retirement benefits 106 124
Qther 34 19

$1,079 $1,275

Deferred tax liabilities:

Prepaid dealer commissions § 392 $ 381
Unrealized securities holding gains 143 117

Differences related to nen-US.
operations 43 78
Depretiation and amortization 98 58
Other 12 52
$ 688 $ 686

Balance sheet classifications:

Current asscts $ - $ 71
Other assers 419 518
Accrued income taxes (28) —
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A reconciliation from the TS, Federal statutory income rax rate
1o MMC's eftective income tax rate is as follows:

For the Three Years Ended

December 31, 700() 1999 1998
U.S. Federal stazutory rate 35.0% 35.0% 33.0%
Us. state and local income taxes—

net of U.S. Federal income

tax benefic 2.3 2.4 2.9
Differences related ro non-U.S.

operations (1.0} 2.1 (.4)
Other 2.2 2.3 1.3
Effcctl\c tax ratc 38.5% 4 |. 8 39.0%

In 1997, MMC received a Notice of Proposed Adjustment from
a local field office of the Taternal Reverue Service (“ERS™) chal-
lenging its tax treatment related to 12b-1 fees paid by Putnam.

This challenge has been resolved upon the publication of Rev-
enue Procedure 2000-38. In this Procedure, the IRS announced
it will accepr 2 mutual fund manager’s current 12b-1 rax treat-
ment through 2000 provided thar mutual fund manager elects
to adjust its tax treatmene prospectively beginning in 2001 to
any of the prescribed methods the IRS identified in this Proce-
dure, all of which will require amortization of distributor’s fecs
rather than the current deduction of those fees. Putnam intends
to make such an affirmative election and such clection will
resolve the current issue with the IRS,

Taxing authorities periodically challenge positions taken by
MMC on its tax returns. On the basis of present information
and advice received from counsel, it is the opinion of MMC’s
management that any assessments resulting from current tax
audits will not have a marerial adverse effect on MMC's consoli-
dated results of operations or its consolidared financial position,

6 Retirement Benefits

The following schedules provide informacion concerning MMC’s U.S, defined beneht pension plans and postretirement benefit plans

December 31,

U.S. Pension U.S. Postretirement

B WBEILIirq - 7 Bcncﬁtsf o
([n millions of d()iidrs! o o e %090__ B ~ 1999 ZOOQ_ ) 1999
Chqnge in benefit obhganon
Benefir obligation at beginning of vear $1,940 $1,956 $ 150 $165
Service cost 39 63 3 3
lnterest cost 143 134 12 11
Actuarial loss {gain) 83 (106) 17 {30
Benefits paid (110) (101} (i) (10
Dispositions — {6) — —
Plan amendmentss == =
Bencﬁtobhgat[on wtend of»@ar - S 2us 1940 170 150
(thmg,c in plan assets:
Fair value of plan assets at beginning of year 2,614 2,236 — —
Actual rerurn on plan assets 59 466 — —
Eraployer contributions 21 18 12 10
Dispositions 5 - —
Benefis paid B e ((7110)( o on o k2y o {10)
Fair vahue of plan 1sset> at end of year _ o 2,584 2,614 - =
F unded status 469 674 (170} {150)
Unrecognized net acruarial gain (354) (614) {(19) {36)
Unrecognized prior service cost (credit) 3 5 {2) (3
Unrccogm/cd transitionassec {25 = -
Net asset (liability) recognized S 99 § 42 S(191) $(189)
Amounts recognized in Balance Sheer consist of:
Prepaid bencfit cost $ 243 $ 166 5 — $ —
Agccrued benefir hability {196) {173 {191} {189}
Intangible assct 3 6 — -—
Accumu!atud other compr&hensncgp&.i)mu sy 45 = -
Net asset (hablllty) recognized $ 99 $ 42 $(191) $(189)
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The weighted average actuarial assumiptions utilized in determining the above amounts for the U.S. defined benefit and other postre-
rirement beaefit plans as of the end of the vear were as follows:

ULS. Pension U.S. Postretirement

Benehes Benefits
e 2000 1999 2000 1999
Weighted average assumptions: ST T T
Discount rase 7.5% 7.5% 7.5% 7.5%
Expected return on plan assets 10.0% 10.0% — —
Rate of compensation mncrease 4.25% 4.25% - —

The discount rate used to value the liabilities of the U.S. defined benefit pension plans and postreticement benefit plans reflects currenr
ingerest rates of high quality fixed income debrt securities. Projected compensation increases and potential cost of living adiustments
for retirees reflect current expectations as to future levels of inflation.

The benefit obligation, accumulated benefir obhigation and fair value of plan assets for the U.S. pension plans with accumulazed

benefit obligations in excess of plan assets were $321 million, $269 million and $106 million, respectively, as of December 31, 2000
and $298 miltion, $24% million and $109 million, respectively, as of December 31, 1999,

The components of the net periodic benefic (income) cost for the U.S. defined benefir and other postreticement benefit plans are as tollows

For the Three Years Ended December 31, . 7U57PCH“’EPETEFM e HS Pim:t_mmﬂ}t BE‘_'FI% _
(In mullions of (_{(JHJ;':'_’ _ e 2@(_) o _]999 - 1998_ . 2000 1999 1998
Service cost $ 39 $ 63 $ 46 § 3 $3 $ 3
Inrerest cost 143 134 104 12 11 10
Expected return on plan assets (217) {199} {146} — — —
Amortization of prior service cost (credit) 3 4 7 (1 {1) (2}
Amortization of rransition asset {5 {4) {4 — — —
Recognized actuarial (gain) toss oy i 7 ) {1) (1) —
$ (36} $§ 5 $ 12 $13 $12 $11

The assumed health care cost trend rate was approximately 9% in 2000, gradually declining to 4% in the year 2041, Assumed health

care cost trend rates have a significant effect on the amounts reported for the U.S. health care plans. A one-percentage-point change in
assumed health care cost trend rates would have the following effeces (in millions of doliars):

1-Percentage- 1-Percentage-

Point Encrease Point Decrease

Effect on total of service and interest cost components $ 2 ${2)
Effect on postretircment beneft obligation $23 $(19)




The following schedules provide information concerning MMC’s significant non-U.S. defined benefit pension plans and postretirement
benchi plans:

Non-U.S. Pension Non-U.5. Postretirement
December 3, o Bcjwﬁts{ S Bil‘lcrﬁrs -
(fu willions (deoh' A7) 2000 1999 2000 1999
C ha.ng,t: in benefit obllgauon S
Benefit obligation at beginning of year $2,729 $2,680 $ 42 $17
Service cost 95 96 1 1
Interest cost 152 156 3 2
Emplovee contributions 18 17 - —
Acrtuarial (gain) loss 32 {137) (3) (2)
Acquisitions — 120 - 24
Benchics paid {101 (103} (2 (1)
Foreign currency changes (2307 {101) (3) —
Plan amendments {3 3 — 1
chht ()bllg1t10n 1t f,l'ld of ve year 2,6‘92. - . 5_,729 38 42
Ch: ange in plan asscrs:
Fair value of plan assets at beginning of vear 3,311 2,721 — —
Actual return on plan assets 20 391 - —
Acquisitions - 131 — -
Company contributions 48 37 2 1
Employee contributions 13 17 - —
Benehies paid {101) {1035 {2) (1)
Foretgn currency Changes {272) {1on -
Fair value of plan assets at end of year 3,024 3,311 - - -
Funded status 332 382 {38} {(42)
Unrecognized net acruarial (gain) loss (231) {523) (1) 2
Unrecognized prior service cost 7 10 — —
Unrecogm?ed transinon asset — {3 — —
Ner asset (hablht) ) recogmzed § 108 $ 64 $(39) $140)
Amounts recognized in Balance Sheect consist of;
Prepaid benefit cost $ 181 $ 176 5§ — 5 —
Acgrued benefic liability {73} (112} (39) (40)
Net asser (liability) recognized $ 108 § 64 $(39) $(40)
Weighted average assumptions:
Discount rate 6.0% 6.0% 6.4% 3%
Expected return on plan assers 8.9% 8.9% - -
Rate of compensation increase 4.2% 4.2% - —

The benefit ebligation, accumulated benefit obligation and fair value of plan assets for the non-tLS, pension plans with accumulated

benefit abligations it excess of plan assets were $34 mithion, $42 million and $28 million, respectively, as of December 31, 2000 and
$64 million, $32 million and $31 mitlion, respectively, as of December 31, 1999.

The components of the net periodic bencfit {income) cost for the non-U.S. defined benefit and other postretirement benefir plans are
as tollows:

For the Three Years Ended December 31 \I(m Us. Pe““C'E Beneﬁts . \j)“‘;pi Postretirement | >anhts
(In m:Hums o,f dolhm 2000 7 1999 1998 2000 o 71899 - 1?98
Service cost $ 95 5 96 $ 48 $1 $1 $—
Interest cost 152 156 a6 3 2 1
Expected return on plan assets {243) {238) (98) — — —
Amortization of prior service cost 1 — 1 — — —
Amortizarion of transition asset (&) {6 (6) — — —
Recogmzcd actu\rnl loss = 1 = - ==

5 (1 5 09 $11 $4 $3 $1
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The assumed health care cost trend rate was approximately
6.7% in 2000, gradually declining ro 44% in che year 2006.
Assumed health care cost trend rates have a significant effect on

the amounts reported for the non-U.S. health care plans. A one-
percentage-point change in assumed health care cost trend rates
would have the following effects {in miftions of dolars):

Effect on total of service and intercst cost components
Effect on postretirement benefit obligation

I-Percentage- 1-Percentage-

Point Increase
$1
$3

Point Decrease

S el
54y

Contribution Plans: MMC maintains certain defined contribu-
tion plans for its cnuployees, including the Marsh & McLennan
Companies Stock Investment Plan {“SIP”Y, the Putnam Invest-
ments Profic Skaring Retirement Plan {the “Putnam Plan™) and
the Sedgwick Savings and Investment Plan (“Sedgwick SIP™).
Under these plans, eligible employees may contribute a percent-
age of their base salacy, subject to certain limitations. For the

SIE, MMC matches a portion of the employees’ conrributions,
while under the Putnam Plan the contributions arc at the discre-
tion of MMC subject to IRS limitations. Contributions to the
Sedgwick SIP ceased on December 31, 1999, The cast of these
defined contribution plans was $79 milfion, $74 million and
$62 million for 2000, 1999 and 1998, respecrively.

7 Stock Benefit Plans

As provided under SFAS No. 123, “Accounting for Stock-Based
Compensation,” MMC has elected to continue to accouat for
stock-based compensation i accordance with Accounting Prin-
ciples Board Opinion No. 235, *Accounting for Stock Issued to
Employees” (“APB 257) and has provided the required addi-
tional pro forma disclosures.

[n accordance with the intrinsic value method allowed by APB
25, no compensation cost has been recognized in the Consoli-
dated Sratements of Income for MMC’s stack option and stock
purchase plans and the stock options awarded under the Put-
nam Ivestments Equity Partnership Plan. Had compensation
cast for MMC’s stock-based compensartion plans been deter-
mined consistent with the fair value method prescribed by SFAS
No. 123, MMC’s net income and net income per share tor 2000,
1999 and 1998 would have been reduced to the pro forma
amounts indicated in the table below.

{In wullions of doflars,

except per share figures} 2000 1999 1998
Net Income:
As reported §1,1%1 §726 § 796
Pro forma $1,100 $673 $ 762
Net Income Per Share:
Basic:
As reported $ 4.35 §2.7¢ 311
Pro forma $ 4.05 $2.56 $2.98
Diluted:
As reported S 4.10 $2.62 $2.98
Pro forma S 3.82 $2.42 $2.85

The pro forma information reflected above includes stock
options issued under MMC incentive and stock award plans
and the Putnam Iuvestments Equity Parmership Plan and stock

issued under MMC stock purchase plans. Such informarion
may not be representative of the amounts to be expected in
future years as the fair value method of accounting contained in

SFAS No. 123 has not been applied to options granted prior to
January 1995.

The fair value of each of MMCT’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 2000, 1999
and 1998, respectively: dividend vield of 2.0% for 2000 and
3.0% for 1999 and 1998; expected volarlity of 26.3% in 2000,
22.7% in 1999 and 18.9% in 1998; risk-frec interest rate of
6.5% in 2000, 5.2% in 1999 and 5.6% in 1998, and an expected
lite 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 received by the option holder. The weighted
average fair value of oprions granted during the vears ended
December 31, 2000, 1999 and 1998 was $26.70, $16.09 and
$11.63 per share, respectively.

MMC Inceative and Stock Award Plans: In 2000, the Marsh &
McLennan Companices, knc. 2000 Employee Incentive and
Srock Award Plan {the #2000 Employee Plan™) and the Marsh
& McLennan Companics, Inc. 2000 Seaior Executive Incencive
and Stock Award Plan (the “2000 Executive Plan”™) were
approved. The 2000 Employce and Executive Plans (the “2000
Plans”) replaced the 1997 Employee Incentive and Stock Award
Plan and the 1997 Senior Executive Incentive and Stock Award
Plan {the “1997 Plans”). The types of awards permitted under
these Plans include stock options, restricted stock, stock bonus
units, vesiricted and deferred stock units payable in MMC com-
mon stock or cash, and other stock-based and performance-
based awards. The Compensationn Committee of the Board of




Directors {the “Compensation Committee” ) determines, at

its discretion, which affiliates may participate in the plans,
which eligible emplovees will receive awards, the types of
awards to be received and the terms and conditions thereof,
The right of an emplovee to receive an award may be subject

to performance conditions as specified by the Compensation
Committee. The 2000 Plans contain provisions which, in the
event of a change in conteol of MMC, may accelerate the vest-
ing of the awards. Awards relating to not more than 40,000,000
shares of common stock may be made over the life of the 2000
Emplovee Plan plus shares remaining unused under pre-existing
approved stock plans. Awards relating to not morc than
4,000,000 shares of common stock may be made over the life
of the 2000 Execurive Plan plus shares remaining unused under

pre-existing approved stock plans, There were 32,150,871,
13,671,576 and 24,506,619 shares available for awards under
the 2000 Plans and prior plans at December 31, 2000, 1999 and
1998, respectively.

Stock Options: Options granted under the 2000 Plans may be
designared as incenrive stock options or as nonqualified stock
options. The Compensation Commitree 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 exercisc price may be paid and the form of such payment.
Excepr under certain limited circumstances, no stock option
may be granted with an excreise price of less than the fair mar-
ket value of the stock ar the tme the stock option is granted.

Stock option transactions under che 2000 Plans and prior plans are as follows:

2000

~ Woeighted Average

1999
Weighted Average

1993

Weighted Average

e Shares ) Exel‘rcisgvl’riifci B Skarcs l‘%xercise Price ) Skares Exercise Price
Balance at beginning of period 30,018,436 $48.91 26,492,820 $38.27 24,332,522 $31.18
Granted 7,184,130 §91.33 7,992 425 $73.86 6,115,165 $60.19
Exercised (5,399,469) $35.68 (3,809,839} $29.95 (3,427,830 $26.63
Forfeited {668,082) $70.79 - (656,970) $37.61 {527,037 $38.76
Balance at end of period 31,135,015 $60.41 30,018,436 $48.91 26,492,820 $38.27
Options exercisable at year-end 15,610,530 $42.88 15,231,609 $34.25 14,587,332 $30.01

The following rable summarizes information about stock options at December 31, 2000:

- o Options Outstanding - 7 Opttons Exercisable
Weighted Average

Range of Outstanding Remaining Weighted Average Exercisable  Weighted Average
Exercrise Prices 7 ar 12,"31.’00 Contr_actual Life o ‘i‘}xercisc P{ice at 12/31/00 Exercise Price
$23.81-31.19 2,766,792 3.0 vears $26.48 2,766,792 $26.48 :
$31.20-60.23 14,264,634 3.3 vears $44.14 10,890,282 $40.78 [
$60.40-124.65 14,103,589 8.6 years $53.52 1,953,456 $77.86
$23.81-124.65 31,135,015 6.6 years $60.41 15,610,530 $42.88

Restricted Stock: Restricted shares of MMC’s cominon stock
may be awarded and shall be subject to such restrictions on
transferabilicy and other restrictions, if any, as the Compensation
Committee may wmpose. The Compensation Comimittee may
also determine when and under whar circumstances the restric-
tions may lapse and whether the participant shall have the nighes
of a stockholder, including, without limitation, the right to vote
and receive dividends. Unless the Compensation Committee
deterrmines otherwise, restricted stock that is still subject o
restrictions shall be forfeited upon termipation of employment.

There were 127,800, 100,700 and 162,600 restricted shares
granted in 2000, 1999 and 1998, respectively. MMC recorded
compensation expense of $13 million in 2000, $8 million in
1999 and $10 million in 1998, related ro these shares. Shares
that have been granted generally become unrestricted at the ear-
lier of: (13 January 1 of the eleventh vear following the grant or
{2) the later of the recipient’s normal or actual ceticement date.

Restricted Stock Units: Restricted stock units, payable in stock
ot cash, may be awarded under the Plans. The Compensaticn
Commitgee shall determine the restrictions on such units, when
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the restrictions shall lapse, when the units shall vest and be
paid, and upon what terms the units shalf be forfeited.

There were 137,391, 167,845 and 128,255 restricted stock units
awarded during 2000, 199% and 1998, respectively. The total
value of the restricred stock units at the rime of the award was
$14 million, $12 million and $7 millton in 2000, 1999 and 1998,
respectively. The cost of the awards is amortized over the vest-
ing period, which is generally three years.

Deferred Stock Units: Deferred stock units, pavable in scock
or cash, may be awarded under the Plans. The Compensanion
Commitree shall determine the restrictions on such unirs,
when the restrictions shall lapse, when the units shall vest and
be paid, and upon what terms the units shall be forfeited.

There were 648,726, 1,618,064 and 366,315 deferred stock

units awarded during 2000, 1999 and 1998, respectively. The
total value of the deferred stock unit awards was $60 million,
$99 million and $33 million in 2000, 1999 and 1998, respec-
tively, The cost of the awards is amortized over the vesting

period which is generally three years, however, 1999 and 1998
aperating expenscs reflect $71 millien and $11 million of charges,




respectively, celating to acquisition-related stock uoir awards

weighted average assumptions used for geants wn 2000, 1999
issued to certain senior emplovecs of Sedgwick (see Note 12),

and 1998: dividend vield of 5.0% for 2000, 1999 and 1998;

Putnam Investments Equity Partnership Plan: In 1997, Putnam expected volaality of 38.3% in 2000, 33.2% in 1999 and 28.3%
B . i N O . N - 5 5 - - A | R S a 1
adopted the Putaam Investments Equity Partnership Plan {the m 1 ))8_’3“55“ free interest rate of 6.5% in 2000, 5.2% in 1999
- N P 3 ‘f‘ 4 =« 2 s y r, e - ~
“Equity Plan™) pursuant to which Putnam is authorized to and ’6 7 0 19985 and an expected life of five years. The com-
grant or sell to certain emplovees of Pumam or its subsidiarics pensation cost as generated by the Black-Scholes model may not
restricted shares of a new class of common shares of Putnam i)e ”;d'catl_w of the future benefit, if any, that may be received
Investments Trust, the parent of Putnam Investments, LLC (fl HCBOPUQH holder. The weighted average fair value of each
; ; - las as $2443 1 764 i el &
which was recently csrablished as part of a corporate reorgani- \ ";S option was $2443 in 2000, $1764 in 1999 and $1042
zation (*Class B Common Shares™) and options to acquire the in 1998.

Class B Common Shares. Such awards or options generally vest
over a four-vear period. Holders of Putnam Class B Commnion
Shares are not enticled to vote and have no rights to convert
their shares into any other securities of Pumam. In cerrain cir-
cumstances, Class B Common Sharcs will be converted into
Class A Common Shares. Awards of restricted stock and/or
options may be made under the Equiey Plan with respect to a
maximumn of 12,000,300 shares of Class B Common Shares, as
adjusted for certain issuances of Putnam Class A Common
Shares, which would represent approximately 12% of the out-
standing shares on a fully diluted basis. Putnam made awards
pursuant to the Equity Plan with respect 1o 2,041,000,
3,100,200 and 3,660,000 shares of Class B Common Shares and
shares subject to options in 2000, 1999 and 1998, respectively.
These awards included 1,020,500, 1,550,100 and 1,830,000
restricted shares with a value of $90 million, $120 million and
$94 miltion in 2000, 1999 and 1994, respectively. These awards
also included 1,020,500, 1,550,100 and [,830,000 shares subject
to options in 2000, 1929 and 1998, respectively. There were
1,677,000 shares available for grant relaced to the Equity Plan as
of December 31, 2000. In addition, the MMC Board of Direc-
tors has authorized an increasc in the number of shares that can
be made available to Putnam employees by 4,600,060 shares.

MMC Stock Purchase Plans: In May 1999, MMC’s stockholders
approved an emplovee stock purchase plan (the 1999 Plan™)

to replace the 1994 Employee Stock Purchase Plan (the “1994
Plan™), which rerminated on September 30, 1999, following irs
fifth annual offering. Under these plans, cligible emplovees may
purchase shares of MMC’s cammon stock, subject to certain lim-
1ations, at prices not kess than 85% of the lesser of the fair mar-
ket value of the stock art the beginning or end of any offering
period. Under the 1999 Plan, no more than 20,000,000 shares

of MMC’s common stock plus the remaining unissued shares

in the 1994 Plan may be sold. Employees purchased 2,099,990,
2,368734 and 1,932,060 shares in 2000, 1999 and 1998, respec-
tively, At December 31, 2000, 21,031,716 shares werc available
for issuance under the 1999 Plan. In 1995, MMC’s Board of
Directors approved the Marsh & Mcl.ennan Companies Stock
Purchasce Plan for Internationa! Emplovees (the “International
Plan™), which is similar 1o the 1999 Man. Under the Imternational
Plan, no niore than 1,500,000 shares of MMC’s common stock
may be sold. Employees purchased 384,507, 339,594 and 238,854
shares in 2000, 1999 and 1998, respectively. At December 31,

2000, 310,545 shares werce available for issuance under the
International Plan.

The fair value of each employee purchase right granted under
these Stock Purchase Plans is included in the pro forma net
income for 2000, 1999 and 1998 and was estimated using the
Black-Scholes model with the following assumptions: dividend
vield of 2.0% for 2000 and 3.0% for 1999 and 1998; expected life
of one year; expected volatility of 26.3% for 2000, 22.7% for

In 1999, pursuant to an executive Compensation agrecment,
Purnam awarded 103,000 restricted stock units with a value of
$8 million and 105,000 options related to Class B Common
Shares to an executive of Putnam. These shares are incremental
to the shares issued under the Equity Plan.

The fair value of each option grant included in the pro 17999. 3{1({:8.90/0 f(zil%& an:;{, risk—fl('e;e intecest rate of 6.1% for
forma net income is estimated on the date of grant using the ‘_’O_OU’ ID.D /o_for‘19)) and 4‘4_’0 for 1998. The nghc[eé average
Black-Scholes option-pricing model with the following fair value of each purchase right granted in 2000, 1999 and 1998

was $3440, $16.15 and $10.61, respectively.

8 Long-term Obligations

MMC leases office facilities, cquipment and automobiles under
noncancelable operating leases, Thesc leases expire on varying
dates; in some instances contain renewal and expansion

and other charges. Approximately 97% of MMC’s icase
obligations are for the use of office space.

X . - dividend he The accompanying Consolidated Statements of Income include
oprions; do not restrict the lpa) ment of divi cnc(s{ur the incur- net rental costs of $359 million, $363 million and $313 million
rence of debt or addxt.!.onal ease §bhgntmns; and contain ne sig- for 2000, 1999 and 1998, respectively, after deducting rentals
nificant purchase options. In addition to the basc rental costs,

) from subleases {$8 million in 2000, and $7 million in 1999
occupancy lease agreements generally provide for rent escala- and 1998)
tions resulting from increased assessments for real estate taxes
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At December 31, 2000, the aggregare future mininum rental
commitments under all noncancelable operating leasc
agreements are as follows:

For the Years Ending Gross  Rentals Net
December 31, Reural from Rental
ha miltions of doliars) Commirments Subleases Commitments
2001 $ 366 $22 $ 344
2002 324 17 3Q7
2003 289 11 278
2004 267 1L 256
2005 238 § 230
Subscquent vears 1,568 21 1,547

$3,052 $90 $2,962

MMC has entered into agreements with various service com-
panies to outsource certain information systems activities and
responsibilities. Under these agreements, MMC is required 1o

9 Short-term Debt

MMCs cutstanding short-term debe is as follows:

December 31,

il nullions of dollars) 2000 ]7999
Commercial paper $331 $1,027
Bank loans — 88
Current portion of long-term debe 6 6

$337 $1,131

The weighred average interest rates on cutstanding commercial
paper borrowing ar December 31, 2000 and 1999 arc 6.5% and
5.8%, respectively.

In June 2000, MMC arranged a $1.2 billion revolving credir
facility for the use of its subsidiary, Marsh USA Inc. The credit
faciliey replaced a similar facility that expired durtng 2000.
Borrowing under the facility, which expires in 2001, is guaran-

pay minimum annual service charges. Additional fees may he
pavable depending upon the volume of transactions processed
with all furure pavments subject to increases for inflation. Ar
December 31, 2000, the aggregate fixed future minimum com-
mitments under these agreements are as follows:

Future

For the Years Ending December 31, Minimem
(B milfions of dollars) Commitments
200 831
2002 19
2003 13
2004 11
§Ll§seqllellr years —
$74

teed by MMC and supports Marsh USA Inc.’s commercial
paper borrowing. Commitment fees of 5 basis points are
payable on any unused portion. The facility requires MMC to
maincain consolidared net worth of at least $2.8 billion and
contains certain other restrictions relating to consolidations,
mergers and the sale or pledging of assets. No amounts were
ourstanding under this facility at December 31, 2000,

MMC maintains credic facilities with various banks, primarily
refated to operations located outside the United States, aggre-
gating $277 million at December 31, 2000 and $196 million at
December 31, 1999 At December 31, 1999, MMC had borrowed
%88 million under these facilities, which was included in short-
term debt. No amounts were outstanding under these facilities
at December 31, 2000.

10 Long-term Debt

MMC’s ontstanding long-term debt is as follows:

December 31,

(In millions of dollars) . . N _200_0{_ _71?,99,
Commercial paper $1,000 $1,000
Senitor notes—6.625% due 2004 596 394
Senior notes—7125% due 2009 398 398
Mortgage—9.8% due 2009 200 200
Notes payable—8.62% due 2012 30 83
Notes payable—7.68% due 2006 62 3
Other S LA
2,353 2,373

Less current portion 616
$2,347  $2,357
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Commercial paper borrowing of $1.0 billion at December 31,
2000 and 1999 has been classified as long-term debt based
on MMC’s intent and ability to maintain or refinance these
obligations on a long-term basis.

During 1997, MMC exceuted a revolving credit facility with sev-
eral banks to support its commercial paper borrowing and to
fund other general corporate requirements. This noncancelable
facility, which expires in June 2002, provided that MMC may
borrow up to $1.2 billion at market rates of interest which may
vary depending upon the level of usage of the facilicy and
MMC's credit ratings. Commitment fees of 7 basis points are
payable on any unused portion. The facility requires MMC to
maijntain consolidated net warth of at least $1.7 billion and con-
tains other restrictions relating to consolidations, mergers and




the sale or pledging of assers. Thas facthiey was amended in Janu-
ary 2000 to reduce the aggregare commirment trom $1.2 billion
o $1.0 billhon. No amounts were ourstanding under this revolv-
g credit facility at December 31, 2000 or December 31, 1999,

o June 1999, MMC sold $600 million of 6.6235% Senwor Notes
due 2004 and $400 million of 7.123% Senior Notes due 2009,
the proceeds of which were used to repay a portion of the com-
mercial paper borrowing that was used initially to finance the
Sedgwick acquisition.

MM has a fixed rate nonrecourse morrgage note agreement
due in 2009 amounting 1o $200 million, bearing an interest

rate of 2.8%, in connccrion with its interest in s worldwide
headquarrers building in New York City, In the event che mort-
sage is toreclosed tollowing a defauly, MMC would be enritled
1o remain in the space and would be obligated to pay rent

sufficient to cover interest on the notes or at fair market value
if greacer,

Scheduled repayments of long-term debr in 2001 and in the
four succeeding vears are $6 million, $U bitlion, $4 willion,
$6035 million and $3 million, respectively,

11 Financial Instruments

The estimated fair value of MMC’s significant financial insteu-
ments is provided below. Cerrain estimates and judgments werc
required to develop the fair value amounts. The fair value
amounts shown below are not necessarily indicative of the
amounts that MMC would realize upon disposition nor do they
indicate MMC’s intent or ability to dispose of the financial
instrument.

1999
Carrying  Fair Carryving  Fair
Amount  Value Amount Value

Drecember 31,
(I millions of dotlars}

Nonderivatives:
Cash and cash
equivalenrs $ 2408 240 § 428% 428
Long-term investments 976 976 611 61l
Short-term debrt 337 337 1,131 1,131
Long-term debt 2,347 2,414 2,357 2,374
Derivatives:
Orther assets:
Interest rate swaps — - - 3

Forward exchange contracts 22 22

Cash and Cash Equivalents: The estimated fair value of MMC’s
cash and cash equivalents approximartes their carrving value.

Long-term Investments: Long-term investments primarily con-
sist of available for sale sccurities recorded at quoted market
prices. MM also has certain additional long-term investments,
for which there are no readily available marker prices, amount-
ing to $99 million and $117 miltion at December 31, 2000 and
1999, respectively, which are carried on a cost basis. Based on
present information, MMC believes that the cost of these
investments approximartes their fair value.

MMC has classified as available for sale primarily equity
securitics having an aggregate fair value of $877 million and
$494 million ar December 31, 2000 and 1999, respectively.
Gross unrealized gains amounting ro $4359 million and

$£343 million and gross unrealized losses of $46 million aand
$12 million at December 31, 2000 and 1999, respectively,

have been excluded from carnings and reported, net of deferred
income taxes, as accumulated other comprehensive income
which is a component of stockholders’ eguity,

MMC recorded net gains associated with s long-term invest-
menes of $72 mitlion, $53 million and $40 million, tn 2000,

1999 and 1998, respectively. Proceeds from the sale of availalle
for sale securities for the years ended December 31, 2000, 1999
and 1998 were $237 million, $105 million and $62 mitlion,
respectively. Gross realized gains on available for sale securities
sold during 2000, 1999 and 1998 amounted to $108 million,
$53 million and $40 willion, respectively, fn 2000, MAMC
recorded a loss of $36 million related to the impairment of cer-
tain long-term investments. The cost of securities sold is deter-
mined using the average cost merhod for equity securitics.

A portion of insurance fiduciary funds which MMC holds to
satisty fiduciary obligations are invested in high qualicy debr
secunties. The difference between cost and fair value of these
investrments is not material.

As of December 31, 2000 MMC was committed to purchasc,

in Januvary 2001, a munority investment in Gruppo Bipop-Carire
S.p.AL as part of a joine venture agreement, The commitred puc-
chase price of $286 million has been recorded as a liability in
accounts pavable and accrued liabilities along with a corre-
sponding available for sale security included in long-term
investments in the Consolidated Balance Sheets.

Short-term and Long-term Debt: The fair value of MMCs
shore-term debt, which consists primarily of commercial paper
borrowing, approximates its carrving value. The estimated fair
value of MMC’s long-term debt is based on discounted future
cash flows using current interest rates available for debt with
similar terms and remaining maturities.

Interest Rate Swaps: Historically, MMC has managed its net
exposurc to interest rate changes by employing a mixture of
variable and fixed rate borrowings to finance MMC’s assct
base. MMC has utilized interest rate swaps to manage its
exposure to interest rate movements on its cash and invest-
ments as well as its interest expense on borrowings, The coun-
terpartics to these contracts are major financial insticutions.
Management belicves that risk of loss is remote and in any
event would be immaterial.

The fair values of these interest rate swaps are the estimared
amounts that MMC would receive to terminate the agreements

at the reporting date, taking into account the current interest
rate environment.
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A summary of MMCs interest rate swaps as of December 31,
2000 and 1999 is as follows:

Weighted Average

Notional Termination _ _ Interest Rates

o nriffions of dollars) Amount Dactes  Receive Pay
2000 —
Receive fived —

pav variable $195 2001-2003 6.3% 6.35%
Receive variable—

pay fixed 5 37 2005 6.7%  5.8%
1999
Receive fixed—

pav variable $348  2000-2003 6.5%  5.8%
Receive vartable—

pay fixed § 39 2005 6.1%  5.8%

Forward Exchange Contracts: At December 31, 2000, MMC
had open forward exchange contracts to buv Euros for U.S,

dollars for an underlying principal amounrt of $488 millien and
sell Luros for WS, dollars for an underlying principal amount of
$234 million. In addition, MM had open torward exchange
contracts to purchase other foreign currencies for underlving
principal amounts totaling $7 milfion. These contraces were
entered into principally to hedge fiem commitments. The fair
value of these contracts is detcrmined using year-end forward
toreign currency exchange rates,

Option Contracts: MMC has entered into option contracts to
hedge its interest rate exposures telated to personal pension
plan redress liabilicies in the UK., discussed further in Note 13.
Ar December 31, 2000, the norional 2amounts of these option
contracts totaled $296 million, with amounts expiring over

the next two vears. All oprion contracts ar December 31, 2000
were out of the maney and as such the fair market value of
these contraces was insignificant. There is no potential for a
future loss associated with these oprions.

12 Special Credits/Charges

In the fourth quarter of 2000, MMC recorded a ner special
credit of $2 million. This included a special charge of $7 mil-
lion representing a change in the estimates related to the 1999
reserve for emplovee termination costs associated with the
Sedgwick transaction and reserves of $9 million for office con-
solidation costs which were reversed in 2000. Of the $9 million,
%7 million represented lease abandenment costs in London and
%2 million represented office consolidation costs associated
with the combination with J&H. The resulting net special
credit had no effect on diluted net income per shase.

During 1999, MMC recorded special charges rotaling
$337 million representing $266 million of merger-related

costs asseciated with the combination with Sedgwick and

$71 million primarily for acquisidion-related awards pertaining
to the Sedgwick transaction. The merger-related costs are dis-
cussed i detail in Note 4. The net impact of the special charges
was $233 million, afrer rax, or $.86 per diluted share.

During 1998, MMC recorded a special charge of $11 million
representing acquisition-related stock unit awards issued to
certain senior employees of Sedgwick. In addition, a reserve
of approximately $13 million related to a 1996 provision for
restructuring was reversed in 1998. The resulting net special
credic of $4 million increased dilured net income per share
by 3.01 tor the year.

13 Common Stock

In April 1999, MMC completed the sale of 4.1 million cornmon
shares realizing approximately $300 million of net proceeds.

On May 20, 1998, the Board of Directors authorized a three-
for-two stock distribution of MMC’s common stack, which was

issued as a stock dividend on June 26, 1998, All references
ta pec share amounts have been restated for this
stock distribucion.




14 Stockholder Rights Plan

On September 18, 1997, MM Board of Directors approved
the extension of the benefits atforded by MMC's previously
existing rights plan by adopting a new stockholder rights plan,
which was amended and restated as of [anuary 20, 2000.
Under the current plan, Rights to purchase stock, at a rare of
one Right for each commaon share held, were distribuced to
shareholders of record on Seprember 29, 1997 and automati-
caliv actach to shares issued thercafter. Under rhe plan, the
Rights generally become exercisable afrer a person or group (1)
acquires 15% or more of MMC’s outstanding common srock
or {i1) commences a tender offer chat would resule in such a per-
son or group owning 15% or more of MMC's common stock.

When the Rights first become exercisable, a holder will be
entitled to buy from MMC a unit consisting of one three-
hundredth of a share of Series A Junior Participating Preferred
Stock of MMC at a purchase price of $400. [t any person
acquires 15% or more of MMC’s common stock orifa 13%
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 sharcholder would become exercisable for common
stock of MMC {or in cerrain circumstances, other considera-
tion) having a market value equal to rwice the exercise price
of the Right. The Rights expire on September 29, 2007, except
as otherwise provided in the plan.

15 Claims, Lawsuits and Other Contingencies

MMC and its subsidiaries are subject to various claims, law-
suits and proceedings consisting principally of alleged errors
and omissions in connecrion with the placement of tnsurance or
reinsurance and in rendering investment and consulting ser-
vices. Some of these matters seck damages, including punitive
damages, in amounts which could, if assessed, be significant.

former non-Sedgwick subsidiaries of MMC for pension redress
and relared costs is estimated to be approximately $110 million,
essentially ali of which is expected to be recovered from insug-
ers. As of December 31, 2000, net sertlements and related costs
previously paid total approximately $55 million.

MMC's ultimarte exposure from the United Kingdom Personal
Investment Authority review, as presently calculated and includ-
ing Sedgwick, is subject to a number of variable factors includ-
ing, among others, the interest rare established quarterly by the
UK. Personal Investment Authority for calculating compensa-
tion, equity markets, and the precise scope, duration, and
methodology of the review as required by that Authority.

Sedgwick Group ple, since prior to its acquisition, has been
engaged tn a review of previously undertaken personal pension
plan business as required by Unired Kingdom regulators to
determine whether redress should be made to customers. As of
December 31, 2000, settlements and related costs previously
paid amount to approximaicly $200 million of which approxi-
mately $30 million ts due from or has been paid by insurers. As part of the combination with Sedgwick, MMC acquired
The contingent exposure of Sedgwick f(')r.pcnsion ref:{rcss and several insurance underwriting businesses that were already n
related costs is estimated to be 5240 million. Sedgwick h'f‘S run-off. Sedgwick had issued guarantees with respect to certain
recorded $100 million of reserves and recognized approxi- Liabilities of these c)pcrationsf

mately $140 millien of insurance recoverics related to this

exposure. On the basis of present information, ;1ntlc1p?1t§:d insurance

b £ bsidiarics of MMC ¥ coverage and advice received from counscl, it is the opinion of
Other Prebe‘l“ and tom;el,l SHESL “”'ICSI or i z{tre el“g‘_]g“ n MMC's management that the dispesition or ultimate derermi-
E ; ’ r a1y N P h 11 Ses . . . . 3 .
4 cgmpilra}[: € review o }:],“l persona %?'1510'1 P qr‘li USINESSES, nation of these claims, lawsuits, proceedings or guarantecs will
: . sir activ . se- _ )
althoug t: © (hxtent ‘UE thetraciivity in this area, a?l cor 5; | not have a material adverse cffect on MMC’s consolidated
quently t eir financial exposure, was proportionally much less results of operations or its comsolidated financial position.
than Sedgwick. The contingent cxposure of the present and

16 Segment Information

MMC operates in three principal business segments based on
the services provided. Segment performance is evaluated based
on operating income, which is after deductions for divectly
refated expenses and minority interest but before special

credits/charges. The accounting policies of the segments are the
same as those used for the consolidated financial statements
described in Note 1. Revenues are attribured to geographic
areas on the basis of where the services are pecformed.




S

Seleeted information about MMC’s operarting segments and geographic areas of operation follow:

For the Three Years Ended Revenue Segment
Drecember 31, from Fxternal Operating Total Depreciation and Capiral
(ln maillions of dottarss o __(}_El_%t_onltl_’i o i_nc_iﬂ_llc Assers Amortization Expenditures
3000 _ e it I Stk
Risk and Insurance Services S 4,780 $ 944 S 8,745 $304 §244
lnvestiment Management 3,242 1,027 2,276 100 139
Lonsultmg - 2,133 312 1,717 65 89
$10,157 §2,283 ©$12,738 S469 §472
1999 -
Risk and Insurance Services $ 4,523 % 808 $ 8,016 $275 $287
Investment Management 2,084 836 2,235 78 57
Consulting ) S 1950 260 1,511 54 50
$ 9157 $1,902 511,762 %407 C O §394
1998 —
Risk and Insurance Services $ 3,351 § 613 § 8,084 $171 $263
[nvestment Management 2,296 (77 1,437 53 70
Cﬁ[}sultmg 7 - !,543 7 202 1,490 41 50
$ 7,190 $1,492 811,011 $267 $383
A reconciliation of the totals for the operating segiments to the Information by geographic arca is as follows:
applicable line items in the consolidated financial statements is
as follows: Revenue
from Exrernal Fixed

(I millions of a'oln'ms) 2000 1999

Income Before Income T.}xcs
and Minority Interest

( ustorners

1998 {1 millions ()fdoiial“)
- Geographic Area:

—\ssets, Net

2000—
Total segment operating United States $ 7,223 $ 96
income $2,283 §1,902 $1,497  United Kingdom 1,292 310
Special credits (charges) Continental Eurape 769 52
{sce Note 12) 2 {337) 4 Ot_mf 3 873 82
Corporate expense (1273 {103} (76) o - 810,157 $1,360
Reclassification of minority =
interest 21 5 — 1)99‘
e United States $ 6,375 $ 822
Oper§t1ng income 2,179 1,467 1,42{’) United Kingdom 1,251 344
Interest mncome 23 21 25 Continental Europe 748 66
Interest expense (247) 233 (1400 Other 783 32
Total incorme before income I T A T T
taxes and minoricy interest  $1,955 $1,255 $1,305 § 9,157 S13le
- 1998~
United Stares $ 5,235 $ 720
Toral United Kingdom 320 413
Operating  Corporate/ TForal Continental Europe 551 33
{Ir millions of dollars) beg.,mcnts Eliminations Consolidated Other 594 69
Other Significant ltems: $ 7,190 $1,287
2000 —
Total assets $12,738 $1,031+ $13,769
Depreciation and
amortization 469 19 488
Capital expenditures 472 40 512
1999 —
Total asscts $11,762 $1.4120 13,174
Depreciation and
anortization 407 24 431
Capiral expenditures 394 82 476
1998—
Total assers $11,011 $ 8e0r  $11,871
Depreciation and
amtortization 267 5 272
Capital expenditures 383 3 386

(a} Includes intercst income on Aduciary funds {($1935 million In 2000, 5167 million in 1999 and §1

37 million in 19983,

b) Corporate assets primarily include unallocated goodwill, insurance recoverables, deferred tax assers and a portion of MMC’s headguarters buildin
P p } g £
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Report of Management

The maragement of Marsh & Mel.ennan Companies, Inc. has
prepared and is responsible for the accompanying financial
statements 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 LLP, independent auditors, have audiced the
financial statements and have issued rheir report thereon.

MMC maintains a system of internal accounting controls
designed to provide reasonable assurance that transactions are
executed in accordance with management’s authorization, that
assets are safeguarded and chat proper financial records are
maintained. Key elements of MMC’s internal controls include
securing the services of qualified personnel and proper segrega-
rion of duties. Internal auditors monitor the control system by
examining financial reports, by testing the accuracy of transac-
tions and by otherwisc obtaining assurance that the system is
operating in accordance with MMC’s objecnives,

The Audit Committee of the Board of Directors is composed
enrirely of independent outside directors and is responsible for
recommending to the Board the independent auditors to be
engaged to audit MMC's financial statements, subject to stock-
holder ranfication. In addirion, the Audit Committee meets
periodically with internal auditors and the independent audi-
tors, both with and without management, to discuss MMC’s
internal accounting controls, financial reporting and other
related marrers. The internal auditors and independent auditors
have full and unrestricted access to the Audit Committee.

Sandra 5. Wijnberg
Seniar Vice President and
Chief Financial Officer
March 2, 2001

The Beard 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, 2000 and 1999 and the related consolidated
statements of income, stockholders’ equity and comprehensive
income, and cash flows for each of the three vears in the period
ended December 31, 2000. These financial statements are the
responsibilicy of the Company’s management. Our responsibil-

ity is to express an opinion on these financial starements based
on our audits,

We conducted our audits in accordance with auditing standards
generally accepted in the United States of America. Those
standards require that we plar and perform the audit to chrain
reasonable assurance about whether the financial starements
arc free of material misstatement. An audir includes examin-
ing, 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 esti-
mates made by management, as well as evaluaring the overall
financial statement presentation. We believe that aur audits
provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present
fairly, in all material respects, the inancial position of Marsh &
McLennan Companies, Inc. and subsidiaries as of December
31, 2000 and 1999, and the results of their operations and thewr
cash flows for each of the three years in the period ended
December 31, 2000 in conformity with accounting principles
gencrally accepted in the United Staces of America.

@M % Jaccake Aa PP

DELOITTE & TOUCHE LLP
New York, New York
March 2, 2001




Marsh & MceLennan Companies, [ne. and Subsidiarics

Selected Quarterly Financial Data and
Supplemental Information (Unaudited)

s mithions of dollars,

Net Income

Dividends Stock

Operating MNer _ Per Shares Paid Pex Price Range
except per share figures) Revenue — Income. [ncome Basic  Diluted Share High-Low
2000:

First quarter § 2,665 § 619 & 337 $126  SL.19 § 45 $110.69- 70.50
Second quarter 2,481 514 276 1.02 96 45 $112.50- 91.38
Third quarter 2,535 526 282 1.04 97 500 $134.94-102.75
Fourth quarcer 2476 520 286 103 98 .50 $135.69-108.31
510,157 $2,179  $1,181 34.35  $4.10 $1.90 $135.69- 70.50
1999:
First quarter $ 2,351 § 519 § 279 $1.08  $1.03 3 .40 3§ 79.38- 57.13
Second quarter 2,245 349t 1771 .68 53 40 % 81.13- 68.13
Third quarter 2,227 427 223 .84 81 45§ 81.50- 61.75
Fourth quarter 2 S Vo Ave A7 6w A4S 5 9675 6438
$ 9,157 $1,4679 & 72w $276  §2.62W $1.70  § 96.75- 57.13
1998;
First quarter $ 1,776 $ 404 § 231 $ 90 § 87 $ .33 § 61.67- 46.38
Second quarter 1,750 346 193 75 72 33 % 63.25- 54,83
Third quarter 1,719 335 184 73 .69 A0 % 64.31- 46.13
Fourth quareer L9433 18 73 70 .40 § 61.94- 4338
§ 7,190 $1,420 % 79¢ $3.11  $2.98 $1.46 § 64.31- 43,38

(a) Ner income per share is compurted independently for cach of the periods presented. Accordingly, the sum of the quarterly net income per share

amounts cxceeds the total for the year in 1999,

{h) Fxcluding special charges of $84 for the second quarter of 1999, operating income, net income and diluted net income per share are $433, $228 and

$.82, respectively.

(¢} Excluding special charges of $233 for the fourth quarcer of 1999, operating income, net income and diluted net income per share are $423, $229 and

$.82, respecrively.

1d) Excluding special charges of $337 for the full vear 1999, operating income, net income and diluted net income per share are $1,804, $959 and

5348, respectively

Cerrain reclassifications have been made 1o the prior vear amounts to conform to the current vear presentation.

Al per share amounts bave been restazed for a three-for-two stock distribution of MMC's conunon stock, which was issued as a stock dividend on

June 26, 1998,

As of February 28, 2001, there were 11,243 stockholders of record.
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Marsh & McLennan Companies, Ine. and Subsidiaries

Five-Year Statistical Summary of Operations

For the Five Years Ended December 31,

Compound
Growth Rate

{ln ;m[!iﬂjzs of dc’g{l’frs, except per share figires} 2000 19990 1998 [9971h 199410 ].99.‘) 2 00(}
Revenue: - T
Risk and Insurance Services $ 4,780 % 4,523 % 3,351 $2.789 $1,907 19%
Investment Management 3,242 2,684 2,296 1,882 1,338 29%
Consulting 213 190 1,543 1,338 1159 _ _15%
Total Re& enuve o 10, 137 9,157 7190 6009 4404 21%
h\pemts
Compensation and Benefis 4,941 4,574 3,561 3,044 2,204 20%
Other Operating Expenses 3037 3,116 2,209 2,167 1485  1%%
Total Expenses 7,978 7,690 5770 5211 3, 689 B 20%
Opcratmg, ncome 2,179 1 467 Mo 1,420 798icl 715 26%
Inrerest Income 13 23 25 24 14
Intcrest Expense o 2any  (233) (140)  {(wo7y Ly
Income Before [ncome Taxes and Mmorlt\ [nterest 1,955 l 255 1,305 715 668 25%
Income Taxes 753 524 509 281 209t
Minority Interest, Net of Tax 21 5 — — —
Net Income $ 1,181 $ 726 % 796 $ 434 $ 4359 24%
Basic Net Income Per Share Information:
Net fncome Per Share $4.35 $2.76 $3.11 $1.77 £2.11 199%
Average Number of Shares Ourstanding 272 263 256 245 217
Dilured Net Income Per Share Information:
Net Income Per Share $4.10 $2.62 $2.98 $1.73 $2.08 18%
Average Number of Shares Quistanding 284 272 264 251 221
Dividends Paid Per Share $1.90 $1.70 $1.46 $1.26 $1.11 14%
Return on Average Stockholders’ Equity 25% 19% 23% 17% 26%
Year-end Financial Position:
Working capital $ 480 ${1,076) $1.6537ya § 224 $ 192
Total assets $13,769  $13,174 511,871 $7.912 $4,545
Long-term debt $ 2,347 % 2,357 % 1,590 $1,240 § 438
Stockholders® equity $ 5,228 §$ 4,170 § 3,659 $3,233 $1,889
Toral shares outstanding {excluding treasury shares) 276 267 257 255 217
Other Information:
Number of employees 57,000 52,900 34,300 36,400 27.000
Stock price ranges—
U.S. exchanges—High $135.69 $96.73 $64.3 $353.33 $38.29
—Low $ 70.50 $57.13 $43.38 $34.21 $28.08

{a) Includes tull year resules for Sedgwick, which was acquired in November 1998.

(b} [ncludes a special charge of $337 million.

() Includes $2.2 billion of commercial paper borrowings made to inicially finance the acquisition of Sedgwick.

{d) lncludes che operating resulss of Johnrson 8¢ Eliggins, an insurance broking and consulting services fivm, acquired in March 1997 and CECAR,

a Irench insurance services firna.
{e} Includes a special charge of $244 million,
{f} The Frizzell Group Limired was sold in Junc 1996.

tg) Includes net special charges of $93 million partially offsct by a $33 million gain on che sale of Frizzell.

{h) Includes a tax adjustment that reduced income taxes by $40 million,

Certain reclassifications have been made o the prier vear amounts to conform to the curtent year preseatation.

See Management's Discussion and Analysis of Financial Condition and Results of Operations for discussion of significant items affecting the results of

operations i 2000 and 1999.
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Stephen R. Hardis
Chairman, Axcelis Technologies, Inc.
Former Chairman, Eaton Corporation

Gwendolyn $. King

President, Podium Prose
Former Commussioner,

Social Security Administration

The Rt. Hon. Lord Lang of Monkton
Former British Secretary of
State for Trade & Industry

A.J.C. Smith

International Adeisory Board Chairman

Former Chairman, MMC

Abdlauf Y. Al-Hamad {Middle East)
Chairman, Arab Fund for Economic
and Social Development

Raymond Barre (France)
Mayor, Lyon
Former Prime Minister

Mathis Cabiallavetta {Switzerland)
Vice Chairman, MMC
Chairman, MMC Europe

John R. Evans {Canada)
Chairman, Torstar Corporarion

Lawrence J. Lasser

President and Chicf Execunve Officer,
Pumam Investments, LLC

David A, Olsen

Former Chairman, Johuson & Higgins

John D. Ong
Chairman Emeritus,
The BFGoodrich Company

Adele Simmons

Vice Chair and Senior Executive,
Chicago Metropolis 2020

Former President,

John D. and Catherine T. MacArthur
Foundasion

John T. Sinnott

Chairman and Chief Executive Officer,
Marsh nc.

A.J.C. Smith
Former Chairman, MMC

ADVISORY DIRECTORS
Richard E. Heckert

Former Chairman,

E.L du Pont de Nemours and Company

Dean R. McKay
Former Senior Vice President,
IBM Corporation

Richard M. Morrow

Former Chairman, Amoco Corporanon

George Putnam

Charman Emeritus, The Purnam Funds
bl

John M, Regan, Jr.
Former Chaweman, MMC

Frank J. Tasco
Former Chairman, MMC

R.J. Ventres
Former Chairman, Borden, Inc.

QOscar Fanjul (Spain)

Chairman, Hidroelectrica del Cantabrico

Henorary Chairman, Repsol

Toyoo Gyohien (Japan}
President, Institute for International
Memetary Affairs

Former Chairman, The Bank of Tokyo

Marcilio Marques Moreira (Brazil)
Senior Internaronal Advisor,
Merriil Lynch

Former Ambassador of Brazil

to the Unired States

COMMITTEES OF THE BOARD

Audit

The Re. Hon. Lord Lang of Monkrton,
Chairman

Stephen R. Hardis

Gwendolyn S. King

John D. Ong

Adele Simmons

Compensation

Lewis W, Bernard, Chairman
Robert E Erburn

Ray I. Groves

Execunive

T W, Greenberg, Chairman
Lewis W. Bernard

Ray |. Groves

Adele Simmons

AJ.C. Smith

OTHER CORPORATE OFFICERS

Sandra S. Wijnberg
Senior Vice President and
Chief Financial Officer

William L. Rosoff
Senior Vice President and
General Counsel

Francis N. Bonsignore
Senior Vice President,
Human Resources and Administration

Barbara S. Perlmutter
Senior Vice President, Public Affairs

INTERNATIONAL ADVISORY BOARD

Paul F. Oreffice (United States)
Former Chairman and

Chief Executive Officer,

The Dow Chemical Company

Saxon Riley (United Kingdom)
Chairman, Lloyd’s
Former Chairman, Sedgwick Group

Jesas Silva-Herzog (Mexico)
[nstitute for Monetary Atfairs
Former Ambassador of Mexico
to the United States

Wei Ming Yi (China}

Chairman, Internanonal Advisory Council,
China International Trust and

Investment Corporation




