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MMC 15 A GLOBAL PROFESSIONAL SERVICES FIRM WITH ANNUAL REVENUES
EXCEEDING $1(t BILLION. TT IS THE PAREI\E’E’CQMPANY OF MARSH INC., THE WORLD’S
LEADING RISK AND INSURANCE SERVICES FfRM; PUTNAM INVESTMENTS, ONE OF THE
i LARGEST INVESTMENT MANAGEMENT COMPANIES IN THE UNITED STATES;
AND MERCER INC,, .A MAJOR éLOBA‘L PROVIDER OF CONSULTING SERVICES.
APPROXIMATELY 59,000 EMPLOYEES PROVZDﬁ ANALYSIS, ADVICE AND TRANSACTIONAL

| CAPABILITIES TO CLIENTS IN OVER 100 COUNTRIES.
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FINANCIAL HIGHLIGHTS

For the Years Ended December 31, 2002 2001 2000
(In millions, except per share figures)

Reverue® $10,440 $ 9,869 $10,308
Income Before Income Taxes and Minority Interest $ 2,133 $1,590 $ 1,955
Net Income $ 1,365 $ 974 $ 1,181
Stockholders' Equity $ 5,018 $ 5173 § 5,228
Diluted Net Income Per Share $ 245 $ 170 £ 205
Diluted Net Income Per Share Excluding Special Items® $ 245 $ 212 $ 205
Dividends Paid Per Share § 1.09 $ 103 $ .95
Year-end Stock Frice $ 46.21 $53.73 $ 5850

(2) 2001 and 2000 amounts have been reclassified to conform with current year presentation.
{b) 2001 results exclude an Investment valuation charge discussed in Mote 11 and charges related to September 11 and special credits discussed

in Note 12.

Total Heturn 33,000 ;- - 'f'.:‘  "?5j
of MMC Stock T : R e
and S&F 500 2,700
1982-2002 ade
20-Year 2,]00' '
Compound
Annual Growth 1,800,
MMC

1,506
17.6% _

1,200
S&P 500
12.7% %00

gan.
82783 84 85786 87 88 89 %0 91 92 93 94 95 96 97 98.-39 00 01 02




DEAR SHAREHOLDER

MMC performed well in 2002 Consolidated revenues
Tose & percent to $10.4 billion. Net income grew 4o percent
10 S1.4 billion, and earnings per share increased 44 percent
to $2.45. Excluding special items in 2001, net income grew
12 percent, and earmings per share increased 16 percent.

MMC achieved these results in a year when a slowing
global economy, protracted declines in equity markets, and
confidence-eroding corporate scandals were features of the
business environment The aftermath of the terrorist atiacks
on the World Trade Center affected business generally and
MMC directly. We miss our 295 colleagues lost in the attacks
and continue to assist their farnilies.

Our performance in 2002 is atiributable to 3 business mode]
that provides professional services of considerable breadth
with the management of each of our operating companies
expected to concentrate on achieving success in its own
market. MMC’s businesses compete in different fields and
have individual identities, but they share a commitment (o
client service and professional excellence.

MMC's total return to stockholders--share appreciation
plus dividends—has outperformed the S&F so00 consistently
since the cornpany went public in 1962, including for the
last three vears. MMC has increased dividends paid to
shareholders every year since 1962, a record matched by
only 13 of the 2,800 companies listed on the New York
Stock Excharnge. In 2002 we again raised the dividend rate
and split our stock two-for-one.

In the pages that follow, the leaders of cur operating compa-
nies discuss in detail their business performance in 2002.

Marsh had excellent results. Revenues from risk and insur
ance services increased 15 percent to $5.g billion. Operating
income rose 71 percent to $1.5 billion.

Marsh responded to the needs of clients, whe faced new
risks, more complex exposures, and an insurance market
characterized by reduced underwriting capacity, higher
rates, and restricted terms and conditions. In this environ-
ment, Marsh's specialized expertise in risk consulting
and risk transfer and its longstanding relationships with
global insurance and reinsurance markets are a greal
competitive advantage.

After 40 years of distinguished service, John T. Sinnott,
chairman and chief executive officer of Marsh, announced
his retirement from the firm, effective July 2003. Jack’s
leadership of Marsh has been exemplary, and he will con-
tinue as a special advisor to MMC. We are fortunate to have
an executive as skilled and experienced as Ray |. Groves to
succeed Jack. Ray became chief executive officer of Marsh in
Jaruary ze03 and will become chairman in July 2003,

MMC Capital, our private equity business, had a successful
year Investing in insurance, reinsurance, and other financiai
services companies. AXIS Capital Holdings, a company
MMC Capital formed to increase underwriting capacity
after the terrorist attacks, has established itself as a global
provider of insurance and reinsurance. We anticipale that
our insurance industry presence and market knowledge
will continue to provide MMC Capital with a proprietary
advantage in private equity investing,

In zeo2 Putnam managed through the downtum in equity
markets, which for the first time in 6o years suffered a

third straight year of declines. Putnam’s revenues declined
10 percent Lo $2.2 billion. Operating income was S560 million.
Average assets under management were $279 billion
cornpared with $328 billion in 2001, Putnam’s institutional
business had positive asset flows for the seventh consecutive
year. And despite difficult markets, the assets Putnam
managed for international clients grew to 2 record $33 billion.

The bear market has undermined some investors faith in
stocks, but it has not reduced the need to save for the future.
People expect to live longer and better in retirement. By
providing a range of retail mutual funds, tax-deferred savings
plans, and retirement plans, Putnam can help meet these
aspirations. The fundamentals of Putnam’s strategy—
multiple distribution channels, unmatched customer service,
consistent investment results over time, and style discipline
across a broad array of funds---are sound and should con-
tinue to provide the basis for its long-term business success.

Mercer’s revenues rose 2 percent in 2002 to $2.4 billion.
Operating income increased 4 percent to $326 million.
Retirement services, which represent so percent of Mercer's
business, showed consistent growth throughout the year, as
did health care and economic comsulting. This was partly




offset by lower revenues from other practices, principally
business strategy, which declined 19 percent compared
with 2001.

Mereer is the global leader in retirement and human
resource consulting. In industrialized econormnies, aging
populations pose challenges for government pension plans,
which should increase the emphasis on private retitement
provisions and the need for retirement consulting.

With 59,000 employees operating in oo countries, MMC
is well positioned to deliver professional services wherever
clients need them. The growth of open, deregulated
markets is creating new demand in continental Europe,
Latin America, and Asia for the advice and services
provided by MMC,

Collaboration is an essential element in the delivery of
professional services. By drawing on the range of MMC's
capabilities, professionals in our operating companies can
provide the variety of advice and services that many clients
require. Collaboration enhances the quality of service

to clients, increases efficlency, and makes the firm a more
interesting and attractive place for talented people to
work—all adding to shareholder value. MMC country
managers have a particular rcle in encouraging
collaborative business development around the world.

In a year when corporate scandals and allegations of
accounting and financial abuses raade headlines, Tam
grateful for the strength of MMC’s ethics, culture, and
comumitment to client service and professional standards.
These qualities serve our shareholders well.

MM has always aspired to a system of cerporate governance
that is appropriate to the company and serves the long-term
interests of its shareholders, Effective oversight of the
company requires independent directors who are dedicated,
skilled, and experienced. For MMC, we believe that a board
combining a majority of such directors with a number of
well-qualified executive directors is the best approach to
Corporate governance.

In 2002 Morton O. Schapiro was elected to the Board of
Directors. The president of Williams Cellege, Mottis 2
distinguished econornics professor and academic adminis-
trator who will contribute significantly to the deliberations
of the Board.

Rob White-Cooper retived from MMC at the end of 2002.
His contributions to the successful integration of Sedgwick
and to collaborative efforts across MMC’s operating
cornpanies have been substantial. Saxon Riley, a former
MMC director and retired chairman of Lloyd’s of London,
retired from MMC's International Advisory Board in 2002.

When the year 2002 began, barely three menths had passed
since the terrorist attacks at the World Trade Center claimed

the lives of 295 members of our corporate family. We have
continued our efforts to ease the suffering of families of lost
colleagues. MMC's Family Relaticnship Program has helped
people pet answers to questions and access resources.
Psychological and emotional counseling has been available
through MMC's employee assistance program. And indepen-
dent financial advisors have provided counseling about
investment, tax, and related issues. In eazly 2002 The MMC
Victims Relief Fund paid out virtually all of its $22 million
in contmbutions. MMC hosted a commemoration for families
in Septernber. A permanent memorial honoring our lost
colleagues will be completed in the summer of 2003 and
located in the plaza adjacent to our corporate headquarters.

The uncertainty in the business landscape in eatly zc03 is
treubling, but it does not alter our confidence in the future
of MMC. Clients need specialized advice and services, and
all of our businesses have excellent global growth prospects.
We have a profitable company with strong cash flow, good
earnings growth, and a healthy balance sheet.

Itis my privilege to work with a talented, experienced, and
diverse group of colleagues well able to achieve MMC's
goals. We remain grateful for your confidence and trust.

i 07—,

Jeffrey W. Greenberg March 3, 2003
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RISK AND INSURANCE SERVICES

A conversation with Jonn T, Sinnott, chalrman, and

Ray J. Groves. president and chief executive officer, of Marsh [nc.
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MR. GROVES, BEFORE WE DISCUSS MARSH WITH WHAT DISTINGUISHES MARSH'S APPROACH
YOU AND MR. SINNOTT, TELL US BRIEFLY TO SERVING CLIENTS?
ABOUT THE EXPERIENCE YOU BRING TG THIS
LARGE, COMPLEX ORGANIZATION.

Two key characteristics are Marsh's ability to deliver excel-
lent service to clients around the world and the breadth

Most of my career has been with professional services firms, and scope of our knowledge and specialization. Marsh is a
dealing closely with clients and leading professionals. This large global institution of 38,000 people serving clients in
has meant devoting a great deal of time to identifying the more than 1oo countries. Our clients can access more than
best ways to crganize, motivate, and mobilize people with 400 offices worldwide, which are staffed by professionals
high intellectual capacity and excellent technical skills, who speak the native language, understand local and
These characteristics describe Marsh's professionals very regional risk issues, and are experts in creating programs
well. T have worked on how to communicate these tailored to clients’ needs. These offices serve as the link to
capabilities to clients, build resources internally, and the knowledge and expertise of Marsh's risk, insurance, and
encourage professionals to collaborate—all to bring the reinsurance specialists-—no matter where these experts
highest quality services and advice to the client. may be located. An equally important characteristic that

flows from cur global client service and specialized
strengths is our commitment to teamwork.

L%l




2002 REVENUE
$5.9 pILLION
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PLEASE ELABORATE ON MARSH’S APPROACH
TO SPECIALIZATION.

Specialization is one of the main strategic components of
our services for clients. Segmenting our business according
to client size is an initial level of specialization. The
approach is based largely on the way our clients have told
us how they want to receive our services. Qur specialists in
global risk practices develop solutions in all the major
categories of risk, such as property, casualty, and directors
and officers liability. Marsh's more than 20 industry
practices provide vet another level of expertise in specific
flelds. The specialists in our risk consulting practice
collaborate with clients to identify, quantify, and reduce
the potential effect of risks they face in today’s changing,
more camplex business environment.

Marsh's reinsurance operation, Guy Carpenter, uses its
expertise in a dozen specialty practices to deliver solutions
in areas such as property, workers compensation, profes-
sicnal liability, environmental liability, and life, accident
and health. Carpenter’s specialists draw on the most
advanced quantitative modeling tools in the industry, local
knowledge, and extensive market relationships to develop
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effective reinsurance approaches such as catastrophe bonds
and government pools.

The specialists in our Global Broking practice concentrate
on insurance placements by industry, line of insurance
coverage, and specific insurance companies. These brokers
know the global insurance markets well and have
relationships with the senior decision makers in insurance
companies around the world. This approach makes risk
ransfer more efficient and less costly for all the participants
in the process. It gives our clients unique access to the
insurance markets and underwriters the opportunity

to work with brokers who understand their individual
requirements and risk tclerance.

WHAT ARE THE GROWTH OPPORTUNITIES
FOR MARSH?

Marsh's results in 2002 were outstanding, Revenues rose

15 percent to $5.9 billion, and operating income increased
31 petcent to $1.5 billien, including the change in
accounting for goodwill. This performance reflects the strong
contribution of our business units in all the geographies
where Marsh operates, We see opportunities for continued







growth in today’s world where risk is a greater concern.
For example, as a result of the terrorist attacks and recent
corporate governance crises in the United States, risk is
now on the agenda of nearly all boards of directors—some-
thing that was not true just a few years ago. Given Marsh’s
“360-degree” view and understanding of risk --that is, our
ability to analyze risk from multiple perspectives-——our
advice on a wider range of issues will be needed.

Qur services are in dermand as countries around the world
privatize industries, liberalize irade policies, ease barriers
to international investment, and deregulate ingurance
markets. As our clients access new markets globally and
begin new commercial relationships, they appreciate
Marsh's ability Lo provide advice on analyzing, reducing,
and transferring risk. Marsh is continuing to expand into
markets with high, long-term potential such as China and
India, and to make acquisitions when they fit a geographic
or product niche.

Marsh has excellent prospects to build its business with
new and existing clients in midsize businesses and small
enterprises, where no company has commanding market
share. Marsh currently serves less than 1o percent of the
midsize client market in the United States, leaving plenty
of room to grow.
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In our continuous effort to raise the bar in service for clients,
we see opportunities to make incremental improvements
in the processes we use to transfer risk, serve clients, and
make our operations more efficient. These changes should
lead to continued earnings growth and margin improve-
ment without major reengineering of our business models.

Finally, current insurance market conditions are such that
businesses of all sizes are seeking answers to a difficult set
of issues concerning the availability and cost of insurance.
This increases the demand for Marsh's global risk consulting
and risk transfer capabilities. Evidence of these expanding
client requirements is seen in the strong growth of our risk
consulting practice in 2002.

GIVE US AN UPDAYE ON INSURANCE
MARKET CONDITIONS.

Anunusual confluence of events has created very difficult
insurance marketplace conditions for our clients. The
13-year-long “sofl” insurance market, which was marked by
year-after-yedr declines in commercial insurance prices in
the United States, began to reverse in early 2000. Prices rose
gradually until September 11, 2001, after which increases
accelerated sharply. Corporate governance issues followed,
causing insurance prices to increase even mere. Low inter-
est rates, a depressed stock market, and claims for mass tort
Habilities such as asbestos are also contributing to market-
place conditions. As a result, for the first time since the
mid-198cs, clients have been dealing with reduced capacity
for risks, restrictive terms and conditions, coverage
exclusions, and sharply higher prices in almost every line
of commercial insurance.

These conditions have continued through the first part of
2003, although there are wide variations by line of coverage,
the client’s exposures and prior Jass experience,

HOH’ ISMARSH HELPING CLIENTS IN
THIS ENVIRONMENT?

Challenges in the current market have made a high level
of response from our professionals even more critical. This
has included finding capacity for difficult risks, helping
clients provide the more detailed information now
required by underwriters, conducting mare extensive




negotiations with the markets, and keeping our clients
abreast of developments.

Since September 11, 2001, underwriters’ exclusion of
terrorism coverage from policies has been a particularly
severe problem for clients. Marsh has been continuously
at the forefront of developing a sclution to this issue. The
Terrorism Risk Insurance Act of 2002, which was signed
into law in the United States last November, requires
insurers to offer terrorism coverage to all businesses, with
the federal government acting as a reinsurer for terrorism
tisks. Since passage of the legislation, skilled collaboration
among our clients, our professionals, and the insurance
markets has been necessary to weave through the
complexities of the new risks and exposures and the
Tequirements of the new law.

Clients value what we bring to the table as risk advisors,
but they also expect us lo make a dilference in the market-
place. We look constantly for ways to ensure that our

clients—businesses and other institutions-—have a reason-

able opportunity to transfer rigks they are not retaining
themselves. We have helped clients develop altemnative
tisk transfer solutions such as captives and policy-holder-
gwned insurance companies,

Serving our clients can also mean working with existing
insurance markets to consider new areas of risk under-
writing where we see opportunity for both cur clients and
the underwriters, Assessing each market’s current and
future capacity to assume risks is essential in advising

our insurance and reinsurance clients. We devote a great
amount of time and effort to this function.

PLEASE UPDATE US ON THE ACTIVITIES OF
MAMC CAPITAL.

Marsh has always taken a leading and innovative role in
insurance market-making in order to create additional
capacity for our clients. In fact, since the 1980s, we have
helped form 13 insurance and reinsurance companies for
this purpose, including ACE, XL, Centre Re, Mid Ocean,
and AXIS. In 1992 MMC formalized this market-making
role by establishing MMC Capital. MMC’s sponsorship
of the first Trident investment fund in 1994 and the

$1.4 billion Trident Il fund in 1999 has enabied MMC
Capital Lo react quickly to market dislocations and other
investment opportunities.

MMC Capital led the formation of AXIS in November
2001 in response to the significant supply and demand
imbalances in the worldwide insurance marketplace
following the Worid Trade Center attacks. MMC Capital
used the enormous advantage in market knowledge it
derives from its access to the entire Marsh network to
create AXIS quickly and efficiently. AXIS has established
itself as a global provider of specialty insurance and treaty
reinsurance. In its first full year of operations, it reported
gross written premiums in excess of $1 billion and strong
profitability, The first Trident fund has performed well for
its investors, and the second fund, Trident I, of which AXIS
is a portfolio company, is making strong progress.

WHAT 1S THE OUTLOOK FOR MARSH?

We are approaching the years ahead from a position of
strength. We have strong revenues, good operating
margins, a global presence, an excellent management team,
and world-class professional talent--all of which will serve
us well through changing insurance marketplace condi-
tions. We are “bullish” on future growth for Marsh within
the world of risk and insurance services. M
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INVESTMENT MANAGEMENT

A conversation with Lawrence 1. Lasser,
ve officer of Putpam [nvestments

president and chief exec

PI.EASE GIVE US YOUR ASSESSMENT OF THE
EQUITY MARKET ENVIRONMENT,

Last year was a difficult year for the economy, markets,
investors, and most investment management companies.
The United States experienced a continuation of the most
severe bear market since 1932, with the S&P 500 and
Nasdaq down 23 percent and 3z percent, respectively. US.
stock mutual funds had $27 billion in net redemptions, the
first time since 1988 that stock funds had net redemptions.

There have been 11 bear markets since the 1930s. Bear
markets are painful, but most people believe that current
conditions show that investment and cconomic history is
being repeated, not rewritten. Three consecutive years of
down markets are unusual. We hope stock market declines
are behind us, and there are factors that support a better
outlock in 2003. Still, it's important to remember that
although equity markets rise and fall, long-term growth

has been strong, with a 10 percent total return on a
compound basis for US. equities over the last 40 years.
This is why stocks remain a necessary part of diversified
investment portfolios.

VVHAT WAS THE EFFECT ON
PUTNAM’S PEREORMANCE?

We entered 2coz with $315 billion in assets under
management, approximately 8o percent in equities, and
ended the year with $251 billion. Putnam’s revenues
declined zo percent to $2.2 billion, and operating income
declined to $560 million.

Putnam's results for 2002 were clearly affected by the
weakness in the equity markets. Yet, again, one needs to
step back and look at performance over a fonger period
of time. Putnam's average asseis over the last 10 years
grew at a compound annual rate of 17 percent, revenues

II




grew at a rate of 18 percent, and operating income at

16 percent. Putnam entered the 1990s as the tenth largest
mutual fund company in the United States and is today
the fifth largest.

HAVE RECENT CONDITIONS LED PUTNAM TO
CHANGE ITS STRATEGY?

Putnam has a history of continuously reengineering to
improve performance. As difficult as it has been to endure
the downturn in equities, we continue to believe in our
business model, which rests on long-term, consistent
investrment performance, breadth and depth of investment
product, first-class investor service, and strong distribution.
This model has taken vs years to build, and we feel it
positions us well for the future.

Twenty yeats ago, Putnar was a traditional institutional
investment management company with a growth equity
focus, few fixed-income products, and a small number
of mutual funds. We believed Putnam had to be larger to
capture economies of scale and 1o attract and retain
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investment talent. We rebuilt investor services. We
changed our sales organization into a first-rate force and
developed new channels of distribution. We expanded our
investment product line to be comprehensive across asset
classes. We developed a defined benefit institutional
business and became a major competitor in the defined
contribution market. We added an international business
thatis growing and profitable,

COULI) YOU ELABORATE ON PUTNAM’S
INVESTMENT PROCESS.

The overarching prictity of Putnam investment manage-
ment is to achieve yearly performance that is consistently
above median in every product category, against bench-
marks and peers, building to a superior long-term record.
We recognize that to achieve this result each product
must have a strategy designed for the long term and be
managed by experienced investment professionals who
make solid, informed decisions in a disciplined, repeatable
marmer, according to Putnany's style-consistent, truth-in-
labeling approach.

Team management is a hallmark of Putnar’s investment
process, The recent appointment of co-heads of investment
exemplifies that strategy. The experience and judgment of
our portfolio teams is critical. We want to continue to
develop, train, and hire these who will distinguish Putnam
in its ability to make informed judgments on a stock-by-
stock basis. The goal is to combine all our skills in a culture
of shared vision, teamwork, and high achievement.

In the last year, we have implemented many changes in
our investment decision-making process, including the
approaches we take and the application of risk management
and portfolio construction tools. As always, we manage

our funds relative to explicit benchmarks. At the same
time, Putnam’s investment professionals leverage all of the
resources available to them: risk management and

portfolio construction tools, integrated research, trading,
pexformance attribution, and first-rate technology.
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WHAT WERE THE BUSINESS
SUCCESSES IN 20027

We had success in our institutional business, which now
represents about one third of Putnam. Institutional
accounts had positive asset flows in 2002, as they have
for the last seven years. We were pleased to have won a
$2 billion defined contribution plan account, our largest
ever, and the second $1 billion-plus success last year.

Growth from international sources, including mutual
fund and institutional assets, was excellent. The assets
Putnam manages for international clients reached a record
$33 billion in 2c02, making Putnam one of the largest
foreign competitors in non-U.S. markets. Qur international
team landed the biggest piece of new business ever for
Putnam—the assignment to manage $2.5 billion in inter-
national assets in pension funds for one of Australia’s
largest banks, In Eurape, we continue 10 focus on existing
partnerships while expanding into new relationships,
including an alliance with the fond management company
of the Talanx/HD!I Group, Germary's third largest insurer.

We are a leader in investor services, having continuously
enhanced the quality of service we provide to mutual fund
shargholders. In 2002 Pulnam was once again awarded the
DALBAR *Triple Crown” for service excellence to mutual
[und mvestors, financial advisors, and annuity holders.

It received the highest award in all three categories,
continuing the recognition of outstanding service Putnam
has provided over the past decade,

HO\N DID YOU CHANGE YOUR PRODUCT LINE?

As markets have changed in the Jast few years, investors
have sought less volatile products and a simplified, easier-
to-understand product line. As investors’ preferences have
moved from equity to fixed income, Putnam's fixed-income
assets have grown from $60 billion at the end of 2001 to
$67 billion in 2002. Fixed income now represents 27 per-
cent of our assets under management.

Last year, we edited our mutual fund family product line
by combining ro smaller funds and eliminating one.
Through this consclidation in our fund lineup, we will be
able to concentrate our investrient resources and talent
better and deliver stronger performance.

In an ongoing effort to develop new products that meet

the needs of investors, we made product enhancements to
the Putnam College Advantage plan, which has a nearly

1o percent share of the 520 college savings plan market and
excellent growth prospects. We alse added a stable value
fund option to CollegeAdvantage as an alternative for
investors who want stability in their principal investment,
combined with potentially higher returns than the average
money market fund.

Hr‘ HAT ARE THE OPPORTUNITIES FOR FUTNAM?

Internationally, we see attractive opportunities as
governments implement retirement reforms and move to
private solutions for retirement planning. Putnam offers
retirernent savings for individuals, tax-deferred savings
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YEAR-END 2002
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plans for individuals through their employment, and
pension management. Having done this historically in the
United States, we now provide new retirernent products
for investors throughout the world.

It is also important to remember that while returns have
declined, people still save for the same things. People are
living longer and expecting to live hetter in retirement.
Between their personal savings, pensions, and other
Tetirement accounts, they are primarily responsible for
their own needs and want to pass on assets to the next
generation. And again, this is true not only in America;
itis true across the developed world. People can invest
individually, or, as tens of millions have, they can invest
through mutual fund accounts and benefit from fll-time
professional management and diversification.

U V HAT IS THE OUTLOOK FOR 20037

Markets are difficult to predict. They are dependent not
only on the health of the economy and corporate profits
but also on worldwide political events. This is why we
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believe most long term investors should invest ina
diversified portfolio rather than try to time the markets.
Our equity strategists anticipate moderate returns from the
major indexes over the next three to five years. [t isalso
clear that the ingredients of a modest rebound are now in
place: low interest rates, low inflation, a growing economy,
and sharply lower stock prices.

U VHAT ARE YOUR ASPIRATIONS
FOR PUTNAM?

My aspirations for Putnarn have never changed. I want
Putnam to continue to be a great company defined by
great people doing great work for customers, a company
respected by its competitors, its people admired in the
community, MMC's shareholders rewarded by Putnants
success. Putnam is a strong company in an industry with
excellent long-term growth prospects. We will succeed
by resisting the temptaticn to focus on the short term
and by focusing instead in a disciplined manner on our
lenger-term objectives. B







CONSULTING

A conversation with Peter Coster,
president and chief executive officer of Mercer Inc.

HOVV DO YOU VIEW MERCER’S
PERFORMANCE IN 2002?

Mercer continued to grow in a difficult environment

for the consulting industry. We finished the vear with a

2 percent increase in revenues and a 4 percent increase
in operating income, including the change in accounting
for goodwill. Retirement services, health care and group
benefits, and economic consalting performed well.
Management and crganizational change consulting
revenues declined. Viewed from a geographic perspec-
tive, revenue growth tended to be stronger outside

North America.

We completed several acquisitions to suppoert international
growth and fill gaps in service offerings, continued to
invest in our intellectual capital and people, and rolled

out a new identity program that communicates Mercer's
ability to provide expert advice across a range of key
management issues. Most importantly, we continued to
deliver top-flight service to our clients.

TELL US MORE ABOUT HOW MERCER
MANAGED IN THIS ENVIRONMENT.

The market downturn we are now experiencing began

in the middle of 2000, primarily as a result of slowing
economies in which corporations deferred spending for
certain types of consulting. Mercer’s ability to maintain
its profitability through this period reflects our view that
downturns are both inevitable and unpredictable as to
timing and depth, and we should therefore manage our
business in good times to ensure we are not overextended
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when markets inevitably weaken. In the current down-
turn, we cut expenses early in affected practices and have
managed costs tightly. At the same time, we have continued
to invest in intellectual capital, geographic expansion, and
new capabilities to strengthen our franchise and position
ourselves for growth.

-\/- iy‘HAT TYPES OF CONSULTING SERVICES ARE IN
GREATEST DPEMAND?

Demand for retirement consulting was strong in 2002,
as it has been for the last several years, Mercer is the
global market leader in this area. With strong operations
in a1l major markets, we are well positioned to serve our
many clients and particularly to advise multinationals
who increasingly want to address human resource and
benefit issues throughout their organizations in a coordi-
nated way. The combination of the slide in stock markets

Human Capital
15%

Retirement
Services
0%

and low interest rates has placed many retirement plans
in underfunded positions. Clients find themselves making
difficult decisions about plan funding and investments at
a time when their businesses are reporting lower earnings
and cash flow. Mercer's retirement and investment
consulting practices are helping them model risks and
select the right investment strategy, [unding policy, and
plan design to manage these risks and align their benefit
programs with the needs of their businesses.

Health care consulting is much in demand as clients are
faced with managing more complex programs and
increasing costs. U.S. employers’ average health care costs
increased nearly 15 percent in 2002 and have risen more
than so percent over the past five years. We are supporting
clients in a variety of ways, including helping them form
medical and pharmaceutical purchasing coalitions and
working on their behalf to encourage health care organiza-
tions to adopt more rigorous medical quality standards.
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The increasing need of corporations and government
entities for economic consulting advice on complex issues
in litigation, regulation, and privatization is generating
growth for NERA. Its plobal scale is a source of competitive
advantage in assignments such as multinational mergers
or antitrust litigation. NERA economists are advising on
fundamental management issues worldwide, including
new ways to value directors and officers exposures,

employee stock options, and exotic financial instruments.

With demands on corporate leaders greater than ever,
senior executives of large organizations continue to seek
advice from Mercer Delta Organizational Consulting on
issues of leadership and organization. For example,
corporate governance is currently high profile for clients,
driven by intense investor and regulatory attention.
Mercer Delta helps its clients move beyond mercly
satisfying the new govemance rules to actually improving
how boards of directors and CEUs work together.

(billions) Revenue
- — Five-year
$2.0 . l_ Compound
i Annual Growth
11 %0
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WHAT 18 MERCER DOING TO SFRENGTHEN ITS
BUSINESS FOR THE FUTURE?

Il touch on a few highlights.

We continue to invest in new capabilities and intellectual
capital. NERA added a transfer pricing practice, which
pertormed strongly in its first year. Mercer Delta acquired
the intellectual capital of Sorcher Associates, a leader in
executive assessment. Mercer Human Resource Consulting
continued to develop its market-leading thinking on
productivity and human resource metrics. Many companies
are coming to realize that their employees are their

mwost important asset-—and the one they know the least
about, Mercer Human Resource Consulting has unmatched
capabilities to measure the bottom-line cutcomes of
human resource strategies and practices, and this helps
our clients understand and beneftt from their investment
in people.

Our financial strength as part of MMC has enabled us to
acquire some very attractive businesses at a time when
competitors may lack the resources to do so. During 2002
we acquired organizational change consulting firms in
Canada and France to support our strategy of building
Mercer Delta Organizational Consulting from jts US.
roots into the leading global firm advising on leadership,
organization, and change. We also acquired a London-
and New York-based media consulting operation to

add media industry expertise to Mercer Managzment
Censulting and a London-based competition policy firm
to strengthen NERA’s capabilities in the fast-growing area
of antitrust/competition policy. Several acquisitions for
Mercer Human Resource Consulting in Europe added scale

and capabilities to our operations.

In early 2003 we reached agreement for two further
acquisitions, subject {o regulatory review and customary
contract terms. One of these is KPMG's actuarial services
business in Germany, which we see as a key market. With
more and mcre clients asking us to advise therm on pension
benefit strategy throughout the world, this acquisition
strengthens significantly our pension consulting resources
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ina country where many multinationals are headquartered
and mosl large ones have operations. The second and
larger acquisition is Oliver, Wyman & Company, the
leading firm specializing in strategy consulting to the
financial services industry. This New York-headquartered
firm also has strong operations across western Europe as
well as in Canada and Singapore. The integration of Oliver,
Wyman with our existing financial services consulting
groups will create a global financial services strategy
practice second to none in quality and in its capability

to address risk-adjusted capital issues. This acquisition

will position Mercer as the major force in financial services
consulting, add a risk analysis dimension to our other
industry-focused business strategy consulting, and enhance
MMC's position in the field of enterprise risk.

As T've said before, Mercer's acquisition sirategy is to gain
market position, not market share. Expense savings may
be involved in some acquisitions, but that doesn’t drive our
strategy. Qur aim is to acquire outstanding businesses
with oulstanding people who share our vision and values,
with the goal of driving cur organic growth.

YOU MENTIONED THAT MERCER INTRODUCED A
NEW IDENTITY PROGRAM DURING 2002,
WHAT PROMPTED THIS?

For some time, Mercer's strategy has been to develop a
farnily of globzl consulting operations offering best-in-class
specialist advice addressing the most important issues
faced by clients. This structure allows Mercer to provide
consulting solutions that are both broad and deep, based
on industry-leading intellectual capital and world-class
talent in each specialist area. We deliver our services and
advice in the way that best fits each client’s specific need,
whether that need is limited to a single specialist area or
calls for an integrated approach across several disciplines.
Our new identity program clearly signals the capabilities
represented by our individual operating companies and,
at the same time, identifies the connections and linkages
among them. Tn this way, it supports our strategy,

commmunicates the special advantages of our organization,
and helps each of Mercer's business units build on the
reputations and goodwill of the others.

WHA{F 1S THE OUTLOOK FOR 2003
AND BEYONDY?

In a tough econcmy, Mercer has continued to grow, invest,
and gencrate profits. We are in an excellent position to take
advantage of opportunities as they arise.

Consulting has been 2 successful and rewarding business
for MMC for many years, and I'm confident that organi-
zations will continue to demand specialist advice attuned
to their particular needs. The focus of consulting advice
may shift over time, but the major themes tend to remain
constant: What is the best business design for a company?
How should the company be organized and led? How can
it best attract, relain, and motivate employees to achieve
its strategy? Mercer is well qualified to help clients answer
these questions and many more. We have an excellent
platform for future prowth. M
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RISK AND INSURANCE SERVICES

Marsh Inc. is the world leadér in delivering risk and insurarice services and solutions to clients. Global risk
maﬁagement consulting, insurance broking, financial solutions, and insurance program management services are
provided for E}_usinesses, public entities, associations, professional services organizations, and private clients under
the Marsh name. Reinsurance broking, financial modeling services, and related advisory functions are conducted
worldwide for insurance and reinsurance comparies, principaHy under the Guy Carpenter name. Underwriting

management services are performed for a wide range of clients.

MMC Capital is a global private equity firm with aver $2 billien of committed éapital under management.

MMC Capital invests in industries where MMC possesses specialized knowledge and proprietary deal flow.

INVESTMENT MANAGEMENT

Putnam Investments, one of the oldest and largest money management organizations in the United States, offers
a full range of both equity and fixed-income products, invested domestically and globally, for individual and
institutional investors. Putnam, which manages over 100 mutual funds, has over 7oo institutional clients and more

than 13 million individual shareholder accounts. It had $251 billion in assets under management at year-end 2002.

CONSULTING

Mercer Inc., one of the world's largest consulting firms, operates as a family of specialistfirms, each a leader

in its field. Mercer Human Resource Consulting helps employers understand, develop, implement, and measure
the effectiveness of their retirement, benefit, rewards, and other human resource programs with the goal of creating
measurable business results through their people. Mercer Investment Consulting provides advice and solutions
to institutional ihvestors. Mercer Management Consulting helps leading enterprises develop, build, and operate
strong businesses that deliver sustained shareholder value growth. Mercer Delta Organizational Consulting works
with CEOs and executive teams of major companies on the design and leadership of large-scale transformation.
National Econornic Research Associates (NERA), a firm of consulting economists, applies economics to complex
business and legal issues arising from competition, regulation, public policy, strategy, finance, and litigation.
Lippincott Mercer, which consults on brand strategy and identity, helps clients create; develop, and manage their
brands. Mercel_.; 'Risk, Finance & Insurance Consulting, a firm of consulting actuaries, advises insurance companies,

government ertities, and other organizations on zll aspects of property-casualty, life, and health care risks,
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Marsh & McLennan Companies, Inc. and Subsidiaries

Marsh & Mcl.ennan Comgpanies, Inc. and Subsidiaries (‘MMC™) is a pro-
fessicnal services firm. MMGC subsidiaries include Marsh, the world's
laading risk and insurance services fimn; Putnam investments, one of the
largest investment management companies in the United States; and
Mercer, a major global provider of consulting services. Approximately
58,000 employees worldwide provide analysis, advice and fransactional
capabilities to clients in over 100 countries.

MMC operates in three principal business segments based on the ser-
vices provided. Segment performance is evaluated based on operating
income, which is after deductions for directly related expenses and minor-
ity interest but before charges related to September 11 and special
credits. The accounting policies of the segments are identical to those
used for the consolidated financial statements,

This Management's Discussicn and Analysis of Financial Condition and
Results of Operations ("MD&A") contains certain statements relating to
future results which are forward-looking statements as that termis
defined in the Private Securities Litigation Reform Act of 1995. See “Infor-
mation Concerning Forward-looking Statements” in MMC'’s 2002 Annual
Report on Form 10-K,

The consclidated results of cperations follow:

(n miflions, except per share figures) 2002 2001 2000
Revenue:
Service Revenue $10,373 $10,011 $10,232
investment Income (Loss) ) 67 (142 76
Cperating Revenue 10,440 9,868 10,308
Expense:
Compensation and Benefits 5,199 4,877 4,941
Other Operating Expenses 2,967 3,055 3,190
Charges Related to Septernber 11
and Special (Credits} - 174 2
Cperating Expenses 8,166 8,106 8,129
Operating Income $ 2,274 $ 1,763 £ 2179
Net Income $ 1,365 $ 974 $ 1,181
Net Income Per Share:
Basic $2.52 $1.77 $2.18
Diluted $2.45 $1.70 $2.05
Average Number of
Shares Gutstanding:
Basic 541 550 543
Diluted 557 572 569

In 2002, operating revenue, derived primarily from commissions and fees,
rose 6%. The increase resuited from a higher volume of business in the
risk and insurance services segment, partially offset by a decline in rev-
enue in the investment management segment due to fower assets under
management on which fees are earned. In addition, an invastment valua-
tion charge recorded in 2001 related to Gruppo Bipop-Carire S.p.A.
(“Bipop”) resulted in a favorable variance for investment income in the
current year compared to 2001, Excluding the effect of such items as

foreign exchange, acquisitions and digpositions, underlying service
revenue increased 3%. The risk and insurance services segment
experienced underlying revenue growth of 15% primarily due to net new
business and the effect of higher commercial insurance premium rates,
partially offset by lower fiduciary interest income. Underlying consulting
revenue increased 1% reflecting a higher volume of business in retirement
services partially offset by a decline in management consulting. Underly-
ing revenue declined 18% in the investment management segment
primarily due to a reduction in average assets under management which
declined 15% from 2001,

Operating expenses increased 1% in 2002 compared to 2001, which
included charges related tc September 11 and amortization of goodwill.
Exciuding these items, as weli as the effect of foreign exchange, acquisi-
ticns and dispositions, underlying expenses increased 4% from the prior
year. The increase is primarily due to increased compensaticn and benefits
¢osts in the risk and insurance services segment commensurate with oper-
ating performance partially offset by reduced incentive compensation and
lower volume refated expenses in the investment management segment.

In 2001, operating revenue declined 4%. The decrease resulted from a
decline in revenue in the investment management segment due largely to
lower assets under management on which fees are sarned and an invest-
ment valuation charge related to an other than temporary decline in
Futnam's investment in Bipop, partially offset by a higher volume of busi-
ness in the risk and insurance services segment. Excluding the affect of
such items as foreign exchange, acquisitions and dispositions, underlying
service revenue declined approximately 1% compared with 2000. Underly-
ing revenue decreased 19% in the investment management segment as
the level of average assets under management declined in 2001, primarily
as a result of a reduction in the equity market levels. The risk and insur-
ance services segment experienced underlying revenue growth of
approximately 10% primarily due to the impact of higher commercial insur-
ance premium rates and net new business development, partially offset
by lower fiduciary interest income. Underlying consulting revenue grew
3% for the year rafiecting a higher volume of business in retirement ser-
vices, health care and group benefits and economic consulting offset by a
decling in management consulting.

Operating expenses were essentially unchanged in 2001 compared to
2000. Underlying expenses, excluding the effect of foreign exchange,
acquisitions and dispaositions, and the impact of charges related to
September 11, decreased 2% from the prior year. The decrease relates
primarily to lower incentive compensation in the investrent management
segment and a reduction in discretionary expenses in all segments partially
offset by expenses assoclated with a higher volume of business in the risk
and insurance services segment. Expenses were also reduced by approxi-
mately $40 million of incremental net consolidation savings agsociated with
the Sedgwick Group plc ("Sedgwick”) integration, prirmarily in risk and
insurance services.

In 2001, MMC recorded pretax charges of $187 million, net of insurance
recoveries, related to the events of September 11 and the subsequent
impact on business conditions. The components of this charge are dis-
cussed further in the section of this MD8A entitlied Charges Related to
September 11 and Special Credits.




Risk and Insurance Services

The operations within this segment consist of risk and insurance services
as broker, agent or consultant for insureds, insurance undenwriters and
other brokers on a worddwide basis. These services are provided by Marsh
ire. (“Marsh™, which delivers risk and insurance services and solutions 10
clients through its various subsidiaries and affiiates. Risk management,
insurance broking, financial solutions and insurance program manage-
ment senvices are provided for businessas, public entities, associations,
professional services organizations and private clients under the Marsh
name. Reinsurance broking, catastrophe and financial modeling services
and retated advisory functions are conducted for insurance and reinsur-
ance companies, principally undar the Guy Carpenter name. Undenwriting
management services are performed for a wide range of clients under
various nameas. in addition, MMC Capital provides senvices principally in
connection with criginating, structuring and managing insurance, financial
services and other industry-focused investments.

The services provided within this segment include the identification, analy-
sis, estimation, mitigation, financing and transfer of risks that arise from
client operations. Thase risks relate to damage to property, various fiability
exposures, and other factors that could resutt in financial loss, including
large and complex risks that require access 10 world insurance and finan-
clal markets. The risks addressed by Marsh's operating units go beyond
traditionat property-liakility areas te include a widening range of exposures.
Maijor examples of these risks inclucle employment practices liability, the
launch and operation of rockets and spacacraft, the development and
operation of technology resources (such as computers, communications
netwarks and wabsites), the theft or loss of intellectual property, copyright
infringement, the remediation of environmental pollution, merger and
acquisition issues, the interruption of revenue streams derived from leasing
and credit operations, political risks and various other financial, strategic
and operating exposures.,

Marsh's subsidiaries provide a broad spectrurm of services requiring
expertise in multiple disciplines: risk identification, estimation and
mitigation; conducting negatiations and placement fransactions with the
worldwide insurance and capital markets; gaining knowledge of specific
insurance product lines and technical aspects of client operations, indus-
tries and fields of business; actuarial analysis; and understanding the
regulatory and legal environments of various countries. Marsh provides
advice on addressing client exposures, which includes structuring pro-
grams for retaining, mitigating, financing, and transferring the risks in
combinations that vary according to the risk profiles, requirements and
preferences of clients. Specific professional functions provided in this
process incluge oss-control services, the placement of client risks

with the worldwide insurance and capital markets (risk transfer), the
developrnent of altemative risk financing methods, establishment and
management of speciatized insurance companies owned by clients
{“captive insuranca comganies™, claims callection, injury management
and other insurance and risk related services.

Reinsurance services are provided to insurance and reinsurance
companies and other risk assumption entities by Guy Carpenter and
primarlly involve acting as a broker or intermediary on all classes of
reinsurance. The predominant Ines addressed ars property and casualty.
In addition, reinsurance activities include specialty iines such as profes-
sional liability, medical malpractice, accident, life and health. Services
include providing advice, placing coverages with reinsurance markets,
arranging risk-transfer financing with capital markets, and fumishing related
services such as actuarial, financial and regulatory consulting, portfolio
analysis, catastrophe modeling and claims services, An insurance or rein-
sUrance company may seek reinsurance or other risk-transfer financing on
all or a partion of the risks i insures.

Marsh provides underwriting management services to insurers in the
United States, Canada and the United Kingdom, primarily for professional
liability coverages. These services are provided under various names
apart from Marsh.

Marsh's Affinity and Private Client Practices unit providas advice and pro-
gram services to corporate, association and individual clients in North
America and Europe, Marsh Affinity provides associations with the design,
marketing and administration of a variety of insurance-related products
purchased by the association members. Marsh Affinity offers services and
administration to corporations for employee voluntary payroll deduction
programs and Insurance- and benefit-related programs. Marsh's Private
Client Services practice markets specialized risk and insurance programs
1o high net worth individuals.

MMC Capital, Inc, is a private equity investment firm that manages fund
famiiies focused on distinct industry sectors. it is an advisor to The Tricient
Partnership L.P., a private investment partnership formed in 1984 with
capital commitments of $880 million, and Trident II, L.P. formed in 1959
with $14 bilion in capital commitments for investments ininsurance, finan-
cial services and related industries. MMC Capital also is the advisor 1o
funds which invest in technology, communications and information com-
panies primarily that support the financial services sector. Investors in
these funds include MG Capital's corporate parent and other investors.
In respense to Marsh's client nesds, MWC Capital helped develop an
additional source of insurance and reinsurance capacity after September
11 through the formation of AXIS Capital Holdings {"aXI5"). AXIS had an
initial capitalization of $16 bilion, which included a $250 milion investment
by Trident Hl and a $100 million direct investment by MMG. and began
underwriting in Bermuda during the fourth quarter of 2001.

Revenue attributable to the risk and insurance services segment consists
prirmarly of fees paid by clients; commissions and fees paid by insurance
and reinsurance companties; compensation for billing and related ser-
vices, in the form of interest income on funds held in a fiduciary capacity
for others, such as premiums and claims procesds; placement service
revenue from insurers; and compensation for services provided in con-
nection with the organization, structuring and management of insurance,
financial services and other industry-focused investments, including fees
and dividends, as well as appreciation or depreciation that has been real-
ized on sales of holdings in such entities.

Revenue ganerated by the risk and insurance services segment is funda-
mentally derived from the value of the services provided to clients and
insurance markets. These revenuas are affected by premium rate levels in
the property and casualty and employee benefits insurance markats and
available insurance capacity, since compensation is frequently related to
the premiums paid by insurads. In many cases, compensation may be
negotiated in advance based upon the estimated value of the services to
he performed. Revenue is also affected by fluctuations in the amount of
risk retained by insurance and reinsurance clients themselves and by
insured vaiues, 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 the level of interest realized on
the investment of fiduciary funds. Revenue and fees also may be received
from originating, structuring and managing insurance, financial services
and other industry-focused rvestments, as well as incgome derived from
investments made by MMC. Placement service revenue includes pay-
ments or allowances by insurance companiss based upon such fagtors
as the overall volume of business placed by the broker with that insLirer,
the aggregate commissions paid by the insurer for that business during
speciic periods, or the profitability or loss to the insurer of the risks
placed. This revenue reflects compensation for services provided Dy bro-
kers to the insurance market. These services include new proguct
development, the development and provision of technology, administra-
tion, and the deiivery of information on developments among broad client
segments and the insurance markets.

Revenues vary from quarter to quarter as a resuit of the timing of poficy
renawals, the net sffect of new and lost business, achievement of contin-
gent compensation thresholds, interest and foreign exchange rate
fluctuations and the realization of revenue from investrents, whereas
expenses tend to be more uniform throughout the year.




The results of operations for the risk and insurance services segment are
presented below:

{in milfions of dofiars} ) 2002 2001 2000
Revenue $5,910 $5,152 $4,780
Expensell 4,420 4,013 3,836
Operating Incoine $1,480 81,138 $ 944
Operating Income Margin 25.2% 221% 19.7%

(a) 2001 expense excludes charges related to Septernber 11 and special crediits
which are detailed below.

Revenue

Revenue for the risk and insurance services segment grew 15% over 2001.
In 2002, revenue includes $18 milion resulting from an increase in the valu-
ation of an investment in AXIS Capital Heldings held by Trident Il, a private
equity fund. Excluding the effect of such items as foreign exchange, acqui-
sitions and dispositions and investment gains and losses, underlying
revenue grew 15% primarily reflecting nat new business and higher pre-
mium rates, offset by lower fiduciary interest income. [n 2002, underlying
revenue grew 16% in risk management and insurance broking, which rep-
resents approximatsly three quarters of risk and insurance services
segmeant revenue, 21% in reinsurance broking and services, and 6% in
related insurance services.

Within risk management and insurance broking underlying revenue
increased 17 % in the United States, 15% in Europe and 19% in other
geographies resulting from net new business and the effect of higher
premium rates partially offset by lower fiduciary interest income. Over
the past several years, the transfer of commercial risk has become more
difficult and costly with proportionate increasss in premiums. Since the
terrorist attacks in 2001, insurance and reinsurance markets worldwide
have tightened, capacity has been reduced and rates have increased.
The size of the ncreases varies according to product line and clients’ loss
axperience, which reflects a dynamic and changing marketplace. While
some moderation in insurance rate increases is occurring in property
lines, the difficult market is expected to continue in 2003, particularly for
many liabflity coverages.

Revenue for the risk and insurance services segment increased 8%

in 2001 over 2000. Excluding the effects of such items as foreign
exchange, acquisitions and dispositions and investment gains and losses,
underlying revenue rose 10% reflecting net new business and the effect of
higher premium rates offset by lower fiduciary interest income. Underlying
revenue for risk management and insurance broking services, which
represented about three quarters of risk and insurance services, grew
approximately 8% over 2000 and increased 13% in the reinsurance
broking and services business, and 12% in related insurance services.

Expense

In 2002, rigk and insurance services expenses increased 0% over pricr
year. Excluding the effect of such items as foreign exchange, acquisitions
and dispositions and the change in accounting for goodwill, underlying
expenses increased 12% from 2001 primarily reflecting increased incen-
tive compensation, higher benefit costs and increased costs dueto a
higher volume of business.

Risk and insurance services expenses increased 5% in 2001, Underlying
expenses increased approximately 7% from 2000 primarily reflecting staff
growth and other costs associated with & higher volume of business, par-
tially offset by the realization of $40 mitlion of incremental net integraticn
savings related to the Sedgwick transaction.

Expenses in 2001 exclude compensation and benefit costs of

$15 million related to employees who were unable to report to work
or were involved directly in the recovery efforts resuiting from the
September 11, 2001 attacks. These costs were recorded as part of
the charges related to September 11 and are not included in the seg-
ment's cperating expenses.

The operations within the investment management segment consist of
services primarily under the Putnam name. The services, which are per-
formed principally in the United States, include securities investment
adviscry and management services consisting of investment research
and management, and accounting and related services for a group of
publicly held investment companies (the “Putnam Funds”). A number

of the open-end funds serve as funding vehicles for variable insurance
contracts. Investment management services are also provided ona
separately managed or commingled basis to individuals, corporate profit-
sharing and pension funds, state and other governmental and public
employee retirerment funds, university endowment funds, charitable foun-
dations, 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 prevides custody services to several external clients. In addi-
tion, Putnam provides administrative and trustee (or custodial) services
including participant accounting, plan administration and transfer agent
services for employee benefit plans (in particular defined contribution
401{k) plans), IRAs and other clients for which it receives compensation
pursuant to service and trust or custodian contracts with plan sponsors
and the Putnam Funds. Putnam also acts as principal underwriter of the
shares of the open-end Putnam Funds, selling primarily through indepen-
dent broker/dealers, financial planners and financial institutions, including
banks, and directly to certain large 401{k} plans and other institutional
accounts. Shares of open-end funds are generally sold at their respective
net asset value per share plus a sales charge, which varies depending on
the individua! fund and the amount and class of shares purchased. Essen-
tially all Putnam Funds are available with a contingent deferred sales
charge in lieu of a front-end load. The refated prepaid dealer commissions
initially paid by Putnam to broker/dealers for distributing such funds can
be recovered through charges and fees received over a number of years,

Putnam's revenue is derived primarily from investment management and
12b-1 fees received from the Putnam Funds and investment management
fees for institutional accounts. The investment management services pro-
vided by Putnam are performed pursuant to advisory contracts. The
amount cf the fees varies depending on the individual mutual fund or
account and is usually based upon a sliding scale in relation to the level of
assets under management and, in certain instances, is also based on
investment performance. The management of Putnam and the trustees of
the Putnam Funds regularly review the fund fee structure in light of fund
performance, the level and range of services provided, industry conditions
and other refevant factors. Contracts with the Putnam Funds continue in
effect only so long as approved, at least annually, by their shareholders or
by the Putnam Funds’ trustees. The termination of one or more of these
contracts, or other advisory contracts, could have a material adverse effect
on Putnam'’s results of operations. Putnam also receives compensation for
providing certain shareholder and custedy services.

Putnam has a mincrity interest in Thomas H. Lee Partners (“THL"), a private
equity investment firm. In addition, Putnarm and THL formed a joint venture
entity, TH Lee, Putnam Capital ("THLPC"} of which Putnarm owns 25%. THL
and THLPC offer privats equity and alternative investment funds for institu-
tional and high net worth investors.




The results of operations for the investment management segment are
presented below:

{in millions of dollars} 2002 2001 2000
Revenueia $2,166 $2,409 $3,242
Expenset) 1,606 1,825 2,215
Operating Income $ 560 $ 584 $1,007
Operating Income Margin 25.9% 24.2% 31.7%

&} Includes investment valuation charge of $222 million in 2001, recorded as
a redugtion of revenue. Fxcluding this chargs, operating income margin
was 30.5%.

(b} 2001 expense excludes charges related 1o September 11, which are
detailed befow.

Revenue

In 2002, Putnam’s revenue decreased 10% compared with prior year.
Underlying revenue, which excludes a contractual payment from
Putnam’s Halian joint venture partner and investment gains and losses,
declined 18% reflecting a decline in the level of average assets under
managerment ot which managemernt fees are earnad. Assels under man-
agement averaged $279 bifion in 2002, a 15% decrease compared with
$328 billion managed in 2001. Assets under management aggregated
$251 billion at Decemnber 31, 2002 comparad with $315 bilion at Decem-
ber 31, 2001, The decline in assets under management during 2002
resulted from market declines as well as net redemptions of $10.3 billion,
which includes reinvested dividends,

Putnam’s revenue decreased 26% in 2001 reflecting an investment valua-
tion charge and a decline in the level of average assets under management
on which management fees are eamed. Underlying revenue declined 19%.
Assets under management averaged $328 billion in 2001, a 17% decrease
compared with the $397 billion managed in 2000. Assets under manage-
ment aggregated $315 bilion at December 31, 200t compared with $370
billon at Decembear 31, 2000, as a $66.5 billion detrease resUlting from a
reduction in equity market levels was partially offset by $11.5 billion of net
new sales, including reinvested dividends.

In 2000, MMC entered into an agreement to purchase a minority invest-
ment in the publicly fraded common stock of Bipop as part of a new
agreement that expanded the companies’ existing joint venture in Italy,
and Putnam became the exclusive investment management partner for
Bipep's planned expansion into other parts of Western Europe. The Bipop
commen shares subsequently declined in value, MMC determined this
decline was other than temporary, and in the fourth quarter of 2001,
recorded a pretax charge of $222 miflion to write down the cost basis of
the investment to its fair value. In 2002, Bipop was merged with Banca di
Roma, the combined businesses were reorganized and the names of the
SUCCEsSsar companies were changed. As a resuit of these actions
Putnam’s initial holding in Bipop is now comprised of common shares in
Fineco S.p.A. (*Fineco”) and Capitalia S.p.A. In the fourth quarter of 2002,
MMC recorded a pretax investment valuation charge of $20 million for an
other than temporary decling in the value of Finece.

Expense

Putnam’s expenses declined 12% in 2002 and 17% in 2001 primarily

due to lower incentive compensation refiecting the current operating
environment. [n 2002, the expense reductions ware partially offset by
the writa-down of certain assets from Putnarn’s acquisition of a minority
interest in Thomas H. Lee Partners, L.P. (“TH Lee™), a privale equity busi-
ness. TH Lee is the general partner of Thomas H. Les Private Equity Fund
W, L.P. {"Fund IV"). In the third guarter of 2002, Putnam determined that
the acquired performance fee assets related to Fund IV may not be fully
recoverable based on expected cash flows from Fund IV. The net impact
of the write-down on Putnam’s expenses was $32 million.

Expenses in 2001 exclude compensation and benefit costs of

$6 milion related to recovery efforts that were recorded as part

of the charges related to September 11 and are not included in the
segment’s cperating expenses.

Year-end and average assets under management are presentad below:

{n billions of dollars) 2002 2001 2000
Mutual Funds:
Growth Equity $ 45 $ 77 $115
Blend Equity 33 45 57
Value Equity 40 54 57
Fixed Income ) 46 43 40
164 219 269
[nstitutional:
Equity 66 79 86
Fixed Income 21 17 15
) 87 96 101
Year-end Assets $251 $315 $370
Year-end Assets from
Non-U.S. Investors $ 33 $ 30 $ 31
Average Assets $279 $328 $397

The categories of mutual fund assets reflect style designations aligned
with each fund’s praspectus. All pricr year amounts have been reclassified
to conform with the current investment mandate for each product,

The assets under management and revenue levels arg particularly
affected by fluctuations in domestic and international stock and bond
market prices, the composition of assets under management and by the
level of investments and withdrawals for current and new fund sharehold-
ers and clients. U.S. equity markets declined in 2002 for the third
consecutive year after several years of substantial growth prior tc 2000.
Furthermore, in 2002, the mutua! fund industry had net redemptions

in eguity funds for the first time in 14 years. The volatiity in the equity
markets contributed to the decline in assets under management and,
accordingly, to the reduction of revenue recognized by Putnam.

A continued decline in general market levels will reduce future revenue.
items affecting revenue also include, but are not limited to, actual and
relative investment performance, service to clients, the development
and marketing of new investment products, the relative atiractiveness

of the investment style under prevailing market conditions, changes in
the investrment patterns of clients and the ability to maintain investment
managemenit and administrative fees at appropriate levels. Revenue
levels are sensitive to all of the factors above, but in particular, to signifi-
cant changes in bond and stock market valuations.

Putnam provides individual and institutional investors with a broad range of
both equity and fixed income investment products and services, invested
domestically and globally, designed to meet varying investrment objectives
and which afford its clients the cpportunity to allocate their investment
resources among various investment preducts as changing worldwids eco-
normic and market conditions warrant,

At the end of 2002, assets held in equity securities represented 73% of
assets under management, ccmpared with 81% in 2001 and 85% in 2000,
while investments in fixed income products represented 27 %, compared
with 19% in 2001 and 15% in 2000,




Through Mercer Inc. (*Mercer”) the operations within this segment provide
consulting and related services from locations around the world, primarily
to business organizations, in the areas of:
Retirement Services including retirement consulting, administration
and investment censulting;

Health Care & Group Benefits consulting;

Human Capital censulting including performance, measurement and
rewards, communication and human rescurce operations;
Management and Organizational Change consulting comprising strat-
&gy, operations, organizational change, leadership and crganizational
design; and

Economic consulting.

Mercer Human Resource Consulting provides professicnal advice and ser-
vices to corporate, government and institutional clients in more than 40
countries and territories in North and South America, Eurcpe, Asia, Australia
and New Zealand, Consultants help organizations understand, devslop,
execute and measure retirement, health care and group benefits and
human capital programs, policies and strategies.

Mercer Management Consulting provides advice and assistance on issues
of business strategy and operationat execution, primarily to large corpora-
tions in North Ametrica, Europe and Asia. Consultants help clients anticipate
and realize future sources of vaiue growth based on insights into rapidly
changing customer pricrities, econcmics and markets. Mercer Manage-
ment Consuiting also assists its dlients in the implementation of their
strategies. Under the Uippincott Mercer name, Mercer Management Con-
sutting advises leading corporations on issues relating to brand, corporate
identity and image.

Mercer Delta Censulting works with senior executives and CEOs of major
corporations and other institutions on crganizaticnal design and the lead-
ership of organizational change.

National Economic Research Associates ("NERA) serves law firms, cor-
norations, trade associations and governmental agencies. NERA provides
research and analysis of economic and finangial issues arising in competi-
tion, reguiation, finance, public policy, litigation and management. NERA's
auction practice advises clients on the structuring and operation of large
scale auctions, such as telecommunications spectrum auctions. NERA
also advises on transfer pricing.

The major component of Mercer revenue is fees paid by clients for advice
and services. In addition, commissicn revenue is received from insurance
companies for the placement of individual and group insurance contracts,
primarily life, health and accident coverages. The Australian retirement
trust business charges asset-based fees on invested assets, A relatively
small amount of revenue is derived from brokerage commissions in con-
nection with a registered securities broker dealer.

Revenue in the consulting business is affected by, among other things,
economic conditions around the world, including changes in clients’ indus-
tries and markets. Furthermore, revenua is subject to the introduction of
new products and services, broad trends in employee demograghics, the
effect of government policies and regulations, market valuations and inter-
est and foreign exchange rate fluctuations.

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

fin millions of dofars) 2002 2001 2000m
Revenue $2,364 $2,308 $2,286
Expense®© 2,038 1,895 1,974
Operating Income $ 326 $ 313 $ 312
Operating Income Margin 13.8% 13.6% 13.6%

fa) 2001 expense excludes charges related to September 11 and spegial credits,
which are detailed below.

{b) Revenue and expense for 2001 and 2000 reflect the reclassification of reim-
bursed {out-of-pocket) expenses to confanm with current year presentation.

Revenue

Consulting services revenue increased 2% in 2002, reflecting consistent
growth from retirement services aleng with improving trends from other
practices. Excluding the effect of such items as foreign exchange, acqui-
sitions and dispositions, underlying consulting revenue increased 1% in
2002. Underlying revenue from retirement services, Mercer's largest prac-
tice, grew by 7% over 2001 primarily due to an increased provision of
advice on retirement issues and greater interest by clients in managing
retirement programs on a global basis. Underlying revenue alsc grew
15% in economic consulting and 4% in health care and group benefits
consulting. These increases were partially offset by decreases of 19% in
management consulting and 9% in human capital consulting.

Consulting services revenue increased 1% in 2001 reflecting mixed results
in the group’s practices amid difficult market conditions. Excluding the
effect of foreign exchange, acquisitions and dispositions, consulting rev-
enue Increased approximately 3% in 2001, Retirement services revenue
grew by 10% over 2000 primarity due to a higher volume of business in
this practice line in 2001. Underlying revenue also grew 11% in economic
consulting and 7% in health care and group benefits consulting. These
increases were offset by a 21% decline in management consulting.

Expense

Consulting services expenses increased 2% in 2002. Excluding the effect
of such items as foreign exchange, acquisitions and dispositicns and the
change in accounting for goodwill, expenses increased 2% due primarily
to increased compensation costs.

Consuiting services expenses increased 1% in 2001. Excluding the effect
of foreign exchange, acquisitions and dispositions, expenses Increased
3% in 2001 reflecting the effect of staff increases in the growing practices
principally outside the United States, offsat in part by lower discretionary
spending.

Expenses in 2001 exclude compensation and benefit costs of $3 million
related to the recovery efforts that were recorded as part of the charges
related to September 11 and are not included in the segment’s operating
exXpenses.

Effective January 1, 2002, expense reimbursements received from clients
within the consuiting segment are recorcled as revenue, rather than an off-
set to expense, in accordance with guidance provided in EITF lssue 01-14,
“Income Statement Characterization of Reimbursements Received for
'‘Out-of-Pocket’ Expenses Incurred.” Revenue and expense for prior peri-
ods reflect the reclassification of reimbursed expenses as follows:

fin millions of doflars) 2001 2000
Revenue:

As Previously Reported $2,160 $2,135
Reimbursements 148 151
After Reclassification $2,308 $2,285
Expense:

As Previously Feportad $1,847 $1,823
Reimbursements 148 151
After Reclassification $1,895 $1,974
Operating Income $ 313 $ 312
Operating Income Margin:

As Previously Reported 14.5% 14.6%
After Reclassification 13.6% 13.6%




Corporate Expenses

Corporate expenses increased to $123 million in 2002 from $116 milion
in 2001 due to increased compensation costs and an increase

i headcourt.

Corporate expenses decreased to $116 millior in 2001 from

$127 miltion in 2000 due to nonrecurring costs incurred in 2000 associ-
ated with certain corporate intiatives as well as nonrecurring fees relatad
to the integration of Sedgwick. Compensation and beneafits of $1 milion
relaied 10 the recovery efforts that were recorded as part of the charges
related o September 11 and are not inciuded in comporate expenses.

Charges Related to September 11 and

Special Credits

MMC was directly and profoundly impacted by the September 11, 2001
terrorist attacks. As a result of the destruction of the World Trade Center
("WTC™, 205 MMC colleagues were lost. MMC otcupied a combined
total of fifteen floors in the two towers of the WTC, that housed approxi-
mately 1900 employees and outside consuftants, The risk and insurance
services segment was the most directly impactad by this event. The WTC
housed the center for information technology and finance suppon of
Marsh, where most of the iost colleagues were employed. The WTC alsa
served as the headquarters for Guy Carpenter, Marsh's reinsurance
intarmediary. Employees were relocated to various sites in midtown
Manhattan and the New York metropolitan area. In addition, certain sup-
port functions previously performed in the WTC were distributed among
regional processing centers throughout the United States. A small num-
ber of colleagues from the consulting business were located at the WTC,
all of whom were relocated to other sites. Boston-based Putnam [nvest-
ments, MMC's investment management subsidiary, suffered disruptions
due to building evacuations and the closing of the equity markets. MMC
successfuly implemented tong-standing disaster recovery plans. Ali eriti-
cal business functions and systems we-e recovered.

As a result of the events of September 11 and the subssguent business
environment, MMC recorded pretax charges totaling $187 million in 2001,
Services and benefits provided to victims' families and employees, such as
compensation and benefit continuance, counseling and a cormmitment to
the MMC Victims Relief Fund, amountad to $69 million of the charges.
Write-offs or impairments of intangibles and other assets were $32 million
and charges related to disruption of business operations amounted to $25
million. The remaining liability related to these charges was $3 millior at
December 31, 2002, primarily related to providing continued access to
MMC’s health and benefit plans for victims' families. The above charges
are net of insurance recoveries of $126 milion, which were collected prior
0 December 31, 2002,

As a result of weakening business conditions, which were exacerbated
by the events of September 11, a charge of $61 milion was recorded 10
provide for staff reductions and office consolidations, primarily in the
consulting segment. The charge is comprised of $44 million for severance
and related benefits affecting approximately 750 people and $17 million
for future rent under noncancelable leases. Actions under the plan were
complated by September 30, 2002. Utilization of these charges is sum-
marized in Note 12 to the consolidated financial statements.

In the fourth guarter of 2001, MMC recorded a special credit of $13 mifiion
attrinutable to changes in estimates in connection with integration and
restructuring plans provided for in prior years, Changes in estimated
costs resulted in a reversal of reserves of $5 milion for empioyee termi-
nation costs and $2 million related to office consolidations associated
with the Sedgwick transaction and a $6 milion reversal of resarves related
1o office consolidation costs associated with the Johnson & Higgins
*J&H" combination.

The combined impact of the charges related 10 September 11 and
the special credit was a $.19 reduction in diluted net income per share
for the year.

In the fourtih guarter of 2000, MMC recorded a net speciai credit of $2 mil-
lion attriputable to changes in estimates in connection with integration and
restructuring plans from prior years. Changes in estimated costs resulted
in a special charge of $7 million for employee termination costs associ-
ated with the Sedgwick transaction and a reversal of reserves of $9 millicn
related to office consalidation costs, of which 57 million represented lease
abandonment costs in London and $2 miillion representad office consoli-
dation costs associated with the J&H combination. The resulting net
special credit had no effect on diluted net income per share.

Interest

Interest income eamed on corporate funds was $19 million in 2002 com-
pared with $23 million in 2001, Interest expense decreased to $160 million
in 2002 from $196 milion in 2001, The decrease in interest iNcome was
prirnarily due to lower average interest rates in 2002 comparad with 2001,
The decrease in interest expense was primarily due 1o lower average
interest rates, partially offset by an increase in the average debit outstand-
ing. MMC’s March 2002 issuance of long-term debt is discussed in detail
under the Financing Cash Flows of the Liquidity and Capital Resources
section of this MD&A.

Interest income eamed on corporate funds was $23 million in 2001,
unchanged from 2000. Interest expense decreased to $198 milfon in 2001
from §247 milion in 2000. The decrease in interest expense was primarily
due to lower average interast rates in 2001 and a reduced level of out-
standing debt compared with 200C.

Income Taxes

MMC's consolidated effective tax rate was 350% in 2002 compared

with 37.7% in 2001, In 2001, the underfying tax rate, excluding the effect

of the specia cradit, charges related 1o September 11 and thé investment
valuation charge, was 37.5%. The decrease in the effective rate in 2002
compared to 2001 results from a combination of the change in accounting
for goodwil and the geographic mix of MMC's businesses. The reduction
in the underlying 2001 tax rate campared with the 2000 rate of 38.5%
prirnariy reflects lower state and non-U.S, taxes from implementing tax
efficient structuras worldwide. The overall tax rates in 2001 and 2000 are
higher than the L).S. Federal statutory rate primariy because of the non-
deductibility of goodwill and provisions for state and focal income taxes.
Due to the events of Septemiber 11 and the government's subsequent dirac-
tives, MMC's estimated tax payments related to the third quartar of 2001
were paid in the first quarter of 2002, resulting in a larger balance of
Accrued income taxes at Decemnber 31, 2001 compared to the current year.
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Liguidity and Capital Resources

Operating Cash Flows

MMG anticipates that funds generated from operaticns wil be sufficient to
mest its foreseeable racurring working capital requirements as wel as to
fund dividends, capital expenditures and scheduled repayments of long-
term daebt. MMC's ability to generate cash flow from operations is subject
10 the business risks inherent in each operating segment. These risks are
discussed in the operating segrment sections of this MD&A and the Busi-
ness section of Fart | of Form 10-K,

MMC's cash and cash equivalents aggregated $546 million at the end of
2002, an increase of 8 million from the end of 2001,

MMC gererated $1.3 bilion of cash from operations in 2002. Cash flow fom
operations includes the impact of contributions to retirement plans of $460
milion as well as rental payments of $406 million under operating leases.
MMC's commitmient for future payments under operating leases is
disclosed in Note 8 to the consolidated financial statements. MMC
generated $1.5 bilion of cash frorn operations in 2001. Cash flow from
cperations includes $367 milion of net rental payments under operating
leases during 2001.

Inciuded in the cash flows from operations are the net cash payments
related to the 1899 and 1997 mergar-related charges. These charges were
related to business combinations with Sedgwick and J&H. Related cash
outlays of $34 milion, $82 milion and $179 million were made in 2002,
2001 and 2000, respectively.

As a result of the events of September 11, 2001 and the subsequent
business environment, MMC recorded pretax charges in 2001 totaiing
$187 milion. The net charges included asset impairments of approxi-
mately $32 million and restructuring costs of $81 milion. The impact of
the events of September 11 on MMC'’s cash flow after the effect of insur-
ance recoveries and tax benefits has not been significant. MMC does
not expect any material uninsured cash outflow related to this event

in excess of the charges recognized in the consolidated financial state-
ments at December 31, 2001, Recoveries under certain provisions of
MMC's insurance policies are contingent upon the occurrence of future
events, Such provisions inciude replacement value coverage of fixed
assets and leasehoid improvements, which is contingent on actual
replacemant of the lost assets and reimbursement of incremental

rent cost for replacement office faciliies. Such recoveries are not
recorded in the financial statements until all contingencies have been
satisfied and the amount can be reasonably estimated.

Retirement Plan Funding

Information about MMG's pension obligations, plan assets and nat peri-
cdic pension costs are discussad in Note 7 to the consolidated financtal
statements. The amounts inciuded in this disclosure are dependent upon
the use of estimates as discussed under Management’s Discussion of
Critical Accounting Policies of this MD&A. During 2002, due primarily to
negative returns on plan assets and lower discount rates, the net funded
status of the U.S. and significant non-U.S. pension plans declined by
$273 million and $475 milion, respectively. Benefit obligations of the LS.
and significant non-U,S. pension plans exceaded the fair value of plan
assets by $264 milion and $742 million, respectively. at December 31,
2002, The funded status at December 31, 2002 includes the effects of
contributions made during the year and the pian amendments discussed
below. During 2002, MMC contributed approximately $144 milion to the
1J.S. plans and $316 million to the significant non-U.S, plans, compared
with $26 million for U.S. plans and $52 milion for significant non-U.S.
plans in 2001 These contributions resulted in an increase in prepaid pen-
sion expense for certain plans, which is included in Other assets in the

Consolidated Balance Sheets. The minimurm pension liabiity related to
any plan is recorded in Other liabilities in the Consolidated Balance
Sheets. There currently is no ERISA funding requirement for the U.S. plan
in 2002 or in 2003, Funding reguirements for non-U.S. plans vary country
hy country. Contribution rates are determined by the local foreign actuar-
ies based on local funding practices and reguirements. Funding amounts
may be influenced by future asset performance, discount rates and other
variables impacting the assets and/or liabilities of the plan. in addition,
amounts fundad in the future, to the extent not required under regulatory
requirements, may be affected by alternative uses of MMC's cash flows,
including dividends, investments and share repurchases.

The assets and fiabilities of the U.S. defined pension plans were re-mea-
sured at July 1, 2002 to reflect a change in substantive plans as defined by
SFAS No. 87, “Employers’ Accounting for Pensions™ and a reduction

of the expected rate of return on plan assets 1o 8.25% from 10%.
Discretionary cost of living iIncreases have been excluded from the sub-
stantive plans for accounting purposes because MMC no longer has the
intention of granting such increases. The change In the substantive plans
reduced the projected benefit obligation by approximately $273 milion.
Effective January 1, 2003, MMC has further reduced the expected rate of
retum for its U.S. pension plans from 9.25% to 8.75% and the weighted
average rate of return for the significant non-U.S. plans declined from
8.9% to approximately 8.3%.

The unrecognized actuardal losses for U.S. plans were $784 million and
$175 million as of Decernber 31, 2002 and 2001, respectively. The unrec-
ognized actuarial losses for the non-U.S. plans were $1.24t million and
$423 million as of December 31, 2002 and 2001, respactively. These
unrecognized net actuarial losses may result in increases in the future net
periodic pension costs, depending on saveral factors, including whether
such losses at each measurement date exceed the corridor in accor-
dance with SFAS No. 87. MMC daoes not expect the change in net
periodic pension cost to have a material effect on the overall results of
operations in 2003.

The target agset allocation for the U.S. plans is 65% eguities, 30% bonds
and 5% real estate and for the UK. plans is 80% equities and 40% bonds
which approximates the actual portfolic allocation in 2002 and 2001,
MMC uses threshold based portfolio rebalancing to ensure the actual
portfolio remains consistent with target allocations.

Financing Cash Flows

Net cash used for financing activities amounted to $10 billion in 2002,
compared with $538 millicn in 2001, resulting primarily from share repuir-
chasss and the payment of dividends to shareholders.

MMC uses commercial paper borrowing to manage its short-term liguid-
ity. MMC currently maintains and expects to continue to maintain
revolving credit faciities in excess of 100% of expected commercial paper
horrowing levels to ensure liquidity is maintained in the event of markat
disruptions. Commercial paper borrowings of $750 million at Decernier
31, 2002 and $1.0 billion at Decemier 31, 2001 have been classified as
Long-term debt in the Consolidated Balance Shests based on MMC's
intent and ability to refinance these obligations on a long-term basis, The
revolving credit facilities are discussed below.

During 2002, MMC improved liquidity and extended the average maturity
of outstanding debt through the issuance of $760 million of long-term
sertior notes which were used & pay down commersial paper barrow-
ings. At December 31, 2002, commercial paper balances decreased
$484 million compared to the prior year, resulting from the issuance of
the seniar notes, partially offset by approximately $266 million of
additional borrowing.




During 2001, commercial paper borrowing increased by $410 milion to
fund investments and share repurchases. Oebt rapayments armounted to
$28 million in 2001. Cther borrowings amounted te $23 million in 2001, for
a net increase In debt of approxdmately $407 million during the year.

In June 2002, MMG arranged a $14 tillion revolving credit fadility. The new
credit facility replaced a similar fagility that expired during 2002, Borrowing
under the new facllity, which expires in June 2003, is at market rates of
interest. The facility supports MMG’s commercial paper borrowing. Ne
amounts were outstanding under this facility at December 31, 2002,

During 2002, MMC executed a revolving credit fagility with several banks to
support its commereial paper Borrowing. This noncancelable facility, which
expires in Jung 2007, provides that MMC may borrow up 1o $1.0 bilion at
rméarket rates of interest, which vary depending upon the level of usage of
the facllity and MMC's credit ratings. No amounts were outstanding under
this facility at Dacember 31, 2002.

MMC also maintaing other credit facilties with various banks, primarily
related to operations located outside the United States, aggregating $274
milien at Decomber 31, 2002 and §214 milion at Decomber 31, 2001
Approxirmately $35 million was outstanding under thase facilities at
December 31, 2002,

MMC's revolving credit and other debt agreements contain covenants
which include, in same cases, restrictions an cansolidations or meargers,
the sale or pledging of assets and minimium net worth requirements. MMC
must rmaintain & consolidated net worth of at least $3.5 bilion under the
mast restrictive of its net worth covenants.

in March 2002, MMC issuad 3500 milion of 5.375% Senior Notes due in
2007 and $250 milion of 6.25% Senior Notes due in 2012 {the “Notes").
The net proceeds from the Notes were used to pay down cormnmercial
paper borrowings.

Concurrent with the issuance of the Notes, MMC entered into interest rate
swap transactions to hedge 100% of its exposure to changes in the fair
value of the Notes. The swap transactions effectively converted the fixed
rate obligations into fleating rate obligations. Under the terms of the
swaps, the swap counterparties pay MMC a fixed rate equal to the
coupon rate on the bonds. MMC pays the swap counterparties a floating
rate of 5-month Liber plus ©.25 bps for the five-year swap and 6-month
Libor plus 2545 bps for the ten-year swap. In duly 2002, MMC dedesig-
nated 50% of the fair value hedge on each of the Notes and settled 50%
of each of the related swaps. The porticn of the Notes no longer hedged
ceased peing marked to market, and the cumulative amount of fair value
adjustments previously recognized is being amortized over the remaining
life of the refated Notes. MMC redesignated the remaining portion of the
swaps as a fair value hedgs of 50% of the Notes. The redesignated
swaps carry the identical terms and conditions as the original swaps and
under SFAS No. 133 qualify for hedge accounting and meet all criteria
necessary to conclude the hedge will be perfectly effective. In January
2003, MMC dedesignated the remaining fair value hedge on each of the
Notes and settled the remaining swaps. The cumulative amount of fair
value adjustments previously recognized is being amortized over the
remairing ife of the related Notes. As a result of these transactions. the
effective interest rate over the remaining life of the Notes, including the
amortization of the fair value acjustments, is 4% for the Notes due in
2007 and 51% for the Notes due in 2012

In February 2003, MMC issued $260 million of 3625% Senior Notes due
20086 and $250 miiilion of 4.85% Senior Notes due 2013. The net proceads
from these notes was used to pay down commercial paper.

In 2002, MMC continued to repurchase shares of its common stack for
treasury as well as to meet requiremients for issuance of shares for its
various stock compensation and benefit programs, During 2002, MMC
repurchased 24.2 milion shares for total consideration of $1.2 billion, com-
pared with 156 million shares for total consideration of $763 million in 2001,

MMC repurchases shares subject to market conditions, inciuding

from time to time pursuant to the terms of a 10b5-1 plan. A 10b5-1 plan
allows a company to purchase shares during a blackout pericd, provided
the cormpany communicates its share purchase instructions to the broker
prior to the blackeut period, pursuant to a written plan that may not be
changed. MM currently plans to continue to repurchase shares in 2003,
subject to market conditions.

Dividends paid by MMC amounted to $593 milicn in 2002 ($1.09 per
sharg) and $567 million in 2001 {$1.03 per share),

Investing Cash Flows

Cash used for investing activities amounted to 5273 million in 2002 and
$655 million in 2001. Cash used for acquisitions amounted to $92 millior
in 2002, primarity related to several consulting businesses and $53 millicn
in 2001, primarily related to insurance brokerage businesses and the THL
transaction. MMC's additions to fixed assets and capitalized software,
which amounted to $423 million in 2002 and $433 million in 2001,
prirmarily related 1o computer equipment purchases, the refurbishing

and modernizing of office facilities and software development costs.

In the second quarter of 2001, MMC sold certain of its London properties
and simultanecusly entered into a two and cne-half vear leaseback
arrangement for & significant portion of the properties. Total proceeds of
approximately $135 milion were received.

MMC has committed 1o potential future investments of approximately
$490 million in connection with various MMC Capital funds and other
MMC investments. Approximately $40 million was invested in 2002 and
approximately $475 million was invested in 2001. Of the amount in 2001,
$286 million was paid to purchase a minority investmert in Bipop and
$100 million was used to acquire a minority interest in AXIS. MMC expects
to fund its future investment commitments, in part, with sales proceeds
from existing investments.

Commitments and Obligations

MMC's commitments and obiigations consist of future rent payments
under operating feases (discussed in Note 9) and repayiments of
long-term debt {discussed in Note 10) as well as the commitments dis-
cussed above.
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Market Risk

Certain of MMC's revenues, expenses, assets and liabilities are exposed
to the impact of interest rate changes and fluctuations in foreign currency
exchange rates and equity markeats.

Interest Rate Risk

MMC manages its net expasure to interest rate changes by utilizing a
mixture of variable and fixed rate borrowings to finance MMC's asset
base. Interest rate swaps are used 1o manages MMC's exposura 1o
interest rate movements on its cash and investments as well as interest
expenss on borowings and are oniy execuled with counterparties of
high creditworthiness.

MMC had the following investmenis and debtinstruments subject to
variable interest rates:

Year Ended December 31,

fin mitlions of doflars) 2002
Cash and cash equivalents invested in certificates of

deposit and time deposits (Note 1) $ 458
Fidugiary cash and investments (Note 1) $4,010
Variable rate debt outstanding (Note 10) $1,256
Notional amount of interest rate swaps (Note 10) $ 375

These investments and debt instruments are discussed more fully in the
above-indicated notes to the consolidated financial statements.

Based on the above balances, if short-term interest rates increase by 10%
or 16 basis points, annual interest income would increase by approxi-
rmately $7 million; however, this would be partially offset by a $3 million
increase in interest expense resulting in a net increase to income before
income taxas and minarity interest of $4 milion,

Foreign Currency Risk

The translated values of revenus and expense from MMC’s international
rigk and insurance services and consulting operations are subject t¢ fluc-
fuations due to changes n currency exchange rates. However, the nst
impact of these fluctuations on MMC's results of operations or cash flows
has not been material.

Forward contracts and options are periodically utilized by MMG to lirmit
foreign currency exchange rate exposure on net income and cash flows
for specific, clearly defined transactions arising in the ordinary course of its
business.

Equity Price Risk

At December 31, 2002, MMOG had investments of approximately $410 mil-
lion which are carried at market value under SFAS No. 115, "Accounting for
Certain investments in Debt and Equity Secuiities." The investments are
subject to risk of changes in market value, which if determined to be other
than temporary, could result in realized impairment losses. The gross
unreaiized gains and losses on the available for sale investments are dis-
cussed in Note 11. In addition, approxirmately $284 milion of investments
primarily comprise MMC's investments in TH Lee and certain funds
managed by MMC Capital which are accounted for using the eguity
method under APB Opinion No. 18, “The Equity Methed of Accounting for
investments in Common Stock.” MMC penodically reviews the carrying
value of such investments to determine if any valuation adjustrments are
apporopriate under the applicabla accourting pronouncemants.,

In 2001, MMC entered into a series of opticn contracts to hedge the vari-
ability of cash flows from forecasted sales of certain available for sale
nvestments. The sales are forecasted to ccour over the next eight quar-
ters. The hedge is achieved through the use of European style put and
call options, which mature on the dates of the forecasted sales. Gains or
losses on the option contracts are deferred in other comprehensive 10ss
until the related forecasted sales occur, At December 31, 2002, the net
increase in fair value of the option contracts of $7 milion was recorded as
an assst and a reduction of Accumulated other comprehensive loss in the
Consolidated Balance Sheets.

Other

The insurance coverage for potential liability resulting from alleged emrors
and omissions in the professional serviges provided by MMG includes
elaments of both risk retention and risk transfer. MMC believes it has
adaguately reserved for the self-insurance portion of the contingencies.
Payments rolated 1o the respective self-insured layers are made as legal
fees are incurred and claims are resolved and generally extend aver a con-
siderable number of years. The amounts paid in that regard vary in refation
to the severity of the claims and the number of claims active in any particu-
lar vear. The long-term portion of this liabiity is inciuded in Other liabilitics in
the Consolidated Balance Sheets.

Management’s Discussion of Critical

Accounting Policies

The preparation of financial staternents in conformity with accounting
principles ganerally accepted i the United States ("GAAP™) requires man-
agement to make estimates and judgments that affect reported amourts of
assets, liabilities, ravenue and expenses and disclosure of contingent assets
and liabiities. Management considers the pelicies discussed below to be
critical to understanding MMC's financial statements because their applica-
tion places the most significant demands on management’s judgment, and
estimation about the effect of matters that are inherently uncertain. Actual
results may differ from those estimates.

Legal and Other Loss Contingencies

MMGC and its subsidiaries are subject to various claims, lawsuits and
proceedings consisting principally of alleged errors and omissions in
connaction with the placemenit of insurance o reinsurance and in
rendening nvestment and consulting services. GAAP requires that liabii-
ties for contingencies be recorded when it is probable that a liability has
been incurred before the balance shest date and the amount can e
reasonably estimated. Significant management judgment is required to
comply with this guictance. MMC analyzes its litigation exposure based on
available information, including consultation with cutside counsel handing
the defense of these matters, to assess its potential liadility.

Retirement Benefits

MMC maintains qualified and non-gualified defined benefit pension plans
for its U.S. and non-U.S. gligible employees. MMC’s policy for funding its
tax gualfied defined benefit retirernent plans is to contribute amounts at
least sufticient to meet the funding requirements set farth in U.S. and
international laws.
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The determination of net periedic pension cost is based on a number of
actuarial assurmpiions, including an expected long-term rate of retum on
plan assets, the discount rate and assurred rate of satary ncrease. The
Iong-term rate of retum assumption is selected for each plan based on the
facts and circumstances that exist as of the measurement date, and the
specific portfolio mix of each plan's assets. MMC uiitizes a model devel-
opad by its actuaries to assist in the setting of this assumption. The model
takes into account several factors including: actual and target portfolio allo-
cation; investmesnt, administrative and trading expenses incurred directly
oy the plan trust; historical portfolio performance; relevant forward-looking
aconamic analysis; and expected returns, variances, and correlations for
different asset classes. All returns utitized and produced by the model are
geomelric averages. These measures are used to determine probabilisies
using standard statistical techniques to calculate a range of expected
returns on the portfolio, MMC generally does not adjust the rate of retun
assumption from year to year if, at the measurement date, it is within the
best estimate range, defined as between the 25th and 75th percentile of
the expected tong-term annual retuns in accordance with the “American
Academy of Actuaries Pension Practice Coungll Note May 2001 Selecting
andt Docurnenting investment Return Assumptions” and consistent with
Actuarial Standards of Practice No. 27, The historical five- and ten-year
average asset retumns of each plan are also reviewed to ensure they are
consistent and reasonable compared with the best estimate range. The
expected return on plan assets is determined by applying the assumed
fong-ferm rate of retum to the market-refated value of plan assets as
defined by SFAS MNo. 87. This market-related vaiue recognizes investment
gains or losses over a five-year pericd from the year in which they ocour.
Investment gains or losses for this purpose are the difference between the
expected return caleulated using the market-related value of assets and
the actual retum based on the market valug of assets. Since the market-
related value of assets recognizes gains or losses over a five-year period,
the: future market-related value of the assets wil be impacted as previcusly
deferred gains or losses are recorded.

The discount rate selected for each U.S. plan is based on Moody's Aa
Long-Term Bond yield index. This index i$ tested to ensure it is comelated
to the plan liabilities using a bond model with durations that match the
expected payment patterns of the plan. Biscount rates for non-U.S. plans
are also based on appropriate bond indices such as the IBoxx £ Corpo-
rates 15-year index in the U.K. Significant assumptions used in the
calculation of net periedic pension costs and pension abilities are dis-
closed in Note 7 to the consolidated financial statements. MMC believes
the assurmptions for each plan are reascnable and appropriate and wilt
continue to evaluate actuarial assumptions at least annually and adjust
as appropriate,

Future pension expense or credits will depend on plan provisions, future
investment performance, future assumptions and various other factors
refated o the popuiations participating in the pension plans. Holding all
other assumptions constant, a half-percentage point change in the rate
of retum and discount rate assumptions would affect net periodic pension
cost for the U.S. and U.K. plans, which comprise approximately 90% of
total pension plan liabilities, as follows:

0.5 Parcentage
Point Decrease

0.5 Percentage
Point Increase

{in miions of dollars) U.S. UK U.s. UK.
Assumed Rate of Return $(14) (13 514 %13
Discount Rate $(25) S(11) 318 513

Changing the discount rate and leaving the cther assumptions constant,
may not be representative of the impact on expense because the long-
term rates of inflation and salary increases are correlated with the
discount rate.

MME contributes 1o certain health care and life insurance benefits pro-
vided 1o its retired employees. The cost of these postretirement 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 postratirement liabifity is inciuded in Other liabilities in the Consofli-
dated Balance Sheets. The key assumptions and sensitivity to changes in
the assumed heaith care cost trend rate are discussed in Note 7 1o the
consclidated financial staternents.

Income Taxes

MMC records the estimated future tax effects of temporary differences
between the tax basis of assets and liabilities and amounts recorded in
the Consolicated Balance Sheets as wel as operating [osses and tax
credit carrvforwards. MMC bases its estimate of deferred tax assets and
fiabilities on current laws and rates and in certain cases, business plans
and other expectations about future outcomes. Changes in existing tax
laws and rates and future business results may affect the amount of
defarred tax liabilities or the valuation of deferrad tax assets over time.

Investment Valuation

MMG holds investments in both public ang private companies, as well

as certain private equity funds managed by MMGC Capital. The majority of
these investrents are accouniad for a3 available for sale securities under
SFAS No, 115, Where appiicable, certain investments are accounted for
under APB Opinion No. 18, “The Equity Mathod of Accounting for Invest-
ments in Commeon Stock,” MMC periedically reviews the carrying value of
its investments to determing if any valuation adjustments are appropriate
unger the applicable accounting pronouncements. MMC bases its review
an the facts and circumnatances as they relate to each investment. In
those instances where guoted market prices are not availabls, particularly
for equity holdings in private companies, significant management
judgment is required to determine the appropriate value of MMC's
investments.

Prepaid Dealer Commissions

Sales commissions paid by MMC 1o selling brokers at the time of sale of
back-end load mutual funds (Class B shares) are capitalized and amor-
tized over the period that the shareholder is subject to contingent deferred
sales charge (typically over six years). Distribution fees {12b-1} and contin-
gent deferred sales charges are recorded as revenue as eamed, Should
MMC lose its ability to recover prepaid dealer commissions through
distribution fees and contingent deferred saies charges, the value of tha
pregaic dealer commission asset would immediately decling. MMG
periodically reviews the expected undiscounted cash flows against tha
carrying value of the prepaid dealer commission balance, If the cash
flows are not sufiicient 1o recover the carrying value of the asset, the
asset is adjusted to fair value. No such impairments were recorded in

the periods presented.

New Accounting Pronouncements
New accounting proncuncements are discussed in Note 1 to the
consolidated financial statements,




Marsh & McLennan Companies, [nc. and Subsidiaries

CONSOQLIDATED STATEMENTS OF INCOME

For the Years Ended December 31,

{In miliions of doftars, except per share figures) 2002 2001 2000
Revenue:
Service revenue $10,373 £10,011 $10,232
Investment income (loss) 67 (142) 76
Operating revenus 10,440 0,869 10,308
Expense:
Compensation and benefits 5,199 4,877 4,841
Other operating expenses 2,967 3,055 3,180
Charges related to September 11 and special (credits) - 174 (2}
Cperating expenses 8,166 8,108 8,129
Operating income 2,274 1,763 2,179
Interestincome 19 23 23
interest expense {160} (196} (247)
Income before income taxes and minority interest 2,133 1,590 1,955
Income taxes T47 599 783
Minority interest, net of tax 21 17 21
Net income $ 1,365 $ or4 $ 1,181
Basic net income per share $2.52 $1.77 $2.18
Diluted net income per share $2.45 $1.70 $2.05
Average number of shares outstanding —Basic 541 550 543
Average number of shares outstanding—Diluted 857 572 569

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

CONSOLIDATED BALANCE SHEETS

December 31,
{in millions of dollars) 2002 2001
ASSETS
Current assets:
Cash and cash equivalents $ 546 $ 537
Receivables
Commissions and fees 2,178 2,288
Advanced premiums and claims 119 188
Other 305 355
2,602 2,831
Less—allowance for doubtful accounts and cancellations (124) {139)
Net receivables 2,478 2,682
Prepaid dealer commissicns—current portion 226 308
Other current assets 414 255
Total current assets 3,664 3,792
Goodwill and intangible assets 5,404 5,327
Fixed assets, net 1,308 1,235
Long-term investments 578 826
Prepaid dealer commissions 292 528
(Other assets 2,609 2,061
$13,855 $13,769
UABILITIES AND STOCKHOLDERS' EGUITY
Current llabilities:
Short-temm debt $ 543 $ 787
Accounts payable and accrued liabilities 1,406 1,347
Accrued compensation and employee benefits 1,568 1,564
Accrued income taxes 194 600
Dividends payable 152 146
Total current liabilities 3,863 4,414
Fiduciary liabilities 4,010 3,630
Less-—cash and Investments held in a fiduciary capacity (4,010) (3,630)
Long-term debt 2,891 2,334
Cther liabilities 2,083 1,848
Commitments and contingencies
Stockholders’ equity:
Preferred stock, $1 par value, authorized 6,000,000 shares, none issued — —
Common stock, $1 par value, authorized 800,000,000 shares,
issued 580,641,640 shares in 2002 and 2001 561 561
Additional paid-in capital 1,426 1,620
Retained earnings 4,490 3,723
Accumulated other comprehensive loss {452) (227)
6,025 5677
Lass—treasury shares, at cost 22441817 shares in 2002 and 11,988,088 shares in 2001 (1,007} (504)
Total stockholders' equity 5,018 5173
$13,855 $13,759
The accompanying notes are an integral part of these consclidated statements.
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Marsh & McLennan Companies, Inc. and Subsidiaries

CONSCLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31,

i miions of dollars) 2002 2001 2000
Operating cash flows:
Net income $ 1,365 $ 974 $ 1,181
Adjustments to recongcile net income to cash generated from operations:
Depreciation of fixed assets and capitalized software 324 325 305
Arnortization of goodwill and other intangible assets 35 1985 183
Provision for deferred income taxes 176 67) 175
{Gains} losses on investments {67) 142 (76}
Changes in assets and liabilities:
MNet receivables 215 122 {484)
Prepaid dealer commissions 317 289 {38)
Other current assets (96} g 10
Other assets (611) 244y (174)
Accounts payable and accrued liabilities 135 (180} ([97)
Accrued compensation and employee benefits 4 (199) 278
Accrued income taxes (445) 394 226
Other liabilities (123) {(248) (163)
Effect of exchange rate changes 51 (3) {25)
Net cash generated from operations 1,280 1,499 1,298
Financing cash flows:
Net (decrease) increase in commercial paper (484) 410 ([B96)
Proceeds from issuance of debt ! 23 197
Other repayments of debt (25) (25) (303)
Purchase of treasury shares (1,184 (763) (49)
Issuance of common stock 490 387 364
Dividends paid {593} (567} (514)
Net cash used for financing activities (1,005) (536) (1,001)
Investing cash flows:
Additions to fixed assets and capitalized software (423) (433) 612)
Proceeds from sales and insurance recovsries related to fixed assets 18 182 81
Acquisitions {92) (53} ©9)
Other, net 224 (351} 66
Net cash used for investing activities (273) (655) (464}
Effect of exchange rate changes on cash and cash equivalents 7 (11} (21
Increase (decrease) in cash and cash equivalents 9 297 (188)
Cash and cash equivalents at beginning of year 537 240 408
Cash and cash eguivalents at end of year $ 546 $ 537 & 240

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

CONSOLIDATED STATEMENTS OF STOCKHOLDERS® EQUITY
AND COMPREHENSIVE INCOME

For the Years Ended December 31,

{r milions of dollars, except per Share figures) 2002 2001 2000
COMMON STOCK
Balance, beginning of vear $ 561 $ 559 $ 551
fssuance of shargs under stock compensation plans and

employee stock purchase plans — 2 3
Balancse, end of year $ 561 $ 561 $ 552
ADDITIONAL PAID-IN CAPITAL
Balance, beginning of year $ 1,620 $1,637 $1,214
Acquisitions - 5 17
Issuance of shares under stock compensation plans and

employee stock purchase plans and related tax berefits {194) (223 406
Balance, end of year $1,426 $1,620 $1,637
RETAINED EARNINGS
Balance, baginning of year $3,723 $3,323 $2674
Net incomesa: 1,365 974 1,181
Dividends declared—(per share amounts:

$111in 2002, $1.05 in 2001 and $0.98 in 2000) (598) (574) (532)
Balance, end of year $ 4,490 $3,723 $3,323
ACCUMULATED CTHER COMPREHENSIVE [LOSS
Balance, beginning cf year $ (227) $ (149 )
Foreign currency translation adjustrmentst 131 34) (127)
Unrealized investment holding {losses) gaing, net of reclassification adjustmentsic! (106) 44 56
Minimum pension liability adjustmentid {257} 2 (3
Net deferred gain {loss) on cash flow hedgests 7 {2) —
Balance, snd of yeay $ (452) $ @27 $ (149
TREASURY SHARES
Balance, beginning of vear $ (504) $ (142 3 (194)
Purchase of treasury shares (1,184) (763) (49)
Acguisitions 10 10 —
Issuance of shares under stock compensation plans and

employee stock purchase plans 671 391 101
Balance, end of year $(1,007) $ (504) % (142)
TOTAL STOCKHOLDERS' EQUITY $ 5,018 $5,173 $5,228
TOTAL COMPREHENSIVE INCOME {a+b+c+d+e) $1,140 $ 896 $1,107

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

36




Marsh & Mclennan Companics, [nc. and Subsidiaries

NOTES TQ CONSOLIDATED FINANCIAL STATEMENTS

1 Summary of Significant Accounting Policies

Nature of Operations: Marsh & McLennan Companies, Inc. (*MMC?),

a professional senvices firm, is organized based on the different services
that it offers. Under this organizational structure, MMC operates in three
principal busingss segments: risk and insurance services, investment
management and consuliing. The risk and insurance services segment
provides risk management and insurance broking, reinsurance broking and
insurance program managermernt senvices for businesses, pulilic sntities,
nsurance companies, associations, professional services organizations,
and private clients. It also provides services principally in connection with
originating, structuring and rmanaging insurance, financial services and
other industry-focused investments. The investment management seg-
ment primarily provides securities investment advisory and management
services and administrative services for a group of publicly held investment
companies and institutional accounts. The consulting segrment provigies
aclvice and services 10 the managaments of organizations primarily in the
areas of retirement services, human capral, health carg and group benafit
programs, management consulting, organizational change and organiza-
tional design, economic consuiting and corporate identity.

Principles of Consolidation: The accompanying consolidated financial
statements inclucie alf wholiy-owned and majority-owned subsiciaries. All
significant intercompany transactions and balancas have been eliminated.

Fiduciary Assets and Liahilities: In its capacity as an insurance broker
or agent, MMC collects premiums from insureds and, after deducting its
commissions, remits the premiurns to the respective insurance underwrit-
ers. MMC also collects claims or refunds from underwriters an behalf of
Insureds. Unremitted insurance prermiums and claims are held in a fidu-
clary capacity. Interest income on these fiduciary funds, included in
ravenue, amounted to $118 million in 2002, $165 million in 2001, and $195
miflion in 2000, Since fiduciary assets are not available for carporate use,
they are shown in the balance sheet as an offset to fiduciary labilities.

Net uncallected premiums and claims and the related payables were $117
billion and $10.8 bilion at December 31, 2002 and 2001, raspactively. MMC
i% not a principal 1o the contragts under which the right to recelvs premi-
ums or the right ta recelve reimbursement of insured losses arises. Net
ungollected premiums and claims and the related payables are, therefore,
not assets and liabilties of MMC and are not included in the accompany-
ing Consolidated Balance Sheets.

In certain instances, MMC advances premiums, refunds ar claims

to insurance underwriters or insureds prior to collection. These advances
are made from corporate funds and are reflected in the accompanying
Consolidated Balance Sheets as receivables.

Revenue: Risk and Insurance Services revenue ncludes insurance com-
missions, fees for services rendered, placement service revenue fram
insurance carriers, and interest income on fiduciary funds, Revenue also
includes compensation for services provided in connection with the orga-
nization, structuring and management of insurance, financial and othar
industry-focused investments. Inswance commissions and fees for risk
transfer services generally are recorded as of the effective date of the
applicable policies o, in certain cases {primarily in MMC's reinsurance and
London market operations), as of the effective date or biling date,
whichever is fater. Commissions are net of policy cancellation reserves,
which are estimated based on historic and current data on cancellatons.

Fees for non-risk transfer services provided to clients are recognized over
the period in which the services are provided or on a percentage of com-
pletion basis. Fees resuiting from achievement of certain performance
thresholds are recorded when such levels are attained and such fees are
not suiject to forfeiture.

Investrment Management révenue is derived primarily from investrment
management fees and 12b-1 fees. Investment managerment fees are rec-
ognized as services are provided. Mutual fund distribution fees are
recognized over the period in which the fees can be coliected from the
related funds, or when a contingent deferred sales charge is triggered by
a redemption. Sales of mutual fund shares are recorded on a settlement
date basis and commissions thergon are recorded on a trade date basis.
Fees resulting from achievernent of specified performance thresholds are
recorded when such levels are attained and such fees are not subject

o forfeiture.

Consulting revenue includes fees paid by clients for advice and services
and commissions from insurance companies for the placement of individ-
ual and group contracts. Fee revenue is recognized as services are
provided based on the amount of time consulting professionals expencd
on the engagement plus out-of-pocket expenses, or on a percentage

of completion basis for engagements with contractua fixed fees.
Insurance cormmissions aré recorded as of the effective date of the
applicable policies.

Cash and Cash Equivalents: Cash and gash eguivalents primarily con-
sist of certificates of deposit and time deposits, generally with original
maturities of three months or less.

Fixed Assets: Fixed assets are stated at cost less accumulated depraci-

tion and amortization. Expenditures for improvements are capitalized.
Upon sale or retirernent, 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 tc cperaticns as incurred.

Depreciation of buildings, buitding improvements, furniture and equipment
13 provided on a straight-line basis ever the estimated useful lives of these
assets. Leasehold improvements are amortized on a straight-fine basis
over the periods covered by the applicable leases or the estimated useful
life of the improvernent, whichever is less. MMC periodically reviews long-
lived assets tor impairment whenever events or changes indicate that the
camying value of assets may not be recoverable.

The compenents of fixed assets are as follows:

December 31,

{in miliions of doliars) 2002 200
Furniture and equipment $1,323 $1,142
tand and builgings 466 447
Leasehold and building improvements 794 668
2,583 2,257

Less—accumulared depreciation
and amortization (1,275) 1,022)
$1,308 $1,235
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Goodwill and Other Intangible Assets: MMC adopted Staternent of
Financial Accounting Standards No. 142, “Goodwill and Other Intangibles”
(“SFAS No. 142"} effective January 1, 2002. Goodwill represents acquisition
costs in excess of the fair value of net assets goguired. SFAS No. 142
changed the accounting for goodwill from an amortization method to an
impairment only approach. Goodwil is reviewed at least annually for
impairment. Other intangible assets that are not deemed to have an indefi-
nite life are amaortized on a straight-line basis over their estimated lives and
reviewed for impairment Lpon the occurrence of certain tiggering events in
accordance with SFAS No. 142.

Prepaid Dealer Commissions: Essentially all of the rautual funds mar-
ketad by MMC's investment management segment are macle available
with a contingent deferred salss charge in lisu of a front-end load. The
related prepaid dealer commissions, inftially paid by MMC to broker/eat-
ers for distributing such funds, can be recovered through charges and
fees received over a number of years. The prepaid dealer commissions
arg generally amortized over a six-year period adjusted for early fermina-
tion in the form of contingent deferred sales charges, MMC assesses the
recoverability of prepaid dealer commissions by camparing the expected
future cash flows with recorded balances.

Capitalized Software Costs: MMC capitalizes certain costs to develop,
purchase or maodlify softwara for the intemal use of MMC. These costs are
amortized on a straight-line basis over periods ranging from three to ten
vears, Computer software costs of $251 million and $227 mitlion, net of
accurmutated amortization of $319 millien and $226 milion at December
31, 2002 and 2001, respectively, are includert in Other assets in the Con-
solidated Balance Shests.

Income Taxes: Income taxes provided reflect the current and deferred
tax consequences of events that have been recognized In MMC's finan-
cial statements or tax returns. U.S. Federal income faxes are provided

on unremitted foreign eamings except those that are considered
perrmanently reinvested, which at Decasmber 31, 2002 amounted to
approximately $1.2 bilion. However, if thase earnings were not considered
permansently reinvested, the incremental tax liability which otherwise might

be due upon distribution, net of foreign tax credits, would be approxi-
mately $100 miltion.

Derivative Instruments: All derivatives, whether designated in hadging
relationships or not, are recorded on the balance sheet at fair value. If

the derivative is designated as a fair valus hedge, the changes in the fair
value of the derivative and of the hedged item attributable to the hedged
risk are recognized in eamings. If the derivative is designated as a cash
flow hedge, the effective portions of changes in the fair value of the detiva-
tive are recorded in other comprehensive income and are recognized in
the income statement when the hedged item affects eamings. Ineffective
portions of changes in the fair value of cash flow hedges are recognized

in eamings.

Concentrations of Credit Risk: Financial instruments which potentialy
subiect MMC to concenitrations of credit risk consist primarily of cash and
cash equivalents and commissions and fees receivable. MMC maintains a
policy groviding for the diversification of cash and cash equivalent invast-
ments and places its investments in an extensive number of high quality
financial institutions to limit the amount of credit risk exposure. Concentra-
tions of credit fsk with respect to receivables are generally imited due to
the large number of clients and markets in which MMGC 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 weighted average number of shares of MMC's common
stock outstanding. Diluted net income per share is calculated by reducing
net income for the potential minority interest expense associatad with
unvested shares under the Putnam Equity Partnership Plan, as discussed
further in Note 8, and adding back dividend equivalent expense related to
common stock equivalents. This result is then divided by the weighted
average commoen shares outstanding, which have been adjusted for the
dilutive effect of potentially issuable cormmon shares. The following recon-
ciles netincome to net income for ditluted earnings per share and basic
weighted average common shares outstanding 1o diluted waighted aver-
age commorl shares outstanding:

For the Years Ended December 31,

{in mitlions) 2002 2001 2000
Met income $1,365 $974 $1,187
Less: Potential minority interest expense associated with Putnam Class B Gommon Shares {2) ) (17
Add: Dividend equivalent expense related to common stock equivalents 2 2 2
Net incoma for diluted earings per share $1,365 $970 31,186
Basic weighted average common shares outstanding 541 550 543
Dilutive effect of potentially issuable common shares 16 22 28
557 572 569

Diluted weighted average common shares outstanding

Estimates: The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires
management t¢ make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of assets and labilities at
the date of the financial statements and the reported amounts of revenues
and expeanses during the reporting period. Actual resuits may vary from
those estimates.

New Accounting Pronouncements: in November 2002, the Financial
Accounting Standards Board ("FASB”) issued ntarpretation No. 45,
“Guarantor's Accounting and Disclosure Reguirements for Guarantees,
Including Indirect Guarantees of Indettedness of Others” (“FIN 457).

FIN 45 interprets SFAS Na. 5, “Accounting for Contingencies,” SFAS

No. 57, "Related Party Disclosures,” SFAS No. 107, “Disclosure about

Fair Value of Instruments™ and nullifies FIN 34, “Disclosure of Indirect
Guarantees of Indebtedness of Others” This interpratation expands the
disclosuire requirements for certain guarantors of debt. It also clarifies that
cerlain guarantors are required to recognize, at the inception of the guar-
antee, a liability for the fair value of the obligation undertaken in issuing the
guarantee. The initial recognition and measurement provisions are applied
on a prospective basis 1o guarantees issued or modified after December

31, 2002 and the disclosure requirements are currently effective. The
adoption of this standard is not anticipated to have a material impact on
MMC’s consolidated financial position, results of cperations or cash fiows.

In January 2003, the FASE issued Interpretation No. 46, “Consolidation
of Variable Interest Entities” ("FIN 467). FIN 46 interpréts Accounting
Research Bulletin No. 51, “Consolidated Financial Statements” and
addresses consdlidation by business enterprises qualifying as variable
interest antities ("VIE"). FIN 46 defines a VI as a corparation, partnershio,
trust or other legal structure used for businass purposes that either

{&a) does not have equity investors with voting rights or () has equity
nvestors that do not provide sufficient financial resources for the entity

10 support its activities. FIN 456 applies immediately to VIEs created after
January 31, 2003 in which the company obtains an interest after that date.
FIN 46 applies to the first fiscal year or interim pericd beginning after June
15, 2003 for VIEs in which MMC heids & variable interest that it acquired
before Fegruary 1, 2003,

MIMC through Putnam, manages $2.3 bilion in the form of Collateraiized
Debt Obligations {"CDC™ and Collateralized Bond Obligations (*CBO™). The
CDOs and CBOs were created prior 1o February 1, 2003. Separate limited
liability companies were established 1o issue the notes and to hald the
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undlerlying collateral, which consists of high-yield bends and other sacuri- assessing the overal impact of this pronouncerment and does not expect
tigs. Putnam serves as the collateral manager for the CDOs and CBOs. the irmpismentation of FIN 46 to have a significant impact on its consoli-
The maximum loss exposure related to the CDOs and CBOs s limited to dated results of operations.

Putnam’s investment totaling $3.5 milion, reflectad in Long-term invas:-

‘ R Hications: Certain reclagsifications have t i
ments in the Consolidatad Balance Sheets at December 3, 2002, MMC is eclassifications: Certan reclassfications have been made 10 the prior

year amounts to conform with current year presentation,

2 Supplemental Disclosure to the Consolidated Statements of Cash Flows

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

For the Years Ended December 31,

fin millions of dollars) 2002 2001 2000
Purchass acquisitions:
Assets acquired, excluding cash $ 99 $ 79 $201
Liabilitles assumed (2) - &)
Issuance of debt and other obigations (5 {26} {77i
Shares issued - — (17}
Met cash outflow for acquisitions $ 92 $ 53 3 99
interest paid $154 $182 244
income taxes paid $931 $175 $305

3 Other Comprehensive Loss

The components of other comprehensive loss ara as follows:

For the Years Ended December 31,

(i miflions of aodars) 2002 2001 2000
Foreign currency translation adjustments $131 8 {34) $(127)
Unrealized investment holding (losses) gains, net of income tax (benefit) liability of $(35), 3(60) and

$63 in 2002, 2001 and 2000, respactively ()] (116) 125
Less: Reclassification adjustment for realized (gains) losses included in net income, net of

income fax (ability) bensfit of 3(21j, 539 and $(38} in 2002, 2001 and 2000, respectively (36) 72 B3]
Minimum pension liabiity adjustment, net of income tax {benefit) iabiity of ${110) in 2002,

$3 in 2001 and $(2) in 2000 (257) 2 3)
Deferred gain {oss) on cash flow hedges, net of income tax liablity (henefit) of $3 and

B1) in 2002 and 2001, respectively 7 12) -

$(225) § (78) S (74)

The components of accumulated other comprehensive loss, net of taxes, are as follows:

Dacember 31,
fin milions of doffarsf 2002 2001
Foreign currency translation adjustments $(292) $423)
Net unrealized investment gains 120 226
Minimum gension liability adjustment (285) (28)
Net deferred gain (loss) on cash flow hedges 5 2)
${452) $(227)
4 Acquisitions
During 2002, MMGC acquired several insurance and reinsurance broking, increased its investment in an investment management business and
consulting and investment management tusinesses in transactions acguired other insurance broking and consulting businesses. The transac-
accounted for as purchases for a total cost of $39 million. The cost of the tions were accounted for as purchases for a total cost of $79 million. The
transactions exceeded the fair value of assets acquiraed, which included cost of these investments exceeded the fair value of assets acquired,

$18 mitlion of identified intangible asasts, by $42 million. During 2061, MMC which included $48 milion of identified intangible assets, by $29 milion.
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5 Goodwill and Other Intangibles

In accordance with SFAS No. 142, MMC discontinuad the amortization of
goodwill effective January 1, 2002. A reconciliation of previously reported
net income and net income per share to the amounts adjusted for the
exclusion of goodwill amartization net of the pro forma effect of directly
related expenses and income taxes is as follows:

For the Years Ended December 31,
{in mitlions,

except per share figures) 2002 2001 2000

Reported net income $1,365 S 974 $1,181
Net amontization adjustment — 131 136

Adjusted net income $1,365 31,105 $1,317
Reported net income

per share—Basic $ 252 $ 1.77 $ 218
Adjusted net income

per share—Basic $ 252 $ 2.00 3 242
Reported net income

per share—Diluted $ 245 $ 1,70 $ 2085
Adjusted net income

per shara—Diuted $ 245 $ 1.93 $ 2.29
Changes in the carrying amount of goodwill are as follows:
{rr millions of doflars)
Balance as of January 1, 2002 $5,069
Goodwill acquired 42
Other adiustments (primarily forgign exchange) 40
Balance as of December 31, 2002 $5,151

The goodwill balance at December 31, 2002 includes approximately
$121 million of equity method goodwil.

MMGC completed the transitional goodwil impairment test and determined
that there is no impairment of goodwil.

Amortized intangible assets consist of the cost of client lists and client
refationships acquired and the rights to future revenue streams from
cartain existing private equity funds. MIMC has no intangible assets with
indefinite lives. The gross cost and accumulated amortization by major
intangible asset class at December 31, 2002 are as follows:

Gross  Accumulated Net Carrying
fin miflions of dollars) Cost Amortization Amount
Client lists and client

relationships acquired $148 $ 50 $ 98
Future revenue streams

related to existing private

equity funds 216 70 146
Total amortized intangibles $364 $120 $244

Aggregate amortization expense for the year ended December 31, 2002
was $35 million and the estimated future aggregate amortization expense
is as follows:

For the Years Endect December 31, Fstimated
fin miltions of doflars} Expense
2003 $35
2004 $35
2005 $31
2008 825
2007 $23

6 Income Taxes

Income before income faxes and minority interest shown below is based
on the geographic location to which such income is atiributable. Although
incorme taxes related to such income may be assessed in more than one
jurisdiction, the iIncome tax provision covesponds to the geographic loca-

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

Decernber 31,

tion of the income. {in miions of doflars) 2002 2001
Deferred tax assets:
For the Years Ended Decemnber 31, Accrued expenses not currently deductible $595 $703
fin mdlions of doliars) 2002 2001 2000 Differences related to non-U.S. operations 206 188
Income before income taxes and Accrued retirement benefits - 57
mincrity interest; Other 27 22
US $1,346 $T ,O?O $1,4‘\5 $828 $97O
Other 787 520 BAO s "
eferred tax liabilities:
$2,133 $1,590 81958 Prepald dealer commissions $ 96 $233
Income taxes: Unrealized securities holding gains 67 121
Current— Differences related to non-U.S. cperations 87 59
U.S, Federal $ 424 $ 490 $ 436 Depreciation and amortization 99 74
Other national governments 111 13 32 Accruad retirement benefits 26 —
1J.5. state and local 36 45 60 Other 5 19
571 666 578 $380 $506
Deferred— Balance sheet classifications:
U.S. Federal 17 {128 79 Current assels $105 $ 41
Other national governmenits 130 52 a7 Other assets $343 4423
U.S. state and local 29 9
176 (67) 175
Total income taxes $ 747 $ 599 & 783




A recongiliation from the U.S. Federal statutory income tax rate to MMC’s Taxing authorities periodically chalienge positions taken by MMC on its tax

effactive incoms tax rate is ag follows: retums. O the basis of present information, it is the opinion of MMC's
management that any assessments resulting from current tax audits will

For the Years Ended not have a material adverse effect on MMC's censolidated resufts of oper-

Dacember 31, 2002 2001 2000 ations or its congolidated financial position,

U.8. Federal statutory rate 35.0% 35.0% 35.0%

U S, state and local income
taxes—net of U.S. Federal

incorne tax benefit 2.0 2.2 2.3
Differences related to
non-U.S. operations (1.6} 1.1 (1.0
Other {.4) 1.6 2.2
Effective tax rate 35.0% 37.7% 38.5%
7 Retirement Benefits

MMG maintaing gualified and non-qualified defined benefit pension plans for its U.S, and non-U.S. gligible employaes. MMC's palicy for funding its tax
quatified defined benefit retirement plans is to contribute amounts at least sufficient to meet the funding requirernents set forth in the LS. and
international laws.

The weighted average actuarial assumptions utilized for the U.S. and significant non-U.S. defined benefit plans as of the end of the year were as folows:

Pension Postretirement
Benefits Benefits
2002 2001 2002 2001
Weighted average assumptions:
Discount rate 6.1% 6.5% 6.6% 7.0%
Expected return on plan assets 8.5% 0.4% - -
Rate of compeansation increase 3.8% 4.1% - -

The components of the nat periodic (ncome} benefit cost for combined U.S. and sigrificant non-U.S. defined benefit and other postretirernent plans are
as follows:

For the Years Endad Decernber 31, Pension Benefits Postretirernent Benefits
{in millions of doliars) 2002 2001 2000 2002 2001 2000
Servica cost $171 $ 156 8154 $7 $6 $ 4
Interest cost 337 310 285 19 17 15
Expected return on plan assets {519) (492) {480} — - —
Arnortization of prior service (cradit) cost Lk 1 4 2) 1 {1)
Arnortization of transition asset {5) ) {11 - - -
Recognized actuarial 10gs {gain) 11 (20) {19) 3 — {1}
$ (22) $ {49 $ (37) $27 §22 $17
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The following schedules provide information concerning MMC's L.S. defined benefit pensicn plans and postretirement benefit plans:

LS, Pension U.8. Postretirement
December 31, Bensfits Benefits
(in milions of dollars} 2002 2001 2002 2001
Change in benefit cbligation:
Benefit obligation at beginning of year $2,307 $2,115 $209 $170
Service cost 67 83 6 5
Interest cost 160 154 16 15
Actuarial logs 167 105 24 37
Benefits paid {118} 125) {5) 8)
Flan amendments (273) 15} - (10}
Benefit obligation at end of year 2,309 2,307 250 208
Change in plan assets:
Fair value of plan assets at beginning of year 2,316 2,584 — -
Actual return on plan assets {216) (169) - -
Non-qualified plan assets held in segregated trusts (80) — - -
Employer contributions 144 26 5 8
Benefits paid {119} (125) (5) 18]
Fair value of plan azsets at end of year 2,045 2,316 — —
Funded status {264) o] {250) (209}
Unrecognized net actuarial loss 784 175 47 18
Unrecognized prior service credit {259) 4) {9) {11
Unrecognized transition asset (10} (14) —_ -
Met asset (lability) recognized $ 251 $ 166 $(212) $(202)
Amounts recognized in the Consolidated Balance Sheets consist of:
Prepaid benefit cost $ 475 $ 324 $ — $ —
Accrued benefit liability {235} (203) 21 202)
Accumulated other comprehensive 10ss 11 45 — -
Net asset (liability) recognized $ 251 $ 166 $(2123) 3(202)

The weighted average actuarial assumptions utilized in determining the above amounts for the U.S. defined benefit and other postretirement plans as of

the end of the year were as folows:

U.S. Pensian .S, Postretirerment
Benefits Bansfits
2002 2001 2002 2001
Weighted average assumptions:
Discount rate 6.75% 7.25% 6.75% 7.25%
Expectad retum on plan assats 8.75% 9.63% — —_
Rate of compensation increase 3.5% 4.0% — —

The LS. defined benefit pensicn plans do not have any direct or indirect
ownership of MMC stock. Plan assets of approximately $1.5 bilion and
$1.6 billion at December 3, 2002 and 2001, respectively, were managed
by Putnam, which inciudes both separately managed and publicly avail-
able investment funds.

The discount rate used to value the liabilities of the U.S. defined benefit
pension plans and postretirement benefit plans reflects current interest
rates of high quality fixed income debt securities. Projected compensation
increases reflect current expectations as to future levels of inflation.

The assets and liabilities of the U.S. defined benefit pension plans were
re-measured at July 1, 2002 to reflect a change in substantive plans as

defined by SFAS No. &7, “Employers’ Accounting for Pensions” and a
recluction of the expected rate of return on plan assets to 9.25% from 10%.
Discretionary cost of living increases have been excluded from the sub-
stantive plans for accounting purposes because MMGC ne fonger has the
intention of granting such increases. The change in the substantive pians
recluced the projected benefit obligation by approximately $273 million.

The projected benefit abligation, accumulated benefit obligation and fair
value of plan assets for the U.S. pension plans with accumulated benefit
obligations in excess of plan assets werg $261 milion, $231 miion andg $0,
respectively, as of Decernber 31, 2002 and $294 milion, $248 millon and
$80 million, respactively, as of December 31, 2001,
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The components of the net periodic {income} benefit cost for the U.S. defined benegfit and other postretirament benefit plans are as follows:

For the Years Ended Decembaer 31,

U.8. Pension Benefits

U.5. Postretirement Benefits

{in milions of doliars} 2002 2001 2000 2002 2001 2000
Service cost $ 67 $ 63 $ 59 $6 $5 83
nterest cost 160 154 143 16 15 12
Expected refurn on plan assets (241} (238) @217) — — -
Armortization of pricr service (credit) cost (17 1 3 2} (1} ]
Amortization of transition asset i5) (4) {5) — — -
Recognized actuarial Joss {gan) 9 18 19} 3 — (1)

$ 27) $ (42) 3 (36) $23 $19 513

The assumed health care cost trend rate was approximately 12.5% in 2002 gradually declining to 5% in the year 2018, Assurned health care cost trend
rates have & significant effect on the arnounts reperted for the LS. health care plans. A one percentage point change in assumed heatth care cost trend

rates would have the following effects:

fin mitions of doitars)

1 Percentage

Point increase

1 Percentage
Paint Decrease

Effact on total of service and interest cost componants
Effect on postretirement benefit obligation

$3
$36

$ 3
3(30)

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

Non-U.S. Pension

Non-U.S. Postratirement

December 31, Benefits Benefits

[ mitions of doliars) 2002 200 2002 2007

Change in benefit obligation:

Benefit obligation at beginning of year $2,997 $2,662 $41 $38

Service cost 104 93 1 1

Interest cost 177 156 3 2

Employee contributions 19 17 - -—
Actuarial loss 173 181 5] 3

Benefits paid (123) (109} 2) )
Foreign currency changes 313 36) 3 (1}
Plan amendments — 3 — —

Benefit obligation at end of year 3,660 2,997 52 41

Changea in plan assets:

Fair value of plan assets at beginning of year 2,730 3,024 — —

Actual return on plan assets {271) {206} - -
Effact of settlement @ —_— - —

Company contrbutions 316 52 2 2

Employee contributions 19 17 - —

Benefits paid (123) {109) {2) )
Foreign currency changes 255 {48) - —

Fair value of plan assets at end of year 2,918 2,730 - -

Funded status {742) (267) {52} {41}
Unrecognized net actuarial loss 1,244 423 2

Unrecognized prior seivica cost 10 g -~

Net asset (abiity) recognized $ 500 $ 165 $(43) $(39)
Armounts recognized in the Consolidated Balance Sheets consist of:

Prepaid benefit cost $ 526 $ 195 $~ $ —

Accrued benefit llability 420) 130) {43) 39)
Intangible asset 9 — - -

Accurmulated other comprehensive 10ss 394 — - -

Net asset (iability} recognized $ 500 $ 165 $(43) $(39)
Weighted average assumptions:

Discount rate 5.7% 5.8% 5.9% 6.2%

Expected retum on plan assets 8.3% 8.9% - -

Rate of compensation increase 4.0% 4.2% - —




The projected benefit obligation, accumulated benefit obligation and fair value of plan assets for the non-t.S. pension plans with accumulated benefit
obligations in excess of plan assets were $2,074 million, $1,850 milion and $1489 million, respactively, as of December 31, 2002 and $42 milion, $34

million and $22 milion, respectively, as of December 31, 2001,

The compenents of the net periodic benefit cost (income) for the significant non-U.S. defined benefit and other postretirement benefit plans are as follows:

For the Years Ended December 31,

Non-U.8. Pansion Benefits

Nan-U.S. Postratirement Bengflits

fin milions of doflars) 2002 2001 2000 2002 2001 2000
Service cost $104 $ 93 $ o5 $1 $ 1 $1
terest Gost 117 156 152 3 2 3
Expected retum on plan assets {278) (254) (243) - — -
Amortization of prior service cost —_ -— 1 - — —
Amortization of transition assat - - 6) — - —
Recognized actuarial loss (gain) 2 2) — - — —

$ 5 $ @ $ $4 $3 $ 4

The assumad health care cost trend rate was approximately 7.3% in 2002, gradually declining to 4.5% in the year 2010, Assumed health care cost trend
rates have a significant effect on the amounts reperted for the non-U.S. health care plans. A one percentage point change in assumed health care cost

trend rates wouid have the following effects:

{in milions of dollars)

1 Parcentage
Point Decrease

1 Percentage
Point Increase

Effect on total of service and interest cost cornponents
Eifect on postretirement benefit obligation

$1
$7

G
$i6)

Contribution Plans: MMC maintains certain defined contribution pians
for its employees, including the Marsh & Mclennan Companies Stock
Investment Pian (*SIP") and the Putnam Investments, LLG Profit Sharing
Retirement Plan {the "Putnarm Plan”). Under these plans, eligible employ-
ees may contribute a percentage of their base salary, subject to certain
limitations. For the SIP, MMC matches a portion of the employees’ contri-
butions, while under the Putnam Plan the contributions are at the
discretion of MMC subject to IRS limitaticns, The SIP is an Employee

Stock Ownership Plan under UL.S. tax law and pfan assets of approxi-
mately $1.3 bilion and $1.5 bilion at December 31, 2002 and 2001,
respectively, were invested in MMC stock. In addition, SIP plan assets

of approximately $418 million and $455 milion at December 31, 2002 and
2001, respectively, were managed by Putnam. The cost of these defined
contriution plans was $92 million, $83 million and $79 million for 2002,
2001 and 2000, respectivaly.

8 Stock Benefit Plans

MMC has stock-based benefit plans undar which employees are awardad
grants of restricted stock, stock options or other forms of awards. As pro-
vided under SFAS No. 123, “Accounting for Stock-Based Compensation,”
“SFAS 123" MMC has elected to continue to account for stock-based
compensation in accordanse with Accounting Principles Board Opinion
No. 25, "Accounting for Stock Issued to Employees” ("APB 25" and has
provided the required additional pro forma disclosures.

MMCG Incentive and Stock Award Plans: In 2000, the Marsh &
Mglennan Companies, Inc, 2000 Employee Incentive and Stock Award
Plar: (the “2000 Employes Plan") and the Marsh & McLennan Companies,
Ing. 2000 Senior Executive incentive and Stock Award Plan (the “2000
Executive Plan”) were adopted. The 2000 Employee and Executive plans
{the “2000 Plans"} replaced the 1997 Employee Incentive and Stock
Award Plan and the 1987 Senior Executive Incentive and Stock Award
Flans fthe "1867 Plans”). The typas of awards permitted undar these plans
include stock options, restricted stock, stock bonus units, restricted and
defarred stock units payable in MMC common stock or cash, and other
stock-based and performance-based awards. The Compensation Com-
mities of the Board of Directors {the *Compensation Committes™)
determines, al its discretion, which affiliates may participate in the plans,
which eligible employees will receive awards, the types of awards to be

received and the terms and conditions thereof. The right of an employee
to receive an award may be subject to performance conditions as spéeci-
fied by the Compensation Commitiee. The 2000 Plans contain provisions
which, in the event of a change in control of MMC, may accelerate the
vesting of the awards. Awards relating to not mere than 80000000
shares of common stock may be made ovar the life of the 2000 Employes
Plan plus shares remaining unused under preexisting stack plans, Awards
relating to not more than 8000000 shares of common stock may be
marle over the life of the 2000 Executive Plan pius shares remaining
unused under preexisting stock plans. There were 85049280, 87067422
and 104,301,742 shares avallable for awards under the 2000 Plans and
prior plans at December 31, 2002, 2001 and 2000, respactively.

Stock Options: Options granted under the 2000 Plans may be dasignated
as incentive stock options or as non-gualified stock options. The Com-
pensation Committee determines 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
payment. Except under certain limited circumstances, no stock option
may be granted with an exercise prica of less than the fair market value of
the stock at the time the stock option is granted.
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Stock option transactions under the 2000 Plans and prior plans are as follows:

2002 2001 2000

Weighted Weighted Weighted

Average Average Average

Shares Exercise Price Shares Exercise Price Shares Exerciss Price

Balance at heginning of peried 70,067,916 $34.58 62,270,030 $30.21 60,036,872 $24.45

Granted 21,006,580 $55.78 15,734,408 $46.42 14,368,260 $45.67

Exercised (7,216,142) $23.16 6,521,510) $10.95 110,758,938) $17.84

Forfeited (1,727,500) $47.51 1,415,012 $41.25 (1,336,164 $35.40

Balance at end of period 82,130,854 $40.74 70,067,916 $34.58 62,270,030 $30.21

Options exercisable at year-end 42,009,798 $31.48 36,649,040 $26.48 31,221,080 $21.44
The fallowing table summarizes information about stock options at December 31, 2002:

Options Outstanding Cptions Exercisable

Weighted Avérage Weighted Weighted

Rangs of Cutstanding Remaining Average Exercisable Average

Exercise Prices at 12/31/02 Contractuai Life Exercise Price at 12/31/02 Exercise Price

$13.08-525.36 13,898,726 2.7 years $17.09 13,898,726 $17.09

$25.37-537.3C 8,790,010 5.0 years 330,14 8,695,260 $30.12

$37.31-550.94 35,933,038 7.1 years $42.84 17,665,514 $41.36

$50.85-862.33 23,509,080 8.9 vears $55.47 1,850,298 $52.36

$13.08-562.33 82,130,854 6.8 years $40.74 42,009,798 $31.49

Restricted Stock: Restricted shares of MMG's common stock may

be awarded and are subject 10 such restrictions on transferability and
other restricticns, if any, as the Compensation Committee may IMpose.
The Compensation Committee may also determine when and under what
circurmnstances the restrictions may lapse and whether the participant shalt
hawe the rights of a stockhalder, including, without limitation, the right to
vote and receive dividends. Unless the Compensation Committes deter-
mines ofherwise, restricted stock that is still subject to restrictions shall be
forfeited upon termination of empioyment.

There ware 249421, 245,800 and 258600 restricted shares grantad

in 2002, 2001 and 2000, respectively. MMC recordad compensation
expense of $13 milion in 2002, $i1 million in 2001 and $13 million in 2000,
related o these shares. Shares that have been granted generally become
unrestricted at the earlier of: (1) January 1 of the eleventh year following
the grant or (2} the later of the recipiernt's normal or actual retirement date.

Restricted Stock Units: Restricted stock units, may be awarded under the
olans, The Compensation Committes shall determine the restvictions on
such units, when the restrictions shall lapse, when the units shall vest and
be paid, and upon what terrns the units shall be forfeited.

There were 760,749, 393,382 and 274,782 restricted stock units awarded
during 2002, 2001 and 2000, respectively. The total value of the restricted
stock units at the time of the award was $40 mifion, $19 milion and $14
million in 2002, 2001 and 2000, respectively. The cost of the awards is
amortized over the vesting period, which is generally three vears.

Deferrad Stock Units: Deferred stock units may be awarded under the
plans, The Compensation Committee shall determine the restrictions on

such units, when the restrictions shall lapse, when the units shall vest and
be paid, and upon what terms the units shall be forfeited.

There were 1,668,680, 1447230 and 1,297452 deterred stock units
awarded during 2002, 2001 and 2000, respectively. The total value of the
deferred stock unit awards was $85 million, $76 million and $60 million in
2002, 2001 and 2000, respectively, The cost of the awards is amortized
over the vesting period, which is generally thres vears.

Putnam Investments Equity Partnership Plan: In 1997, Putnam
adopted the Putnam Investments Equity Partnership Plan {the "Equity
Pian”) pursuant to which Putnam is authorized to grant or sell to certain
amployees of Putnam or its subsidiaries restrictaed shares of a new class
of gommon shares of Putnam investments Trust, the parent of Putnam
Investments, LLC ("Class B Common Shares”) and options to acquire the
Class B Common Shares. Such awards or options generally vest over &
four-year pericd. Holders of Putnam Class B Common Shares are not
entitled to vote and have no rights to convert their shares into any other
securities of Putnam. In certain circumstances, Class B Common Shares
will be converted into Class A Commoen Shares. Awards of restricted
stock and/or options may be made under the Equity Plan with respect to
a maxirmum of 12 000,000 shares of Class B Common Shares, which
would represent approximately 2% of the outstanding shares on a fully
diluted basig, as increased for certain issuances of Putnam Class A Com-
maen Stock to MMGC. Through December 31, 2002, Putnam mads awards
pursuant to the Equity Plan of 1051400, 1712000 and 2041000 Class B
Common Shares and shares subject to options in 2002, 2001 and 2000,
respectively. These awards included 525,700, 856,000 and 1,020,500
restricted shares with a value of $39 milion, $31 million and $90 milion in

45




2002, 2001 and 2000, respectively. These awards also included 525,700,
856,000 and 1020500 shares subject to options in 2002, 2001 and 200¢,
respectively. There were 3419893 shares available for grant related to the
Equity Plan at December 31, 2002. In addition, the MMC Board of Direc-
tors has authorized an increase in the number of shares that can be made
available to Putnam employees by 4000000 shares.

Pursuant to an exacutive compensation agreement, Putnam awarded
100000 restricted stock units in 2001 with a value of $11 million and
50000 options in 2002 and 2001, related to Class B Common Shares to
an executive of Putnam.

MMCGC Stock Purchase Plans: In1 May 1899, MMC’s stockholders
approved an employee stock purchase plan (the “1899 Plan”) to replace
the 1894 Employee Stock Purchase Plan (the “1824 Plan™ which termi-
nated on September 30, 1999 following its fitth annual offering. Under
these plans, eligible employees may purchase shares of MMC's common
stock, subject 1o certain limitations, at prices not Jess than 85% of the
lesser of the fair market vaiue of the stock at the beginning or end of any
offering period. Under the 1998 Plan, ne more than 40000000 shares of
MMC's commion stock plus the remaining unissued shares in the 1994
Plan may be soid. Employees purchased 3,744,190, 2,855072 and
4189980 shares in 2002, 2001 and 2000, raspectively. At December 31,
2002, 35465,558 shares were avallaiie for issuance under the 1999 Plan,
In July 2002, MMC Board of Directors approved an additional 5000000
shares of common stock for issuance undger the 1895 MMG Stock Pur-
chase Plan for intermnational Employeses (the “International Plan ™. With the
additional shares under the Internatonal Plan, no mora than 8000000
shares of MMC's common stock may be sold. Employees purchased
717,896, 556,326 and 769,014 shares 'n 2002, 2001 and 2000, respectively.
At December 31, 2002, 4347068 shares were available for issuance
under the Intemational Plan.

Pre Forma Information: In accordance with the intvinsic value methad
allowed by APB 25, no compensation cost has een recognized in the
Consclidated Statements of Income for MMC's stock option and stock
aurchase plans and the stock opticns awarded under the Putnam Invest-
ments Equity Partnership Plan, Had compensation cost for MMGC'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 2002, 2001 and 2000 would have been reduced to
the pro forma amounts indicated in the table below,

{in miions of dofiars,

except par share figures) 2002 2001 2000
Net Income:
As reported $1,365 $974 $1,181
Adjustment for fair value
method, net of tax (152) (114) 81)
Pro forma $1,213 $ 860 $1,100
Net income Per Share:
Basic:
As reported $ 252 51.77 3 2.18
Pro forma $ 224 $1.57 $ 2.03
Diluted:
As reported $ 245 31,70 $ 2.05
Pro forma $ 218 $1.50 $ 1.81

The pro forma information reflected above includes stock options issued
under MMC incentive and stock award plans and the Putnam Invest-
ments Equity Partnership Plan and stock issued under MMC stock
ourchase plans.

The estimated fair value of options granted was calculated using the Black-Scholes option pricing valuation madel. The weighted average assumptions

used in the valuation models is as foilows:

Stock Cpticns Stock Purchase Plans
2002 2001 2000 2002 2001 2000

MMC incentive and stock award plans
Dividend vield 2.3% 2.0% 2.0% 2.3% 2.0% 2.0%
Expected volatlity 33.2% 32.7% 26.3% 31.4% 37.3% 26.3%
Risk-fres interest rate 4.9% 4.6% 8.5% 1.2% 2.4% 6.1%
Weighted-average fair value $16.82 $13.99 $13.35 $11.18 $14.09 $17.20
Expected life Syears 5 years 5 years 1year 1 year 1 year
Putnam Investments Equity Partnership Plan
Dividend yield 5.0% 5.0% 5.0%
Expected volatility 44.4% 42.4% 38.3%
Risk-free interest rate 4.9% 4,6% 6.5%
Weighted-average fair value $21.63 $20.66 $24.43
Expected life Eyears & years 5 years
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9 Long-term Commiiments

MMC leases office facilities, equipment and automoebiles under noncance-
lable operating leases. These leases expire on varying dates; In some
instances contain renewal and expansion options; do not restict the pay-
mertt of dividends or the incurrence of debt or additional lease obligations;
and contain no significant purchase options. i addition to the base rental
costs, oocupancy lease agreements generally provide for rent escalations
resulting from increased assessments for real estate taxes and other
charges. Approximately 96% of MMC's lease obligaticns are for the use of
office space.

The Consolidated Statements of Income include net rental costs of
$406 million, $367 milion and $358 million for 2002, 2001 and 2000,
respectively, after deducting rentals from subleases ($20 milion in 2002,
$8& million in 2001 and 2000).

At December 31, 2002, the aggregate future minimum rertal commit-
ments under all noncancelable operating lease agreements are as follows:

MMC has entered into agreements with various service companies to out-
source certain information systems activities and responsibilities. Uncler
these agreements, MMC is required to pay minimum annual service
charges. Additional fees may be payable depending upon the volume of
transaciions processed with all future payments subject 1o increases for
infiation. At December 31, 2002, the aggregate fixed future minimurn com-
mitmants under these agreements are as follows:

Future

For the Years Ended December 31, Minimurm
{in milions of dollars) Commitrments
2003 $35
2004 19
2005 7
Subsequent years 14
$75

For the Years Endad Gross Rentals Net
December 31, Rental from Rental
{in mitions of dofiars) Commitmerts  Subleases  Commitmants
2003 $ 418 $ 26 $ 390
2004 382 23 359
2005 350 22 328
2006 312 21 291
2007 275 19 256
Subseguent years 2,134 212 1,822

$3,860 5323 $3,546

10 Debt

MMC’s outstanding debt is as follows:

Cecember 31,
fin milions of doflars) 2002 2001
Short-term:
Commercial paper $ 506 $ 741
Bank Ioans 35 —
Current pertion of long-term debt 2 16
$ 543 $ 757
Long-term:
Commercial paper $ 750 $1.000
Senior notes —6625% due 2004 568 597
Senior notes--7126% due 2003 398 398
Senior notes—5.375% due 2007 530 —
Senior notes--6.26% due 2012 275 —
Mortgage —9.8% due 2009 200 200
Notes payable —862% due 2005 73 76
Notes payable-—7.68% due 2006 62 62
Other 7 17
2,893 2,380
Less current portion 2 16
$2,891 $2,034

(aj Sse discussion of these notes.

The weighted average interest rates cn MMC’s outstanding short-term
debt at December 31, 2002 and 2001 are 1.6% and 21%., respectively.

InJune 2002, MMC arranged two revolving credit facilities to support its
commercial paper borrowings. These credit facilities replaced similar facil-
ities that expired during 2002. MMIC may borrow up to $14 billion under
the 3B84-day facility that expires in June 2003 with commitment fees of 5
basis points payable on any unused porticn. Repayment of any outstand-
ing borrowing under thig facility can be extended up to one year from the
expiration date, MMC may borrow up to $1.0 biltion under the noncance-
lable S-year facility that expires in June 2007 with commitment fees of 8
basis points payable on any unused partion. The interest rates on these
facilities vary based upen the level of usage of the faciiity and MMC’s
credit ratings. £ach of the facilities requires MMC to maintain consolidated
net worth of at least $3.5 billion and contains certain other restrictions
relating to consolidations, mergers and the sale or pledging of assets. No
amounis were outstanding under these facilities at December 31, 2002.

Commercial paper borrowings of $750 million and $1.0 billion at Decem-
ber 31, 2002 and 2001, respectively, have been classilied as long-term
debt based on MMC's intent and ability {0 maintain and refinance the
obligations on a long-term basis.




Additionat credit facilitios are maintained with various banks, prirmariy
related to operations located outside the United States, aggregating $274
milion at Decemnber 31, 2002 and $214 miilion at December 31, 2007
Amounts outstanding under these facilities at December 31, 2002 were
$35 million and no amounts were outstanding at December 31, 2001,

In March 2002, MMC issued $500 million of 5.375% Senior Notes due
2007 and $250 million of 6.25% Senior Notes due 2012 (the "Notes”).
Interest is payable semi-annually on March 15 and September 15 of each
year, The proceeds of these Notes were Used to repay a portion of com-
mercial paper borrowings. Concurrent with the issuance of the Notes,
MMC entered Into interest rate swap transactions to hedge 100% of its
exposure to changes in the fair value of the Notes, The swap transactions
effectively converted the fixed rate obligations inte floating rate obliga-
Hons. Under the terms of the swaps, the swap counterparties pay MMGC a
fixed rate equal to the coupon rate on the bonds. MMC pays the swap
counterpartiss a floating rate of 6-rmonth Libor plus 8.25 bps for the five-
year swap and 6-month Libor plus 2545 bps for the ten-year swap. In
July 2002, MMG dedesignated 50% of the fair vajue hedge on each of the
Notes and settled 50% of each of the related swaps. The portion of the
Notes no longer hedged ceased being marked to market, and the cumu-
lative amount of fair value adjustments previously recognized is being
amortized over the remaining fife of the related Notes, MMG redesignated
the remaining portion of the swaps as a fair value hedge of 50% of the
Notes. The redesignated swaps carry the identical terms and conditions

as the criginal swaps and under SFAS No. 133 qualify for hedge account-
ing and meet all criteria necessary to conclude the hedge will be perfectly
effective. In January 2003, MMGC dedesignated the remaining fair vaiue
hedge on each of the Notes and settled the remaining swaps. The cumu-
lative amount of fair value adjustments previously recognized is being
amoertized over the remaining life of the related Notes. As a result of these
transactions, the effective interest rate over the remaining life of the Notes,
including the amortization of the fair value adjustments, is 4.0% for the
Notes due in 2007 and 5.1% for the Notes due in 2012.

In February 2003, MMC issued $250 milion of 3.625% Senior Notes due
2008 and $250 million of 4.85% Senior Notes due 2013, The net proceeds
from the notes were used 10 pay down commercial paper borrowings.

MMC has a fixed rate non-recourse mortgage note agreement due in
2008 amounting to $200 million, bearing an interest rate of 9.8%, in con-
nection with its interest in its worldwide headquarters building in New York
City. In the event the mortgage is foreclosed following a default, MMC
wouid be entitled to remain in the space and would be obligated to pay
rent sufficient 1o cover interest on the notes or at fair market value if
greater.

Scheduled repayments of long-terrm debt in 2003 and in the four suc-
ceeding years are $2 milign, $14 billicn, $65 million, $80 million and $500
million, respectively.

11 Financial Instruments

The estirmated fair value of MMC's significant financial instruments is pro-
vided below. Certain estimates and judgments were required to develop
the fair value amounts. The fair value amounts shown below are not nec-
essarily indicative of the amounts that MMC would realize ugon
disposition nor do they indicate MMC’s intent or ability to dispose of the
financial instrument.

2002 2001
Deacember 31, Carrying Fair  Camying Fair
fin milions of doftars) Amount Value Amount Value
Cash and cash equivalents $ 546 $ 546 $ 537 $ 537
Long-term investrmants 578 578 826 826
Shoit-term debt 543 543 757 758
Long-term debt 2891 3116 2,334 2455

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

Long-term Investments: Long-term investments primarily consist of
available for sale securities recorded at quoted market prices. MMC also
has certain additional long-term investments, for which there are no read-
ily avaiiable market prices, amounting to $168 milicn and $179 million at
December 31, 2002 and 2001, respectively, which are carried on a cost
basis. MMC monitors these investrents for impairment and makes
appropriate reductions in Garrying values when necessary.

MMC had investments with an aggregate tair value of $410 million and
$647 million at December 31, 2002 and 2001, respectively, which are
carried at market value under SFAS No. 115, “Accounting for Certain
Investrments in Debt and Equity Securities” Gross unrealized gains
amounting to $209 milion and $360 million and gross unrealized lossas of
$23 milicn and $16 million at December 31, 2002 and 2001, respectively,
have been excluded from earnings and reported, net of deferred income

taxes, as accumulated other comprehensive loss which is a component
of stockholders’ equity,

MMC recorded net gains (Josses) associated with its long-term invest-
ments of $57 million, S{111) miion and $107 millon, in 2002, 2001 and
2000, respectively. Proceeds from the sale of available for sale securities
for the years ended Dacernber 31, 2002, 2001 and 2000 were $161 milion,
$155 mition and $237 million, respectively. Gross realized gains on avail-
able for sale securities sobd during 2002, 2001 and 2000 amounted to
2100 mition, $112 milion and $108 milion, respectively. In 2002, 200t and
2000, MMC recorded losses of $43 million, $223 milion and $1 miflion
respectively, related to the decling In value of certain long-term invest-
ments that were other than temporary. The cost of secunties sold is
determined using the average cost method for equity securities.

in 2000, MMC enterad into an agreement to purchasa a minority invest-
ment in the publicly traded common stock of Gruppo Bipop-Carire S.pLA.
(“Bipop") as part of a new agreement that expanded the companies’
existing joint venture in ltaly, and Putnam became the exclusive invest-
ment management partner for Bipop's planned expansion into other parts
of Wastern Europs. The Bipop common shares subssquently declinad in
value, MMC determined this decline was other than temporary, and in the
fourth quarter of 2001, recordad a pretax $222 millien charge to wiite
down the cost basis of the investment to its fair value, This amount was
reclassified as a charge against revenue to conform with current year pre-
sentation, In 2002, Bipop was merged with Banca di Roma, the
comirined businesses were recrganized and the names of the successor
companies were changed. As & result of these actions, Putnam's initiai
holding in Bipog ts now comprised of common shares in Fineco S.p.A.
("Fineca™) and Capitalia 3.p.A. In the fourth quarter of 2002, MMC
recorded a pretax investment valuation charge of $20 milion for an other
than temporary decling in the value of Fineco.
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MMC alse hoids Investmients in certain private equity fund partnerships Option Contracts: In 2001, MMC entered into a series of option con-

which are accounted for using the equity method. MMC's share of gains fracts to hedge the varability of cash flows frorm forecasted sales of
{losses) from such investments of $10 milion, (313 milion and ${81) milien certain available for sale equity investments. The sales are forecasted to
in 2002, 2001 and 2000, respectively, are included in Investment income occur over the next eight quarters. The hedige is achieved through the use
{loss) in the Consoiidated Staternents of Income. of Eurcpean style put and call options, which mature on the dates of the

forecasted sales. Gains or losses on the option contracts are deferred in
Other Comprehensive Loss until the related forecasted sales occur, The
hedging relationship is considerad perfectly effective because all critical
terms of the hadge and the forecasted sales mateh. As a result no hedge
ineffectiveness will be recognized in earnings, At December 31, 2002, the

A portion of insurance fiduciary funds which MMC holds to satisfy fidu-
ciary obligations are invested in high quality debt securities which are
generally held to maturity. The difference between cost and fair valug of
thase investments is not material.

Short-term and Long-term Debt: The fair value of MMC's short-tarm netincrease in fair value of the option cantracts of $7 million was

debit, which consists grimarily of commercial paper tiorrowings, apgraxi- racorded as an asset and a reduction of Accumulated Gther Camprehen-
mates its carrying valug. The estimated fair value of MMC's long-term sive LSS on the batance shest. MMC expects approximately $3 million to
debt is based on discounted future cash flows using current interest rates be reclassified inta earmings over the next ysar as the related forecasted
available for debt with similar terms and remaining maturities. sales ocour,

12 [ntegration and Restructuring Costs,
Charges Related to September 11 and Special Credits

Integration Costs: In 1998, as part of the integration of Sedgwick Group pic ("Sedgwick”), MMC adopted a plan to reduce staff and consclidate duplica-
tive offices. The estimated cost of this plan relating to employees and offices of Sedgwick {1998 Sedgwick Plan”) amounted to $285 million and was
included in the cost of the acquisition. Merger-related cosls for employees and offices of MMC (1999 MMC Plan™) amounted to $266 million and were
recorded as part of the 1999 special charge.

The utilization of the 1999 charges is summarized as follows:

Utilization and

Changes in Balance
Initial Estimates 2002 December 31,
{in millions of doliars) Balance through 2001 Utilization 2002
1999 Sedgwick Plan:
Termination payments to empioyees $ 183 $ (186} 1) $2
Other employee-related costs 5 5) — —
Future rent under noncancelable leases 48 28) 5 15
Leasehold termination and related costs 49 30 2 17
$ 285 3 (243) $i8) $34
Number of employee terminations 2,400 12,400) — -
Number of office consclidations 125 (125) — —
1999 MMC Plan:
Termination payments to employees $ 194 $ {187) $(3) $4
Future rent under noncancelable leases 31 g 2] 10
Leasehold termination and related costs 16 {13 - 3
Other integration related costs 25 25 — -
$ 266 $ (244) $5) $17
Number of employée terminations 2,100 {2,100) — -
Numibar of office cornsolidations 50 (50} — -
Changss in estimates are attributabls to diferences in actual cost from reduction of goodwill. MMC also recorded a special credit of $7 million
initial estimates in implementing the original plan of integration. As a result refated to the 1999 MMGC Plan, representing reductions of estimated costs
of changes in estimates during the fourth quarter of 2001, reserves related of $5 million for employee termination costs and $2 millon related to office

to the 1999 Sedgwick Pian of $3 million were reversed and recorded as a
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censolidations. This $7 rillion was ingluded in the net special credit of $13
miliion in 2001, discussed below.,

During the fourth quarter of 2000, reserves related to the 1999 Sadgwick
Plan of $10 million were raversed and recorded as a reduction of goodwili.
MMC atso recorded a special charge of $7 million representing changes
in estimated employee termination costs related to the 1998 MMC Plan.
This $7 million special charge was included in the net special credit of $2
million in 2000, as discussed below,

The other integration costs primarily consist of consulting fees and system
conversion costs incurred in 1989 as a rasult of the restructuring and
merging of MMC and Sedgwick operations.

Tha actians contemptatad Dy these plans ware completed by year-end
2000, Some acoruals, primarily for future rent under nancancelable
leases, costs to restore leased properties to contractualiy agreed upen
condition and salary continuance arrangements, are expected to be paid
over several yaars.

Charges Related to September 11: As a result of the events of Sep-
tember 11 and the subsequent business environment, MMC recorded a
pretax charge of $187 million in 2001, Services and benefits provided to
wictims’ families and employees, such as salary and benefit continuance,
counseling and & commitment to tha MMG Victims Relfief Fund, represent
$68 milion of the charges. Write-offs or impairments of intangibles and
other nen-cash assets were $32 million and charges related to disruption
of business operations amounted to $25 mition. The above charges are
nat of insurance recoveries of $128 million, which were collected prior to
December 31, 2002,

Restructuring Costs: As a result of weakening business conditions,
which were exacerbated by the events of September 11, MMC adopted

a plan to provide for staff reductions and office consolidations, primarily
in the consulting segment. The 2001 charge of $61 million is comprised
of $44 milion for severance and related benefits affecting 750 people
and $17 miliion for future rent under noncancelable leases, Actions under
the plan were completed by September 30, 2002. Some accruals primar-
iy for future rent under noncancelable leases and salary continuance

arrangements, are expected to be paid over several years, Utllization of
the charges is summarized as follows:

Utlizati Balance
Inial  ——"2@0N  Becember 31,
(I millions of doliars) Balance 2001 2002 2002
Tarmiration payments
to employaes $44 5014 % (29 35
Future rent undler
noncancelable leases 17 - {4) 13
$61 5014 529 $18
MNumber of
employes terminations 750 (506} (244) -_
Number of
cffice congolidations 9 2) (7 -

Special Credits: In the fourth guarter of 2001, MMC recorded a special
credit of $13 millien attributable to changes in estimates In connection with
integration and restructuring plans provided for in prior years. Changes in
estimated costs resulted in a reversal of reserves of $5 million for
employee termination costs and $2 million related to office consolidations
associated with the Sedgwick transaction and a $6 million reversal of
reserves related to office consolidation costs associated with MMC's 1997
combination with Johnson & Higgins {"J&H"). The combined impact of the
charges related ta September 11 and the special credit was a $.19 reduc-
tion in diluted net income per share in 2001,

During 2000, MMC recorded a net special credit of $2 miltion.

This includied a special charge of $7 million representing a change in the
pstimates related to the 1998 reserve for employse termination costs
associated with the Sedgwick transaction and reserves of $9 million for
office consolidation costs which were reversed in 2000. Of the S8 million,
$7 million represented lease abandonment costs in London and $2 million
represented office consolidation costs associated with the combination
with J&H. The resulting net special cradit had no effect on diluted net
income per share.

13 Commuon Stock

On May 18, 2002, the Board of Directors authonzed a two-for-one stock
distribution of MM common stock, wihich was issusd as a stock aivi-
dand on June 28, 2002, All capital accounts and references to par share
armounts have been restated for this stock distribution.

In 2002, MMC repurchasad shares of its common stock for treasury as
well as to meet requirements for issuance of shares for its various stock
compensation and benefit programs. During 2002, MMG repurchased
24,2 million shares for total consideration of $1.2 bilion, compared with
15.6 milion shares for total consideration of $763 milion in 2001.

MMC repurchases shares subject to market conditions, including from
Hime ta time pursuant to the terms of @ 1005-1 plan. A 1065-1 plan aliows a
company to purchase shares during a blackout period, provided the com-
pary communicates its share purchase instructions to the broker prior to
the blackout period, pursuant to a written plan that may not be changed.
MMGC currently plans to continue to repurchase shares in 2003, subject to
marke: conditions.

14 stocknolder RightsPlan

On September 18, 1997, MMC'’s Board of Directors approved the exten-
sion of the benefits afforded by MMC's previously existing rights plan by
adopting a naw stockholder rights plan, which was amended and
restated as of January 20, 2000 and furthar amended on June 7, 2002,
Under the current plan, Rights 1o purchase stock, at a rate of one Right
for sach common share held, were distributed to sharsholders of record
on September 29, 1097 and automatically attach to shares issued there-
after. Under the plan, the Rights generally become exarcisable after a
person or group §i) acquires 15% or more of MMC's outstanding common
stock or (i commences a tender offer that would result in such a person
or group owning 15% or more of MMC's common stock. When the Rights

first become exercisable, a holder will be entitled 1o buy from MMC & unit
consisting of ane six-hundredth of a share of Series A Junior Participating
Preferred Stock of MMC at a purchase price of $200. If any person
acquires 15% or more of MMC's common stock or if a 15% holder
acquires MG by means of & reverse merger im which MMC and its stock
survive, each Right not owned by a 15% or mora sharehelder would
become exercisable for comman steck of MMG {or in certain circum-
stances, other consideration) having a market value equal to twice the
exercise price of the Right. The Rights expire on September 28, 2007,
except as otherwise provided in the plan.




15 Claims, Lawsuits and Other Contingencies

MMC and its subsidiaries are subject to various claims, lawsulls and pro-
ceedings consisting principally of alleged errors and omissions in
connection with the placement of insurance or reinsurance and in rencler-
ing investment and consulting services. Some of these matters seek
damages, including punitive damages, in amounts which could, if
assessed, be significant. Insurance coverage applicable to such matters
includes elements of both risk retention and risk transfer.

Sedgwick Group ple, since prior to its acquisition, has been engaged in a
review of previously undertaken personal pension plan business as
required by United Kingdom regulators to determine whether redress
should be made to customers. Other present and former subsidianss of
MMC are engaged in a comparabla review of thelr perscnal pension plan
businesses, although the extent of their activity in this area, and conse-
cuently their financial exposure, was proportionally much less than
Sedgwick. As of Decembaer 31, 2002, settlements and refated cosis pravi-
ously paid amount to approximately $525 million, of which approximately
$200 millior is due from or has been paid by insurers. A small percentage
of cases remain to be settled at Decemmber 31, 2002, and the remaining
payments are not expected to be material.

As part of the combination with Sedgwick, MMC acquired several ingur-
ance underwriting businesses that were already in run-off, including River

Thames Insurance Company Limited ("River Thames"}, which was sold in
20(1. Sedgwick guaranteed payment of claims on certain policies under-
written through the Institute of London Underwriters by River Thames ("ILU
Guarantee”). The policies covered by the ILU Guarantee are reinsured up
to £40 million by a related party of River Thames. Payment of claims under
he reinsurance agreement is collateralized by segregated assetsheldina
trust, As of December 31, 2002, the reinsurance coverage exceeded the
best estimate of the projected liability of the policies covered by the ILU
Guarantee. To the extent River Tharnes or the reinsurer are unable to meet
their obfigaticns under those policies, a claimant may seek to recover from
MMC under the guarantee. MMC does not expect any matedal net impact
on its consolidated financiat position or results of cperations related to

this guarantse.

Although the ultimate outcome of ali matters referred to above cannot be
ascertained and liabilities in indeterminate amounts may be imposed on
MMG and its subsidiaries, on the basis of present information, it is the
opinion of MMC'’s management that the disposition or ultimate determina-
tion of these ¢laims, lawsuits, proceedings or guarantees will not havs a
material adverse effect on MMC's consolidated results of operations or its
consolidated financial position.

16 Segment Information

MM operates in three principal business segments based on the services provided. Segment performance is evalualed based on operating income,
which includes investment income and lossés attributable 10 each segment, directly related expenses and minority interest, but excludes special credits
and charges refated to September 11. The accounting policies of the segments are the same as thase used for tha consalidated finandial statemerits
described in Note 1. Revenues are attributed to geographic areas on the basis of where the services are performed.

Selected information about MMC's operating segments and geographic areas of operation follow:

For the Years Ended Segment Depreciation

December 31, Operating Total and Capital

{in riflions of dollars) Revenue Income Agsets Arnortization Expenditures

2002—

Risk and Insurance Services $ 5,910@ $1,490 $ 8,571 $183 $257

Investment Management 2166 560 2,144 108 82

Consulting 2,364 326 2,080 58 53
$10,440 $2,376 $12,795 $349 $302

2001 -

Risk and nsurance Services $ 5,1526 $1,139 $ 7,859 3307 $202

Investment Marnagemeant 2,40G% 58481 3,001 124 162

Consulting 2,308 313 1,904 I 86
$ 3,869 $2,036 $12,764 $503 $390

2000 -

Risk and Insurance Services $ 47809 $ 944 $ 8,745 $304 $244

Investment Management 3,242 1,027 2,651 100 139

Consulting 2,286 312 1,717 65 89
$10,308 $2,283 $13,113 $469 $472
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A reconciliation of the totals for the eperating segrments to the applicable
ling itemns in the consolidated financial statements is as follows:

Operating Segment Revenue by Product is as follows:

{irn miflions of doltars} 2002 2001 2000
(i1 miions of dollars) 2002 2001 2000 Risk & Insurance Services
Income Before Income Yaxes Risk Management and
and Minority Interest: insurance Broking $ 4411 33,820 $ 3,585
Total segment operating Reinsurance Broking and
ncome $2,376 $2,036 $2,283 Services 632 523 470
Charges related to Related Insurance Services 867 800 715
S‘;%‘em(ber 1; and125)pemai Total Risk & Insurance Services 5,910 5152 4,780
credhits (see Note — 174} 2
Corporate expense (123) {116) (127) !nvestm'ent Management 2,166 2,409 3,242
Reciassification of mincrity Consulting
interest 21 17 29 Retirement Services . 1,115 1,022 951
Operating income 2,274 1,763 21738 :ira:gncgf if;IGrOUP Benefits gig gé? 3?;
Interest income 19 23 23 Managemepnt and
Interest expense {160} {198) f247) Organizational Change 280 322 380
Total income before income Ecanomic 130 112 102
taxes and minority interest  $2,133 $1,580 $1,956 2293 7160 5155
Reimbursed Expenses 141 148 151
Total . Totai Gonsulting 2,364 2,308 2,286
Operating Corporate/ Dtal
Total 10,44 10,308
(i mitions of dollars) Segments Eliminations ~ Consdlidated ota $10,440 39,869 S10,
Other Significant ltems: Information by geographic area is as follows:
2002 —
Total assets $12,765 $1,0806 813,855 4y nujions of collars) 2002 2001 2000
Depreciation and Gooarapnic Area:
amartization 349 10 359 Exte%na? Revenue; _
Saphal expendiures 362 A 423 nited States $ 7005  $6811 $ 7,374
] : . United Kingdom 1,499 1,325 1314
Total aslsefs $12,764 $1.005% $13,769 Continental Eurcpe 950 843 787
Depreciation and Other 086 8aC 883
amartization 503 17 520
Capital expenditures 390 43 433 $10,440 $9,869 $10,308
2000 - Fixed Assets—
Total assets $13,113 $1.031@ $14.144  United States $ o4 $ 912 8 916
Depreciation and United Kingdom 261 192 310
amortization 469 8 488 Continental Europe 64 55 52
Capital expenditures 472 40 512 Other 69 76 a0
$ 1,308 $1,235 $ 1,380

{a) Includesinterest income on fiduciary funds $118 milion in 2002, $165 million in

2001 and $195 milkion in 2000).

b} Includes charge of $222 million related to an other than temporary decling in
value of the common stock of Gruppe Bipop-Carire S.p.A
(c} Corporate assets primarily include unallocated goodwill, insurance recoverables,

prepaid pension and a portion of MMC's headauarters building.




Report of Management

Independent Auditors’ Report

The management of Marsh & McLennan Companies, Inc. has prepared
and is regpensible for the accompanying financial statements and other
related financial information contained in this annual report. MMC's finan-
cial statements were prepared in accordance with generally accepted
accounting principles, applying certain sstimates and informed judgments
as required. Deloitte & Touche | .LP, independent auditors, have audited
the financial statements and have issued thelr repor! thereon.

MMC maintaing a systern of internal accounting controls designed to pro-
vide reasonabie assurance that transactions are executed in accordance
with management’s authorization, that assets are safeguarded and that
proper financial records are maintained. Key elements of MMC's intermal
controls include securing the services of qualified personnel and proper
segregation of duties, Intemal auditors monitor the control system by
examining financial reports, by testing the accuracy of ransactions and by
otherwise obtaining assurance that the system is operating In accordance
with MMC’s objectives.

The Audit Committes of the Board of Direclars is composed entirely of
independent outside directors and is responsitle for recommending to
the Board the independent auditors to be engaged o audit MMC's finan-
cial staternents, subject to stockholder ratification. In addition, the Audit
Committee meets periodically with internal auditors and the independent
auditors, both with and without management, to discuss MMC’s internal
accounting controls, financial reporting and other related matters. The
internal auditors and indepondent auditars have full and urrestricted
access to the Audit Cornmittee.

Sandra S. Wiinberg
Senior Vice President and
Chief Financial Officer
February 78, 2003

The Board of Directors and Stockholders of
Marsh & McLennan Companies, Inc.:

We have audited the accompanying consalidated balance sheets of
Marsh & McLennan Companies, Inc. and subsidiaries as of December 31,
2002 and 2001, and the related cansolidated statements of fincome,
stockholders’ equity and comprehensive income, and cash flows for each
of the three years in the period ended December 31, 2002, These financial
statements arg the responsibility of the Company’s management. Qur
responsibility is to express an opinicn on these financial statemants based
on our audits.

We conducted our audits in accordance with auditing standards generaly
accepted in the United States of Ametica. Those standards require that
we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An
audit includes examining, on a tast basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant est-
mates made by management, as well as evaluating the overall financial
staternent presentation. We believe that our audits provide a reasonable
basis for our opinion.

In cur opinion, such consolidated financia) statements present fairly, in all
material respects, the financial position of Marsh & MclLennan Compa-
nies, INC. and subsidiaries as of December 31, 2002 and 2001, and the
results of their operations and their cash flows for each of the three years
in the period ended December 31, 2002 in conformity with accounting
principles generally accepted in the United States of America.

As described n Notes 1 and 5 to the consolidated financial statements,
the Cormpany changed its method of accounting for goodwill amortization
to conform to Statement of Financial Accounting Standards Ne. 142,
Goodwill and Other fntangibie Assots,

@M hgﬂ-LMr_ AL P

New York, New York
February 28, 2003




Marsh & McLennan Companies, Inc. and Subsidiaries

SELECTED QUARTERLY FINANCIAL DATA AND
SUPPLEMENTAL INFORMATION (UNAUDITED)

Net Income (tc))ss) Dividends
{in miions of doftars, Operating Net Per Sharg Faid Per
except per share figures) Revenue Income Income Basic Diluted Share
2002:
First quarter $ 2,635 $ 687 $ 418 $ .76 $ .73 $ .265
Second quartsr 2,612 565 336 .62 .60 .265
Third guarter 2,553 512 299 .56 .55 .28
Fourth quarter 2,640 510 312 .58 57 .28
$10,440 $2,274 $1,365 $2.52 $2.45 $1.09
2001:
First quarter % 2,6310 % 845 $ 369 $ 67 $ 63 $ 25
Second quarter 2,5416 526 293 53 51 .25
Third quarter 2,407 3120 168 31 29 265
Fourth quarter 2,290 280 144l 26 .26 .265
$ 9,860 81,763 $ 9744 $1.77 $1.70@ $1.03
2000:
First quarter $ 2,701 $ 619 $ 337 $ 63 $ 58 $ 225
Second quartsr 2,515 514 278 51 A8 225
Third quarter 2,575 526 282 b2 A8 .25
Fourth guarter 25170 520 286 52 49 .25
$10,308@ $2,179 $1,181 $2.18 $2.05 $ 85

(a) Net income per share is computed independently for each of the pariods presented. Accordingly, the sum of the quarterly net income per share
amounts does not equal the total for the year in 2001 ang 2000.

(b} Excluding cne-time items of $173 for the third quarter of 2001, operating income, net incame and diluted net income per share are $4885, $274 and
$.48, respectively:

(c) Excluding one-time items of $223 for the fourth quarter of 2001, operating income, net income and diluted net income per share are $503, $286 and
$.60, respectively.

{d) Excluding one-time items of $396 for the full vear 2001, operating income, net income and dillted net income per share are $2,159, $1,222 and $212,
respectivaly,

{e) In accordance with EITF lssue 01-14, “income Statement Characterization of Reimburserments Received for ‘Out-of-Pocket’ Expenses Incurred,
revenue includes reclassification of expense reimbursements received from clients.

) Reflects reclassification of a pretax $222 millon investment write-down related to an other than temporary decling in value of the commaen stock of
Gruppo Bipep-Carire S.p.A. as a charge against revenue to conform with current year presentation.

All per sharg amounts have been restated for a two-for-one stock distribution of MMC common stock, which was issued as a stock dividend on
June 28, 2002,

As of February 28, 2003, there were 10,666 stockholders of record.




Marsh & Mclennan Companies, Inc. and Subsidiarics

FIVEYEAR STATISTICAL SUMMARY OF OPERATIONS

Compound
For the Years Endad December 31, Growth Rate
fin miffions of doiiars, éxcept per share figures) 2002 2001 2000 198901 1988 1887-2002
Ravenue:
Risk and Insurance Services $ 5910 ¢ 5152 $ 4780 $ 4523 $ 3,351 16%
Invastment Management 2,166 2,409 3,242 2,684 2,296 3%
Consulting 2,364 2,308 2,286 2,086 1,658 11%
Total Revenue 10,440 9,860 10,308 9,293 7,305 11%
Expenses:
Compensation and Benefits 5,199 4,877 4,941 4,574 3,561 11%
Other Operating Expenses 2,967 3,229 3,188 3,252 2,324 6%
Total Expensas 38,166 8,106 8,128 7,826 5,885 9%
Operating Income 2,274 1,763 2,179 1,467 1,420 23%
Interest Income 19 23 23 21 25
Interest Expense {160} (196) (247) (233) (140
Income Before Income Taxes and Minority Interest 2,133 1,580 1,955 1,265 1,305 249%
Income Taxes 747 599 753 524 508
Minority Interest, Net of Tax 21 17 21 5 —
Net Income $1,365 $ 974 $1,181 $§ 72 0§ 796 26%
Basic Net Income Per Share information:
Net Income Per Share $ 252 % 177 § 248 $ 138 % 156 23%
Average Number of Shares Outstanding 541 550 543 526 512
Diluted Net income Per Share Information:
Net Income Per Share $ 245 $ 170 $ 205 % 131 § 149 23%
Avarage Number of Shares Outstanding 557 572 569 543 527
Dividends Paid Per Share $ 109 % 103 $ 95 $ 8 $ 73 12%
Return on Average Stockholders’ Eguity 27% 19% 25% 19% 23%
Year-end Financial Position:
Working capital $ (199) $ ©22) $ (855 $(1,405 B (1,803)C
Total assets $13,855 $13,769 $14,144  $13,503 $12,117
Long-term debt $ 2890 $2334 $ 2347 $2357 § 1590
Stockholders’ equity $ 5018 $5173 $5228 % 4170 $ 3,659
Total shares outstanding (excluding treasury shares) 538 548 552 534 514
Other Information:
Number of employees 59,400 57,800 57,000 52,800 54,300
Stock price ranges—
1).S. exchanges—High $57.30 $59.03 $67.85 $ 4838 § 3216
—Low $ 3461 $ 3970 $ 3525 §2857 $ 2169

() Includes one-time iterns of $396 million.
{b) Includes full year results for Sedgwick, which was acguired in November 1988.

{c} Includes a special charge of $337 million.

{d) Includes $2.2 billion of commercial paper borrowings mada to initially finance the acauisition of Sedgwick.

See Management's Discussion and Analysis of Financial Condiition and Resuits of Operations for discussion of significant items affecting the resuits of
operations in 2002 and 2001.
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SHAREHOLDER INFORMATION

Annual Meeting

The 2003 annual meeting of sharehclders will be held at 1o am,
Thursday, May 15, in the 2nd floor auditorium of the McGraw-Hill
Building, 1221 Avenue of the Americas, New York City, At the time of
the mailing of this annual report, the notice of the annual meeting and
proxy statement, together with a proxy card, is scheduled to be sent to
each shareholder.

Anticipated 2003 Dividend P_‘éyment Dates
February 14 (paid), May 15, August 15, November 14

Financial and Investor Information

Shareholders and prospective investors inquiring about reinvestment
and payment of dividends, consolidation of accounts, changes of
registzation and stock certificate holdings should contact:

The Bank of New York
Shareholder Relations Department
PO Box 11258
Church Street Station
New York, NY 10286
Telephone: (8vo) 457-8968

(610) 312-5238

Certificates for transfer and address changes should be sent to:

The Bank of New York

Reccive and Deliver Department
PO Box 11002

Church Street Station

New York, NY 10286

The Bank of New York

/o Computershare Services
Registrar’s Department

P.0. Box 82, The Pavilions
Bridgew:ater Road, Bristol BSgg yNH
England :

Telephone: 0870-7020000

The Bank of New York’s website: wwwstockbny.com
E-mail inquiries: sharecwner-sves@bankofny.com

Copies of our annual reperts and Forms 10-K and 10-Q are
available cn MMC's website and also may be requested
by contacting:

Corporate Development

Marsh & McLennan Companies, Inc.
1166 Avenue of the Americas

New York, NY 10036

Telephone: (212) 3455475

MMC's website: www.mme.com

Stock Listings
MMC's common stock {ticker symbol: MMC) is listed on the
New York, Chicage, Pacific, and London stock exchanges.

Cautionary Language Regarding Forward-Looking Statements

This annual report to shareholders contains forward-looking statements, which by their nature involve risks and uncertaintics. Please refer to
Marsh & McLennan Companies’ 2002 Annual Report on Form 10-K for “Information Concerning Forward-Looking Statemenis™ and a description of
certain factors that may cause actual vesults to differ from goals referred to hevein or contemplated by such statements.
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