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Fvancial

yis

For the Years Ended December 31, 2003 2002 2001
(In millions, except per share fgures)

Revenue $11,588 $10,440 $9,869
Income Before Income Taxes and Minority Interest $ 2,335 $ 2,133 $1,590
Net Income $ 1,540 $ 1,365 $ 974
Stockholders' Equity $ 5,451 $ 5,018 $5,173
Diluted Net Income Per Share $ 281 $ 245 $ 1.70
Dividends Paid Per Share $ 118 $ 1.09 $ 1.03
Year-end Stock Price $ 47.89 $ 46.21 $53.73

20-Year Compound Annual Growth:

OMMC 16.6%

Total Return of MMC Stock and S&P 500 1983-2003

OS&P 500 13.0%
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MMC had a mixed year in 2003. The company

produced strong results, with our risk and insurance services having another excellent year and our consulting
business performing well in a difficult environment for the industry. But we also confronted a major problem in
our investment management subsidiary-—the discovery of inappropriate market timing in certain Putnam mutual
funds by a number of investment professionals who have now left the firm. Market timing was also found in a
small number of shareholders’ 401(k} accounts. We acted decisively, installing new leadership, instituting new
policies and procedures to strengthen compliance, and pledging restitution to the shareholders of Putnam funds,

Each of our principal subsidiaries—Marsh Inc., Mercer Inc., and Putnam [nvestments—has experi-
enced good and bad operating conditions in the past decade, but overall the company has delivered consistently
strong results. Over the last three years, MMC's compound annual growth for earnings per share was 11 percent.
During that same period, EPS for the S&FP 500 declined 1 percent annually. In 2003 MMC's consolidated revenues
rose 11 percent to $11.6 billion. Net income grew 13 percent to $1.5 billion, and earnings per share increased
15 percent to $2.81.

MMC's cash flow is a great strength and provides financial flexibility for the company. In 2003 we
repurchased 26.1 million shares of common stock for approximately $1.2 billion, made discretionary contributions
to our pension plan totaling $300 million, and paid out $631 million in dividends. Standard & Poor’s calls the
50 or so public companies with 25 consecutive years of increasing cash payments to shareholders “dividend
aristocrats.” MMC's dividend has increased for 41 consecutive years, a record matched by only 12 other companies
traded publicly in the United States.

MMC has a long record of successfully managing its professional services businesses. Our management
model has been the most important factor in creating long-term shareholder value at MMC. It encourages each
operating substdiary to be managed for success in its own market, and it calls for the parent company to set stan-
dards, lead strategic planning, select leadership, allocate resources, foster collabaration, and provide continuous
oversight. And when needed, we help stabilize a business.

Each of MMC's operating subsidiaries is a valuable professional services organization. Yet thinking
about the company as the sum of its legal entities provides only a partial understanding of the firm. We also
think about MMC in terms of the markets we serve. Although MMC is well known to clients and investars for
risk-related advice and services, we have been building capabilities—particularly in Mercer and Putnam, but also
in Marsh-—to serve people’s retirement and other benefits needs. For five of the last ten years, benefits services,
including savings and retirement, have contributed the largest share of our revenues,




MMC’s professionals must strive to provide clients with the best thinking, which may come from any

of our businesses and from anywhere around the world. We have been systernatically fostering collaboration and
the use of all the strengths of cur operating subsidiaries to serve clients more comprehensively, For example, in
recent years the understanding and management of business risks have become central to corporate strategy and
governance. Acceptance of some risks to an organization is necessary to creating shareholder value, while others
need to be reduced or avoided. The acquisition in 2003 of Oliver, Wyman & Company, the leader in strategy
consulting and risk management for the financial services sector, adds to MMC’s capabilities for serving clients
across a broad spectrum of risks in many industries.

Marsh had another great year in 2003, extending to seven years its record of double-digit
earnings growth, the longest in MMC's history as a public company. Revenues rose 16 percent to $6.9 billion,
and operating income increased 18 percent to $1.8 billion.

Marsh chairman John T. Sinnott retived in July, and | am grateful that he will continue to serve the
company in an advisory capacity. Ray J. Groves and Roger E. Egan were appointed chairman and president,
respectively, ta lead Marsh's 38,000 colleagues worldwide.

Marsh serves clients—and creates value for MMC shareholders—through its global presence,
specialized expertise, and market knowledge and access. Around the world, clients have a growing appreciation of
the value of the insurance broker, as exemplified by Marsh. Its services do not simply lower the cost of premiums
and effect the transfer of risk in a time of urmoil in insurance markets. They help manage and reduce risk, thereby
lowering its total cost.

Our reinsurance subsidiary, Guy Carpenter, increased its revenues 23 percent in 2003. The company’s
clients, insurance companies, are the most sophisticated buyers of risk advice and services. Guy Carpenter's value
to clients reflects both the quality of its services and the challenges in today’s risk environment.

MMC Capital, our private equity business, had another good year. In Decernber 2003 MMC Capital
sponsored its third Trident investment fund to continue making investments in sectors where MMC possesses spe-
cialized knowledge. In addition, AXIS Capital Hoidings Limited, a global insurance company that MMC Capital
helped establish tc increase underwriting capacity after September 11, completed a successful initial public offering
in July 2003, AXIS is the 12th insurance company sponsored by MMC since 1986.

Mercer’s revenues increased 15 percent to $2.7 billion in 2003, and underlying revenues,
which exclude the effect of foreign exchange, acquisitions, and dispositions, grew 3 percent. Operating income
rose 11 percent to $363 million. Revenues from retirement and other employee benefits grew modestly. Mercer's
other consulting practices showed stronger growth. Economic consulting increased 12 percent, and management
and organizational change consulting grew 3 percent. In the United States, improving economic conditions and a
revival in business expenditures created a more favorable operating environiment for Mercer late in the year.

In countries around the world, aging populations will have a profound impact on governments,
businesses, and individuals. Over the long term, “pay as you go” public pension plans and health care systems will
continue to face ever greater strains, A growing emphasis on private retirement plans and individual responsibility
for all benefits will increase the need for retirement and benefits consulting and advice, benefits plan administration,
and asset managerment. The recently completed acquisition of Synhrgy HR Technologies brings Mercer a new
platform for employee benefits outsourcing in the United States.
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Putnam’s revenues declined 8 percent to $2 billion, and operating income fell 11 percent to
$497 million. Putnam’s total assets under management on December 31, 2003 were $240 billion, compared with
$251 billion at the end of 2002.

In response 0 the crisis at Putnam, MMC promptly took a number of forceful steps, including
the appointment of new leadership. Charles E. Haldeman, co-head of Investments, was named president and
chief executive officer, Steven Spiegel, chief of Global Distribution, was appointed Putnam's vice chairman; and
A J.C. Smith, former chairman and chief executive officer at MMC, was named chairman at Putnam.
Lawrence ]. Lasser, Putnam's president and chief executive officer since 1986 and a director of MMC since
1987, left the company.

As discussed in the Putnam section of this report, there have been exhaustive reviews of employee
trading. The review of trading activity of more than 12,000 former and current employees at Putnam led to the
termination of 15 employees. Putnam has taken action to adopt new compliance structures and procedures, to
make restitution to shareholders, and to reduce costs and improve disclosure to investors. MMC and Putnam are
committed to making the firm a successful model of reform for the investrment management industry.

Despite the upheaval in the industry and at Putnam, people still need to save for their retirement
and other important goals in life. The combination of professional portfolio management, asset diversification, and
liguidity continues to provide compelling benefits for millions of mutual fund investors. Putnam'’s new initiatives
and its time-tested business model—a bread array of investment products, distribution through intermediaries to
individual investors and directly to institutional investors, and industry-leading client service—form the basis for a
strong business going forward.

Ultimately, the value of MMC is based on the talent, expertise, and skill of our professional staff.
This has been our heritage for 132 years, and this is what benefits our clients and our shareholders. 1 am grateful
for the efforts of our 60,000 employees around the world and for the counsel and advice of our directors.

The loss of friends and colleagues on September 11, 2001 affected our company profoundly. On
July 16, 2003, we dedicated a permanent mernorial to their memory in the plaza adjacent to our New York head-
quarters. The park has been transformed by the stone, glass, and bronze memorial ereated by Richard Fleischner
in memory of our lost colleagues. { invite you to visit it.

In a world where geopolitical and economic uncertainty are key features of the business environment,
MMC and its shareholders have many reasons for facing the future with confidence. We serve large, global markets,
where demand for our services is increasing. We have the financial resources to take advantage of opportunities
for growth, And we have the management strength and professional culture to achieve cur goals.

Gl 1074,

Jeffrey W. Greenberg March 5, 2004
Chairman and Chief Executive Officer




A conversation with Ray J. Groves, chairman and chief executive officer, and Roger E. Egan, president, of Marsh Inc.

Tell us about Mr. Egan’s appointment as president.

During 2003 we began working in a close partnership to share responsibilities for the quality of Marsh's work

for clients and for driving future growth. Roger's experience of more than 20 years with Marsh and record of
accomplishment are an excellent foundation for his expanded role. Most recently, Roger was vice chairman of
Marsh. He had also been president and chief executive of Marsh’s North American cperations.

What were the highlights of Marsh's results?

ur financial performance in 2003 was excellent. Revenues rose 16 percent to $6.9 billion, a 13 percent
Oi.ncrease on an underlying basis. Operating income increased 18 percent to $1.8 billion. The growth was
broadly based across client segments, geographic regions, and risk specialties. We continued to extend our
geographic reach, expertise, and service offerings.

How have risks been evolving?

( : hanges in world economies, the increased pace of globalization, the emergence of new liabilities and the inten-
sification of old ones, new technologies, product innovation, changing social and legal standards—all of these
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developments are transforming risks and creating complex, interretated exposures for our commercial clients.

Risk awareness is high, particularly in a business climate affected by recent governance issues, regulatory scrutiny,
professional liabilities, natural disasters, and the specter of terrorism. Clients are asking critical questions about
their exposures.

One consequence of a business environment concerned about complex exposures is the tendency of
business leaders to become tentative about taking calculated risks on research and development. new products, or
expanded production capabilities. The progress in risk management expertise over the last decade and new
quantitative techniques for assessing risk have led to innovative risk products and solutions, This gives our clients
confiderice to assume risks that will make their businesses successful.

What are the key advantages to clients in choosing Marsh as their risk specialist?

With the change in the nature and perception of risk, Marsh's thinking about risk has broadened, and our
organization and capabtlities reflect this. Clients benefit from access 1o our staff of risk consultants, whose
skills are even more critical now as businesses are retaining more risk, which must be managed, and as underwriters
give intense scrutiny to loss histories and risk mitigation. This puts Increased emphasis on the financial modeling
of risk and other risk consulting services in which both Marsh and Guy Carpenter, our reinsurance organization,
excel. We are also working with our colleagues at Mercer Oliver Wyman who use their risk-adjusted return
methodology to help clients decide whether to retain or transfer risk.

Marsh's experience in the global insurance and reinsurance markets gives us the ability to arrange and place
the complex insurance coverages clients need. We reach across markets to tap into risk capital wherever it exists,
seeking the best terms, conditions, and prices. Our brokers” knowledge of the interests of insurers for different
types of risk and their relationships with senior underwriters are an advantage for clients as well as underwriters.

Marsh's global speciaity practices are organized by the size of the client organization, by industry, and by
risk category. Our offices—-over 400 worldwide, staffed by more than 38,000 colleagues—connect to our special-
ized expertise, wherever it is located, o bring that knowledge and skill to clients, regardless of their size or location.

Please update us on insurance marketplace conditions.

ver the last three years, clients have faced price increases in virtually all lines of commercial property

and casualty insurance. Premium rate increases moderated throughout 2003. The property market stabilized,
while rate increases continued in the casualty market, particularly in insurance lines that are more difficult to
underwrite, including directors and officers and workers compensation. The moderation in premium rates
continued through the first part of 2004.

What will drive Marsh's growth?

arsh's ability to identify, analyze, mitigate, and transfer risk will be a critical factor in driving revenue

growth, particularly as businesses develop globally and risks grow more complex. Evidence of expanding
risks is visible in the demand for worldwide property and casualty insurance, which produced over 31 trillion in
premiums in 2003. The insurance broker offers the most efficient distribution system through which clients purchase
commercial insurance. Brokers provide increased access to the global insurance marketplace, more and better
insurance products at competitive prices, and greater knowledge and professional risk management expertise.

As insurance markets open globally and the value of the insurance broker’s role becomes better under-
stood and utilized throughout the world, Marsh’s business will expand. In many countries, regulatory restrictions
previously in place have been relaxed or are easing, which allows Marsh to establish operations in new markets.
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We see increasing opportunities to serve the needs of midsize companies and small enterprises. No one
insurance services firm has a large share of either market. These businesses have different requirements and buying
styles. Marsh is now organized to deliver the specific services these clients need in the way they want them delivered.

Please elaborate on opportunities in some of the major geographic regions outside North America.

cross Furope, privatization of formerly state-owned enterprises, the migration of U.S. liability concepts,
A environmental concerns, and the increased emnphasis on governance issues create greater need for risk
management. At the same time, the cross-border regulatory landscape is changing with the intreduction of new
directives, standards, and codes. Firms of all sizes and types are facing proposed employment legislation and social
charters. The need for mitigating the resulting risks creates opportunities for Marsh.

Asian insurance markets are opening to foreign insurers and brokers, although some barriers restricting
the ability to operate remain. Still, opportunity abounds as multinational companies establish operations through-
out the region and local businesses expand. Marsh is established in all the major countries of Asia, either through
wholly owned companies or equity interests in affiliates where required by local law. Particularly promising
markets are Japan, China, and India.

Marsh is the market leader across Latin America, with its largest operations in Mexico, Brazil, and
Colombia. Economic growth and foreign investment should continue to be a driving force of the economies in the
region and of Marsh's and Guy Carpenter’s businesses.

What are some of the recent innavations at Marsh?

ome of our most innovative work during the difficult insurance market of recent years has been in helping clients

manage day-to-day risk programs and issues more effectively. For example, recent corporate governance issues
have contributed to the rising cost of directors and officers insurance coverage. Marsh’s specialists are working
with Mercer Delta’s consultants to provide clients with expertise to strengthen their governance practices and help
them reduce the cost of insurance. We also work with clients to improve their benchmarking of risks, enabling them
to adopt higher retentions and take other actions to contain costs while maintaining sufficient insurance protection.
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The insurance industry is withdrawing capacity from the underwriting of excess protection for U.S.
institutional and individual securities brokerage accounts. Since such protection is vital to investor confidence,
Marsh worked with 14 leading U.S. brokerage firms to form a captive insurance company that makes available
brokerage account protection above the level provided by the Securities Investor Protection Corporation {SIPC}.

In California, firms that self-insure their workers compensation programs faced limited availability and
higher prices in surety bonds and other forms of acceptable collateral traditionally used in self-insurance programs.
In response, Marsh worked with clients and the state to develop an innovative financial approach that sclved the
problem with a significant reduction in cost to employers.

Please comment on MMC's role in creating new risk capital to meet the needs of clients.

hinking creatively about how to supply market capacity to alleviate severe shortages has a long and successful

history at MMC. Best-known examples include the formation of ACE, XL, Mid Ocean, and, most recently,
AXIS. MMC Capital, our private equity business, worked closely
with Marsh and Guy Carpenter to form AXIS in late 2001,
immediately foliowing the events of September 11. AXIS successfully
completed its initial public offering in 2003 and had a market value
of approximately $4.5 billion at the end of the year.

MMC Capital continues to target investments in the
insurance and related industries, forming its third Trident invest-
ment fund in December 2003. For ten years, these funds have
benefited from MMC's track record in insurance investing and its
knowledge of and contacts in the insurance industry, which help
create proprietary deal flow.

Marsh has assisted the North American trucking industry
in forming and capitalizing a number of insurance companies
because transportation firms faced severe capacity shortages. Marsh
also helped create a similar facility for the construction industry.

What is Marsh doing to develop its greatest assets —
I'tS Peop]e and I'Htellectual Capl'tal? “Three Musicians ™ by Master of the Half Figures {{1.c.1500-33)

Hermitage. 31 Petershurg, Russia/Giraudon/Bridgeman Art Library
M arsh is investing in its people for the long term, not just for
today. We continually provide colleagues with the knowl-
edge, tools, and technology to respond to the changing needs of clients. We believe that a disciplined approach to
setting goals, and coaching and developing people is key to increasing the firm’s talent. We are providing special
training for new graduates as well as management and leadership development. QOur focus on building a diverse,
global workforce should increase productivity and our competitive advantage.

What are the prospects for Marsh?

s risks continue to change in nature and grow larger and more complex, we continue to broaden the ways
we approach risk and provide solutions for our clients. Marsh's services have never been in greater demand
or of greater value. Qur professionals are prepared to handle the expanded needs of clients because of Marsh's
geographic breadth, specialized capabilities, collaborative culture, and the cutstanding abilities of colleagues.
We are confident about the future and Marsh’s leading position in risk and insurance services. H






found in a small number of shareholders’ 401 (k) accounts. With MMC's support. we acted decisively to correct
the situation. New leadership was put in place, we reached a partial agreement with the Securities and Exchange
Commission in which we agreed to pay civil penialties, and we pledged full restitution to the funds for losses
resulting from market timing. We reviewed the trading records of more than 12,000 former and current employees
going back to 1998 and terminated employees identified as engaging in improper trading. We have taken many
steps to implement new policies and compliance procedures and rebuild the trust of investors, employees, and the
marketplace.

What reforms has Putnam made to protect and better serve the interests of shareholders?

e believe we have established the most rigorous governance, oversight, trading, and compliance standards
Wand controls in the mutual fund industry. We have also initiated changes that will reduce our shareholders’
costs and make our mutual fund disclosure more transparent. We will mention just a few of the many changes
we have implemented:

We believe short-term trading is not in the best interests of all Putnam investors. As a result, we broadened
redemption fees in order to discourage harmful short-texm trading by any investors in Putnam funds.

We increased the investment holding periods for our employees to eliminate the possibility of short-termn
trading. Specifically, all Putnam employees are required to hold investments in most Putnam funds for a minimum
of 90 days. Cur investment professionals must hold their investments in Putnam funds they oversee for at least
one year.

The high standards of oversight and independence already in place for the Board of Trustees of the
Putnam Funds have been strengthened by new measures, including the election of trustees by shareholder vote once
every five years and the appointment of a full-time senior-level compliance executive.

We made changes to lower shareholder
costs. The reductions we made to Putnam’s
fund expenses, which were already low by
industry standards, have put 100 percent of
Putnam’s funds below industry-average expense
ratios for their Lipper peer groups. Our funds
will hold to this standard going forward.
Reduced front-end sales charges—accomplished
by limiting the portion of sales charges retained
by Putnam to a maximum of 0.25 percent—are
providing additional savings to investors. For

the six Putnam international and global funds
that had short-term trading issues, we capped
expense ratios at September 30, 2003 Jevels.
This prevents shareholders in these funds from

© Archivio Storica Ricardi. Al rights reserved. Reproduced by permission.

paying higher expenses as a result of reduced asset levels after that date.

In addition, we have increased our fund information disclosure. We are providing investors with greater
information about fund fees, fund risk, portfolio manager compensation, employee ownership of Putnam funds,
and sales charge discounts.

We believe these reforms, and many other steps we have taken, demonstrate the seriousness with which
we are approaching change and the standards to which we hold ourselves as a firm. We are commisted to winning
back the trust of investors, acknowledging that it will take time, through good performance and service, to do so.
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Tell us about morale at Putnam.

e have been as committed to rebuilding the confidence of our employees as we have to restaring the
Wtrust of investors and the marketplace. Our employees are the most critical element in providing excellent
investment performance and service to investors, and we have sought to reassure them in many ways. Their
attitude overall has been positive and their feedback has been encouraging. They are determined to be part of
righting Putnam, and we appreciate their efforts greatly.

Over the longer term, we want to establish an environment at Putnam that finds employees enjoying their
professional responsibilities, developing their skills and talents, rewarded for their work. With the right framework
in place—one that eliminates bureaucracy and is free of impediments to good professional work being done every
single day—we believe we will achieve our goal of superior investrnent performance and service to investors.

Please comment on Putnam’s investment performance and steps you are taking to improve its record.

e made certain cultural changes in our investment division to clarify our common investment principles and
Wempower our investment tearns to act in an entrepreneurial fashion, consistent with both our investment
principles and the teams' distinct investment philosophies. The mandate is to produce above average investment
performance year after year. Our investment professionals’ compensation and rewards are tied directly to this goal.

We have aligned research more closely with portfolioc management, working to incorporate the best
research tdeas into Putnam's portfolios.

The equity markets in 2003 were unusual in that they rewarded speculative, riskier investments over
investrnents in larger companies with better earnings, stronger cash flow, and a record of paying dividends. The
larger, more stable companies were the core of our equity portfolios, and we increased our positions as the year
progressed. This caused Putnam’s near-term performance not to be as strong as we would have liked, but we
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are sure that our portfolio strategy will reward investors in the future. Fixed income and value product lines
enjoyed strong competitive performance results in 2003. Furthermore, Putnam’s longer-term performance has been
goad. For the three-year period ending 2003, nearly 80 percent of Putnam assets performed above the Lipper
industry median, giving us a strong foundation to build upon.

What do you want to emphasize about Putnam s investment philosophy?

Pumam continues to have strong investment leadership in place with a commeon goal of providing our clients
with consistent, dependable, and superior investment performance over time. We remain a firm of extra-
ordinary breadth and depth with over 300 investment professionals and capabilities across all major asset classes.
We have experts in macroeconomic, fundamental, and quantitative analysis because we believe this provides us
with a unique perspective in uncovering and capitalizing on opportunities for our investors,

Many of our long-held principles of investment management endure. We continue to manage assets
in teams, believing that teams provide multiple perspectives on investment opportunities and, therefore, greater
opportunities to better manage risk and pursue positive returns for our investors.

Tell us about developments in distribution of Putnam products.

e are focusing on client relationships and service in our retail, institutional, and international businesses as
we work to rebuild Putnam’s brand and restore investor confidence.

For retail mutual funds, we have increased marketing support centered on client relationships and the
development of distribution channels. A strong and active communications program, including a new advertising
campaign, as well as other investor initiatives will reinforce our message and efforts, In the institutional area,
our priority is retaining clients, establishing a new institutional product platform, and increasing sales momentum
in both the defined benefit and defined contribution plan areas. For our international business, both retail and
institutional, we plan to expand our presence in marketplaces where we already have strong businesses, including
Japan and Eurcpe; diversify our institutional product lines as we work to regain the trust of consultants; and
expand our distribution relationships.

We continue our record for customer service excellence, again earning top honors from DALBAR for
service to intermediaries and annuity contract holders and honorable mention for service to our mutual fund share-

holders in 2003. We were also pleased to receive a new award for sales support excellence to our intermediaries.

What is the long-term outlook for Putnam?

e have begun a new chapter in Putnam’s history. There are many positive factors supporting the long-term
Woutlook for Putnam. We operate in a growing, global business. We have capable management and strong
relationships in our distribution channels, a growing international business, talented and dedicated professionals,
as well as the support of the trustees of the Putnam funds and MMC.

More than 11 millicn investors and 500 institutional clients invest through Putnam. Qur products are
used to save for retirement, education, and to transfer wealth to the next generation. We take this responsibility
with the utmost seriousness and know that every action we take must serve the best interests of our investors. We
will do whatever is necessary to make sure Putnam’s integrity is never again compromised. We are committed to
restoring our position in the marketplace.

14




A conversation with Peter Coster, president of Mercer Inc.

What were the highlights of 20037

We continued to grow our revenues and sustain good profit margins in a year that was difficult for much of
the consulting industry.

We completed several important acquisitions, including Oliver, Wyman & Company, which became
Mercer Oliver Wyman. We also used acquisitions to strengthen our actuarial and employee benefits consulting
resources in Europe, and in January 2004 we acquired Synhrgy HR Technologies, a provider of human
resource-related outsourcing services in the United States.

Most important, we continued to build our reputation for thought leadership, and we delivered high-
quality advice and service to clients on a broad range of issues.

Tell us more about the market conditions for consulting in 2003 and how Mercer responded.

‘ N ]hi]e demand was strong in a number of our service areas, the global economic climate caused many clients
to defer some consulting spending. We responded by tailoring our offerings to clients’ evolving needs and
paying close attention to our cost base.
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In managing the business, we aim to respond quickly to changing demand and to strike the right balance
between managing expenses and continuing to invest to strengthen cur franchise. Even as we cut discretionary
spending and selectively trimmed capacity, we continued to invest in intellectual capital, acquisitions, geographic
expansion, and new capabilities to support growth.

Please elaborate on the demand for Mercer’s services.

lients of Mercer Human Resource Consulting sought advice on rewards strategy, heaith care costs, and
C retirement plan financing, among other issues. Corporate boards have been pressured to set executive pay
responsibly in light of widely reported excesses in a few companies. This has increased demand for our services
in this area. With health care cost increases averaging 10 percent over the past five to six years, U.S. employers
must evaluate the benefits they offer and consider ways to enlist employees and service providers in containing
costs. In the pension area, recent volatility in equities prices and record low interest rates have employers thinking
about how retirement benefits should be structured and funded, and this creates opportunities for retirement
and investment consulting. Increasingly, multinationals are taking a globally coordinated view of their retirernent
and other employee benefits. As the world’s leading global human resource consulting firm, Mercer is positioned
to help them manage their plans in a way that supports their business objectives.

NERA Economic Consulting is benefiting from robust demand across a number of service areas. Litigation
and regulaticn in areas such as securities law and competition policy drive most of NERA's revenue growth, but
business advice to corporations is increasingly important. Assistance to companies on complex transfer pricing
issues is one successful new offering. NERA recently added offices in Japan and Western Europe to its existing
locations in Australia, Spain, the United Kingdom, and the United States.

Mercer Management Consulting benefited from recovering demand for strategy and operations advice in
North America. Financial services, aviation, and retail have been particular areas of demand.

Mercer Delta Organizational Consulting, which consults on the leadership of large-scale change, grew
strongly in Europe and Canada. The Mercer Delta brand is getting to be known internationaily. Companies
increasingly understand and value the advantages of Mercer Delta’s one-on-one and small team approaches for
advising CEOs.

Tell us about Mercer’s recent acquisitions.

A:quisitions have always played an important role in Mercer’s growth strategy. We acquire companies to fill
service area and geographic gaps, expand our practices, and strengthen our market position. We look for
acquisition candidates that can link existing Mercer and MMC services in new and important ways. We aim to
acquire outstanding businesses with outstanding people who share cur vision and values.

Oliver, Wyman & Company is a case in point. We saw its analytical approach to risk management and
strategy formulation in the financial services industry as a natural extension of the strategy and operations consuit-
ing provided by Mercer Management Consulting to financial companies. In forming Mercer Oliver Wyman, we
combined these two businesses with another Mercer business unit that provides actuarial advice on insurance risks,
thereby creating a firm qualified to advise the financial services industry on business strategy and risk management.
There is a growing demand for more comprehensive and sophisticated risk management, stimulated in part by the
Base! Il regulatory change in banking and the similar Solvency Il initiative in insurance. We see excellent opportuni-
ties for collaboration between Mercer Oliver Wyman and other business units of Mercer, and in partnership with
Marsh on risk management.
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Mercer made several European acquisitions to strengthen its retirement and group benefits businesses.
Decisions by public accounting firms to divest businesses that created conflicts of interest for their audit services
provided opportunities for us to acquire actuarial consulting units in Germany and Switzerland—important
markets where seasoned actuarial consulting talent tends to be especially difficult to find. We also acquired Benefit
Network, a leading provider of benefits-related brokerage, consulting, and administration in the Nordic region.
Taken together, these acquisitions doubled our benefits consulting resources in central Europe, Norway, and Sweden.

The Synhrgy acquisition strengthened our human resource-related outsourcing business. We are committed
to helping clients across a broad spectrum of their critical pecple-related business needs, from strategy-setting to
implementation. As part of this commitment, benefits administration outsourcing has long been important to
Mercer, mainly in the form of retirement plan administration. The Synhrgy acquisition allows us to expand our
outsourcing offerings to other areas including health care, compensation/performance management, and human
resource strategy. We see this as an important area of opportunity and growth.

What other investments is Mercer making in sources of future growth?

y | Yogether, great people and leading-edge thinking are the lifeblood of consulting, and every year Mercer invests
considerable resources to develop fresh insights on our clients’ vital business issues. Sometimes this investment
results in a book, as was the case twice in 2003.

One of these books, Play to Your Strengths, presents the ground-breaking human capital management
techniques of the HR Strategy and Metrics practice of Mercer Human Resource Consulting. The entirely new, yet
proven, approaches discussed in this book allow an enterprise to measure and manage the impact of its workforce
practices on its business results and then to deploy the right mix of workforce practices to support its mission and
strategy. Since the best mix of workforce practices for any given enterprise tends to be unlike any other company’s,
this type of analysis gives businesses an important tool for creating competitive advantage through their people.
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Also in 2003, Mercer Management Consulting published How to Grow When Markets Don't, its latest
book in a series that began with Grow to Be Great and The Profit Zone. The current book identifies strategies for
building new sources of customer value by surrounding existing products with services derived from the “hidden
assets” a company already possesses. These ideas are just some of the ways Mercer Management Consulting is
helping its clients uncover sources of sustained value growth.

Mercer is leading a consortium of large U.S. employers to implement a program of health care purchasing
for participating employers that we believe will yield significant reductions in cost inflation as well as improvements
in quality of care and patient safety. Supported by consistent health care performance measures, this approach
holds great promise for employers and health care consumers frustrated by spiraling costs and uncertain quality.

In the wake of increasing interest in how employee stock options and other compensation arrangements
are accounted for, NERA has developed a new approach for valuing employee stock options that avoids several
problems associated with generally accepted methods,
including Black-Scholes. As a member of the Financial
Accounting Standards Board’s (FASB) Options Valuation
Group, NERA is playing a critical role in determining how
equity-based compensation will be valued by companies
in the future. We expect consulting opportunities to arise
from this work once the FASB releases its guidance on
acceptable approaches.

We also invested in new consulting approaches that
combine the experience and intellectual capital of two or
more Mercer business units. One exarnple is a sales force
effectiveness offering that we are calling "Selling for Profit.”
Selling for Profit combines, at the client’s option, the busi-
ness design, customer science, and sales strategy capabilities
of Mercer Management Consulting with the sales force
performance measurement and rewards capabilities of
Mercer Human Resource Consulting. Selling for Profit
helps clients address the full range of issues connected with
sales, from diagnosing the problems to winning the sales
force over to the new strategy. Clients who have used this
approach are seeing impressive results.

%at i S t}le OUﬂOOk for Mercer? “Lfhionme u fa Guitare ™ by Pahlo Picasso, 1918

Hamburg Kunsthalle, Hamburg, Germany/Bridgeman Art Litwary
1 2004 Estate of Pablo Picasso/Artists Rights Society (ARS). New Yark

he practice areas that did well in 2003 continue to
T see good opportunities, and economic indicators
suggest a broad recovery has begun. Many clients, however, are taking a wait-and-see position and continue to
hold the line on consulting spending. We will be managing our capacity and discretionary spending conservatively
until we are confident that demand is on an upward trajectory.

Locking beyond the immediate future, Mercer is well positioned in an industry that has excellent growth
prospects based on long-term economic, business, and demographic trends. Bl
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Marsh & McLennan Companies, Inc. and Subsidiaries

N anagenent’s Deisceasion and Analpsis
fm/@mﬁmm/@%f(ﬁ ilisns

General The consolidated results of operations follow:

Marsh & McLennan Companies, Inc. and Subsidiaries ("MMC") is a pro-

fessional services firm. MMC subsidiaries include Marsh inc. (*Marsh™), {in milions, except per share figures) 2003 2002 2001

the world's leading risk and insurance services firm; Puinam Investments Revenue:

{"Putnam”), cne of the largest investment management companies in the Service Revenue $11,488 $10,373 $10,011

United States; and Mercer Inc. (“Mercer"), 2 major global provider of con- Investment Income (Loss) 100 67 {142)

sulting senvices. Over 80000 employees worldwide provide analysis,

advice and transactional capabilities to clients in over 100 countries. v Operating Revenue 11,588 10.440 3,869
Xpense:

MMC operates in three principal business segments based on the ser- Compensation and Benefits 5,826 5199 4877

vices provided. Segment performance is evaluated based on segment Other Operating Exgenses 3,166 2,967 3,229

operating income, which is after deductions for directly related expenses -

and minority interest but before corporate expenseas, charges related to Operfmng Expenses 9,092 8.166 8.106

September 11, 2001, and charges or credits related ta integration and Operating Income $ 2,496 § 2.274 $ 1763

restructuring reserves. A recenciliation of segment operating income to Net Income $ 1,540 $ 1,365 & 974

total operating income is included in Note 16 to the Consclidated Financial
Staternents. The accounting golicies of the segments are identical to .
those used for the consolidaied financial statements, A complate descrip- Basic $2.89 $2.52 $1.77
tion of each of MMC's business segments is included in Part 1, ltem 1in Diluted $2.81 $2.45 $1.70
MMC's 2003 Annual Report on Form 10-K (*2003 10-K"). As discussed

in Note 15 to the Consolidated Financial Statements, the results of opera- Shares Outstanding:
tions for the year ended December 31, 2003 include adjustrents for Basic g 533 a1 ceg
restitution and costs identified subsequent to the release of MMC's annual

eamings, which decreased diluted earnings per share by $0.01 from the Diluted 548 557 572
amount reported in Form 8-K,

Net Income Per Share:

Average Number of

This Management's Discussion and Analysis of Financial Condition and Results of Cperations (*MD&A’) contains certain staterments refating to future
results which are forward-looking statements as that term is defined in the Private Securities Litigation Reform Act of 1995. See “Information Concerning
Forward-locking Statements” in MMC’s 2003 10-K.

Revenue, derived mainly from commissions and fees, increased 11% fram 2002. Revenue increases in the risk and insurance services and consulting seg-
ments were partially offset by a revenue dacline in the investment management segmerit. Investment impaiment charges recorded in 2002, primarily in the
investment management segment, result in a favorahle variance for investment income in the cumrent year compared to 2062. Revenue increased 6% on an
underlying basis, which measures the change in revenue, before the impact of acquisitions and dispositions, using consistent currency exchange rates.

The Impact of foreign currency translation, acguisitions and dispositions on MMC's operating revenues by segment in the year ended Cecember 31, 2003,
compared to the year ended December 31, 2002, is as follows:

Twelve Months Ended % Change

Currency/
DOecember 31, GAAP Underlying Aquisitions
{in millions, except percentage figures) 2003 2002 Revenue Basig® Impact
Risk and Insurance Services
Risk Management and Insurance Broking $ 5172 $ 4411 17% 13% 4%
Reinsurance Broking and Services 775 632 23% 2% 2%
Related Insurance Senvices® 914 867 5% 5% —
Total Risk and Insurance Services 6,868 5,910 16% 13% 3%
investment Management 2,0Mm 2,166 8% (819 —
Consulting
Retirement Services 1,208 1.115 8% 1% %
Management and Organizational Change 449 280 60% 3% 57%
Health Care and Group Benefits 388 358 9% 4% 5%
Human Capital 379 340 11% 2% 9%
Economic 150 130 14% 12% 2%
2,574 2.223 16% 3% 13%
Reimbursed Expenses 145 141 3% 1% en
Total Consulting 2,719 2,364 15% 3% 12%
Tetal Operating Revenue $11,588 $10,440 11% 6% 5%

(@) Includes LS. affinity, claims management, underwriting managernent, and MMC Capital businesses.
o} Underiying basis measures the change in revenue before the impact of acquisiticns and dispositions, using consistent currency exchange rates.
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The 6% growth in underlying revenue over 2002 was primarily driven by
higher renewal revenue and market service revenue and the impact of
higher premiums in the risk and insurance services segment combined
with growth in each of the practices of the consulting segment. Cifsetting
this growth was an 8% decrease in the investment management segment
due to a decline in the amount of assets under management on which
fees are eamed and a dacline in undsrwriting and distribution fees.

Operating expenses increased 11% over 2002, 5% on an underying basis,
The increase in underlying expenses was driven by higher compensation
and benefit costs in risk and insurance services as wel as higher facilty and
insurance costs, partially offset by a decrease in amortization expense for
prepaid dealer commissions.

The impact of foreign currency translation, acquisitions and dispositions on
MMC's cperating revenues by segment in the year ended December 31,
2002, compared to the year ended December 31, 2001, is as follows:

Twelve Months Ended

% Change Currency/
December 31, GAAP Undertying Aquisitions
{in millions, except percentage figures} 2002 2001 Revenue Basis® Impact
Risk and Insurance Services
Risk Management and Insurance Broking $ 441 $3,829 15% 15% —
Reinsurance Broking and Services 632 523 21% 20% 1%
Related nsurance Senvices® 867 800 8% 8% —
Total Risk and Insurance Services 5910 5,152 15% 15% —
Investment Management 2,166 2,409 (10)% 0% —
Consulting
Retirement Services 1.115 1.022 9% 1% 2%
Management and Organizational Change 280 322 (13)% (17)% 4%
Health Care and Group Benefits 358 343 4% 4% —_—
Human Capital 340 361 161% 9% 3%
Econcmic 130 112 16% 15% 1%
2,223 2,160 3% 1% 2%
Reimbursed Expenses 141 148 5)% (5)% —
Total Consulting 2,364 2,308 2% — 2%
Total Operating Revenue $10.440 $9,869 6% 5% 1%

@ Includes U.S. affinity, claims management, underwriting management, and MMC Capital businasses.
() Underlying basis measures the change in revenue before the impact of acquisitions and dispositions, using consistent currency exchange rates.

In 2002, operating revenue rose 6% resulting from a higher volume of
business in the risk and insurance services segment, partially offset by a
decline in revenue in the investment management segment due to lower
assets under management on which fees are eamed. in addition, an
investment impairment charge recorded in 2001 related to Gruppe Bipop-
Carire S.p.A. ("Bipop™ resulted in a favorable variance for investment
income in 2002 compared to 2001, Underlying revenue, which measures
the change in revenue before the impact of acquisitions and digpositions,
using consistent currency exchange rates, increased 5%. The risk and
insurance services segment experienced underlying revenue growth of
15% primarily due to net new business and the effect of higher commer-
cial insurance premiums, partially offset by lower fiduciary interest income.
Underlying consulting revenue was flat as a higher volume of business in
retirement services was offset by a decline in management consuiting.
Underlying revenue declined 10% in the investment management seg-
ment primarily due to a reduction in average assets under management,
which declined 15% from 2001,

Operating expenses increased 19 in 2002 compared to 2001, which
included charges related to September 11 and amortization of goodwill,
Underlying expense growth was flat between 2002 and 2001, Increased
compensation and benefits costs in the risk and insurance services seg-
rment were offset by reduced incentive compensation and lower volume
related expenses in the investment management segment.

In 2001, MMC recorded pretax charges of $187 miillion, net of insurance
recoveries, related to the events of September 11 and the subsequent
impact on business conditions.

Risk and Insurance Services

The operations within this segment consist of risk and insurance services
as broker, agent or consultant for insureds, insurance underwriters, and
other brokers cn a worldwide basis. These services are provided by
Marsh, which delivers risk and insurance services and solutions to clients
through its various subsidiaries and affiiates. Risk management, insur-
ance broking, financial solutions, and insurance program management
services are provided for businesses., public entities, associations, profes-
sional services organizations, and private clients under the Marsh name.
Reinsurance breking, catastrophe and financial modeling services, and
related advisory functions are conducted for insurance and reinsurance
companies, principally under the Guy Carpenter name. Underwriting
management and wholesale broking services are performed for a wide
range of clients under various names. Claims and associated productivity
services are provided by Sedgwick Claims Management Services. In
addition, MMC Capitat provides services principally in connection with
originating, structuring and managing insurance, financial services, and
other industry-focused investments,

Revenue attributable to the risk and insurance services segment consists
primarily of fees paid by clients; commissions and fees paid by insurance
and reinsurance companies; compensation for billing and related ser-
vices, in the form of interest income on funds held in & fiduciary capacity
for others, such as premiums and claims proceeds; and market service
revenue from insurers. Revenue also includes compensation for services
provided in connection with the organization, structuring and manage-
ment of insurance, financial services, and other industry-focused
investments, including fees and dividends, as well as apprediation or
depreciation that has been recognized on holdings in such entfties.

Revenue generated by the risk and insurance services segment is funda-
mentally derived from the value of the services provided to clients and
insurance markets. These revenues are affected by premium rate levels in
the property and casualty and employee benefits insurance markets and
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available insurance capactty, since compensation is frequently related to
the premiums paid Dy insureds. In many cases, compensation may be
negotiated in advance based upon the estimated value of the services to
be performed. Revenue is also affected by fluctuations in the amount of
risk retained by insurance and reinsurance clients and by insured values,
the development of new products, markets and services, new and lost
business, merging of clients and the volume of business from new and
existing clients, as well as by the level of interest realized on the invest-
ment of fiduciary funds and foreign exchange rate fluctuations. Reverue
and feas also may be received from originating, structuring and managing
insurance, financial services and other industry-focused investments, as
well as income derived from investrnents made by MMC. Market services
revenue is derived from agreements that Marsh has with most of its princi-
pal insurance markets. Under these agreements, Marsh is paid for
services provided to the markets including: access to a global distribution
network that fosters revenue generation and operating efficiencies; intel-
lectual capital in the form of new products, solutions, and general
information on emerging developments in the insurance marketplace, the
development and provision of technology systems and services that cre-
ate efficiencies in doing business; and a wide range of administrative
services. Payments under market service agreements are based upon
such factors as the overall volume, growth, and in limited cases profitabil-
ity, of the total business placed by Marsh with a given insurer.

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

{in miliions of dollars) 2003 2002 2001
Revenue $6,868 $5.910 $5,152
Expense 5117 4,420 4,013
Operating Income $1,751 $1,490 $1,139
Operating Income Margin 25.5% 25.2% 22.1%

Revenue

Revenue for the risk and insurance services segment grew 16% in 2003
over 2002, 13% on an underlying basls, reflecting an increase in renewal
business, higher market services revenues, and the effect of higher
premiums. Fiduciary interest income in 2003 declined 3% compared to
2002. Demand for Marsh's services remains strong as clients face rigks
that have grown in number, complexity and severity. Aithough premium
rates increased during 2003 in most casualty lines, the rate of premium
increases moderated during the year and some property coverage rates
showed daciines. In 2003, the underlying revenue in risk management
and insurance broking, which is approximately 75% of this segment’s rev-
enues, grew 13%. Within risk management and insurance broking,
underiying revenue grew 15% in the United States, 10% in Europe, and
15% in other geographies. Reinsurance broking and services grew 21%
on an underlying basis as the result of increased new business and
renewals. Related insurance services grew 5% as increases in the under-
writing management and claims management businesses were partially
offset by a decrease in affinity business and lower investment income at
MMC Capital,

Revenue for the risk and insurance services segment grew 15% over
2001, Underlying revenue grew 15% primarily reflecting net new business
and higher premiums, offset by lower fiduciary interest income. In 2002,
undertying revenue grew 15% in risk management and insurance broking,
which represents approximately three quarters of risk and insurance ser-
vices segment revenue, 20% in reinsurance broking and services, and 8%
in related insurance services. Within risk ranagement and insurance
broking, underlying revenue increased 17 % in the United States, 15% in
Eurcpe, and 19% in other geographies resulting from net new business
and the effect of higher premium rates, partially offset by lower fiduciary
interest income. The underlying revenue growth in related insurance ser-
vices resulted from increases in underwriting management and claims
management and increased investment income at MMC Capital, partially
offset by a declne in affinity business.
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Expense

In 2003, risk and insurance senvices expenses increased 16% over 2002,
11% on an underlying basis. Expense growth results primarily from higher
compensation and benefit costs reflecting increased headcount and
higher incentive compensation expenses, along with an increase in costs
for facilities and insurance.

In 2002, risk and insurance services expenses increased 10% over prior
year. Underlying expenses increased 9% from 2001 primarily reflecting
increased incentive compeénsation, higher benefit costs and increased
costs due to a higher volume of business, partially offset by the elimination
of goodwill amartization expense resulting from implementation of & new
accounting standard.

In 2003, compensation and benefit costs of $15 miflion related to employ-
ees who were unable to report to work or were involved directly in the
recovery efforts from the September 11, 2001 attacks, were reported as
charges related to September 11 and are not included in the segment’s
operating expenses.

Investment Management

The gperations within the investrent management segment consist of
services primarily under the Putnam name. The services. which are per-
formed principally in the United States, include securities investment
advisory and management services consisting of investment research
and rmanagement, 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 con-
tracts. Investrment management services are also provided on a
separately managed or commingled basis to individuals, corporate profit-
sharing and pension funds, state and other govermmental and public
employee retirement funds, university endowment funds, charitable foun-
dations, collective investment vehicles (both U.S. and non-U.S.), and
other dornestic and foreign institutional accounts. Putnam serves as
transfer agent, dividend disbursing agent, registrar and custodian for the
Putnam Funds and provides custody services to several extemal clients.
In addition, Putnam provides administrative and trustee (or custodial) ser-
vices including participant accounting, plan administration, and transfer
agent services for employee benefit plans (in particular defined contribu-
tion 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 independent broker/dealers, financial planners and financial insti-
tutions, 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
varigs depending on the individual fund and the amount and class of
shares purchased. Essentially all Putnam Funds are available with a con-
tingent deferred sales charge in lieu of a front-end load. The related
prepaid dealer commissions initially paid by Putnam to broker/dealers for
distributing such funds can be recoverad 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 oro-
vided by Putnam are performed pursuant to advisory contracts. The
amount of the fees varies depending on the individual mutual fund or
accourt 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 cther relevant 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, A reduction in management fees payable
under these contracts and/or 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 compen-
sation for providing certain shareholder and custody services,

Putnam has a minority interest in Thomias H. Lee Partners (“THL"), a pri-
vate equity investment firm. In addition, Putnam and THL formed a joint
venture entity, TH Lee, Putnarn Capital ("THLPC") of which Putnam owns
25%. THL and THLPC offer private equity and alternative investment
funds for institutional and high net worth investors.

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

{in mifiions of doflars) 2003 2002 2001
Revenue $2,001 $2.166 $2,409
Expense 1,504 1,606 1,825
Operating Income $ 497 $ 560 $ 584
Operating Income Margin 24.8% 25.9% 24.2%

Revenue

Putram's revenue decreased 8% in 2003, which reflects the effect of
decreased assets under management and a decline in underwriting and
distribution fees partially offset by higher investment income driven by
investment gains from trading securities in 2003 and a favorable compari-
son 10 2002, which included a charge for the decline in value of an
avalable for sale security. Assets under management averaged $258 bil-
tion in the year ended December 31, 2003, an 8% decrease from the $279
billion managed during the year ended December 31, 2002. Assets under
management aggregated $24¢ billion at Cecember 31, 2003 compared
with $251 billon at December 31, 2002, The change from December 31,
2002 results primarily from net redemptions of $607 bifion partially offset
by an increase in equity market levels. The majority of the net redemptions
occurred in the fourth quarter in reaction to the administrative proceed-
ings by the Securities and Exchange Commission (*SECT) and other
regulatory bodies. Putnam’s future revenue and reswits of operations may
te adversely affected by continued net redemptions and by the impact on
revenue of limits on fund expense ratios and on front end sales charges
announced by Putnam in late January 2004, Assets under management
at February 28, 2004 were $233 billion.

In 2002, Putnam’s revenue decreased 10% compared with prior year.
The revenue decrease resulted primarily from a decrease in assets under
management, partially offset by a contractual payment from Putnam's
Italian joint venture pariner and a reduction of investment impairment
charges. Assets under management averaged $279 billion in 2002, a 15%
decrease compared with $328 billion managed in 2001. Assets under
management aggregated $251 billion at December 31, 2002 compared
with $315 bitlion at December 31, 2001, The decline in assets under man-
agement during 2002 resulted from market declines as well as net
redermptions of $10.3 billion, which includes reinvested dividends.

Expense

In 2003, Putnam's expenses declined 6% compared to 2002 primarily
due to lower amortization expense for prepaid dealer commissions and
lower impairment charges related to intangible assets. These reductions
are partially offset by net costs of approximately $24 million refated to the
investigation of market timing in certain Putnam funds, inclugding compli-
ance, legal, and communication expenses as well as estimated potential
restitution to the Putnam fundgs. Putnam's partial settierment with the SEC
includes civil penalties not yet datermined, and therefore, no provision has
been made, Putnam’s future expenses may be impacted by the reduction
in use of fund brokerage commissions to pay for third party investment
research and services, and the eliminaticn of direct fund brokerage com-
missions to brokerage firms for the sale of Putnam funds.
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Puinam’s expenses declined 12% in 2002 primarity due tc lower incentive
compensation, partially offset by the write-down of certain assets from
Putnam’s acquisition of a minarity interest in Thomas H. Lee Partners,
L.P. ("TH Lee"), a private equity busingss. TH Leée is the general partner of
Thomas H, Lee Private Equity Fund IV, L.P, (“Fund W™). In 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.

In 2001, compensation and benefit costs of $6 million related to recovery
efforts were recorded as part of the charges related to September 11 and
are not included in the segment’s operating expenses.

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

{*n bitions of dollars) 2003 2002 2001
Mutual Funds:
Growth Equity $ 46 $ 45 $ 77
Rlend Equity 32 33 45
Value Equity 43 40 54
Fixed Incorne 42 46 43
163 164 219
Institutionat:
Equity 51 66 79
Fixed Income 26 21 17
77 87 86
Year-end Assets $240 $251 £315
Year-end Assets from
Non-U.S. Investors $ 39 $ 33 $ 30
Average Assets $258 $279 $328

The categories of mutual fund assets reflect style designations aligned
with each fund's prospectus.

The assets under management and revenue levels are particularly
affected by fluctuations in domestic and intemational stock and bond
market prices, the compaosition 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 rose in 2003 after three consecutive
years of declines. Assets under management have also been, and may in
the future continue to be, adversely affected by increased redemptions in
response to the administrative proceedings by the SEC and other regula-
tory bodies. Iterms affesting revenue also include, but are not limited to,
actual and refative investment performance, service to clients, the devel-
opment and marketing of new investment products, the relative
attractiveness of the invastment style under prevailing market conditions,
changes in the investment pattems of clients, and the ability to maintain
investment management and administrative fees at historical levels. Rev-
enue levels are sensitive to all of the factors above, but in particular, to
significant changes in bond and stock market valuations and net flows
into or cut of Putnam’s funds,

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 investmant
objectives and which afford its clients the cpportunity to allocate their
investment resources armong various investment products as changing
worltwide economic and market conditions warrant.

At the end of 2003, assets held In equity securities represented 72% of
assets under management, compared with 73% in 2002 and 81% in 2001,
while investments in fixed income products represented 28%, compared
with 27% in 2002 and 18% in 2001




Consulting

Through Mercer, the operations within this segment provide consulting
and related senvices from locations around the world, primarily to busi-
ness organizations, in the areas of:

Retirement Services including retirement consulting, administration,
and investment consulting;

Health Care & Group Benefits consuiting;

Human Capital consulting including performance, measurement and
rewards, communication and HR Technology & Operations consulting;
Management and Organizational Change consulting comprising strat-
egy, operations, organizational change, leadership and organizational
design; and

Economic consulting.

The major compenent of Mercer revenue is fees paid by clients for advice
and services. In addition, commission revenue is received from insurance
companies for the placement of individual and group insurance contracts,
prirmarily life, heatth and accident coverages. The investment consulting
practice receives cornpensation based on fees for service and sometimes
is compensated based on assets under management. A relatively small
amount of revenue is derived from brokerage commissions in connection
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’
industries and markets. Furthermore, revenue is subject to the intro-
duction of new products and services, broad trends in employee demo-
graphics, the effect of government policies and regulations, market
valuations, and interest and foreign exchange rate fluctuations.

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

{in millions of doflars) 2003 2002 2001
Revenue $2,719 32,364 $2,308
Expense 2,356 2,038 1,995
Operating Income $ 363 $ 328 $ 313
Operating Income Margin 13.4% 13.8% 13.6%

Revenue

Consuling revenue increased 15% over 2002 primarily due to the impact
of foreign exchange and acquisitions. Acquisitions included Qliver, Wyman
& Company ("OWC™), which was successiully integrated with Mercer
Management consulting, as well as several smaller acquisitions in Mer-
cer's retirement and benefits consulting businesses. On an underying
basis, Mercer's revenue increased 3%, with all practices reporting under-
lying revenue growth. Economic Consulting underlying revenue increased
by 12%. In Mercer's largest practice, Retirement Services, underlying rev-
enue increased modestly, while other practices had growth between 2%
and 4% in a difficult operating environment.

Consulting services revenue increased 2% in 2002 compared to 2001,
Underlying consulting revenue was essentially flat between 2001 and
2002, Undetlying revenue from retirement services, Mercer's largest prac-
fice, 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 also grew 4%
in Health Care and Group Benefits consulting, and 15% in Economic con-
sulting. These increases were offset by decreases of 17% in Management
consulting and 9% in Human Capital consulting.
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Expense

Consulting services expenses increased 16% in 2003 compared to

2002 primarily due to the impact of foreign exchangs, costs related to
increased headcount resulting from acquisitions, and increased amortiza-
tion expense for acquired intangitle assets. As described in Note 4 to the
Consclidated Financial Staternents, a portion of the OWC purchase con-
sideration is contingent upon fulure employiment. This amount has been
accounted for as prepaid compensation and is being recognized as com-
pensation expense over four years. Consulting services expenses
increased 3% on an underlying basis, primarily reflecting higher facilities
and insurance costs,

Cansulting services expenses increased 2% in 2002 primarily due to
ncreased compensation costs.

In 2001, compensation and benefit costs of $3 million refated to the recov-
ery efforts were recerded as part of the charges related to September 11
and are not included in the segment’s operating expenses.

Corporate Expenses

Corporate expenses increased to $140 million in 2003 from $123 million in
2002 due to increased sormpensation costs, an increase in headcount,
and ingreased costs for facilities and insurance. Corporate expenses
increased in 2002 to $123 million from $116 milion in 2001. The increase
in 2002 was due to increased compensation costs and an increase

in headcount.

Integration and Restructuring Charges and
Credits and Charges related to September 11

Note 12 to the Consolidated Financial Staterments discusses integration
and restructuring costs related to MMC's acquisition of Sedgwick in 1998
as well as a restructuring in 2001. During 2003, MMG recorded the follow-
ing charges and credis related to changes in the estimated costs of
integration and restructuring plans: A credit of $2 million for a reduction in
the estimated cost of the 1989 MMC plan related to the Sedgwick acquisi-
tion; a charge of $1 million for increased costs for vacated leased
properties related to the 2001 plan; and a charge of $1 milion related to
vacated leased properties acquired as part of the Johnson & Higgins
{“*J&H") acquisition. The impact of the net charges and credits to integra-
tion and restructuring reserves had no impact on MMC's eamings per
share in 2003. MMC also recorded a credit of $5 milion for the reversal of
an accrual for stock units related to the Sedgwick acquisition which is
included in the results of risk and insurance services.

n 2001, as a result of the events of September 11 and the subsequent
business environment, MMC recorded pretax charges totaling $187 mil-
lion. MMC also recorded a credit of $13 milion attributable to changes in
estimates in connection with integration and restructuring plans provided
for in prior years. Changes in estimated costs resulted in a reversai 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 the J&H combination.

The combined impact of the charges related t¢ September 11 and the
credit related to the integration and restructuring plans, which reduced
diluted net income per share by $.19 for the year ended December 31,
2001, is not included in segment operating results.




Interest

Interest income eamed on corporate funds was $24 million in 2003 com-
pared to $19 million in 2002. Interest expense increased from $160 milion
in 2002 to $185 million in 2003. The increase in interest income was due
tc a higher level of invested balances during 2003, partially offset by a
decline in the average interest rate eamed. The increase in interest
expense is prirmnarily due to an increase in the average interest rates on
outstanding debt. The increase in the average interest rate results from
the conversion of a significant portion of the company’s debt from floating
to fixed rates, as discussed in more detail under the Financing Cash Flows
section of this MD&A.

Interest income eamed on corporate funds was $19 million in 2002 com-
pared with $23 milion in 2001. Interest expense decreased to $160 million
in 2002 from $136 millicn in 2001, The decrease in interest income was pri-
marily due to lower average interest rates in 2002 cormpared with 2001,
The decrease in interest expense was primarily due to lower average inter-
est rates, partially offset by an increase in the average debt outstanding.

Income Taxes

MMC’s consolidated effective tax rate was 33% in 2003, a decrease from
the rate of 35% in 2002, The decrease in the rate was due to the change
in the geographic mix of MMC's businesses and tax planning with respect
to intemational operations. In 2001, the effective tax rate was 37.7%. The
decrease in the effective rate in 2002 compared to 2001 results from a
combination of the change in accounting for goodwill and the gecgraphic
mix of MMC's businesses.

Liquidity and Capital Resources

MMC anticipates that funds generated from operations will be sufficient to
meet its foreseeable working capital needs as well as to fund dividends
and capital exgenditures. MMGC's ability to generate cash flow from opera-
tions is subject to the business risks inberent in each operating segment.
These risks are discussed in the operating segment sections of this
MD&A and the business section of Part | of Form 10-K. MMC continually
monitors its expeacted and actual cash flows to determine the most
advantageous use of its near term cash flows among alternatives includ-
ing dividends, investments, acquisitions, funding altematives for its
pension plansg, and share repurchases.

Operating Cash Flows

MMC generated $1.9 billion of cash from operations in 2003 compared
with $1.3 billion in 2002, MMC's operating cash flows are impacted by the
timing of payments or receipts of such items as accountis receivable,
incentive compensation, other operating expenses, and income taxes,
Cash flow from cperations includes the impact of contributions to retine-
ment plans of $387 million and $460 million in 2003 and 2002,
respectively, which include discretionary contributions beyond MMC's
legal requirerments of approximately $300 milion and $350 million in the
respective years. Factors that may impact future pension expense or con-
tributions are discussed below. In 2003, MMC's tax payments decreased
compared to 2002. MMC's estimated tax payments related to the third
quarter of 2001 were paid in the first quarter of 2002 due to the events of
September 11, 2001 and the government's subsequent directives. In addi-
tion, tax payments in 2003 reflect a refund of overpayments of the prior
year's taxes. The increase in Other liabilities reflects the deferred purchase
consideration related to the OWC acquisition as well as reserves for claim
payments related to errors and omissions claims. The increase in Other
assets primarily reflects expected insurance recoveries on errors and
omissions claims. MMGC's cash flow from operations also includes the
impact of net rental payments under operating leases of $469 milion and
$397 millicn in 2003 and 2002, respectively. MMC’s commitment for
future payments under operating leases is disclosed in Note 9 to the
Consolidated Financial Staternents.

26

As a result of the events of September 11, 2001 and the subsequent busi-
ness environment, MMC recorded pretax charges in 2001 totaling

$187 million. The net charges included asset impairments of approxi-
mately $32 miflior and restructuring costs of $67 mition. The impact of the
events of September 11 on MMC's cash flow after the effect of insurance
recoveries and tax benefits was not significant.

During 2003, MMC contributed approximately $21 million to the U.S. pen-
sion plans and $366 million to the significant non-U.S. pension plans,
compared with $144 million for L.S. plans and $316 million for significant
non-tJ.S. plans in 2002. These contributions resulted in an increase in
prepaid pension expense for certain plans. The minimum pension liability
related to any plan is recorded in Other liabilities in the Consolidated
Balarce Shests.

During 2003, the net funded status of the 1).S. and significant non-U.S.
pension plans increased by $120 million and $10 million, respectively, due
primarily to positive retums on plan assets, Benefit ebligations of the U.S.
and significant non-U.S. pension plans exceeded the fair vaiue of plan
assets by $144 million and $732 millon, respectively, at Decernber 31,
2003. The funded status at December 31, 2003 includes the effects of
contributions made during the year. There currently is no ERISA funding
requirement for the U.S, plan in 2003 or in 2004. Funding requirements for
non-U.S. plans vary country by country. Contribution rates are determined
by the local foreign actuaries based on local funding practices and
requirements, Funding amounts may be influenced by future assat perfor-
mance, discount rates and other variables impacting the assets and/or
liabilities of the plan. In addition, amounts funded in the future, to the
extent not required under regulatory requirements, may be affected by
alternative uses of MMC's cash flows, including dividends, investrnents,
and share repurchases.

Financing Cash Flows

Net cash used for financing activities amounted to $1.3 illion in 2003,
compared with $1.0 billion in 2002, The primary use of cash for financing
activities in 2003 was for net share repurchases and the payment of
dividends to shareholders.

In 2003, MMC repurchased 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 2003, MMC repurchased
261 million shares for total consideration of $1.2 bifion, compared with
24.2 million shares for total consideration of $1.2 billion in 2002. Share
repurchases are recorded on a frade date basis. MMC currently plans to
continue to repurchase shares in 2004, subject to market conditions.

Dividends paid by MMC amounted te $631 million in 2003 ($118 per
share) and $593 milion in 2002 ($1.00 per share).

MMC’s debt outstanding at Decemiber 31, 2002 remained essentially
unchanged from the prior year end at $34 billion. Over the past two years,
MMC has extended the maturity of over half of its debt, increasing its lig-
uidity ana financial fexibiity. During July 2003, MMG issued $300 million
of 5.875% Senior Notes due in 2033. In Fabruary 2003, MMC issued

$250 million of 3.625% Senicr Notes due in 2008 and $250 million of
4.85% Senior Notes due in 2013 (collectively, the “2003 Notes”). The net
proceeds from the 2003 Motes were used to pay down commercial

paper borrowings.

MMC uses commercial paper borrowing to manage its short-term liquidity.
MMC currently maintains revalving credit facilities in excess of $24 billion
to ensure liquidity is maintained in the event of disruptions in the commer-
cial paper markets. At December 31, 2003 commercial paper outstanding
was approximately $440 million, a decrease of approximately $800 millicn
from December 31, 2002, resulting primarily from the issuance of long-term
debt discussed above. At December 31, 2003, scheduled debt repay-
ments of $600 million due in June 2004, and at Decernber 31, 2002
commercial paper borrowings of $750 million, were classified as Long-
term debt in the Consolicated Balance Shests based on MMC's intent
and abfity 16 refinance these obligations on a long-term basis.




In June 2003, MMC arranged a $14 billion revolving credit facility. The
facility, which will expire in Jung 2004, amends a similar facility that expired
in 2003. In addition, MMC maintains a $1.0 billion revolving credit facility
established in June 2002 which expires in June 2007, Borrowings under
these noncancellable facilities are at market rates of interest and suppart
MMC's commercial paper borrowings. No amounts were outstanding
under these facilities as of December 31, 2003,

MMC also maintaing cther credit facilities with various banks, primarily
related to operations kocated outside the United States, aggregating
$209 million at December 31, 2003 and $274 million at December 31,
2002, There were no amounts outstanding under these facilities at
December 31, 2003.

MMC's revelving credit and other debt agreements contain covenants
which include, in some cases, restrictions on consolidations or mergers,
the sale ¢r pledging of assets, and minimum net worth requirements.
MMC must maintain a consolidated net worth of at least $3.5 bifion under
the most restrictive of its net worth covenants.

In January 2003, MMC terminated and settled interest rate swaps that
had hedged the fair value of Senior Notes issued In 2002, The cumulative
amount of previcusly recognized adjustments of the fair value of the
hedged notes is being amortized over the remaining life of those notes in
accordance with SFAS No. 133. As a result, the effective interest rate over
the remaining life of the notes, including the amortization of the fair value
adjustments, is 4.0% for the $500 million Senicr Notes due in 2007
(5.375% coupon rate) and 51% for the $250 million Senior Notes due in
2012 (8.25% coupon rate).

Investing Cash Flows

Cash used for investing activities amounted to $470 million in 2003 and
$330 million in 2002. Cash used for acquisitions amounted to $178 million
in 2003, primarily related to the acquisition of OWC and several smaller
consulting businesses designed tc broaden MMC's global retirement and
benefits consulting services. Cash used for acguisitions in 2002 totaled
$32 million, primarily related to several consulting businesses. MMC's
additions to fixed assets and capitalized software, which amounted to
$438 mitlion in 2003 and $423 million in 2002, primarily related to lease-
held improvements, computer equiprment purchases, and software
development costs.

MMC has committed to potential future investrents of approximately
$625 million in connection with various MMC Capital funds and other
MMC investments. Approximately $32 million was invested in 2003 and
approximatety $40 million was invested in 2002, MMC expects to fund
its future investment commitments, in part, with sales proceeds from
existing investments.

Commitments and Obligations

MMC's commitments and obligations consist of future rent payments
under gperating leases {discussed in Note ) and repayments of long-
term debt {discussed in Note 10) as well as the commitments
discussed above.

Market Risk

Certain of MMC's revenues, expenses, assets and fiabilities are exposed
to the impact of interest rate changes and fluctuations in foreign currency
exchange rates and equity markets.
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Interest Rate Risk

MMC manages its net exposure to interest rate changes by utilizing a mix-
ture of variable and fixed rate borowings to finance MMC's asset base.
Interest rate swaps are used on a limited basis to manage MMC's expo-
sure to interest rate movements on its cash and investments as well as
interest expense on horowings and are only executed with counterpar-
ties of high creditworthiness.

MMC had the foilowing investments and debt instruments subject to vari-
able interest rates:

Year Ended December 31,

{in milions of dollars) 2003
Cash and cash eguivalents invested in certificates of

ceposit and time deposits {Note 1) $ 564
Fiduciary cash and investments {Note 1) $4,086
Variable rate debt outstanding (Note 10) $ 440

These investrments and debt instruments are discussed more fully in the
above-indicated notes to the Consclidated Financial Statements.

Based on the above balances, if short-term interest rates increase by
10%, or 11 basis points, annual interest incorme would increase by approx-
imately $5 million; however, this would be partially offset by 2 $1 milion
ncrease in interest expense resulting in a net increase to income before
income taxes and minority interest of $4 millior.

Foreign Currency Risk

The translated values of revenue and expense from MMC's intemational
risk and insurance services and consulting operations are subject to fluc-
tuations due to changes in currency exchange rates.

Forward contracts and options are periodically utilized by MMC to limnit
foreign currency exchange rate exposure on net income and cash flows
for specific, clearty defined transactions arising in the ordinary course

of its business.

Equity Price Risk

MMC holds investrments in both public and private companies as well as
certain private equity funds managed by MMC Cagpital, including Trident II.
Publicly traded investments of $473 million are classified as available for
sale under SFAS No. 115. Non-publicly traded investments of $100 million
and $381 million are accounted for under APB Opinicn No. 18, *The Equity
Method of Accounting for Investments In Commen Stock”™, using the cost
method and the equity method, respectively. Changes in value of trading
securities are recognized in incorne when they occur, The investments
that are classified as available for sale or that are not publicly traded are
subject to risk of changes in market value, which if determined to be other
than temporary, could result in realized impairment losses. MMGC periodi-
cally reviews the camrying value of such investments to determine if

any valuation adjustments are appropriate under the applicable account-
ing pronouncements.

MMC Capital has both direct and indirect investmentts in AXIS Capitai
Roldings Ltd. (%AXIS”), a Bermuda-domiciled insurance company. AXIS had
an initial capitalization of $1.6 billon, which included a $250 million invest-
ment by Trident 1l and a $100 million direct investrment by MMC. AXIS
completed an initial public offering on July 1, 2003. The sale of AXIS shares
held by MMG and by Trident Il is temporarily restricted by standard lock-up
agresments and may be restricted by rule 144 of the SEC. As MMC's
directly held shares are no longer subject to restrictions (as defined by
SFAS No, 113), MMC will classify the investrnent as an available for sale
security, carried at fair value, with changes in falr value recorded in other




comprehensive income until realized. The shares subject to restrictions are
carried at cost. At December 31, 2003, approximately 63% of MMC's direct
investment was considered unrestricted under SFAS Ne. 115. Trident II's
investments are carried at fair value, in accordance with investment com-
pany accounting. MMC's proportionate share of the change in value of its
investment in Trident Il is recorded as part of Investment income (oss) in
the Censolidated Income Statements. Future changes in the fair value of
Triclent Il, which includes an investment in AXIS, may result in quarterly
fluctuations in MMC's investment income or loss.

In 2001, MMC entered into a series of option contracts to hedge the vari-
ability of cash flows from forecasted sales of certain available for sale
investments. The remaining sales are forecasted to occur over the next
four quarters. The hedge is achieved through the use of European style
put and call aptions, which mature on the dates of the forecasted sales.
Gains or losses on the option contracts are deferred in other comprehen-
sive loss until the related forecasted sales occur. At December 31, 2003,
the net increase in fair value of the option contracts of $2 million was
recorded as an asset and a reduction of Accumulated other comprehen-
sive loss in the Consolidated Balance Sheets.

Other

As further discussed in Note 15 to the Consalidated Financial Statements
and in Form 10-K, administrative proceedings and a number of lawsuits
have commenced against Putnam and MMC, They seek, among other
things, that Putnam pay restitution to the Putnam funds and administra-
tive fines in an undetermined amount. In the fourth quarter of 2003,
Putnam recorded net costs of $24 million related to these proceedings,
which include estimated potential restitution to the Putnam funds as well
as compliance, legal, and communication expense. Putnam’s partial set-
tlement with the SEC inciudes civil penalties not vet determined;
therefore, no provision has been made for such penalties. At the present
time, MMC's management is unable to estimate the impact that the out-
come of these litigations may have on MMC's consalidated results of
operations, financial position or cash flows.

In addition to the direct costs discussed in the preceding paragraph, the
level of assets under management may also be adversely affected by
increased redemptions in response to these proceedings, which may
result in reduced revenue levels in the future,

The insurance coverage for potential iiability, resulting from alleged errors
and omissions in the professional services provided by MMC, includes
elernents of both risk retention and risk transfer. MMC believes it has
adequately reserved for the self-insurance portion of the contingencies.
Payments related to the respective self-insured layers are made as legal
fees are incurred and claims are resclved and generally extend over a
considerable number of years. The amounts paid in that regard vary in
relation to the severity of the claims and the number of claims active in
any particular year. The long-term portion of this liability is included in
Other liabilities in the Consolidated Balance Sheets.

Although the ultimate outcome of matters related to alleged errors and
omissions cannct be ascertained and liabilities in indeterminate amounts
may be imposed on MMC and its subsidiaries, on the basis of present
information, it is the opinion of MMC’s management that the disposition or
uttimate determination of such claims, lawsuits or proceedings should not
have a material adverse effect on MMC's consolidated financial position
or cash flows, but may be material to MMC's operating results in any
particular period.

Management’s Discussion of Critical

Accounting Policies

The preparation of financiat statements in conformity with accounting
principles generally accepted in the United States {(*GAAP?) requires man-
agement 1o make estimates and judgments that affect reported amounts
of assets, liabilities, revenue and expenses, and disclosure of contingent
assets and liabilities. Management considers the policies discussed below
to be critical to understanding MMC's financial statements because their
application places the most significant demands on management's judg-
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ment, and estimation about the effect of matters that are inherently uncer-
tain. Actual results may differ from those estimates.

Legal and Other Loss Contingencies

MMC and its subsidiaries are subject to various claims, lawsuits and pro-
ceedings censisting principally of alleged errors and omissions in
connection with the placement of insurance or reinsurance and in render-
ing investment and consulting services. GAAP requires that liabilities for
contingencies be recorded when it is probable that a liability has been
incurred before the balance sheet date and the amount can be reason-
ably estimated. Significant management judgment is required to comply
with this guidance. MMC analyzes its litigation exposure based on avail-
abie information, including consultation with outside counsel handling the
defense of these matters, to assess its potential liability.

Retirement Benefits

MMC maintains qualified and non-qualified defined benefit pension plans
forits U.S. and non-U.S. eligible empioyees. MMC's policy for funding its
tax qualified defined benefit retirement plans is to contribute amounts at
least sufficient to meet the funding requirements set forth in U.S. and
international laws.,

The determination of net pericdic pension cost is based on a number of
actuarial assumptions, including an expected long-term rate of retumn
on plan assets, the discount rate and assumed rate of salary increase.
Significant assumptions used in the calculation of net periodic pension
costs and pension liabilities are disclosed in Note 7 t0 the Consclidated
Financial Statements. MMC believes the assumptions for each plan

are reasonable and appropriate and will continue to evaluate actuarial
assumptions at least annually and adjust as appropriate. Pension
expensa in 2003 increased by $17 milion compared with 2007, Based
on its current assumptions, MMC expects pension expense to increase
by approximately $70 million in 2004 and currently expects to contribute
appraximately $180 million to the plans during the year.

Future pension expense or credits will depend on plan provisions, future
investment perfarmance, future assumptions, and various other factors
related to the populations participating in the pension plans. Holding all
other assumptions constant, a half-percentage point change in the rate of
returmn and discourt rate assumgptions would affect net periodic pension
cost for the U.S. and UK, plans, which comprise approximately 90% of
total pension plan liabilities, as follows:

0.5 Percentage
Point Increase

0.5 Percentage
Paint Decrease

{in mitions of doflars) L5, UK. u.s. UK,
Assumed Rate of Return $(13} $(16) $13 516
Discount Rate 3N $(18) 317 %38

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.

MMC contributes to certain health care and Ife insurance benefits pro-
vided to its retired employees. The cost of these postretirement bensfits
for employees in the United States is accrued during the period up to the
date employees are eligible to retire, but is funded by MMC as incurred.
This postretirement liakility is included in Other liabilities in the Consoli-
dated Balance Sheets. The key assumptions and sensitivity to changes in
the assumed health care cost trend rate are discussed in Note 7 to the
Consolidated Financial Statements.




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 Consolidated Balance Sheets, as well as operating losses and tax
credit carryforwards. MMC bases its estimate of deferred tax assets and
liabilities on current taws and rates and in certain cases, business plans
and other expectations about future outcomes. Changes in existing tax
laws and rates and future business resutts may affect the amount of
deferrad tax liabilities or the valuation of deferred tax assets over time.

Investment Valuation

MMC holds investments in both public and private companies, as well as
certain private equity funds managed by MMC Capital. The majority of
these investments are accounted for as avalable for sale securities under
SFAS No. 115. Where applicable, certain investments are accounted for
under APB Opinion No. 18. MMC periodically reviews the carrying value of
its investments to determine if any valuation adjustments are appropriate
under the applicable accounting pronouncements. MMC bases its review
on the facts and circumstances as they relate to each investment. Factors
considered in determining the fair value of private eguity investrnents
include: implied valuation of recently cormpileted financing rounds that
included sophisticated outside investors; performance multtiples of com-
parable public companies; restrictions on the sale or disposal of the
investments; trading characteristics of the securities; and the relative size
of MMC's holdings in comparison to cther private investors and the public
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market float. n those instances where quoted market prices are not avail-
able, particuarly for equity holdings in private companies, or formal
regtrictions limit the sale of securities, significant management judgment is
required to determine the appropriate value of MMC's investments.

Prepaid Dealer Commissions

Sales commissions paid by MMC to selling brokers at the time of sale of
back-end load mutual funds (Class B shares) are capitalized and amar-
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 distri-
bution fees and contingent deferred sales charges, the value of the
prepaid dealer commission asset would immediately decline. MMC peri-
odically reviews the expected undiscounted cash flows against the
carrying value of the prepaid dealer commission balance. If the cash flows
are not sufficient to recover the canying value of the asset, the asset

is adjusted to fair value. No such impairments were recorded in the
periods presented and none are expected in 2004,

New Accounting Pronouncements
New accounting prenouncements are discussed in Note 1 to the Consoli-
dated Financial Statements.




Marsh & McLennan Companies, Inc. and Subsidiaries

OConsolldited, S'tatements / ncome

For the Years Ended December 31,

{ir milions of dofiars, except per share figures) 2003 2002 2001
Revenue:
Service revenue $11,488 $10,373 $10,011
Investment income (loss) 100 67 (142)
Operating revenue 11,588 10,440 9,869
Expense:;
Compensation and benefits 5,926 5,199 4.877
Cther operating expenses 3,166 2,967 3,229
Operating expenses 9,092 8,166 8,106
Operating income: 2,496 2,274 1,763
[nterest income 24 19 23
interest expense (185) {160) (196)
Income before income taxes and minority interest 2,335 2133 1,590
Income taxes 770 747 599
Minority interest, net of tax 25 21 17
Net income $ 1,540 $ 1,365 $ 974
Basic net income per share $2.89 $2.52 $1.77
Diluted ret income per share $2.81 $2.45 $1.70
Average number of shares outstanding—Basic 533 541 550
Average number of shares outstanding—Diluted 548 557 572

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

Ovnsolllated Balince Sthects

December 31,
{in milions of doftars) 2003 2002
ASSETS
Current assets:
Cash and cash equivalents $ 665 $ 546
Receivables
Commissions and fees 2,388 2,178
Advanced premiums and claims 89 119
Qther 342 305
2,819 2,602
Less—allowance for doubtful accounts and cancellations {116) (124)
Net receivables 2,703 2,478
Prepaid dealer commissions—current portion 150 226
Other current assets 383 414
Total current assets 3,901 3.664
Goodwill and intangible assets 5,797 5,404
Fixed assets, net 1,389 1,308
Long-term investments 648 578
Prepaid dealer commissions 114 292
Prepaid pension 1,199 1,071
Other assets 2,005 1,538
$15,053 $13,855
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Short-term debt $ 447 $ 543
Accounts payable and accrued liabilities 1,511 1.406
Accrued compensation and employee benefits 1,693 1,568
Accrued income taxes 272 194
Dividends payable 166 152
Total current fiabilities 4,089 3,863
Fiduciary habilities 4,228 4010
Less—cash and investments held in a fiduciary capacity (4,228) {4,010
Long-term debt 2,910 2,891
Other liabilities 2,603 2,083
Commitments and contingencies
Stockholders' equity:
Preferred stock, $1 par value, authorized 6,000000 shares, none issued — —
Comemon stock, $1 par value, authorized 1,600,000000 shares,
issued 560,641,640 shares in 2003 and 2002 561 561
Additional paid-in capital 1,301 1,426
Retained earnings 5,386 4,490
Accumulated other comprehensive loss (279) (452)
6,969 6.025
|_ess—treasury shares at cost, 33805407 shares in 2003 and 22441,817 shares in 2002 (1,518) (1,007)
Total stockholders' equity 5,451 5018
$15,053 $13,855

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

Ovnsolidated Statencats / Oast Flows

For the Years Ended December 31,

{in milions of doliars) 2003 2002 2001
Operating cash flows:
Net income $ 1,540 $1,365 $ 974
Adjustments to reconcile net income to cash generated from operations:
Depreciation of fixed assets and capitalized software 349 324 325
Amortization of intangible assets 42 35 195
Provision for deferred income taxes 20 176 687)
{Gains) losses on investments (100) 67 142
Changes in assets and liabilities:
Net receivables (199) 215 122
Prepaid dealer commissions 254 317 289
Other current assets (110) {26) 9
Other assets (467) (554) (283)
Accounts payable and accrued liabilities 23 135 (190}
Accrued compensation and employes benefits 125 4 (199)
Accrued income taxes 85 {445) 394
Other liabilities 135 (123) {248)
Effect of exchange rate changes 100 51 (3)
Net cash generated from operations 1,867 1,337 1,460
Financing cash flows:
Net {decrease) increase in commercial paper 3817 (484) 410
Proceeds from issuance of debt 800 791 23
Other repayments of debt (55) {25) (26)
Purchase of treasury shares {1,195) (1,184} (763)
Issuance of common stock 573 490 387
Dividends paid {631} (593} (567}
Net cash used for financing activities (1,325) (1,005) {536)
Investing cash flows:
Additions to fixed assets and capitalized software (436) (423) (433)
Proceeds from sales and insurance recoveries related to fixed assets 8 18 182
Acquisitions (178) {92 (53)
Other, net 136 167 (312)
Net cash used for investing activities (470) (330) (616)
Effect of exchange rate changes on cash and cash equivalents 47 7 m
Increase in cash and cash eguivalents 119 9 297
Cash and cash equivalents at beginning of year 545 537 240
Cash and cash equivalents at end of year $ 665 $ 546 $ 537

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

Omolidited Statenents of Stockiiolfors’ @/m/@
Wt/ 607/ L9 7 neatme

For the Years Ended December 31,

{in milions of dollars, except per share figures) 2003 2002 2001
COMMON STOCK
Balance, beginning of year $ 561 $ 561 $ 559

Issuance of shares under stock compensation plans and

employee steck purchase plans — — 2
Balance, end of year $ 561 $ 561 $ 561
ADDITIONAL PAID-IN CAPITAL
Balance, beginning of year $ 1,426 $1,620 $1.637
Acquisitions 2 — 5
lssuance of shares under stock compensation plans and

employee stock purchase plans and related tax benefits (127) (194) (22)
Balance, end of year $ 1,301 $1.426 $1.620
RETAINED EARNINGS
Balance, beginning of year $ 4,490 $3,723 $3,323
Net incomet@ 1,540 1,365 974
Dividends declared—(per share amounts:

$1.21 in 2003, $111 in 2002 and $1.05 in 2001} (644) (598} {574)
Balance, end of year $ 5,386 $4.490 $3.723
ACCUMULATED OTHER COMPREHENSIVE LOSS
Balance, beginning of year $ (452) $ (227) $ (149)
Foreign currency translation adjustmentst® 302 131 (34)
Unrealized investment holding gains (losses), net of reclassification adjustmentst 76 (108} (44)
Minimum pension liability adjustment (201) (257 2
Net deferred (loss) gain on cash flow hedges® {4) 7 (2
Balance, end of year $ (279) 3 {452) $ (227)
TREASURY SHARES
Balance, beginning of year $(1,007) $ (504) $ (142)
Purchase of treasury shares (1,209) (1.184) (763)
Acquisitions 16 10 10
Issuance of shares under stock compensation plans and

employee stock purchase plans 682 671 391
Balance, end of year $(1,518) $(1.007) $ (504)
TOTAL STOCKHOLDERS' EQUITY % 5,451 $5018 $5,173
TOTAL COMPREHENSIVE INCOME (a+b+c+d+e} $1,713 $1.140 $ 896

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

Nates o @m&%fc/ fmwwm/ Statements

1 Summary of Significant Accounting Policies

Nature of Operations: Marsh & Mclennan Companies, Inc. (‘MMC™), a
crofessional services firm, is organized based on the different services that
it offers. Uinder this organizational structure, MMC operates in three princi-
pal business segments: risk and insurance services, investment manage-
ment and consulting. The risk and insurance services segment provides
risk management and nsurance broking, reinsurance broking and insur-
ance program management services for businesses, public entities, insur-
ance companies, associations, professicnal services organizations, and
private clients. It also provides services principally in connection with origi-
nating, structuring and rmanaging investrments, primarily in the insurance
and financial services industries. The investment management segment
primarily provides securities investment advisory and management ser-
vices and adrministrative services for a group of publicly held investment
companies and institutional accounts, The consulting segment provides
advice and services to the managements of organizations primarily in the
areas of retirement services, hurnan capital, health care and group benefit
programs, management consulting, organizational change and organiza-
tional design, economic consulting, and corporate identity.

Principles of Consolidation: The accompanying consolidated financial
statements include all wholly-owned and majority-owned subsidiaries. Al
sigrificant intercompany transactions and balances have been eliminated.

Fiduciary Assels and Liabilities: In its capacity as an insurance broker
or agent, MMC collects premiums from insureds and, after deducting its
comrmissions, remits the premiums to the respective insurance underwrit-
ers. MMC also collects clams or refunds from underwriters on behalf of
insureds. Unremitted insurance premiums and claims are held in a fidu-
ciary capacity. Interest income on these fiduciary funds, inchided In ser-
vice revenue, amounted to $114 million in 2003, $118 milion in 2002, and
$165 million in 2001. Since fiduciary assets are not available for corporate
use, they are shown in the balance sheet as an offset to fiduciary liabilities.

Net uncollected premiums and claims and the related payables were
$11.5 billiors and $117 billion at December 31, 2003 and 2002, respectively.
MMGC is not a prinaipal to the contracts under wiich the right to receive
premiums or the right to receive reimbursement of insured losses arises.
Net uncollected premiurns and claims and the related payables are, there-
fore, not assets and liabilities of MMC and are not included in the accom-
panying Consolidated Balance Sheets.

In certain instances, MMC advances premiums, refunds or claims to
insurance underwriters or insureds prior to collection. These advances are
made from corporate funds and are reflected in the accompanying Con-
solidated Balance Sheets as receivables.

Revenue: Risk and Insurance Services revenue includes insurance com-
missions, fees for services rendered, market service revenue from insur-
ance carmriers, 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 other
industry-focused investrnents, as well as appreciation or depreciation that
has been recognized on holdings in such investments. Insurance com-
missions and fees for risk transfer services generally are recorded as of
the effective date of the applicable policies or, in certain cases (primarily in
MMC's reinsurance and London market operations), as of the effective
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date or billing date, whichever is later. Commissions are net of policy can-
cellation reserves. which are estimated based on historic and current data
on cancellations. Fees for non-risk transfer services provided to clients are
recegnized over the period in which the services are provided or on a per-
centage of completion basis. Fees resulting from achievernent of certain
performance thrasholds are recorded when such levels are attained and
such fees are not subject to forfeiture.

Investment Management revenue is derived primarily from investment man-
agement fees and 12b-1 fees. Investment management fees are recognized
as services are provided. Mutual fund distribution fees are recognized over
the period in which the fees can be collected 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 thereon are recorded on a trade date basis. Fees resutting
from achievernent of specified performance thresholds are recorded when
such levels are attained and such fees are not subject to forfeiture.

Consuiting revenue includes fees paid by clients for advice and services and
commissions from insurance companies for the placement of individual and
group contracts. Fee revenue is recognized as services are provided based
on the amount of time consulting professionals expend on the engagement
plus out-of-pocket expenses, or on a percentage of completion basis for
engagements with contrastual fixed fees. NSurance COMMISSIoNS ang
recorded as of the effective date of the applicable policies.

Cash and Cash Equivalents: Cash and cash eqguivalents 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 depreci-
ation and amertization. Expenditures for improvements are capitalized.
Upcn sale or retirement, the cost and related accumulated depreciation
and amortization are removed from the accounts and any gain or loss is
reflected in income. Expenditures for maintenance and repairs are
charged to operations as incurred.

Depreciation of buildings, building improvements, fumiture, and equip-
ment is provided on & straight-line basis over the estimated useful lives of
these assets. Leasehold improvements are amortized on a straight-line
basis over the periods covered by the applicable leases or the estimated
useful life of the improvement, whichever is less. MMC periodically
reviews long-lived assets for impairment whenever events or changes
indicate that the carrying value of assets may not be recoverable.

The components of fixed assets are as follows:

December 31,

{in milions of dolfars) 2003 2002
Fumiture and equipment %1510 $1,323
LLand and buildings 445 466
Leaschold and bullding improvements as2 754
2,837 2,583

Less—accumulated depreciation
and amortization {1,448) (1.275)
$ 1,389 $ 1,308




Investment Securities: MMC holds investments in both public and pri-
vate companies, as well as certain private equity funds (managed by
MMC Capital and T.H. Lee) and seed shares for mutual funds, Publicty
traded investments are classified as available for sale or trading securities
in accordance with SFAS No. 115, “Accounting for Certain Investments in
Debt and Eauity Securities” ("SFAS 1157, and carried at market value.
Non-publicly traded invesiments are camied at cost in accordance with
APB Opinion No. 18 (‘APB 187}, Changes in the fair value of trading securi-
ties are recorded in eamings when they occur. Changes in the fair value of
avaifable for sale securities are recorded in shareholders' equity, net of
applicable taxes, until realized. Securities classified as trading or available
for sale under SFAS 115, or carriea at cost under APB 18, are included in
Long-term investments in the Consolidated Balance Sheets.

Cartain investments, primatily investments in private equity funds, are
accounted for using the equity method under APS 18. The underiying pri-
vate equity funds follow investment company accounting, where securi-
ties within the fund are carried at fair value. MMGC records its proportionate
share of the change in fair value of the funds in eamings when they occur.
Securities recarded using the equity method are included in Other assets
inthe Consoiidated Balance Sheets.

Gains or losses recognized in earnings from the investment securities
described above are included in Investment income (loss}) in the Conscli-
dated Statements of Incame. Costs related to management of MMC’s
investments, including incentive compensation partially derived from
investment income and loss, are recorded in operating expenses.

Goodwill and Other Intangible Assets: Goodwil represents acquisition
costs in excess of the fair value of net assets acquired. Goodwill is
reviewed at least annually for impairment. Other intangible assets that are
not deemed to have an indefinite life are amortized over their estimated
lives and reviswed for impairment upon the occurrence of certain trigger-
ing events in accordance with applicable accounting literature.

Prepaid Dealer Commissions: Essentially all of the mutual funds mar-
keted by MMC's investment management segment are made available
with a contingent deferred sales charge in lisu of & front-end load. The
related prepaid dealer commissions, initially paid by MMC to broker/deal-
ers for distributing such funds, can be recovered through charges and
{ees received over anumber of years. The prepaid dealer commissions
are amortized on a straight-fine basis over a period not to exceed six
years. If early terminations result in the recognition of contingent deferred
sales charges, the amortization of prepaid dealer commissions is acceler-
ated accordingly. MMC assesses the recoverability of prepaid dealer
commissions by comparing the expected future cash flows with
recorded balances.

Capitalized Software Costs: MMC capitalizes certain costs to develop,
purchase, or modify software for the intemal use of MMC. These costs

are amertized on a straight-lne basis gver periods ranging from three to
ten years. Computer software costs of $255 millon and $237 milion, net
of accumulated amortization of $372 milion and $275 millicn at December
31, 2003 and 2002, respectively, are included in Other assefs in the Con-
solidated Balance Sheets.

Income Taxes: Incorme taxes provided reflect the current and deferred
tax consequences of events that have been recognized in MMC's financial
statements or tax retums. U.S. Federal income taxes are provided on
unremitted foreign eamings except those that are considered perma-
nently reinvested, which at December 31, 2003 amounted to approxi-
mately $16 billion. However, if these eamings were not considered
permanently reinvested, the incremental tax liability which otherwise

might be due upon distribution, net of foreign tax credits, would be
approximately $150 million.

Derivative Instruments: All derivatives, whether designated in hedging
relationships or not, are recorded on the balance sheet at fair value. If the
derivative is designated as a fair value hedge, the changes in the fair value
of the derivative and of the hedged item attributable 1o the hedged risk
are recognized in eamings. if the derivative is designated as a cash flow
hedge, the effective portions cf changes in the fair value of the derivative
are recorded in other comprehensive income and are recognized in the
income statement when the hedged item affects eamings. Ineffective
pertions of changes in the fair value of cash flow hedges are recognized
in earnings.

Concentrations of Credit Risk: Financial instuments which potentially
subject MMC to concentrations of credit risk consist primarily of cash and
cash eguivalents and commissions and fees receivable. MMC maintains a
palicy providing for the diversification of cash and cash equivalent invest-
ments and places its investments in an extensive number of high quality
financial institutions to lirmit the amount of credit risk exposure. Concentra-
tions of credit risk with respect to receivables are generally limited due to
the large number of clients and markets in which MMC does business, as
well as the dispersion across many geographic areas.

Per Share Data: Basic net income per share is calculated by dividing net
income by the weighted average number of shares of MMC's commaon
stock outstanding. Diluted net income per share Is calculated by reducing
net income for the potential minority interest expense associated with
unvested sharas under the Putnam Equity Partnership Plan, discussed
further in Note 8, and adding back dividend equivalent expense related to
commen stock equivalents. This result is then divided by the weighted
average cormmaen shares outstanding, which have been adjusted for the
dilutive effect of potentially issuable commen shares. The following recon-
ciles net income to net income for diluted eamings per share and basic
weighted average common shares outstanding to diluted weighted aver-
age common shares outstanding:

For the Years Ended December 31,

{in millicns) 2003 2002 2001
Net income $1,540 $1.365 $ 974
Less: Potential minority interest expense associated with Putnam Class B Common Shares {1 (2} [(3)]
Add: Dividend equivalent expense related to common stock equivalents 2 2 2
Net income for diluted eamings per share $1,541 $1,365 $ 970
Basic weighted average commen shares outstanding 533 541 550
Dilutive effect of potentially issuable common shares 15 16 22
Dited weighted average comman shares outstanding 548 557 572
Average stock price used to calculate common stock equivalents $46.99 $48.95 $50.48
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Estimates: The preparation of financial statements in conformity with
accounting principles generally accepted in the United States requires
management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of assets and liabilities at
the date of the financial statements, and the reported amounts of rev-
enues and expenses during the reporting paricd. Actual results may vary
from those estimates.

New Accounting Pronouncements: FASE Interpretation No. 46
(revised Decermber 2003}, “Consolidation of Varable Interest Entities”,
(*FIN 46" was issued on December 24, 2003 and is effective for the first
interirn or annual period ending after December 15, 2003. FIN 48 inter-
prets Accounting Research Bulletin No, 31, “Congclidated Financial State-
ments” and addresses consolidation by business enterprises gualifying as
variable interest entities (“VIE"). FIN 46 defines a VIE as a corporation,
partnership, trust, or other tegal structure used for business purposes that
either {a) does not have equity investors with voting rights or (b} has equity
investors that do not provide sufficient financial resources for the entity to

support its activities. The implementation of FIN 46 did not have material
impact on MMC's consolidated results of operations, financial pesition or
cash flows.

MMGC through Putnam, manages $3.3 bilion in the form of Collateralized
Debt Obligations (*CDO") and Collateralized Bond Cbligations (“CBQ").
The CDOs and CBOs were created prior to January 31, 2003, Separate
limited liability companies were established to issue the notes and to hold
the underlying collateral, which consists of high-yield bonds and other
securities. Putnam serves as the collaterai manager for the CDOs and
CBOs. The maximum loss exposure related to the CDOs and CBOs is
limited to Putnam's invesiment totaling $5.5 million, reflected in Long-termn
investments in the Consolidated Balance Sheets at December 31, 2003.
MMC has concluded it is not the primary beneficiary of these structures
under FIN 46.

Reclassifications: Certain reclassifications have been made to 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 conceming acquisitions, interest and income taxes paid:

For the Years Ended Deceamber 31,

{in millions of dollars) 2003 2002 2001
Purchase acquisitions:
Assets acquired, excluding cash $408 $ 89 $ 79
Liabilities assumed (9) 2) —
Issuance of debt and other cbligations (115) {5) {10}
Shares issuable (106} — (16)
Net cash outflow for acquisitions $178 3 52 % 53
Interest paid $172 $154 3182
Income taxes paid $ 542 $931 $175

3 Other Comprehensive Income (Loss)

The components of other comprehensive income {loss) are as follows:

For the Years Ended December 31,

{tn milionis of doflars) 2003 2002 2001
Foreign currency translation adjustments $ 302 $131 3 (34)
Unrealized investrment holding gains {fosses), net of income tax liability (benefit) of $54, $(35) and

$(60) in 2003, 2002 and 2001, respectively 98 170) 116}

Less: Reclassification adjustrment for realized (gains) losses included in net income, net
of income tax (iiability) benefit of $(12), $(21) and $39 in 2003, 2002 and 2001, respectively {22) {36) 72
Minimum pension liability adjustment, net of income tax (benefit) liability of $(77) in 2003,

(110} in 2002, and $3 in 2001 (201) (257) 2
Deferred (loss) gain on cash flow hedges, net of income tax (benefit) liabilty of $(2), $3 and
${1)in 2003, 2002 and 2001, respactively {4) 7 2
$173 $(225) % (78)
The components of accumulated other comprehensive loss, net of taxes, are as follows:
December 31,
{in mitlions of doflars) 2003 2002
Foreign currency translation adjustments $ 10 $(292)
Net unrealized investment gains 196 120
Minimum pension liability adjustment (4886} (285)
Net deferred gain on cash flow hedges 1 5
$(279) $(452)




4 Acquisitions

In April 2003, MMC acquired Oliver, Wyman & Company (“CWC") for
$265 milion comprising $159 million in cash, which will be paid over 4
vears, and $106 milion in MMC stock. Substantially all former employges
of OWC became employees of MMC. Approximately $35 milion of the
purchase consideration is subject to continued employrment of the selling
shareholders and is recorded as prepaid compensation. This asset is
being amortized as compensation expense over four years.

During 2003, MMC also acquired several insurance and consulting busi-
nesses in transactions accounted for as purchases for a total cost of

$135 milion, The cost of 2003 acquisitions exceeded the fair value of
assets acquired by $307 million.

During 2002, MMC acquired several insurance and reinsurance broking,
consulting and investrment management businesses. The transactions
were accounted for as purchases for a total cost of $99 milion. The
cost of the transactions exceeded the fair value of assets acquired

by $42 millicn.

5 Goodwill and Other Intangibles

In accordance with SFAS No. 142, MMG discontinued the amortization of
goodwill effective January 1, 2002. A recongiliation of previously reported
net income and net income per share to the amounts acljusted for the
exclusion of goedwill amortization net of the pro forma effect of directly
related expenses and income taxes is as follows:

For the YYears Ended December 31,

{n milions, except per share figures) 2003 2002 2001
Repcried net income $1,540 $1.365 $ 974
Net amortization adjustment - — 131
Adjusted net income $1,540 $1,365 $1,105
Reported net income

per share—Basic $ 2.89 $ 2,52 $1.77
Adjusted net income

per share—Basic $ 289 $ 2.52 5 2.00
Reported net income

per share —Diluted $ 2.8 $ 245 $ 1.70
Adjusted net income

per share—Diluted $ 281 § 2.45 $ 1.93

Changes in the carrying amount of goodwill are as follows:

{in mitions of doliars)

Balance as of January 1, 2003 $5,151
Goadwill acquired 307
Cther adjustments (primarily foreign exchange) 75
Balance as of December 31, 2003 $5,533

The gocdwill balance at December 31, 2003 and 2002 includes approxi-
mately $121 millien of equity method goodwill.

Amertized intangible assets consist of the cost of client lists, client relationships and tradenames acquired, and the rights to future revenue streams from
certain existing private equity funds. MMC has no intangible assets with indefinite lives. The gross cost and accumulated amortization by major intangible

asset class is as follows:

2003 2002
December 31, Gross Accumulated Net Carrying Gross Accumulated Net Carrying
{In milians of doflars) Cost Amortization Amount Cost Amortization Amount
Customer and rarketing related $222 $74 %148 3148 $ 50 5 08
Future revenue streams related to existing
private equity funds 199 92 107 216 70 146
Total amortized intangibles $421 $166 $255 $364 $120 $244

Aggregate amortizaticn expense for the years ended December 31, 2003
and 2002, was $42 million and $35 milion, respectively, and the estimated
future aggregate amortization expense is as follows:

For the Years Ending December 31, Estimated
{in millions of dollars) Expense
2004 537
2005 $36
2008 $33
2007 $31
2008 529
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6 Income Taxes

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

For the Years Ended December 31,

{in milions of doffars) 2003 2002 2001
Income before income taxes and
minority interest:
us. $1,434 $1.346 $1.070
Other 901 787 520
$2,335 $2,133 $1,590
Income taxes:
Current—
U.S. Federal $ 433 $ 424 $ 490
Other national govemments 159 111 131
L).5. state and local B8 36 45
680 571 666
Deferred—
U.S. Federal 45 17 (128)
Other national govemments 60 T30 52
U.S. state and local (15) 29 9
90 176 (67)
Total income taxes $ 770 $ 747 $ 599
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The significant components of deferred income tax assets and liabilities
and thelr balance sheet classifications are as follows:

December 31,
{in milions of dollars) 2003 2002
Deferred tax assets:
Accrued expenses not currently deductible $502 $595
Differences related to non-U.S. operations 254 206
Other 29 27
$785 $828
Deferred tax liabilities:
Prepaid dealer commissions $ 22 $ 96
Unrealized investment holding gains 107 67
Differences related to non-1.S. operations 121 87
Depreciation and amaortization 83 99
Accrued retirement benefits 48 26
GCther 15 5
$396 $380
Balance sheet classifications:
Current assets $35 $105
Other assets $354 $343

A reconciliation from the U.S, Federal statutory income tax rate to MMC's
effective income tax rate is as follows:

For the Years Ended
December 31, 2003 2002 2001
U.8. Federal statutory rate 35.0% 35.0% 35.0%
U.S. state and local income

taxes—net of U.S. Federal

income tax benefit 2.0 2.0 2.2
Differences related to

non-U.S. operations 4.1} (1.6) n.m
Other A (.4) 16
Effective tax rate 33.0% 35.0% 37.7%

Taxing authorities periodically challenge positions taken by MMC on its tax
retums. On the basis of present information, it is the opirion of MMC's
managernent that any assessments resulting from current tax audits will
not have a material adverse effect on MMC's conselidated results of oper-
ations or its consolidated financial position.




7 Retirement Benefits

MMGC maintains qualified and non-qualified defined benefit pension plans
for its U.S. and non-U.S. ellgible employees. MMC’s policy for funding its
tax qualified defined benefit retirement plans is to contribute amcunts at
least sufficient to meet the funding requirements set forth in the ULS. and
internaticnal law.

The weighted average actuarial assumptions wutilized for the U.S, and
significant non-U.S. defined benefit plans as of the end of the year are
as follows:

Pensicn Postretirement
Benefits Benefits

2003 2002 2003 2002
Weighted average assumptions:
Discount rate (for expense) 6.1% 6.4% 6.6% 7.1%
Expected returmn on plan assets 3.5% 8.5% — —
Rate of compensation increase (for expenss) 3.8% 4.1% - —
Discount rate (for benefit obligation) 5.8% B.1% 6.3% 6.6%
Rate of compensation increase (for benefit obligation) 3.7% 3.8% - —

The long-term rate of retum assumpticn 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 wilizes a model
developed by its actuaries to assist in the setting of this assumption. The
model takes into account several factors including: actual and target port-
folio allocation; investment, administrative and trading expenses incurred
directly by the plan trust; historical portfolic performance; relevant for-
ward-looking econcmic analysis; and expected retums, variances, ang
correlations for different asset classes. All retums utilized and produced
by the model are geometric averages. These measures are used to deter-
mine probabilities using standard statistical techniques to calculate a
range of expected returns on the portfolio. MMC generally does not adjust
the rate of retum 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 long-term annual returns in accordance
with the “american Academy of Actuaries Pension Practice Council Note
May 2001 Selecting and Documenting Investment Retum Assumptions”
and consistent with Actuarial Standards of Practice No. 27. The histarical
five angl ter-year average asset returns of each plan are also reviswed to
ensure they are consistent and reascnable compared with the best esti-
mate range. The expected retum on plan assets is determinad by apply-
ing the assumed long-term rate of retum to the market-related value of
plan assets as defined by SFAS No. 87. This market-related value recog-
nizes investment gains or losses over a five-year pericd from the year in
which they occur. Investment gains or losses for this purpose are the dif-
ference between the expected return calculated using the market-related
value of assets and the actual return biased on the market value of agsets.

Since the market-related value of assets recognizes gains or losses overa
five-year period, the future market-related value of the assets will be
impacted as previously deferred gains or [05ses are recorded.

The target asset allocation for the U.S. plans is 70% equities and 30%
ponds, and for the UK, plans, which comprise approximately 85% of
non-U.S, plan assets, is 58% equities and 42% bonds. As of the mea-
surement date, the actual aliocation of assets for the U.S. plan was 74%
to equities and 26% to bonds. The plan assets for the U.K. plans were
allocated approximately 55% to equities, 36% 10 bonds, and 8% to cash.
The allocation to cash reflects the company's contribution to the plan in
December 2003 that had not yet been invested in equity or bond securi-
ties. Actual pertiolio allocations in 2002 approximated the target
allocations. The assets of the company's defined benefit plans are well-
diversified and are managed in accordance with applicable laws and with
the goal of maximizing the plans' real return within acceptable risk para-
maters. MMC uses threshold based portfolio rebalancing to ensure the
actual portfolio remains consistent with target allocations.

The discount rate selected for each U.S. plan is based on a model bond
porifolio with durations that match the expected payment patterns of the
plan, Discount rates for non-U.S, plans are based on appropriate bond
indices such as the IBoxx £ Corporates 15-year index in the UK.
Projected compensation increases reflect current expectations as to
future levels of inflation.

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

For the Years Ended December 31, Pension Benefits Pastratirement Benefits

{In millions of doliars) 2003 2002 2001 2003 2002 2001
Service cost $192 $171 $ 156 $9 %7 $6
Interest cost 365 337 310 20 19 17
Expected retum on plan assets (546} 519 (492 - - —
Amortization of prior service (credit} cost {38) N7 i 2 2} m
Amortization of transition asset @ {5) 4 - - -
Recognized actuariai loss (gain) 26 11 (20 5 3 —
Net Periodic Benefit Cost {Income) $ (5 $ (22) 3 (49) $32 $27 $22
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The following schedules provide information conceming MMGC's U.S. defined benefit pension plans and postretirement benefit plans:

U.S. Pension U.S. Postretirernent
December 31, Benefits Benefits
{1 mitions of doflars} 2003 2002 2003 2002
Change In benefit obligation:
Benefit obligation at beginning of year $2,309 52,307 $ 250 $ 209
Service cost B8 67 8 [}
Interast cost 155 160 17 16
Actuarial loss 139 167 23 24
Benedits paid (108} (119 (8) (5}
Plan amendments — (273) - -
Benefit obligation at end of year $2,563 $2.309 $ 290 $ 250
Change in plan assats:
Fair value of plan assets at beginning of year $2,045 $2,316 $ — 3 —
Actual retum on plan assets 461 1216} - -
Non-gualified plan assets held In segregated trusts - 80 - -
Employer contributions 21 144 a 5
Benefits paid (108) (119} (8) (5)
Fair value of plan assets at end of year $2,419 $2,045 $ — 5 —
Funded status $ (144) % (264} $(290) ${250)
Unrecognized net actuarial loss 674 784 65 47
Unrecognized prior service credit 222) 1259) 7} isH
Unrecognized transition asset (5} no - —
Net asset (liability) recognized $ 303 $ 251 $(232) 3(212)
Amounits recognized in the Consclidated Balance Sheets consist of:
Prepaid benefit cost $ 538 $ 475 $ — 3 —
Accrued benefit liability (270) (235} (232} (212
Accumulated other comprehensive 1058 35 1 - _
MNet asset {lability) recognized $ 303 $ 251 $(232) $(212)
Accumulated benefit obligation at December 31 $2,399 $2.154 $ - 5 -
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The weighted average actuarial assumptions utilized in determining the above amounts for the U.S. defined benefit and other U.S. postretirement plans

as of the end of the year are as follows:

U.S. Pension U.S. Postretirement
Benefits Benefits
2003 2002 2003 2002

Weighted average assumptions:

Discount rate (for expense) 8.75% 71.25% 6.75% 7.25%
Expected return on plan assets 8.75% 8.75% — —
Rate of compensation increase (for expense) 3.5% 4.0% —_ —
Discount rate (for benefit obligation) 6.4% 6.75% 6.4% 6.75%
Rate of compensation increase (for benefit obligation) 3.15% 3.5% - —

The U.S. defined benefit pension plans do not have any direct or indirect
ownership of MMC stock. Plan assets of approximately $1.8 billion ang
$1.5 pillon at December 31, 2003 and 2002, respectively, were managed
by Putnam, which includes both separately managed and publicly avail-
able investment funds.

The assets and liabilities of the 1.5. defined bensfit pension plans were
re-rmeasured at July 1, 2002 to reflect a change in substantive plans as
defined by SFAS Ne. 87, “Employers’ Accounting for Pensions™ and a
reduction of the expected rate of returm on plan assets to 8.26% from
10%. Discretionary cost of living increases have been excluded from the

substantive plans for accounting purposes because MMC ne longer has
the intention of granting such: increases. The change in the substantive
plans reduced the projected benefit obligation by approximately

$273 mitlion.

The projected benefit obligation, accumulated benefit obligation, and fair
value of plan assets for the U.S. pension plans with accumulated benefit
abligations in excess of plan assets were $290 milion, $266 milion and
$0, respectively, as of December 31, 2003 and $261 million, $231 million
and $0 million, respectively, as of December 31, 2002,

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

Far the Years Ended December 31,

L).5. Pension Benefits

U.S. Postretirernent Benefits

{in mitions of dollars} 2003 2002 2001 2003 2002 2001
Service cost $ 68 $ 67 $ 63 $8 $6 $5
Interest cost 155 160 154 17 16 15
Expected retumn on plan assets (229) (241 (238) - - —
Amortization of prior service {credif) cost (38) {17) 1 {2) 2) m
Amortization of transition asset @ (5) (4 - - -
Recognized actuarial loss {gain) 18 9 08 5 3 —
Net Periodic Benefit Cast (Income) $ (30) $ (27) $ (42) $28 $23 $19

The assumed health care cost trend rate was approximately 12% in 2003 gradually declining to 5% in the year 2019. Assumed health care cost trend rates
have a significant effect on the amounts reported for the U.S. health care plans. A one percentage point change in assumed health care cost trend rates

would have the following effects:

{tn mitions of dofiars)

1 Percentage
Paoint Increase

1 Parcentage
Point Decrease

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

3 4
$44

$ 3
$(36)

In December 2003, the Medicare Prescription Drug, Improvement ang
Modemization Act of 2003 ("Act™) became law. MMC has elected to defer
the effects of this Act, therefore the measures of accumulated postretire-
ment benefit obligation and net periodic postretirernent benefit cost do
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not reflect the effects of the Act. Specific authoritative guidance for the
federal subsidy is pending, and the issued guidance could require MMC
to change previcusly reported information.




The following schedules provide information conceming MMC's significant non-U.8. defined benefit pension plans and non-U.S, postratirament

benefit plans:

Non-{.S. Pension

MNon-U.S. Postretirerment

December 31, Benefits Benefits

{in millions of doflars) 2003 2002 2003 2002
Change in benefit obligation:

Renefit abligation at beginning of year $3,660 $2,997 $52 $ 41
Service cost 124 104 1 1
Interest cost 210 177 3 3
Employee contributions 27 19 - -
Actuarial loss {gain) 325 173 {2) 6
Benefits paid (141) (123) 2 2
Foreign currency changes 466 313 6 3
Plan amendments (s) — 3) -
Benefit obligation at end of year $4,666 $3,660 %55 §52
Change in plan assets:

Fair value of plan assets at beginning of year $2,918 $2,730 s — $ —
Actual returmn on plan assets 380 {271 — —
Efiect of settlement (4) @) — —
Cornpany contributions 366 316 2 2
Employes contributions 27 19 —_ —
Benefits paid (141) (123 2) {2)
Foreign currency changes 388 255 — —
Fair value of plan assets at end of year $3,934 $2,918 $ - $ —
Funded status $ (732 $ (742) $(55) $(52)
Unrecognized net actuarial loss 1,655 1.241 B 9
Unrecognized prior service cost 10 10 (3) -
Net asset {liability) recognized $ 933 % 509 $(50) $(43)
Armounts recognized in the Balance Sheet consist of:

Prepaid benefit cost $ 645 $ 526 $ - $ —
Accrued benefit liability (374) {420) (50) (43)
Intangible asset 8 9 - -
Accumulated other cormprehensive loss 654 394 - -
Met asset {liability) recognized $ 933 $ 509 $(50) ${43}
Accumulated benefit obligation at December 31 $4,126 $3,202 $ - | .
Weighted average assumptions:

Discount rate (for expense} 5.7% 5.8% 5.9% 6.2%
Expected retum on plan assets 8.3% 8.3% - —
Rate of compensation increase (for expense) 4.0% 4.2% _ -
Discount rate (for benefit obligation) 5.4% 5.7% 5.7% 5.9%
Rate of compensation increase {for benefit obligation) 4.0% 4.0% - -
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The benefit obligation, accumulated beneftt obligation, and fair value of plan assets for the non-U.S. pension plans with accumulated benefit obligations in
excess of plan assets were $2,628 million, $2,383 million and $2,016 million, respectively, as of December 31, 2003 and $2,074 million, $1,850 milion and
$1489 milion, respectively, as of December 31, 2002.

The components of the net periodic benefit cost for the non-U.S. defined benefit and other postretiremneant benefit plang and the curtalment, settiement
and termination expenses under SFAS B8 are as follows:

Far the Years Ended December 31 Non-U.8, Pensicn Benefits Non-U.S. Postretirerment Benefits

i mitiions of dollars) 2003 2002 2001 2003 2002 2001
Service cost $124 $104 3 93 $1 $1 $ 1
Interest cost 210 177 156 3 3 2
Expected return on plan assets 317 278) (254) - - -
Recognized actuarial loss (gain) 3 2z (2) - - —
Net periodic benefit cost $ 25 5 5 3 7 $ 4 %4 $3
Curtailment gain - m — - - —
Settlement loss - 1 - —_ — —
Special termination benefits 4 i — - — _
Total expense $ 29 $ 6 3 ) $ 4 5 4 $3

The assumed health care cost trend rate was approximately 7.0% in 2003, gradually declining to 4.2% in the year 2010. Assumed health care cost trend
rates have a significant effect on the amounts reported for the non-ULS. health care plans. A one percentage point change in assumed health care cost
trend rates would have the following effects:

1 Percentage 1 Percentage
{in mitiions of dolars) Point Increase Point Decrease
Effect on total of service and interest cost components %1 $[1)
Effect on postretirement benefit obligation $8 $(6)
Contribution Plans: MMC maintains certain defined contribution plans tion of MMC subject to IRS Iimitations. The SIP is an Employee Stock
for its employees, including the Marsh & McLennan Companies Stock Cwmership Plan under 1U.5. tax law and plan assets of approximately
Investment Plan ("SIP”) and the Putnam Investments, LLG Prefit Sharing $1.3 billior at December 31, 2003 and 2002 were invested in MMC stock.
Retirement Plan (the “Putnarm Plan"}. Under these plans, eligible employ- In addition, SIP plan assets of approximately $338 million and $418 million
ees may contribute a percentage of their base salary, subject to certain at December 31, 2003 and 2002, respectively, were managed by Putnam.
lirmitations. Far the SIP, MMC matches a portion of the emplovecs’ contri- The cost of these defined contribution plans was $97 million, $862 milion
butions, while under the Putnam Plan the contributions are at the discre- and $83 million for 2003, 2002 and 2001, respectively.

8 Stock Benefit Plans

MMC has stock-based benefit plans under which employees are awarded

; . ittee” ines, at its di i ich affil: ici
grants of restricted stock, stock options or other forms of awards. As Commi ) deterrines, at fts discretion, which affilates may participate

; “ . in the plans, which eligitle employess will receive awards, the types of
y } - in
Pro‘f,‘df"d under “?FAS No. 123, "Accounting (.Jr Stock-Based Compensa awards to be received, and the terms and conditions thereof. The right of
tion” ("SFAS 1237, MMC has elected to continue to account for stock- . ) i
. ] ) . an employés to receive an award may be subject to perforrmance condi-
based compensation in accordance with Accounting Principles Board tions as specified by the Compensation Committee. The 2000 Plans con-
Opinion No. 25, “Accounting for Stock issued to Employees™ ("APB 25") U P '

tain provisions which, in the event of a change in control 6f MMC, may

and has provided the required additional pro forma disciosures accelerate the vesting of the awards. Awards relating to not more than

MMC Incentive and Stock Award Plans: In 2000, the Marsh & BOL00000 shares of commen stock may be made over the life of the
Mclennan Companies, Inc. 2000 Employee Incentive and Stock Award 2000 Employee Plan plus shares remaining unused under preexisting
Plan (the “200C Employee Plan”) and the Marsh & Mcl.ennan Companies, employee stock plans. Awards relating to not more than 8000000 shares
Inc. 2000 Senior Executive Incentive and Stock Award Plan {the *2000 of common stock may be made over the life of the 2000 Executive Plan
Executive Plan”) were edopted. The types of awards permitted under plus shares remairing unused under preexisting executive stock plans.
these plans include stock options, restricted stock, stock bonus units, There were 46,748 574, 65,048,280 and 87067422 shares available for
restricted and deferred stock units payable in MMC commoen stock or awards under the 2000 Plans and prior plans at December 31, 2003,
cash, and ¢ther stock-based and performance-based awards. The Com- 2002 and 2001, respectively.

pensation Committee of the Board of Directors (the “Compensation
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Stock Options: Options granted under the 2000 Plans may be designated
as incentive stock options or as non-gualified stock options. The Com-
pensation Committee determines the terms and conditions of the aption,
including the time or times at which an option may be exercised, the
methods by which such exercise price may te paid, and the form of such

payment. Except under certain limited circumstances, no stock option
may be granted with an exercise price of less than the fair market value of
the stock at the time the stock option is granted.

Stock gption transactions under the 2000 Pians and prior plans are
as follows:

2003 2002 2001

Weighted Weighted Weighted

Average Average Average

Shares Exercise Price Shares Exercise Price Shares Exercise Price

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

Granted 17,188,980 $43.1 21,008,580 $55.78 15,734,408 $46.42

Exercised (6,947,666) $22.1 (7,216,142} $23.16 6,521,510} $19.95

Forfeited (3,057,096) $49.50 {1.727.500) $47.51 (1.415.012) $41.25

Batance at end of period 89,315,072 $42.30 82,130.854 $40.74 70,067,916 $34.58

QOptions exercisable at year-end 49,358,186 $37.46 42,009,798 $31.49 36,649,040 $26.48
The following table summarizes information about stock options at December 31, 2003:

Options Outstanding Optiors Exercisable

Weighted Average Weighted Weighted

Range of Outstanding Remaining Average Exercisable Average

Exercise Prices at 12/31/03 Contractual Life Exercise Price at 12/31/03 Exercise Price

$13.08-3$25.36 9,085,008 2.4 years $17.49 9,089,008 $17.49

$25.37-3$37.30 7,963,720 4.0 years $30.14 7,953,720 $30.14

$37.31-$51.94 52,984,154 7.1 years $43.40 27,034,830 342.72

$51.85-362.33 19,278,180 8.1 years $55,98 5,270.828 $56.00

$13.08-962.33 89,315,072 6.6 years $42.30 49,358,186 $37.46

Restricted Stock: Restricted shares of MMC's common stock may be
awarded and are subject to restrictions on transferability and other
restrictions, if any, as the Compensation Committee may impose. The
Compensation Committee may alsc determine when and under what cir-
curnstances the restrictions may lapse and whether the participant
recelves the rights of a stockholder, Including, without mitation, the right
0 vote and receive dividends. Unless the Compensation Committee
determines ctherwise, restricted stock that is still subject to restrictions is
forfeited upon termination of employment.

Thera were 603,200, 249421 and 245800 restricted shares granted in
2003, 2002 and 2001, respectively. MMC recorded compensation
expense of $19 milion in 2003, $13 milion in 2002 and $11 milion in 2001,
related to these shares. Shares that have been granted generally becorne
unrestricted at the earlier of: (1) January 1 of the eleventh year following
the grant or {2) the later of the recipient’s normal or actual retirement date.

Restricted Stock Units: Restricted stock units may be awarded under the
plans. The Compensation Comrnittee determines the restrictions on such
units, when the restrictions lapse, when the unlis vest and are paic, and
upon what terms the units are forfeited.

There were 1039,608, 760,749 and 393,382 restricted stock units awarded
during 2008, 2002 and 2001, respectively. The total value of the restricted

stock units at the time of the awards was $44 milion, $40 milion and

$19 million in 2003, 2002 and 2001, respectively. The cost of the awards is

amortized over the vesting pertiod, which is generally three years.
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Deferred Stock Units: Deterred stock units may be awarded under the
plans. The Compensation Comrmittee determines the restrictions on such
units, when the restrictions lapse, when the units vest and are paid, and
upon what terms the units are forfeited.

There were 2,325,802, 1,669,680 and 1,447,230 deferred stock units
awarded during 2003, 2002 and 2001, respectively. The total value of the
deferred stock unit awards was $100 mittion, $85 million and $78 million in
2003, 2002 and 2001, respectively. The cost of the awards is amortized
over the vesting period, which is generally three years.

Putnam Investments Equity Partnership Plan: In 1987, Putnam
adopted the Putnam Investments Equity Partnership Plan {the “Equity
Plan™ pursuant o which Putnam is authorized to grant or sell to certain
employees of Putnam or its subsidiaries restricted shares of a new class
of commen shares of Puinam Investments Trust, the parent of Putnam
Investments, LLG (“Class B Common Shares™ and options to acquire the
Class B Common Shares. Such awards or options generally vest over a
four-year period. Holders of Putnam Class 8 Common Shares are not
entitled to vote and have no rights to convert their shares intc any other
securities of Putnam. In certain circumstances, Class B Common Shares
will be converted into Class A Common Shares. Awards of restricted
stock and/or options may ba made under the Equity Plan with respect to
& maximum of 12000000 shares of Class B Cornmon Shares, which
would represent approximately 12% of the cutstanding shares on a fully
diluted basis, as increased for certain issuances of Putnam Class A Com-
mon Stock to MMC, Through December 31, 2003, Putnam made awards




pursuant to the Equity Plan of 2,174,100, 1051400 and 1,712,000 Class B
Common Shares and shares subject to opticns in 2003, 2002 and 2001,
raspectively. These awards included 21,300, 525,700 and 856,000
restricted shares with a value of $1 million, $39 milion and $91 million in
2003, 2002 and 2001, respectively. These awards also included 2,152,800,
525,700 and 856,000 shares subject t¢ options in 2003, 2002 and 2001,
respectively. There were 2,206,713 shares available for grant related to the
Equity Plan at December 31, 2003. Outstanding shares and common
stock equivalents related to Equity Plan grants at December 31, 2003
resulted in a minority interest in Putnam of approximately 4.7% on a fully
diluted basis.

Pursuant to an executive compensation agreement, Putnam awarded
50,000 opfions in 2002, related fo Class B Common Shares to an execu-
{ive of Puinam.

MMC Stock Purchase Plans: In May 1999, MMC's stockholders
approved an employee stock purchase plan (the "1899 Plan”) to replace
the 1994 Employee Stock Purchase Plan {the *1894 Plan”) which terrmi-
nated on September 30, 1989 following its fifth annual offering. Under
these plans, eligible employees may purchase shares of MMC's common
stack, subject to certain limitations, at prices not less than 85% of the
lesser of the fair market value of the stock at the beginning or end of ary
offering period. Linder the 1899 Plan, no mare than 40000000 shares of
MMC's common stock plus the remaining unissued shares in the 1994
Pian may be sold. Employees purchased 3,815,231, 3,744,190 and
2855072 shares in 2003, 2002 and 2001, respectively, At December 31,
2003, 31,650,325 shares were available for issuance under the 1999 Plan.
In July 2002, the MMC Board of Directors approved an additional
5000000 shares of commen stock for issuance under the 1895 MMC

Stock Purchase Plan for Intemational Employees {the "Intemational Plan®).

With the additional shares under the Intemational Plan, no more than
8000000 shares of MMC’s common stock may ba sold. Employees pur-
chased 1,218,359, 717,696 and 556,326 shares in 2003, 2002 and 2001,
respectively. At December 31, 2003, 330,709 shares were available for
issuance under the Intemationa! Plan,

Pro Forma Information: In accordance with the intrinsic value method
allowed by APB 25, no compensation cost has been recognized in the
Consolidated Staterments of Income for MMC's stock option and stock
purchase plans and the stock options awarded under the Putnam Invest-
ments Equity Partnership Plan. Had compensation cost for MMC's stock-
based compensation plans been determined consistent with the fair value
methad prescribed by SFAS Na. 123, MMC's net income and net incorme
per share for 2003, 2002 and 2001 would have been reduced to the pro
forma amounts indicated in the table below.

{In milions of doffars,

except per share figures) 2003 2002 200
Net lncome:
As reported $1.540 $1,365 $974
Adjustrnent for fair value
method, net of tax (171 (152) 114
Pro forma $1,369 $1,213 $ 860
Net Income Per Share:
Basic:
As reported $ 2.89 § 2.52 $1.77
Pro forma $ 257 $ 2.24 $1.57
Diluted;
As reported $ 2.8 $ 2.45 $1.70
Pro forma $ 2.50 t 218 $1.50

The pra 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
purchase plans.

The estimated fair value of options granted was calculated using the
Black-Scholes option pricing valuation model. The weighted average
assumptions used in the valuation models are as follows:

Stock Options Stock Purchase Plans

2003 2002 2001 2003 2002 200
MMC incentive and stock award plans
Dividend yield 2.3% 2.3% 2.0% 2.3% 2.3% 2.0%
Expected volatility 21.0% 33.2% 32.7% 29.5% 31.4% 37.3%
Risk-free interest rate 2.75% 4.9% 4.6% 1.03% 1.2% 2.4%
Weighted-average fair value $7.45 $16.82 $13.99 $12.47 $11.18 $14.09
Expected life 5years 5years & years 1 year 1 year 1 year
Putnam Investments Equity Partnership Plan
Dividend yield 5.0% 5.0% 5.0%
Expected volatility 29.4% 44.4% 42.4%
Risk-free interest rate 2.48% 4.9% 4.6%
Weighted-average fair vajue $6.55 $21.63 $29.66
Expected lifg 5 years 5 years 5 years
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9 Long-term Commitments

MMG leases office facilties, equipment and automobiles under noncancelable
operating leases. Thess leases expire on varying dates; in some instances
contain renewal and expansion options; do not restrict the payment of divi-
dends or the incurrence of delbst or additional lease obligations; and contain no
significant purchase options. In addition to the base rental costs, occupancy
fease agreements generally provide for rent escalations resufting from
increased assessments for real estate taxes and other charges. Approxi-
mately 97% of MMC's lease obligations are for the use of office space.

The Consoligated Statements of Income include net rental costs of
$468 million, $327 million and $367 million for 2003, 2002 and 2001,
respectively, after deducting rentals from subleases (321 million in 2003,
$20 million in 2002 and $8 million in 2001).

At Decemnber 31, 2003, the aggregate future minimum rentai cormmit-
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, Under
these agreements, MMC is required to pay minimum annual service
charges. Additicnal fees may be payable depending .pon the volume of
transactions processed with all future payments subject to increases for
inflation. At Decernber 31, 2003, the aggregate fixed future minimum
commitments under these agreements are as follows:

Future

For the Years Ending December 31, Minimum
{in miions of doliars) Commitments
2004 $44
2005 15
2006 9
Subsequent years 8
$75

10 Debt

For the Years Ended Gross Rentals Net
December 31, Rental from Renta!
{In miliions of doflars} Commitments  Subleases  Commitments
2004 $ 473 $ 26 $ 447
2005 446 25 421
2006 395 23 372
2007 354 20 334
2008 7 18 299
Subsequent vears 2,341 199 2,142
$4,326 $311 34,015
MMC's outstanding debt is as follows:
December 31,
fin millions of dolars) 2003 2002
Short-term:
Commercial paper $ 440 $ 506
Bank loans - 35
Current portion of long-term debt 7 2
$ 447 % 543
Long-term:
Commercial paper $§ - 3 750
Senior notes—6.625% due 2004 599 598
Senior notes—7125% due 2009 399 398
Senicr notes—5.375% due 2007
(4.0% effective interest ratej@ 520 530
Senior notes—6,25% due 2012
(519 effective interest rate) @ 269 275
Senior notes—3.625% due 2008 248 —
Senior notes —d.850% dus 2013 249 —
Senior notes—5.875% due 2033 285 -—
Morigage—9.8% due 2009 200 200
Notes payable—8.62% due 2005 69 73
Notes payable—7.668% due 2006 61 62
Other 8 7
2,917 2,893
Less current portion 7 2
$2,910 $2,891

{a) The effective interest rates result from unwinding fair value hedges, as
discussed below.
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The weighted average interest rates on MMC's outstanding short-term
debt at December 31, 2003 and 2002 are 1.2% and 16%, respectively.

Based on MMC's intent and ability to refinance certain obligations ona
long-term basis, the 6625% Senior Note due in 2004 has been classified as
Long-term debt at December 31, 2003 and commercial paper borrowings
of $750 million were classified as Long-term debt at December 31, 2002,

In June 2002, MMC arranged two revolving credit facilities to support its
commercial paper bormowings. These credit facilities replaced similar facil-
ities that expired during 2002. In 2003, MMC amended and restated the
364-day faciiity that expired in June 2003. Under the amended credit
facility expiring in June 2004, MMC may borrow up to $14 Gillion with
commitment fees of 5 basis peints payable on any unused portion,
Repayment of any outstanding borrowing under this facility can be
extended up to one year from the expiration date. MMC may borrow up ta
$10 bilion under the noncancetable 5-year facility that expires in June
2007 with commitment fees of 8 basis points payable on any unused por-
tion, The interest rates on these facilities vary based upon the level of
usage of the facility and MMC's credit ratings. Each of the facilities
raguiivas MMC to maintain consolidated net worth of at least $3.5 billion
and contains certain other restrictions refating to consolidations, mergers,
and the sale or pledging of assets. No amounts were outstanding under
these facilities at Decembar 31, 2003.

Additional credit facilities are maintained with various banks, primarily
refated o cperations located outside the United States, aggregating
$200 million at December 31, 2003 and $274 million at Decermber 31,
2002, There were no outstanding amounts under these faclilities at
December 31, 2003 and $35 million cutstanding at December 31, 2002.




It July 2003, MMC issued 8300 million of 5.875% Seniar Notas due 2033.
In February 2003, MMC issued $250 million of 3625% Senior Notes due
2008 and $250 million of 4.85% Senior Notes due 2013. The net proceeds
from the notes were used to pay down commercial paper borrowings.

in March 2002, MMC issued $500 milion of 8.375% Senicr 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. Congurrent with the issuance of the Notes,
MMC entered into interest rate swap transactions to hedge 100% of its
axposure to changes in the fair value of the Notes. The swap transactions
effectively converted the fixed rate obligations into floating rate obliga-
tions, Under the terms of the swaps, the swap counterparties paid MMG
a fixed rate equal to the coupon rate on the bonds. MMC paid the swap
counterparties a fioating rate of 6-rmonth Libor plus 9.25 bps for the five-
year swap and 6-month Libor plus 2545 bps for the ten-year swap. In
July 2002, MMC dedesignated 50% of the fair value hedge on each of the
Nates 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 life of the related Notes. MMC redesignated

the remaining portion of the swaps as a fair value tiedge of 50% of the
Notes. The redesignated swaps cartied the identical terms and conditions
as the original swaps and under SFAS No. 133 qualified for hedge
accounting and met all criteria necessary 1o conclude the hedge would 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 amaount of fair value adjustments praviously recognized is
being amortized over the remaining life of the related Notes. As a resutt of
these transactions, the effective interest rate over the remaining life of the
Notes, including the amortization of the fair value adijustrents, is 4.0% for
tha Notes due in 2007 and 5.1% for the Netes due in 2012,

MMC has a fixed rate non-recourse mortgage note agreement dug in
2009 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
would be entitled to remain in the space and would be obligated to

pay rent sufficient to cover interest on the notes or at fair market value

if greater.

Scheduled repayrments of long-term debt in 2004 and in the four suc-
ceeding years are $7 milion, $666 milion, $61 milion, $504 milion and
$251 million, respectively.

1]. Financial Instruments

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

2003 2002
December 31, Carrying Fair  Camying Fair
{iry rrillions of doffars) Amount Value Amount Value
Cash and cash equivalents $ 665 § 665 £ 546 § 546
Long-term investments $ 648 $ 6438 $ 578 § 578
Short-term debt $ 447 § 447 $ 543 § 543
Long-term debt $2,910 $3,069 £2.891 $3,116

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 investrments, for which there are no read-
ily available market prices, amounting to $100 milicn and $168 million at
Dacember 31, 2003 and 2002, respectively, which are carried on a cost
basis. MMC menitors these investments for impalrment and makes
appropriate reductions in carrying values when necessary.

MMC had available for sale securities and trading investments with an
aggregate fair value of $548 million and $410 milion at December 31, 2003
and 2002, respectively, which are carried at market value under SFAS 115,

47

Gross unrealized gains amounting to $304 million and $209 million and
gross unrealized losses of $2 milion and $23 million at December 31,
2003 and 2002, respectively, have been excluded from eamings and
reported, net of deferred income taxes, as accumulated other compre-
hensive 1oss which is a component of stockholders’ equity.

MMC recorded net gains (losses) associated with its available for sale
securities of $34 milion, $57 million and ${111) million, in 2003, 2002 and
2007, respectively. Procesds from the sale of available for sale securities
for the years ended December 31, 2003, 2002 and 2001 were $94 milion,
$161 million and $155 million, respectively. Gross realized gains on avail-
able for sale securities sold during 2003, 2002 and 2001 amcunted to
$49 million, $100 million and $112 million, respectively. In 2003, 2002 and
2001, MMC recorded losses of $15 million, $43 millior and $223 million
respectively, related to the decline in value of certain available for sale
securities that ware other than temporary. The cost of securities sold is
determined using the average cost method for equity securities.

MMC also holds investments in certain private equity fund partnerships
which are accounted for using the equity methed. MMC's share of gains
{losses) from such investments, and from trading securities, of $66 million,
$10 mition and $(31) million in 2003, 2002 and 2001, respectively, is
included in Investment income {loss) in the Consclidated Statements

of Income.

A portion of insurance fiduciary funds which MMC holds to satisfy ficu-
clary obligations is invested in high quality debt securities, which are gen-
erally held to maturity. The difference between cost and fair value of these
investments is not material.




Short-term and Long-term Debt: The fair value of MMC’s short-term
debt, which consists primarily of commercial papeér borrowings, approxi-
mates its carrying value. The estimated fair value of MMC's long-term
debt is based on discounted future cash flows using current interest rates
available for debt with similar terms and remaining maturities.

Option Contracts: In 2001, MMC entered into a series ¢f option con-
tracts to hedge the variability of cash flows from forecasted sales of cer-
tain available for sale equity investments. The sales are forecasted to
oceur over the next four quarters. 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 loss until the related forecasted sales ocecur, The
hedging relationship is considered perfectly sffective because all critical
terms of the hedge and the forecasted sales match. As a resuit no hedge
ineffectiveness will be recognized in eamings. At December 31, 2003,
the net increase in fair value of the option contracts of $2 million was
recorded as an asset and a reduction of Accumulated cther comprehen-
sive loss on the Balance Sheet. MMC expects the Accumulated other
cormprehensive loss related to the remaining option contracts to be
reclassified into eamings over the next year as the related forecasted
sales ooour

12 Integration and Restructuring Costs and Charges Related to September 11

In 1999, as part ¢f the 1988 combination with Sedgwick Group, plc
{("Sedgwick”) and the integration of Sedgwick, MMC adopted a plan to
recuce staff and consolidate duplicative offices. The estimated cost of this
plan relating to employees and offices of Sedgwick (*Sedgwick Flan™}
amounted to $285 million and was included in the cost of the acauisition,
The initial liability comprised termination payments to employees and
other emplover related costs of $188 million, leasehold termination costs,
and future rent under noncancelable leases of $97 milion. During 2003,
MMC paid $5 million of costs related to the Sedgwick Plan and $9 million
of the reserves were reversed by MMC and recorded as a reduction of
goodwill. The remaining liability at December 31, 2003 was $20 million.

Merger-related costs for employees and offices of MMC ("MMC Plan”)
amounted to $266 million and were recorded as part of a 1999 charge.
The initiai liability comprised termination payments to employees of

$194 miillion, lease termination costs, and future rent under noncancelable
leasas of $47 milion, and other integration costs of $25 mitlion. During
2043, MMC paid $5 million of costs related to the MMC Plan, MMC also
racorded a credit of $2 million, representing reductions of the remaining
estimated costs of $1 million for leased property costs and $1 million
related to staff reductions. The remaining liability at December 31, 2003
was $10 million.

In the third quarter of 2001, as a result of weakening business conditions,
which were exacarbated by the events of September 11, MMC adopted a
plan to provide for staff reductions and office consolidations, primarily in
the consulting segment {*2001 Plan”). The charge of $61 millicn related to
the 2001 Plan comprised $44 million for severance related benefits and
$17 million for future rent under noncancelable leases. During 2003,

MMC paid $1 million of costs related to the 2001 Plan and increased the
reserve for $1 milion to reflect the current estimate for required lease
payments. The remaining liability at December 31, 2003 was $18 millicn.

In addition to the charges and credits discussed above, in 2003 MMGC
recerded a charge of $1 milion for a change in the estimated rermaining
lease obligations refated to the business combination with J&H and a
credit of $5 million representing the reversa) of an accrual for stock unit
awards rafated 1o the acquisition of Sedgwick. The net credit refated to
changes in the estimated costs for integration and restructuring increased
diluted net income per share by approximately ong-half of ane cent for
the year ended December 31, 2003.

Actions under each of the plans are complete. The remaining accruals,
primarily for future rent under noncancelable leases, costs to restore
leased properties to contractually agreed upon conditions, and salary
continuance arrangements, are expectad to be paid over several years.

I 2001, as a resuit of the events of Septamber 11 and the subsequant
business environment, MMC recorded a pretax charge totaling $187 mi-
lien. MMC also recorded a cradit of $13 million attributaile 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 milion
related to office consdlidations asscciated with the Sedgwick fransaction
and a $6 milion reversal of reserves related to office consolidation costs
associated with the J&H combination. The combined impact of charges
rafated to September 11 and the credit was a $19 reduction in diluted net
income per share in 2001,

13 Common Stock

In 2003, MMC repurchased 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 2003, MMC repurchased
26.1 million shares for total consideration of $1.2 billion, compared with
24.2 million shares for total consideration of $1.2 bilion in 2002.

MMC repurchases shares subject to market conditions, including from
time to time pursuant to the terms of a 10b5-1 plan. A 10b5-1 plan allows a
company t¢ purchase shares during a blackout period, provided the com-
pany communicates its share purchase instructions to the broker prior to

48

the blackout period, pursuant to a written plan that may not be changed.
Approximately 3.7 million of the shares repurchased in 2003 were made
under the 10b5-1 plan. MMC currently plans to continue to repurchase
shares in 2004, subject to market conditions,

On May 16, 2002, the Board of Directors authorized a two-for-one stock
distribution of MMC cormmon stock, which was issued as a stock divi-
dend on June 28, 2002, All capital accounts and references to per share
amounts have been restated for this stock distribution.




14 stocknolder Rights Pian

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 new stockholder rights plan, which was amended and
restated as of January 20, 2000 and further amended on June 7, 2002,
Under the current plan, Rights to purchase stock, at a rate of one Right
for each common share held, were distributed to shareholders of record
on Septernber 29, 1997 and automatically attach to shares issued there-
after. Under the plar, the Rights generally become exercisable after a per-
son or group {) 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 awning 15% or more of MMC's common stock. When the Rights

first become exercisable, a holder wil be entitled to buy from MMC a unit
consisting of one 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 cornmon stock or if a 15% holder
acquires MMC by means of a reverse merger in which MMC and its stock
survive, each Right not owned by a 15% or more shareholder would
become exercisable for common stock of MMC (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 29, 2007,
except as otherwise provided in the plan.

15 Claims, Lawsuits and Other Contingencies

Putnam Matters

Begulatory Matters: On October 28, 2003, the Securities and Exchange
Commission (the "SEC") commenced a civil administrative and cease and
desist proceeding against Putnam under the Investrment Advisors Act of
1940 and the Investment Company Act of 1940. On November 13, 2003,
pursuant to an agreement with Putnam, the SEC entered an order making
findings, which Putnam neither admitted nor denied, of certain facts and
concluded that Putham violated the Investment Advisors Act of 1940 and
the Investment Company Act of 1940. The order imposed partial relief,
including final censure, remedial undertakings, and a cease and desist
order. The SEC’s order found that since 1998 at least six Putnam invest-
ment mariagement professionals engaged in excessive short-term trading
of Putnam mutual funds in their personal accounts. The order 2lso found
that four of these employees engaged in trading in funds over which they
had irvestment decision making responsibilitios and access 1o non-public
information regarding their funds' portfolios. The SEC further found that
Putnam failed to disclose this potentially seff-dealing securities trading to
the boards or sharehclders of the mutual funds it manages, failed to take
adequate steps to detect and deter such trading activity through internal
controls and failed in its supervision of these investment management pro-
fessionals. Under the terms of the order, Putnam has agreed to a number
of rermnedial actions, including new employee trading restrictions, enhanced
employee frading compliance, oversight by an independent third party and
the SEC of the calculation of the amaount of restitution to be made by
Putnam for losses attributable to excessive short-term trading by Putnam
employees, the retention of an independant compliance consultant, the
undertaking of periodic compliance reviews, and certification of comgpli-
ance with the SEC. The order alse contemplates civil monetary penalties to
be determnined at a (ater date. Putnam has also undertaken to make appro-
priate restitution for losses to any of Putnam’s funds resulting from
improper market timing activities by Putnam employees.

In a separate action, the SEC is seeking an injunction against twe of the
six invesiment management employees. All six such employees have
been removed from investment managemenit responsibilities at Putnam.

On Qctober 28, 2003, the Massachusetts Secretary of the Cornmon-
wealth commenced a civil administrative proceeding against Putnam and
two of its employees alleging viclations of the state's securities law anti-
fraud provisions. These viclations are alleged to be based on materiai mis-
staternents in Putnam mutuat fund prospectuses because Putnam
allegediy permitted fund managers to engage in activities contrary to
Putnam'’s stated policy against market timing and short-term trading.
Putnam is aiso alleged to have breached its fiduclary duty to Putnam fund
shareholders by allowing such ermployee conduct. In addition, the Massa-
chusetts action aileges that Putnam permitted certain non-employes
shareholders of Putnam funds to engage in excessive market timing activ-
ities in violation of policies allegedly disciosed by Putnam in its mutual
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fund prospectuses. The Massachusetts action seeks to have Putnam per-
manently cease and desist from violating the Massachusetts securities
law, and to pay restitution to the funds and administrative fines in an
undetermined amount.

Additionally, Putnarm has received document subpoenas and/or requests
for information from the United States Attormey in Beston, the Florida
Department of Financial Services, the Office of the Attormney General for the
State of New York, Offices of the Secretary of State and the State Auditor
for the State of West Virginia, the Naticnal Association of Securities Dealers
{the “NASD") and the Boston office of the LS. Department of Labor inquir-
ing into, among other things, matters that are the subject of the SEC and
Massachusetts actions.

Putnam has also received subpoenas from the SEC's Philadelphia office,
seeking documents relating to Putnam’s directed brokerage practices
and the SEC has interviewed, and taken testimony from, a number of
Putham employees refating to revenue sharing practices. In addition,
Putnam has received a request for information from the SEC's Chicago
office and the NASD regarding revenue sharing amrangements.

Putnam is fully cooperating with the regulatory authorities,

In the fourth quarter of 2003, Putnam recorded net costs of $24 milion
related to these proceedings, which included the estimated potential
restitution to the Putnam Funds, and compliance, legal and communica-
tion expenses. Putnam’s partial settlernent with the SEC includes civil
penalties not yet determined, and therefore, no provision has been
made for such penalties,

Securities Utigation: As of March 4, 2004 MMC and Putnam have
received compiaints in approximately 70 civil actions based on allegations
of market timing activities. These actions have been filed in federal court in
MNew York, Massachusetts, Califormia, llinois, Connecticut, and Delaware,
and in state court in New York, Massachusetts, Califormia, llincis, Ver-
mont, Kansas, and Nerth Carolina. These civil actions are as follows:

Ten purported securities class actions (the "MMC Ciass Action Com-
plaints”) have been filed in United States District Court for the Southem
District of New York on behalf of a class of purchasers of MMC stock dur-
ing the period from January 2000 to November 2003. The MMC Class
Action Complaints allege, among other things, that MMC failed to dis-
close certain market timing activities at Putnam which, when disclosed,
resuited in a drog in the market price of MMC's shares. The MMC Class
Action Complaints also name as defendants certain officers and directors
of MMC. The MMC Class Action Complaints assert claims under Sections
10(b) and 20(a)} of the Exchange Act.

Three shareholder derivative actions have been filed against members of
MMC's Board of Directors, and MMC as a nominai defendant. In these
acticns, the plaintiffs purport to state commion law claims based on,




among other things, the Board’s alleged fallure to prevent the alleged mar-
ket timing frorm occumng. Two of the MMC derivative complaints were filed
inthe United States District Gourt for the Scuthem District of New York and
one was fited in the Supreme Court for the State of New York.

MMC anc/or Putnam have been named in 56 additional actions brought by
investors in Putnam funds claiming damages to themsetves or the Putnam
funds as a result of various market timing activities. These actions have
been brought either individually (the “Individual Complaints”), derivatively
{the “Putnam Derivative Complaints™), or on behalf of a putative class {the
"Putnam Class Action Complaints™. The Individual Complaints, the Putnam
Class Action Complaints (which also name as defendants certain Putnam
funds and certain Putnam employees) and the Putnam Derivative
Gomplaints (which also name as defendants certain Putnam officers and
employees and certain trustees of the Putnam funds), allege violations of
the federal securities and investment advisory laws and state law. At this
time, seven of these cases are pending in varicus state courts. Putnam has
also been narmed as a defendant in one suit in its capacity as a sub-advisor
t¢ a non-Putnam fund.

MMC and Putnam moved before the Judicial Panel on Multidistrict Litiga-
tion (the “MDL Panel”) to consolidate the federal matters before a single
judge. On February 20, 2004, the MDL Panel issued an order transferring
many of the cases against MMC and Putnam, along with those against
other mutual fund complexes, to the United States District Court for the
Cistrict of Maryland for coordinated pretrial proceedings. In most of the
federal cases, gither by agreement of the parties or order of the court,
MMC and Putnam are not reguired to respond until after amended com-
plaints have been filed in the congolidated actions.

Putnam has agreed to indemnify the Putnam funds for any liabilities aris-
ing from market timing activities, including those that could arise in the
securities litigations, and MMC has agreed to guarantee Putnam's obliga-
ticns in that regard.

ERISA Litigation; MMGC, Putnam, and various of their officers, directors
and employees have been named as defendants in three purported class
actions asserting claims under ERISA (the “ERISA Actions”). The ERISA
Actions, which have been brought by participants in MMC's Stock Invest-
ment Plan and Putnam'’s Prafit Sharing Retirement Plan (collectively, the
“Plans™), allege, among other things, that, in view of the market timing
trading activity that was allegedly allowed to aceur at Putnam, the defen-
dants knew or should have known that the investment of the Plans’ funds
in MMC's stock and Putnam's mutual fund shares was imprudent and
that the: defendants breached their fiduciary duties to the Plans’ partici-
pants in making these Investments. The three ERISA Actlons were filed in
federal court for the Southem District of New York,

The complaints in the above referenced matters seek monetary damages
and other forms of relief. At the present time, MMC's management is
unable to estimate the impact that the outcome of the foregoing proceed-
ings may have cn MMC's consolidated results of operations, financial
paosition or cash flows.
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Employment Dispute

Lawrence J. Lasser, former President and CEQ of Putnam, has initiated
an arbitration procaading against MMC. The arbitration will determing
wiether and to what extant M. Lasser is owed any money under his
employment arrangements with Putnam.

Other Matters

MMC and its subsidiaries are subject to various claims, lawsuits and pro-
ceedings consisting principally of alleged errors and omissions in connec-
tion with the placement of insurance or reinsurance and in rendering
investment and consulting services. Some of these matters seek gam-
ages, including punitive damages. in amounts which could, if assessed,
be significant, Insurance coverage apelicable to such matters includes
glements of both risk retention and rigk transfer.

As part of the combination with Sedgwick, MMGC acquired several insur-
ance underwriting businesses that were already in run-off, including River
Thames Insurance Company Limited ("River Thames"), which was sold in
2001. Sedgwick guaranteed payment of claims on certain policies under-
written through the Institute of London Underwriters by River Thames
{"ILU Guarantee”). The policies coverad by the ILU Guarantee are rein-
sured up to £40 million by a refated party of River Thames. Payment of
claims under the reinsurance agreement is collateralized by segregated
assets held in atrust. As of December 31, 2003, the reinsurance coverage
exceeded the best estimate of the projected liability of the policies cov-
ered by the ILU Guarantee. To the extent River Thames ar the reinsurer
are unable to meet their obligations under those policies, a claimant may
seek to recover from MMG under the guarantee.

As part of a continuing intemal review of compliance procedures and
contrcls, Putnam determined in 2004 that certain error correction and
accounting procedures in its defined contribution service organization
ware not followed appropriately in prior years, including instances where
controts were willfully circumventad. Putnam has notified the Funds'
Trustees and the regulators of these findings. Subsequent to release of
MMC's annual eamings on January 29, 2004, Putnam’s investigation
determined that cliem restitution and other ¢osts resufting from non-com-
pliance with these procedures, amounting to $6 million, should be
recerded in the 2003 financial statements, This amount is included in
MMC's results of operations for the year ended December 31, 2003.

Although the uftimate cutcome of these Other Matters and the Employ-
ment Dispute cannet e ascertaned and liabilities in indeterminate
amounts may be imposed on MMG and its subsidiaries, on the basis of
present information, it is the epinion of MMC's management that the dis-
position or ultimate determination of these claims, lawsuits, proceedings.
reviews or guarantess should not have a materal adverse effect on
MMC’s consolidated financial position or cash flows, but may be material
1o MMC's operating results in any particular period.




16 Segment Information

MMC operates in three principal business segments based on the services provided. Segment performance is evaluated based on segment operating
income, which includes investrnent income and losses attributable to each segment, directiy related expenses and minority interest, but excludes
charges related to September 11, 2001, charges or credits related to integration and restructuring reserves and corporate expenses. The accounting poli-
cies of the segments are the same as those used for the consolidated financial staterments 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 segrments and geographic areas of operation follow:

For the Years Ended Depreciation

December 31, Operating Total and Capital
{in miions of doflars} Revenue Income Asseots Arnortization Expenditures
2003 —

Risk and Insurance Services $ 6,368@ $1,751 $ 9,625 $203 $281
Investment Management 2,001 497 2,377 106 56
Consulting 2,719 363 2,786 70 59
Total Operating Segments $11,588 $2,611 $14,788 $379 $396
Corporate/Eliminations - {115)© 2651 12 40
Total Consolidated $11,588 $2,496 $15,053 $391 $436
2002 —

Risk and Insurance Services $ 59101 $1,490 $ 8,571 $183 $257
Investment Management 2.166 560 2,144 108 82
Consutting 2,364 326 2,080 58 53
Total Operating Segments $10,440 $2,376 $12,785 $34% $392
Corporate/Eliminations — (102 1.060% 10 31
Total Consclidated $10,440 $2,274 $13.855 $359 $423
2001 —

Risk and Insurance Services $ 51520 $1,139 $ 7,859 $307 $262
Investment Management 2,409 5840 3.001 124 102
Consulting 2.308 33 1,804 32 856
Total Operating Segments $ 9,869 $2,036 $12,764 $503 $380
Corporate/Eliminations — {273y 1.005% 17 43
Total Consolidated $ 9,869 $1.763 $13.769 $520 $433
{a) Includes interest incomea on fiduciary funds ($114 miliion in 2003, $118 million in 2002 and $165 million in 2001).

(6} Includes charge of $222 million refated to an other than temporary decline in value of the common stock of Gruppe Bipop-Carire Sp.A.

(c) Dstails provided in the chart below.

(d) Corporate assets primarily include urallocated goodwil, insurance recaverables, prepaid pension and a partion of MMC's headquarters building.

A reconciliation of segment operating income to operating income in the Consclidated Statements of Income is as follows:

{in miions of doflars) 2003 2002 2001
Income Before Income Taxes and Minority Interest:

Total segment operating income $2,611 $2.376 $2,036
Corporate expense (140) (123) 116
Cther charges and credits (see Note 12) - - (174)
Reclassification of minority interest 25 21 17
Qperating income $2,496 $2,274 $1,763
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Operating Segment Revenue by Product is as follows:

{in mitlions of dollars) 2003 2002 2001
Risk & Insurance Services
Risk Management and Insurance Broking $ 5,179 $ 4,411 $3.829
Reinsurance Broking and Services 775 632 523
Related Insurance Services 914 B67 800
Total Risk & Insurance Serviges 6,863 5810 5,152
Investment Management 2,001 2,166 2,409
Consulting
Retirament Services 1,208 1.115 1,022
Health Care & Group Benefits 388 338 343
Human Capital 379 340 361
Management and Organizaticnal Change 449 280 322
Economic 150 130 112
2,574 2.223 2,160
Reimbursed Expenses 145 147 148
Total Consutting 2,719 2,364 2.308
Total $11,588 $10,440 $9.869
Information by geographic area is as follows:
{in ritions of doflars) 2003 2002 2001
Geographic Area:
External Revenue —
United States $ 7,37 $ 7.005 $6,811
United Kingdom 1,760 1,499 1,325
Caontinental Europe 1,241 8950 843
Other 1,216 G986 890
$11,588 $10,440 $9,869
Fixed Assets —
United States $ 921 S 914 5 912
United Kingdom 308 261 192
Continental Furops 78 64 55
Other a2 69 76
$ 1,389 $ 1,308 $1.235
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Report of Management

Independent Auditors’ Report

The management of Marsh & Mcl.ennan Companies, Inc. has prepared
and is responsible for the accompanying financial statements and other
related financial information contained in this annual report. MMC's finan-
cial statements were prepared in accordance with generally accepted
accounting princigles, applying certain estimates and informed judgments
as required. Deloitte & Touche LLP, indepandent auditors, have audited
the financial statements and have issued their report thereon.

MMC maintains a system of intemal accounting controls designed to pro-
vide reasonable assurance that transactions are executed in accordance
with management’s authorization, that assets are safeguarded and that
proper financial records are maintained. Key elemants of MMC's intermal
controls include securing the services of qualified personnel and proper
segregation of duties. Internal auditors manitor the control system by
examining financial reports, by testing the accuracy of transactions and by
otherwise obtaining assurance that the system is operating in accordance
with MMC's objectives.

The Audit Committee of the Board of Directors is composed entirely of
independent outside directors and is responsible for recocmmending to
the Board the independent auditors to be engaged tc audit MMC's finan-
cial statements, subject to stockholder ratification. In addition, the Audit
Committee meets periodically with intemal auditors and the independent
auditors, both with and without management, to discuss MMC's intermal
accounting controls, financial reporting and other related matters. The
internal auditors and independent auditors have full and unrestricted
access to the Audit Committee.

Y

Jeffrey W, Greenberg
Chairman and

Chief Executive Officer
March 5, 2004

Sandra S. Wiinberg
Senior Vice President and
Chief Financial Officer
March &, 2004
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The Board of Directors and Stockhalders of
Marsh & McLennan Companies, Inc.:

We have audited the accompanying consolidated balance sheets of
Marsh & MclLennan Companies, Inc. and subsidiaries as of December 31,
2003 and 2002, and the ralated consclidated statements of income,
stockholders' equity and comprehensive income, and cash flows for each
of the three years in the period ended Decernber 31, 2003. These financial
statements are the responsibility of the Company’s management. Cur
responsibility is to express an opinton on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States of America. Those standards require that
we plan and perform the audit to cbtain reasonable assurance about
whether the financial statements are free of material misstatement. An
audit includes examining, on & test basis, avidencs supporting the
amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the ovarall financial
statement presentation. We believe that our audits provide a reasonable
basis for our opinion.

in our opinion, such consclidated financial statements present fairly, in all
material regpects, the financial position of Marsh & MclLennan Compa-
nies, Inc. and subsidiaries as of December 31, 2003 and 2002, and the
results of their operations and their cash flows for each of the three years
in the period ended December 31, 2003 in conformity with accounting
principles generally accepted in the United States of America.

As described in Note 5 te the financial statements, the Company changed
its method of accounting for goodwill amortization to conform to State-
ment of Financial Accounting Standards No. 142, Goodwill and Other
Intangible Assets.

CDM_ rga—«dr_ 44 J2

New York, New York
March 5, 2004




Marsh & Mclennan Companies, Inc. and Subsidiaries

Selocted Quarterly Ferancial Data and,

S%zéw“/ %ﬂwﬁdﬂ/ (onawdited,)

get ‘Snr?m}f} Dividands
{in miflicns of dotiars, Operating Net er whare Paid Per
except per share figures) Revenue Income Income Basic Diluted Share
2003:
First quarter $ 2,852 $ 717 $ 443 $ .83 $ .81 $ .28
Second auarter 2,865 599 365 B8 .66 .28
Third quarter 2,837 593 357 .67 .65 Y|
Fourth quarter 3,034 587 375 a1 .69 31
$11,588 $2,496 $1,540 $2.89 $2.81 $1.18
2002:
First quarter $ 2,635 $ 687 3 418 $ .76 $ .73 $ .265
Second quarter 2,612 565 336 62 .60 265
Third quarter 2,553 512 299 56 .55 .28
Fourth quarter 2,640 510 312 58 57 .28
$10,440 $2,274 31,365 $2.52 $2.45 $1.09
2001:
First quarter $ 2631 $ 645 $ 369 $ .67 $ .63 $ 25
Second quarter 2,541 526 293 53 51 25
Third quarter 2,407 3120 1680 31 .29 .265
Fourth quarter 2,290 2806 144 .26 .26 265
£ 9,869 $1,7634 $ 9746 $1.77 $1.70 $1.03

(a) Net incorme per share is computed independently for each of the periods presented. Accordingly, the sum of the quarterly net income per share
armounts does not equal the total for the year in 2001,
{b) Includes charges related to September 11 and restructuring costs of $173 which reduce diluted net income per share by $19.
{c) Includes charges related to September 11 and restructuring costs of $223 which reduce diluted net income per share by $.24.
{d) Includes charges related to September 11 and restructuring costs of $396 which reduce diluted net income per share by $42.

Ali per share amounts have been restated for a two-for-one stock distribution of MMC commeon stock, which was issued a3 a stock dividend on

June 28, 2002.

As of February 29, 2004, there were 11,363 stockholders of record.
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Marsh & McLennan Companies, Inc. and Subsidiaries

iveVear Statistical Smxyy[ (%"mfm

Compound

For the Years Ended December 31, Growth Rate
{in milfions of doltars, except per share figures) 2003 2002 2001 2000 1899  1998-2003
Revenue:
Risk and Insurance Services $ 688 $ 5910 %5152 $ 4,780 $ 4,523 15%
Investment Management 2,001 2186 2,409 3,242 2,684 3%
Consulting 2,719 2,364 2,308 2,286 2,086 10%

Total Revenue 11,588 10,440 9,869 10,308 9,293 10%
Expenses:
Compensation and Benefits 5,926 5,199 4,877 4,941 4,574 11%
Other Operating Expenses 3,166 2,967 3,229 3,188 3,252 6%

‘Total Expenses 9,092 8,166 8,106 8,129 7,826 9%
Operating Income 2,496 2,274 1,763 2,179 1,467 12%
Interest Income 24 19 23 23 21
Interest Expense (185) {160) (196) (247} (233)
Income Before Income Taxes and Minority Interest 2,335 2,133 1,590 1,955 1,255 12%
Income Taxes 770 747 599 753 524
Minority Interest, Net of Tax 25 21 117 21 5
Net Income $ 1,540 $ 1365 $ 974 $ 1,181 § 726 14%
Basic Net Income Per Share Information:
Net Income Per Share $ 289 $% 252 % 177 $ 218 § 1.38 13%
Average Number of Shares Outstanding 533 541 550 543 526
Diluted Net Income Per Share Information:
Net Income Per Share $ 281 $ 245 % 170 $ 205 % 1.3 14%
Average Number of Shares Qutstanding 548 557 572 569 543
Dividends Paid Per Share $ 118 % 109 $ 103 $ 95 $%$ .85 10%
Return on Average Stockholders’ Equity 29% 27% 19% 25% 19%
Year-end Financial Position:
Working capital $ (188} $ (199) $ (B22) % (855) $1(1.405)
Total assets $15,053 313,855 $13.769 $14,744 $13,503
Long-term debt $ 2910 $ 2891 $ 2334 $ 2347 $ 2.357
Stockholders' equity $ 5451 35018 $ 5173 § 5228 §$ 4,170
Total shares outstanding (excluding treasury shares) 527 538 548 552 534
Other Information:
Number of employees 60,400 59,400 57.800 57,000 52,900
Stock price ranges—

.S, exchanges—High $ 5497 $ 5730 % 5903 %6785 % 48.38

—Low $ 3827 $ 3461 $ 3970 % 3525 % 28.57

{a) Includes charges refated to September 11 and restructuring costs of $396 million.

() Includes integration and restructuring costs of $337 million.

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

cperations in 2003 and 2002.
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Richard M. Morrow
Former Chairman, Amoco Corporation

George Putnam
Chairman Emeritus, The Putnam Funds

Frank ]. Tasco
Former Chairman, MMC

COMMITTEES OF THE BOARD

Audit

Stephen R. Hardis, Chairman
Oscar Fanjul

Gwendolyn 8. King

David A. Olsen

Morton Q. Schapiro

Adele Simmons

Compensation

Lewis W. Bernard, Chairman

Robert E Erburu

Oscar Fanjul

The Rt. Hon. Lord Lang of Monkton, DL

Directors and Governance

Robert F Erburu, Chairman

Gwendolyn S. King

The Rt. Hon. Lord Lang of Monkton, DL
Morton O. Schapiro

Executive

Jeffrey W, Greenberg, Chairman

Lewis W. Bernard

Stephen R. Hardis

The Rt. Hon. Lord Lang of Monkton, DL
Adele Simmons

AJ.C. Smith

OTHER CORPORATE OFFICERS

Sandra 5. Wijnberg
Senior Vice President and
Chief Financial Officer

William L. Rosoff
Senior Vice President and
General Counsel

Charles E. Haldeman
President and Chief Executive Officer,
Putnam Investments

Francis N. Bonsignore
Senior Vice President,
Executive Resources and Development

Barbara S. Perlmutter
Senior Vice President, Public Affairs

nternatisnal uﬁémjy Poard

A.J.C. Smith

International Advisory Board Chairman
Chairman, Putnam Investments

Former Chairman, MMC

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

Raymond Barre (France)
Former Prime Minister

Rolf-E. Breuer (Germany)
Chairman, Deutsche Bank AG

Mathis Cabiallavetta (Switzerland)
Vice Chairman, MMC
Chairman, MMC Global Development

John R. Evans (Canada)
Chairman, Torstar Corporation

Oscar Fanjul (Spain)

Vice Chairman and Chief Executive Officer,
Cmega Capital

Honorary Chairman, Repsol YPF

Toyoo Gyohten (Japan)

President, Institute for

International Monetary Affairs
Former Chairman, The Bank of Tokyo
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Marcilio Marques Moreira {Brazil)
Former Finance Minister and
Former Ambassador to the United States

Paul F. Oreffice (United States)
Former Chairman and

Chief Executive Officer,

The Dow Chemical Company

Jesis Silva-Herzog (Mexico)
Former Finance Minister and
Former Ambassador to the United States

Wei Ming Yi (China)

Chairman, International Advisory Council,
China International Trust and

Investment Corporation
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