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MMC is a global professional services firm providing advice and solutions

In the areas of nisk, strategy, and human capital It 1s the parent company of a number of the world’s
leading risk experts and specialty consultants, including Marsh, the insurance broker and risk advisor,
Guy Carpenter, the nisk and reinsurance specialist, Mercer, the prowider of HR and related finanoal
advice and services, Oliver Wyman, the management consultancy, and Kroll, the risk consulting firm
With more than 55,000 employees worldwide and annual revenue exceeding $11 billion, MMC provides
analysis, advice, and transactional capabilities to clients in more than 100 countries

This annual report contains “forward-looking statements,” as defined in the Private Securities Liigation Reform Act of 1995
Please see “Information Concerning Forward-Looking Staiements” on page 1 1n the Form 10-K mduded n this annual report




Letter From The Chairman
Dear Shareholder

2007 was difficuli for MMC We mrussed the performance goals we had set, which was
disappointing to shareholders and the Board As a result, MMC’s directors devoted a great
deal of ime dunng the year to analyzing and taking action to enhance the company's future

The Board continues to believe that MMC's principal businesses represent exceptionally
strong franchises At the same time, we are acutely aware that the level of performance
demonstrated by MMC in 2007 was unacceptable This prompted the Board to make key
changes 1n senior leadership The most significant of these were the appowntments of Brian
Duperreault as president and chief executive officer of MMC and Dan Glaser as chairman and
chief executive officer of Marsh

Brian Duperreault speaks about his plans for MMC 1n the accompanying CEO’s letter 1 wall
bnefly summanze MMC's operating results in 2007 and the Board's view of the future

MC’s financial results 1n 2007 fell far short of our expectations While consohdated
reveniue grew 8 percent, consolidated operating income fell 12 percent

In our Risk and Insurance Services segment, Marsh's sharp decline in profitability contributed
to a 25 percent drop 1n segment operating income compared with 2006 Guy Carpenter did
reasonably well in a difficult reinsurance market, increasing revenue shightly over 2006

Kroll, which compnises our Risk Consulting and Technology segment, suffered a marked
decline 1n profitability, as segment operating income fell 29 percent year-over-year

By contrast, our Consulting segment, compnsing Mercer and Oltver Wyman Group, contnued
to perform exceptionally well Segment revenue grew 16 percent, which helped dnive a
30 percent improvement 1n profitabihity over 2006

In August 2007, MMC completed the sale of Putnam for $3 9 bithion in cash While Putnam
had been an exceptional performer i most of the years it was part of MMC, the Board
concluded that 1t was now essential for management to concentrate 1ts attention on our Risk
and Insurance Services and Consulting businesses The sale of Putnam enabled MMC to
repurchase $1 3 bithon of outstanding commeon stock dunng 2007 The Board’s desire to
return cash to shareholders was also demonstrated by our decision 1n January 2008 to
increase MMC’s quarterly dividend from $ 19 to $ 20 per share

In the second half of 2007, the Board concluded that new leadership was required for MMC
to translate 1ts franchise value into stronger retumns for shareholders I belheve the
executive team now 1n place 15 capable of doing that

The Board appointed Brian Duperreault as MMC's president and chief executive officer 1in
January 2008 Brian s a proven leader in the imsurance industry, with a history of delivenng
value to shareholders He was chairman and chief executive officer of ACE Limited from 1994
to 2004 and continued as chairman through 2007 Under Bnan's leadership, ACE grew from a
boutique catastrophe insurance spectalist into a global multi-line commercial enterpnse, and
recorded a nearly 19-fold increase in market capitahization Prior to his tenure at ACE, Bnian
worked at AIG for over 20 years, eventually becoming executive vice president of AIG Foreign
General Insurance and chairman and chief executive officer of AIG’s Amencan Intemational
Underwnters Bnan 1s a lughly regarded insurance industry veteran We are extremely
pleased to have him at MMC's helm
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The Board appointed Dan Glaser as chairman and chief executive officer of Marsh in
December 2007 Dan has the combination of vision, mdustry knowledge, and managenal
skills required to get Marsh back on track In his most recent role, he served for five years
as managing director of AIG Europe (U K ) Previously, he was president and chief operating
officer of Willis Risk Solutions, the Willis large accounts practice 1am especially confident
in Dan because he knows the Marsh culture—he began his career at the company and
spent a decade serving Marsh chents in New York, London, and Saud: Aratia

Also, 1n January 2008, the Board welcomed Bruce Nolop as a new independent director Bruce
was untl recently executive vice president and chief financial officer of Pitney Bowes, and has
extensive previous expenence in the investment banking and consumer products indusiries
The Board will benefit from his financial and strategic mnsight

Flnally, I will add a note on corporate governance at MMC It 1s strong Over ihe last two
years, the Board has made a deliberate effort to introduce best governance practices 1n
the interest of transparency and accountability to shareholders The several steps we have
taken include strengthening the Board’s independence (11 of our 12 directors are
independent), introducing majonty voting in director elecions, and determning to
declassify the Board's structure so that all directors face elecion annually MMC will ask
shareholders to approve this declassification at the annual meeting 1n May 2008

MMC has faced difficult tirnes You have been patient You deserve to benefit from the
underlying strength of MMC's franchises, as shareholders have throughout most of this
corporation’s proud history As we move forward, I am optimistic that you will

Sincerely,

Stephen R Hardis
Chairman
March 31, 2008




Letter From The CEO
Dear Shareholder

I am dehghted to be wnting to you, my fellow shareholders, as the new CEQ of MMC [ arnved
1in February, just a few days before the announcement of MMC's 2007 earmungs Therefore, this
will not be the typical CEO letter that reviews the pnior year and talks about performance and
what was accomplished 1do, however, want to discuss what we hope to accomplish in the
coming months and years

Why did 1 come to MMC? Many people have asked me why I took this job They pointed out
that MMC 1s a company that has faced, and continues to face, a number of challenges That s
precisely why I found this opportumty to be so attractive 1 was excited because I knew this
company—I knew what 1t had been, and I felt that I knew what it could be again I have
worked with Marsh and Guy Carpenter, and I have been a client of Mercer [ have admured
MMC for what it has done It1s a firm that has brought together a unique set of assets, each
performing very ymportant and worthwhile work for enterpnses and people around the world

But MMC 15 also a company that has gone through some very tough times At certain points,
mistakes were made, which we must acknowledge While many individual businesses and
many people and teams have done outstanding jobs, as a whole and as a corporation, we've
failed to adequately perform for our shareholders

Despite the disappointing performnance, the company 1s still strong 1t has outstanding people,
great intellectual capial, tremendous services, and unparalleled relationships Despite all of
the problems, the people of MMC have demonstrated a great spint and sense of commitment
That 1s what made this such a compelling opportumity for me—I know we can do better At
the end of the day, 1t was my admiration for this company and my recognition of 1ts
tremendous unrealized potential that attracted me

ince February, nothing [ have seen has altered my view of MMC The question now 1s how
to realize our potential and produce the performance our shareholders deserve To do this,
we need to think about both the short term and the long term

In the short term, and in particular in 2008, 1 have some very specific objectives

1 Fux Marsh The performance of Marsh, our largest business, has been a major factor in our
faiture to perform as a corporation An important step was made with the hining of Dan
Glaser, a seasoned and proven insurance broking and underwnting executive, as CEO of
Marsh We need to drarmatically improve the cost structure of Marsh, simplify how we
work, and make sure we are dehvering the nght value to chents

2 Rationahze Kroll Kroll has been a source of volatility and disappointment We are looking
at the businesses of Kroll and working to determine how the parts of Kroll relate to each
other and how they fit with the rest of MMC

3 Mamtain the performance of Guy Carpenter The team at Guy Carpenter has done a good job
of performing 1n the face of challenging remnsurance markets With new leadership at
Guy Carpenter, we need to continue, and 1n fact enhance, our ability to manage the
business well on a global basis, despite pricing cycles

4 Continue profitable growth at Mercer and Oliver Wyman Our two largest consulting
businesses, Mercer and Oliver Wyman, have demonstrated sigmificant growth and
established industry-leading posiions They need to continue to invest and manage for
growth 1n the face of uncertain econormic conditions dunng 2008




5  Reshape and focus the corporate center We are thinking through the role of MMC as the
enterpnise that holds this portfolio of businesses The center has the core responsibihty
of making sure that MMC's businesses are run well and adhere to compliance
standards The center also needs to concentrate on how io support and enhance the
performance of the operating companies 1n the most cost-effective manner We have
begun to create a more focused and leaner corporate center, and we will continue our
efforts durning the year

These short-term actions are important, critical, and necessary Accomplishing these goals
will have a significant impact on performance and shareholder value At the same time, we
don't believe they will be sufficient to build the platform we need for growth over the
coming years We need to do more

We have been developmng a clearer vision of what MMC can and must be We are a
professional services firm, commtted to assist our clients in the protection and
enhancement of value through advice and solutions 1n nsk, strategy, and human capital
With the sale of Putnam and the other actions we have taken, we have increased the focus
of our portfolio and the adjacency of the businesses we hold Therefore, MMC has greater
potential for leveraging our chent relationships, 1deas, and people as we work together and
separately

Our vision 1s that MMC will be the premier professional services firm in the areas of nsk,
sirategy, and human capital, with each of our companies being a clear industry leader We
aspire to be the place professionals 1n our industnes seek out and a place professional
services firms wani to Join For these people and groups, we want to be the employer and/or
owner of choice

To do that, we need to create an environment where professionals have the freedom and
suppoert to flounsh and grow We need tc lead and manage mn a way that both motivates and
enables colleagues to innovate, create solutions for clients, and provide world-class client
service, all in a manner consistent with profitable growth

As a business person, I am a builder Over time, as we fix and nurture our existing
businesses, we will grow both organically and through acquisition In our mnsurance-related
businesses, our acquisitions will primanly be focused on geographic expansion In our
consulting businesses, we will use acquisitions both to expand existing practices and to add
new capabilities that fit our mission and vision We believe that a core competence of MMC
i the past was the ability to be a great acquirer, holder, and builder of businesses During
the difficult period since 2004, we have been unable te focus on that role Indeed, our first
prioniy should be the performance of our existing businesses However, as we improve the
performance of our current portfcho, we will return to building and leveraging a platform
for growth

I have enormous faith 1n the people of MMC, the hentage of MMC, the value of 1ts franchises,
and the strong relationships 1t has built wath chents, 1n some cases over decades We have
the potential to be one of the best professional services firms m the world, unigue 1 our
field, providing outstanding value to our clients, colleagues, communities, and long-term
shareholders Ibeleve we can build something great at MMC My commutment to you 1s to
work with our leadership team and our people to realize our poteniial 1look forward to
reporting back to you on our progress over the coming years

Sincerely,

m

Bnan Duperreault
President and CEO
March 31, 2008
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INFORMATION CONCERNING FORWARD-LOOKING STATEMENTS

This Annual Report on Form 10-K contains “forward-looking statements,” as defined in the Private
Secunties Liigation Reform Act of 1995 These statements, which express management's current
views concerning future events or resuits, use words like “anticipate,” “assume,” “believe,” “continue,”
‘estimate,” “expect,” “intend,” “plan,” “project” and similar terms, and future or conditional tense verbs
like “could,” “may,” “might,” “should,” “will” and “would " For example, we may use forward-looking
statements when addressing topics such as changes in our business strategies and methods of
generating revenue, the development and performance of cur services and products, market and
industry conditions, including competitive and pricing trends, changes in the composition or leve! of
MMC's revenues, our cost siructure and the outcome of cost-saving iniiatives, dividend policy and
share repurchase programs, the expected impact of acquisitions and dispositions, pension obligations,
cash flow and hquidity, future actions by regulators, the outcome of contingencies, the impact of
changes in accounting rules, and changes in senior management

Forward-looking statements are subject to inherent risks and uncertainties Factors that could cause
actual results to differ matenally from those expressed or implied in our forward-looking statements
include

& our ability to achieve profitable revenue growth in our rnisk and insurance services segment by
providing both traditional insurance brokerage services and additional nsk advisory services,

& our ability to retain existing clients and attract new business, and our abifity to retan key
employees,

s the impact on nsk and insurance services commission revenues of changes in the avallabibity of,
and the premiums Insurance carriers charge for, insurance and reinsurance products, including
the impact on premium rates and market capacity attributable to catastrophic events such as
hurricanes,

= the impact on renewals in our nsk and nsurance services segment of pricing trends 1n particular
insurance markets, fluctuations in the general level of economic activity and decisions by insureds
with respect to the level of nsk they will seff-insure,

s revenue fluctuations in nsk and insurance services relating to the effect of new and lost business
production and the timing of policy inception dates,

= the mpact of fluctuations in the value of Risk Capital Holdings' investments on profitability in our
nsk and insurance services segment,

= the impact on our consulting segment of pricing trends, utilization rates, legislative changes
affecting clhent demand, and the general economic environment, including threatened or actual
recession inthe U S or other economies,

= our ability to control expenses and achieve operating efficiencies,
= the impact of competition, including with respect to pncing and the emergence of new competitors,

= the economic and reputational impact of itigation and regulatory proceedings described in the
notes to our financial statements,

s our exposure to potential liabilities arising from errors and omissions clams against us,

& our abtlity to meet our financing needs by generating cash from operations and accessing external
financing sources, including the potential impact of rating agency actions on our cost of financing
or ability to borrow,

= our ability to make strategic acquisitions and dispositions and to integrate, and realize expected
synergles, savings or strategic benefits from, the businesses we acquire,

= the impact on net income of foreign exchange and/or interest rate fluctuations,




s changes in applicable tax or accounting requirements, and potential income statement effects from
the application of FIN 48 {“Accounting for Uncertainty in Income Taxes”) and SFAS 142 (“Goodwill
and Cther intangible Assets”), and

s the impact of, and potential challenges in complying with, legislation and regulation in the
junsdictions in which we operate, particularly given the global scope of our businesses and the
possibility of conflicting regulatory requirements across the junisdictions in which we do business

The factors identified above are not exhaustive MMC and its subsidiaries operate n a dynamic
business environment in which new nsks may emerge frequently Accerdingly, MMC cautions readers
not to place undue reliance on its forward-looking statements, which speak only as of the dates on
which they are made MMC undertakes no obhgation to update or revise any forward-looking statement
to reflect events or circumstances ansing after the date on which it 1s made Further information
concerming MMC and its businesses, including information about factors that could materally affect our
results of operations and financial condition, 1s contained in the “Risk Factors” section in Part |, ltem 1A
of this repont
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MARSH & McLLENNAN COMPANIES, INC

ANNUAL REPORT ON FORM 10-K
FOR THE YEAR ENDED DECEMBER 31, 2007

PART |

ITEM1. BUSINESS.

References in this report to “we”, “us” and “our” are {o Marsh & McLennan Companies, Inc (*“MMC™)
and one or more of its subsidianes, as the context requires

GENERAL

MMC 1s a global professional services firm providing advice and solutions in the areas of nsk,
strategy and human capital It s the parent company of a number of the world's leading nsk experts
and specialty consultants, ncludng Marsh, the insurance broker, intermediary and nsk advisor, Guy
Carpenter, the nisk and remnsurance specialist, Kroll, the risk consulting firm, Mercer, the provider of HR
and related financial advice and services, and Oliver Wyman Group, the management consultancy
With approximately 56,000 employees worldwide and 2007 consolidated revenue exceeding $11
bilion, MMC provides analysis, advice and transactional capabilties to clients in more than 100
countnes

MMC conducts business through three operating segments

s Risk and Insurance Services includes nsk management activities (nsk advice, nisk transfer
and nisk prevention and mitigation solutions) as well as insurance and reinsurance broking
and services We conduct business in this segment through Marsh and Guy Carpenter This
segment also includes Marsh & McLennan Risk Capital Holdings

s Consulting includes human resource consulting and related outsourcing and investment
services, and specialized management and economic consulting services We conduct
business in this segment through Mercer and Oliver Wyman Group

= Risk Consulting and Technology includes nsk consulting and related investigative,
quantitative, inteligence, financial, secunty and technology services We conduct business in
this segment through Krol!

We descnbe our operating segments in further detail below We provide financial information
about our segments in our consolidated financial statements included under Part [, ltem 8 of this
report




OUR BUSINESSES

Risk and Insurance Services

Risk and Insurance Services, compnsing Marsh and Guy Carpenter, 1s MMC’s largest business
segment This segment generated 49% of MMC's total operating segments revenue in 2007 and
employs approximately 29,000 colleagues worldwide This segment also includes Marsh & McLennan
Risk Capital Holdings

Marsh

Marsh generated 40% of MMC'’s total operating segments revenue in 2007 Operating through a
global network of approximately 400 offices in over 100 countries, Marsh i1s a world leader in delivering
nsk and insurance services and solutons More than 26,000 Marsh colleagues provide nisk
management, insurance broking, consulting and insurance program management services {o a wide
range of businesses, government entities and professional service orgamzations around the world
Marsh’s clients vary by size, industry, geography and nsk exposure

Clent Relationships  In its main nsk consulting and insurance broking practice, Marsh employs a
team approach to address its clients’ ndividual nsk management and insurance needs Each client
relationship 1s coordinated by a client executive who assembles the resources needed to analyze,
measure and manage the client's vanous risks The chent executive draws from colleagues who
specialize in specific industries (e g , financial services, telecom, life sciences, health care,
construchion, transportation) and/or nsk specialty areas (e g , property, casualty, workers
compensation, environmental, political nsk, financial and professional liabtlity)

Risk Analysis Marsh’s nsk and insurance professicnals identify, analyze and estimate nsks that
anse from client operations and assets These client nsks may relate to physical damage to property,
various hability exposures, and other factors that could result in financial loss, as well as large and
complex risks that require access to world insurance and financial markets Marsh professionals
address traditional property and lhability nisks and a widening range of financial, strategic and operating
exposures, including those relating to employment practices, the development and operation of
technology resources, intellectual property, the remediation of environmental pollution, mergers and
acquisitions, the interruption of revenue streams denved from leasing and credit aperations and
political nsks

Risk Advice and Consulting Marsh professionals use a nsk-based approach to help clients
identify critical functions of their businesses, analyze exposures and evaluate existing nisk treatment
practices and strategies Marsh advises clients in structuring programs for retaining, mitigating,
financing, and transfernng nsk n combinations that vary according to the client’s particular needs and
circumstances In addition to placing insurance, Marsh might help a chient develop risk management
strategies that include loss-control services (such as business continuity planning, ergecnomic and
workplace safety programs and loss information management), or altemative nsk financing (such as
the securthzation of nsk, the placement of nsk with the capital markets and self-insured programs)
Marsh’s professionals help clients implement thetr nsk management and mitigation strategies by
negotiating and executing transactions with the worldwide insurance and capital markets, establishing
and managing specialized insurance companies owned by clients (sometimes known as “captive
Insurance compantes™ and implementing vanous loss-control programs

Global Consumer Practice In addition to its main nsk management and broking practice
described above, Marsh operates a global consumer practice that provides advice, broking,
intermediary and program management services to corporate and association clients globally and to
individual and small business clients pnmarly in the United States Marsh professionals in this practice
design, market and admiruster g varnety of insurance and insurance-related products and services,
such as consumer property and casualty programs and life insurance, purchased by an association’s
or professional group’'s members or provided to employees of corporate clients as part of a voluntary
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payroll deduction program Other areas of the consumer practice include prvate client services, which
provides specialized nsk and insurance programs to high-net-worth individuals and family offices,
Marsh financial services, which offers key-person and executive benefit programs, as well as planning
and wealth preservation solutions to affluent individuals, and a small commercial practice, which offers
standardized insurance programs to small businesses and franchise operations

Support Services Marsh subsidiaries also provide insurance support services such as claims
collection, claims advocacy, injury management, claims administration, and other insurance- and nsk-
related services Marsh provides technological support to nsk management professionals and the
property & casualty indusiry by delivering integrated software and services that support nsk
management, claims, administration, compliance management, bill review and data management

Subsidiaries in the Risk and Insurance Services segment, under various names apart from Marsh,
provide underwnting management services to insurers in the United States and Canada, pnmarily for
professional liabity coverages

Guy Carpenter

Guy Carpenter generated 8% of MMC's total operating segments revenue in 2007 More than
2,500 Guy Carpenter professionals create and execute reinsurance and nsk management solutions for
clients worldwide, by providing nsk assessment analytics, actuanal services, highly specialized product
knowledge, and trading relationships with reinsurance markets Client services also include contract
and claims management and fiduciary accounting Run-off services and other reinsurance and
nsurance administration solutions are offered through Guy Carpenter affiliates on a fee basis

Acting as a broker or intermediary on all ctasses of reinsurance, Guy Camenter places two main
types of property and casualty reinsurance treaty reinsurance, which involves the transfer of a portfolio
of nsks, and facultative reinsurance, which entails the transfer of part or all of the coverage provided by
a single insurance policy

Guy Carpenter also provides reinsurance services in a broad range of specialty practice areas,
including accident and health, agrniculture, alternative nisk transfer, environmental, general casualty,
investment banking, life and annuity, marnne and energy, professional habiity, program manager
solutions, property, retrocessional reinsurance (reinsurance between reinsurers), structured nsk,
surety, terror nsk, and workers compensation In addition, Guy Carpenter provides its clients with
numerous reinsurance-related services, such as actuanal, enterprnise nsk management, financial and
regulatory consulting and portfolio analysis Guy Carpenter's Instrat® unit delivers advanced nisk
assessment analytics, catastrophe modeling and exposure management tools to assist clients in the
reinsurance decision-making process

Guy Carpenter offers run-off services for inactive clients in North Amenca and elsewhere through
Reinsurance Solutions LLC and Reinsurance Solutions Limited, respectively These affiliates also offer
reinsurance and insurance administration solutions on a fee basis

Marsh & McLennan Risk Capital Holdings

MMC owns investments in private equity funds and insurance and financial services firms through
its subsidiary Marsh & McLennan Risk Capital Holdings {"Risk Capital Holdings™) Risk Caputal
Holdings generated 1% of MMC's total operating segments revenue in 2007

Compensation for Services in Risk and Insurance Services

Marsh and Guy Carpenter are compensated for brokerage and consulting services primarnly
thraugh fees patd by clients and commissions paid out of premiums charged by insurance and
reinsurance companies Commission rates vary in amount depending upon the type of insurance or
reinsurance coverage provided, the particular insurer or reinsurer, the capacty in which the broker acts
and negohations with clients For billing and other administrative services, Marsh and Guy Carpenter
receive interest ncome on certain funds (such as premiums and claims proceeds) held in a fiduciary
capacity for others




We also recewve certain investment-related revenues from Risk Capital Holdings For a more
detalled discussion of revenue sources and factors affecting revenue in our Risk and Insurance
Services segment, see Part l], item 7 ("Management’s Discussion and Analysis of Financial Condition
and Results of Operations”) of this report

Consulting

Consulting 1Is MMC’s second-largest business segment, generating 43% of total operating
segments revenue In 2007 and employing approximately 22,000 colleagues worldwide MMC conducts
business in this segment through Mercer and Oliver Wyman Group

Mercer

With more than 18,000 professionals active in 41 countnes, Mercer 1s a leading global provider of
human resource consulting and related outsourcing and investment services Clients include a majorty
of the companies in the Fortune 1000 and FTSE 100, as well as medium- and small-market
arganizations Mercer generated 30% of MMC's total operating segments revenue in 2007

Mercer operates in four areas

Retirement & Investments. The lines of business within Retirement & Investments work together
to offer clients a full suite of retirement advice and solutions

Mercer provides a wide range of strategic and compliance-reilated retirement services and
solutions to corporate, governmental and institutional cents Mercer assists clients worldwide in the
design and govermnance of defined benefit, defined contnbution and hybnid retrement plans Mercer's
financial approach to retirement services enables clients to consider the benefits, accounting, funding
and investment aspects of plan design and management in the context of business objectives and
govemance requirements

Mercer also provides investment consulting services to the fiducianes of pension funds,
foundations, endowments and other investors in more than 35 countries Mercer advises clients on all
stages of the institutional Investment process, from strategy, structure and implementation to ongoing
portfolio management

Mercer's dedicated investment management business provides multi-manager investment
solutions, primarily for retirement plan assets, 1o institutional investors (such as retirement plan
sponsors and trustees), and to individual investers (in Australia and prospectively in other countries)
These solutions include “one-stop” investment advisory and asset management solutions for plan
sponsors, bundied services for frozen defined benefit plans utihzing our expertise in hability-driven
investment and actuanal techniques, and personal wealth solutions The investment management
business offers a diverse range of investment options to meet a full spectrum of nsk/return preferences
and manages 85 investment vehicles across a range of investment strategies in four geographic
regions {US, Canada, Europe and Australia/New Zealand) As of December 31, 2007, Mercer's
Investment management business had assets under management of over $18 billion worldwide

Health & Benefits. In its Health & Benefits business, Mercer assists public and private sector
employers in the design, management and administration of employee heaith care programs,
compliance with local benefits-related regulations, and the establishment of health and welfare
insurance coverage for employees Mercer provides advice and solutions to employers on total health
management strategies, global health brokerage solutions, vendor performance and audit, lIife and
disability management, and measurement of healthcare provider performance These services are
provided through traditional consulting as welt as commission-based brokerage services In connection
with the selection of insurance companies and healthcare providers

Talent. The lines of business within Talent work together to offer consulting services and related
content products to help clients optimize workforce performance
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Mercers human capital business advises organizations on the engagement, management and
rewarding of employees, the design of executive remuneration programs, and improvement of human
resource (HR} effectiveness

Through proprietary survey data and decision support tools, Mercer's information products
solutions business provides clients with human capital information and analytical capabilities to
improve strategic human capital decision making

Mercer's communication business helps clients to plan and implement HR programs and other
orgamizational change in order to maximize employee engagement, dnve desired employee behavior
and achieve improvements in business performance

Outsourcing. Through its Qutsourcing business, Mercer provides benefits outsourcing to clients
globally By delivering services across benefit domains and mtemational borders, Mercer helps clients
more efficiently manage their benefits programs Mercer's Outsourcing business offers total benefits
outsourcing, including administration and delivery for wealth, health and fiexible benefits, total
retirement outsourcing, including administration and delivery for retirement benefits, and stand-alone
services for defined benefit administration, defined contribution administration, health benefits
administration and flexible benefits programs

Qliver Wyman Group

With over 3,500 professionals based in 18 countries, Oliver Wyman Group delivers advisory
services to clients through three operating units, each of which 1s a leader in its field Qliver Wyman,
Lippincott, and NERA Economic Consulting Oliver Wyman Group generated 13% of MMC's total
operating segments revenue In 2007

Oliver Wyman 1s a leading global management consulting firm Oliver Wyman's consultants
specialize by industry and functional area, allowing chents 1o benefit from both deep sector knowledge
and specialized expertise In strategy, operations, risk management, organizationa! transformation, and
leadership development Industry groups include

»  Automnotive,

s Aviation, Aerospace and Defense,

= Communications, Media and Technology,
=  Energy,

= Financial services, including corperate and institutional banking, insurance, and retail and
business banking,

= |Industrial products and services,

= Heaith and Iife sciences,

= Retail and consumer products, and
m  Surface transportation

Cliver Wyman overlays its industry knowledge with expertise in the following functional
specializations

a  Business Transformaton Oliver Wyman adwvises clients who face major strategic
discontinuties and nsks on business model transformation

» Deita Organization & Leadership The Delta business provides consulting services and
customized programs to help CEOs and other senior corporate leaders improve their
individual and crganizational capabilities Services include organizational design and
transformation, enterpnse leadership and board effectiveness, and the Executive Learning
Center, which provides customized executive education programs to help organizations
develop the leaders they need to compete and grow
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m  Finance and Risk Oliver Wyman works with CFOs and other senior finance and risk
management executives of leading corporations and financial institutions to help them meet
the challenges presented by their evolving roles and the needs of their organizations Key
areas of focus include nisk, capital and performance measurement, performance and value-
based management, and nsk govemance amid regulatory changes Oliver Wyman also offers
actuanal consulting services to public and private enterpnises, self-isured group
organizations, insurance companies, government entities, insurance regulatory agencies and
other organizations

8 Marketing and Sales Oliver Wyman advises leading firms in the areas of offer/pricing
optimization, product/service portfolic management, product mnnovation, marketing spend
optimization, value-based customer management, and sales & distribution model
transformation

»  Operations and Technology Oliver Wyman offers market-leading IT organization design, IT
economics management, Lean Six Sigma principles and methodologies, and sourcing
experttse to clients across a broad range of industries

m  Strategy Oliver Wyman 1s a leading provider of corporate strategy advice and solutions in the
areas of growth strategy and corporate portfolio, non-organic growth and M&A, performance
improvement, business design and innovation, corporate center and shared services, and
strategic planning

Lippincotit is a brand strategy and design consulting firm which advises corporations around the
world In a vanety of industrnes on corporate branding, identity and image Lippincott has helped create
some of the world's most recognized brands

NERA Economic Consulting provides economic analysis and advice to public and private
entities to achieve practical solutions to highly complex business and legal issues arising from
competition, regulation, public policy, strategy, finance and iigation NERA professionals operate
worldwide assisting clients including corporations, governments, law firms, regulatory agencies, trade
associations, and international agencies NERA's specialized practice areas include antitrust,
securities, complex commercial itigation, energy, environmental economics, network industries,
intellectual property, product hability and mass torts, and transfer pricing

Compensation for Services in Consulting

Mercer and the Oliver Wyman Group businesses are compensated for advice and services
prmanly through fees paid by clients Mercer’s health & benefits business 1s compensated through
commissions from insurance companies for the placement of insurance contracts (comprising more
than half of the revenue in the health & benefits business) and consulting fees Mercer's discretionary
investment management business and certain of Mercer's defined contribution administration services
are compensated typically through fees based on assets under administration and/or management For
a more detailed discussion of revenue sources and factors affecting revenue in the Consulting
segment, see Part ll, ltem 7 (“Management’s Discussion and Analysis of Financial Condition and
RHesults of Operations”) of this repont

Risk Consulting & Technology

MMC's Risk Consulting and Technology segment, which conducts business through Kroll,
generated 9% of MMC's total operating segments revenue in 2007

Kroll 1s the world’s leading nsk inteligence company With more than 4,000 colleagues in 27
countries, and a worldwide network of consultants with specialized expertise, Kroll provides a wide
range of consulting-based services and technology-enabled solutions to a global client base of law
firms, financial institutions, corporations, non-profits, government agencies, and individuals
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Consulting and Related Services. Kroll provides consulting and related services through three
business groups Kroll's Consuiting Services Group helps clents miigate business, financial and
physical nsks and achieve their legal, operational and financial objectives Kroll's business intelligence
and mvestigations unit provides information gathering and analysis, investigative services, litigation
support, assistance in locating misappropriated assets, and programs o protect intellectual property,
prevent money laundernng and ensure the integnty of vendors Kroll's financial advisory services unit
provides a full range of forensic accounting, itigation consulting, and valuation services to help chents
uncover fraud, comply with securities and corporate governance regulations, value businesses and
assess financial damages for insurance claims and litigation

The Corporate Advisory & Restructunng Group provides professional sefvices with the objective of
maximizing the value of financially-troubled comparues for the benefit of their stakeholders Working on
behalf of companies or creditors in North America and Europe, this group provides intenm and cnsis
management, strategic advice related to operational turnarounds, corporate finance and financial
restructuring, and asset recovery and iquidation services

The Security Group serves clients worldwide, including multinational corporations, government
agencies, high-net-worth individuals, architectural firms, and private and public sector organizations
Services Include secunty consulting, architectural security engineenng, outsourced secunty operations
and management, executive protection, high risk environment inteliigence and protective services,
crisis and kidnap response, travel safety training programs, and training programs for executives,
secunty professionals and military personnel The Secunty Group also includes Kroll's U S
govermnment services business, which conducts security clearance investigations of government
personne! and monitors law enforcement agencies and other public and private entities’ compliance
with federal consent decrees and other government mandates

Technology Services. Kroll's Technology Services unit provides technology-enabled solutions
through Kroll Ontrack and Kroll Factual Data, as well as Kroll's background screening and substance
abuse testing busmesses Kroll Ontrack provides large-scale electronic and paper-based discovery,
computer forensics, and data recovery sclutions for companies, law firms, and government agencies
Kroll Factual Data offers information services to mortgage and consumer lending businesses,
landlords, employers and other business customers i the United States Kroll's background screening
business provides empioyee and vendor background investigations and identity theft services to a wide
range of business and non-profit clients worldwide The substance abuse testing business provides
employee testing services to corporate, institutional and government clients in the United States,
Canada and Europe

Compensation for Services in Risk Consulting and Technology

Kroll receives compensation In the form of fees paid by chents These fees are typically earmed on
an hourly, project, fixed fee or per-unit basis For a more detailed discussion of revenue sources and
factors affecting revenue in our Risk Consulting & Technology segment, see Part |l, ltem 7
{“Management’s Discussion and Analysis of Financial Condition and Results of Operations™) of this
report

Regulation

MMC’s activities are subject to licensing requirements and extensive regulation under United
States federal and state laws, as well as laws of other countnes in which MMC’s subsidianes operate
See Part |, ltem 1A (“Risk Factors”) below for a discussion of how actions by regulatory authonties or
changes in legislation and regulation in the junsdictions in which we operate may have an adverse
effect on our businesses

Risk and Insurance Services While laws and regulations vary from location to location, every
state of the United States and most foreign junsdictions require insurance market intermediaries and
related service providers (such as insurance brokers, agents and consultants, reinsurance brokers,
managing general agents and third party administrators) to hold an individual and/or company license
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from a govemmental agency or self-regulatory orgamzation Some junsdictions 1ssue licenses only to
indwidual residents or locally-owned business entities, in this case, if MMC has no licensed subsidiary,
we may maintain arrangements with residents or business entities licensed to act in such junsdiction

Beginning in January 2005, all European Union member states were required to implement the
Insurance Mediation Directive This Directive aims to apply consistent minimum professional standards
to insurance intermediaries, including a hcensing system based on an assessment of factors such as
professional competence, financial capacity and professional indemnity insurance As member states
of the European Union adopt regulations to comply with the Directive, our insurance intermediary
operations in the European Umion have become subject to enhanced regulatory requirements In
January 2005, as part of the implementation of the Directive in the United Kingdom, the power and
responsibibties of the Financial Services Authonty, or FSA, were expanded to include regulation of
insurance and reinsurance intermediaries in the United Kingdom

Insurance authonttes in the United States and certain other junsdictions in which MMC's
subsidianes do business, including the FSA in the United Kingdom, also have enacted laws and
regulations governing the investment of funds, such as premiums and claims proceeds, held in a
fiduciary capacity for others These laws and regulations typically provide for segregation of these
fiduciary funds and imit the types of investments that may be made with them

Certain of MMC’s nisk and insurance services activities are governed by other regulatory bodies,
such as investment, secunties and futures licensing authorities |n the United States, Marsh and Guy
Carpenter use the services of MMC Securties Corp , a US-registered broker-dealer and mvestment
adviser, member FINRA/SIPC, pnmarily in connection with investment banking-related services and
advising on alternative nsk financing transactions Also in the United States, Marsh uses the services
of Interlnk Securities Corp , primarily in connection with vanable insurance products Guy Carpenter
provides advice on secunties or investments in the European Union through GC Secunties Ltd ,
authonzed and regulated by the FSA MMC Securities Corp , Interlink Securties Corp and GC
Securnties Ltd are indirect, wholly-owned subsidiaries of MMC

In some junsdictions, insurance-related taxes may be due either directly from clients or from the
insurance broker In the latter case, the broker customarnly looks to the client for payment

Consulting. Certain of Mercer's retirement-related consulting services are subject to pension faw
and financial regulation in many countries, including by the Secunities and Exchange Commission, or
SEC, in the United States and the FSA in the United Kingdom In addition, the trustee services,
investment services {(Including advice to individuals on the investment of personal pension assets and
assumption of discretionary investment management responsibilities} and retirement and employee
benefit program administrative services provided by Mercer and its subsidianes and affiliates are
subject to iInvestment and securities regulations in vanous unsdictions The benefits insurance
consulting and brokerage services provided by Mercer and its subsidiaries and affiiates are subject to
the same licensing requirements and regulatory oversight as the insurance market intermediaries
described above regarding our Risk and Insurance Services businesses In the United States, Mercer
and Oliver Wyman Group use the services of MMC Secunties Corp primarily in connection with the
sale of retirement and employee benefit plans, and investment banking services, respectively

Risk Consulting & Technology. Certain of Kroll's nsk consulting and investigative activittes are
licensed and regulated at the federal, state and local level in the United States and abroad Many of
these activities also involve the use of data from cutside sources, including third party vendors and
govemmental records As a result, changes in existing, or the implementation of new, laws and
regulations, particularly relating to privacy, could interfere with Kroll's historical access to and use of
such data Substance abuse testing laboratories operated by a Kroll subsidiary are certified on the
federal level and licensed in a number of states




Competitive Conditions

MMC faces strong competition in all of its business segments from providers of similar products
and services MMC also encounters strong competition throughout its businesses from both public
corporations and pnvate firms in attracting and retaming qualfied employees In addition to the
discussion below, see “Risks Relating to MMC Generally — Competitive Risks,” in Part |, ltem 1A of this
report

Risk and Insurance Services. MMC's combined insurance and reinsurance services businesses
are global in scope The principal bases upon which our insurance and reinsurance businesses
compete include the range, quality and cost of the services and products provided to clients MMC
encounters strong competition in the risk and insurance services business from other insurance and
reinsurance brokerage firms that operate on a nationwide cor worldwide basis, from a large number of
regional and local firms in the United States, the European Union and elsewhere, from insurance and
reinsurance companies that market and service their insurance products without the assistance of
brokers or agents and from other businesses, including commercial and investment banks, accounting
firms and consuitants, that provide nsk-related services and products Although the major global
insurance brokerage firms against whom Marsh competes have, like us, stopped using market service
arrangements, many specialist, regional and local firms have not done so The continuing acceptance
of market service or contingent commuission revenue by certain of Marsh's competitors may provide
them greater pncing flexibility and put Marsh at a competitive disadvantage

Certain insureds and groups of insureds have established programs of self insurance (including
captive iInsurance companies) as a supplement or alternative to third-party insurance, thereby reducing
In some cases their need for insurance placements There are also many other providers of affinity
group and private client services, including specialized firms, insurance companies and other
institutions

The continuing impact of legal and regulatory proceedings conceming our insurance brokerage
operations also could affect Marsh's competitive position These proceedings are discussed in more
detail in Note 16 to the consolidated financial statements included under Pari II, ltem 8 of this report
Please also read our discussion of the rnisks associated with these proceedings and their impact under
Part I, Item 1A (“Risk Factors™) below

Consulting. MMC’s consulting and HR outsourcing businesses face strong competition from
other pnivately and publicly hetd worldwide and national companies, as well as regional and local firms
These businesses compete generally on the basis of the range, quality and cost of the services and
products provided to clents Competitors include independent consulting and outsourcing firms, as well
as consulting and outsourcing operations affilated with accounting, information systems, technology
and financial services firms

Mercer's investment consulting business faces competition from many sources, including multi-
manager services offered by other investment consuiting firms and financial institutions Mercer's
investment management business, which was recently established, in particular faces significant
competition from better-established rivals with greater experience in that market

In many cases, clients have the option of handling the services provided by Mercer internally,
without assistance from outside advisors

Risk Consulting & Technology. In nsk consulting and technology, we face competition from
local, regional, national and international firms that provide similar services in the fields of accounting,
corporate advisory and restructunng services, investigative and security services, consulfting and
technology services Kroll's Consulting Services Group faces competition from local, regional, nationai
and international accounting firms and forensic accountting, Iiigation support, investigative and other
specialist and consulting frms  Kroll’s Corporate Advisory & Restructuring Group faces competition
from national and interational accounting firms and specialist recovery fims Kroll’'s Security Group
faces competition from international and local security firms, government security contractors, and
architectural engineenng firms Kroli's Technology Services Group faces competition from a vanety of
law firms, independent service providers and technology companies
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Segmentation of Activity by Type of Service and Geographic Area of Operation.

Financial information relating to the types of services provided by MMC and the geographic areas
of its operations I1s incorporated herein by reference to Note 17 to the consolidated financial statements
included under Part Il, ltem 8 of this report

Employees

As of December 31, 2007, MMC and its conscolidated subsichanes employed approximately 56,000
people worldwide, including approximately 29,000 in nsk and insurance services, approximately 22,000
in consulting and approximately 4,400 in risk consulting and technology Approximately 600 individuals
are employed by MMC at the parent-company level

EXECUTIVE OFFICERS OF MMC

The executive officers of MMC are appointed annually by MMC’s board of directors As of
February 29, 2008, the following individuals were executive officers of MMC

Matthew B Bartley, age 51, 1s executive vice president and chief financial officer of MMC Prior to
assuming s current position in September 2006, Mr Bartley was treasurer of MMC, a posttion he held
since joning MMC in April 2001 Previcusly, Mr Bartley was vice president of taxes at Engelhard
Corporation, a multinational specialty chemicals and precious metals company, with responsibihity for
tax and transaction planning, execution and reporting Prior to that role, he served for close to ten
years in senior international treasury and tax positions at PepsiCo, Inc , where he was responsible for
global strategic transaction planning and execution across international operating businesses

Peter J Beshar, age 48, 1s executive vice president and general counsel of MMC Before joining
MMC in November 2004, Mr Beshar was a Iitigation partner in the law firm of Gibson, Dunn & Crutcher
LLP Mr Beshar joined Gibson, Dunn & Crutcher in 1995 after serving as an Assistant Attorney
General in the New York Attomey General's office

M Michele Burns, age 50, 1s charrwoman and chief executive officer of Mercer Ms Burns joined
MMC as executive vice president on March 1, 2008, assumed the position of chief financial officer of
MMC on March 31, 2006 and moved to her current position with Mercer on September 25, 2006 Pnor
to joining MMC, Ms Burns was executive vice president and chief financial officer since May 2004, and
chief restructuring officer since August 2004, of Mirant Corporation, an energy company Prior to
joimng Mirant, she was executive vice president and chief financial officer of Delta Air Lines, Inc from
August 2000 to April 2004 She held various other positions In the finance and tax departments of
Deflta beginning in January 1999 Delta filed for protection under Chapter 11 of the United States
Bankruptcy Code in September 2005

Mathis Cabiallavetta, age 63, 1s vice chairman, office of the CEO of MMC, chairman of MMC
International and charrman of Marsh AG, Switzerland He s also a member of the boards of directors
of Kessler & Co, Switzerland, Altna Group, Inc and BlackRock, Inc Mr Cabiallavetta 1s vice president
of the Swiss-American Chamber of Commerce and a member of the Adwisory Board of General
Atlantic Partners in New York Prior to joining MMC in 1999, Mr Cabiallavetta was chairman of the
board of UBS AG, which he joined in 1971

John Drzik, age 45, 1s president and chief executive officer of Qliver Wyman Group, a position he
assumed in June 2006 From 2003 to 2006, Mr Drzik was president of Mercer Oliver Wyman, which
was formed following MMC's acquisition of Oliver, Wyman & Company in 2003 He joined Oliver,
Wyman & Company in 1984, became president in 1985, and was appointed chairman n 2000

Brian Duperreault, age 60, 1s president and chief executive officer of MMC, a position he assumed
in January 2008 Prior to joirng MMC, Mr Duperreault served as chairman and chief executive officer
of ACE Limited from 1994 to 2004, and continued as chairman through the end of 2007 Prnor to ACE,
Mr Duperreault was with Amenican International Group (AIG) for more than 20 years, holding
numercus positions and eventually becoming executive vice president of AIG Foreign General
Insurance and chairman and chief executive of AIG’s American International Underwriters (AlU)
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Simon Freakley, age 486, i1s president and chief executive officer of Kroll, a position he has held
since October 2004 Mr Freakley had been a director of Kroll since June 2003 and head of Kroll's
Consulting Group since Apnl 2004 He was president of Kroll's Corporate Advisory & Restructuring
Group from September 2002 untl! its consolidation with Kroll’s Consulting Services Group in Apnl 2004
From 1996 untl his appointment as Kroll's chief executive officer, Mr Freakley was also managing
partner of Kroll Ltd (previously Kroil Buchler Phillips and Buchler Philhps), Kroll's U K -based corporate
advisory and restructuring subsidiary Mr Freakley joined Buchier Phillips in 1992 The firm was
acquired by Kroll in 1999

E Scott Gilbert, age 52, 1s senior vice president and chief compliance officer of MMC Prior to
joining MMC in January 2005, he had been the chief compliance counsel of the General Electric
Company since September 2004 Prior thereto, he was counsel, litigation and legal policy at GE
Between 1986 and 1992, when he joined GE, he served as an Assistant United States Attorney for the
Southern District of New York

Damel S Glaser, age 47, 1s chairman and chief executive officer of Marsh, a position he assumed
in December 2007 Previously, he had been managing director of AlG Europe (U K ) Limited, and the
regionai president of AIG's American International Underwriters (AlU) U K /Ireland diviston He joined
AIG 1n 2000 as president of the firm’s Global Energy Division He was named managing director of AIG
Europe (U K) in 2002 Mr Glaser began his career in the insurance industry in 1982 as a Marsh
broker He worked at Marsh for a decade, serving In roles in New York, London and Saudi Arabia
Thereafter, he spent eight years at Willis, where he served as president and chief operating officer of
Willis Risk Solutions, the Willis large accounts practice

David Nadler, age 59, 1s vice chairman, office of the CEO of MMC Dr Nadler founded the Delta
Consulting Group, Inc , a consulting firm specializing in executive leadership and organizaticnal
change, in 1980 He served as chairman and chief executive officer of that firm untl ts acquisition by
Mercer in 2000, when it became Mercer Delta Consulting, LLC Dr Nadler served as chairrman and
chief executive officer of Oliver Wyman’s Delta Organization & Leadership business through December
2005 and remains chairman and senior partner of that firm

Michael A Petrullo, age 39, 1s senior vice president and chief administrative officer of MMC  After
MMC’s acquisition of Kroll in July 2004, Mr Petrullo became chief financial officer for the rnisk
consulting businesses of Marsh and Kroll untrl assuming his current position with MMC in January
2005 Mr Petrullo was chief aperating officer and executive vice president of Kroll from December
2002 to July 2004 Prior thereto, he was deputy chief operating officer of Krol! from June through
December of 2002, the acting chief financial officer of Kroll from November 2001 to June 2002, and
vice president and controller of Kroll from August 2001 to November 2001 He was vice president-
finance of Kroll’s Investigations and Inteligence Group from February 1999 until August 2001 He
jomned Kroll Associates in 1995, serving as assistant controlter through February 1998

Peter Zaffino, age 41, 1s president and chief executive officer of Guy Carpenter Prior to assuming
this position in February 2008, he had served since 2007 as executive vice president and head of Guy
Carpenter's U S treaty operations Previously, Mr Zaffino was responsible for treaty operations in Guy
Carpenter's U S eastern region and prior to that led the firm's global specialty practices business
Before joning Guy Carpenter in 2001, Mr Zaffino served in an executive role with a GE Capital
portfolio company specializing In casualty treaty reinsurance

AVAILABLE INFORMATION

MMC 1s subject to the informational reporting requirements of the Secunties Exchange Act of
1934 In accordance with the Exchange Act, MMC files with the SEC annual reports on Form 10-K,
quarterly reports on Form 10-Q and current reports on Form 8-K MMC makes these reports available
free of charge through its website, www mmc com, as soon as reasonably practicable after they are
filed with the SEC The public may read and copy such matenals at the SEC's Public Reference Room
at 100 F Street, NE, Washington, DC, 20549 The public may obtain information on the operation of the
Public Reference Room by calling the SEC at 1-800-SEC-0330 The SEC also maintains an Internet
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site at www.sec gov that contains reports, proxy and information statements and other information
regarding 1ssuers, ike MMC, that file electronically with the SEC

MMC also posts on its website the following documents with respect to corporate govemance
s Guidelines for Corporate Governance,
s  Code of Business Conduct and Ethics,
= procedures for addressing complaints and concerns of employees and others, and

m the charters of the Audit Committee, Compensation Committee, Compliance Committee and
Directors and Governance Committee of MMC’s Board of Directors

All of the above documents are available in printed form to any MMC stockholder upon request
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Item1A Risk Factors

You should consider the nsks described below in conjunction with the other information presented
in this report These risks have the potential to matenally adversely affect MMC’s business, results of
operations or financral condition

RISKS RELATING TO MMC GENERALLY
Senior Management Transition

Our success depends In part on successful transitions in MMC’s and Marsh’s senior
leadership.

MMC and its insurance services subsidiary Marsh are both in the midst of senior leadership
transitions MMC anncunced the departure of Marsh’s pnor chief executive officer In September 2007,
and announced the appointment of Daniel S Glaser as Marsh’s new chief executive officer in
December 2007 MMC announced the departure of MMC’s pnor chief executive officer in December
2007, and announced the appointment of Bnan Duperreault as MMC's new chief executive officer in
January 2008 MMC’s and Marsh's future performance will depend in part on the ability of Messrs
Duperreault and Glaser and their respective senior management teams, which include newly hired
executives In some posittons, to develop and successfully implement therr business strategies

Legal and Regulatory Issues

We are subject to legal proceedings and other contingencies which, if determined
unfavorably to us, could have a materal adverse effect on our business, results of operations
or financial condition.

As more fully described in Note 16 to our consolidated financial statements included under Part 1,
Item 8 of this report, we are subject to a number of legal proceedings, regulatory actions and other
contingencies An adverse outcome in connection with one or more of these matters could have a
material adverse effect on our business, results of operations or financial condition in any given
quarterly or annual period In addition, regardless of any eventual monetary costs, these matters could
have a matenal adverse effect on MMC by exposing us to negative publicity, reputational damage,
harm to our chent or employee relationships, or diversion of personnel and management resources

We are subject to significant uninsured exposures arising from “errors and omissions”
claims.

MMC’s operating companies provide numerous brokerage, consulting and other services for
clients around the world As a result of these activities, we are potentially subject to errors and
omissions, or “E&Q,” claims by clients and thurd parties who may allege that they were damaged as a
result of MMC’s fatlure to perform its duties as expected These claims in any given case might be
significant and could subject MMC, 1n addition to potential lability for monetary damages, to
reputabonal harm and diversion of personnel and management resources

Since 2001, the worldwide market for professional hability msurance agamnst E&O claims has
contracted significantly, which has caused MMC to assume increastng levels of self-insurance for its
potential E&O exposures MMC has established loss reserves which it believes are adequate to
provide for this self-insured retention Nevertheless, given the unpredictability of E&O claims and of
htigation that could flow from them, it 1s possible that an adverse outcome n a particular matter could
have a matenal adverse effect on MMC'’s results of operations or financial condition in a given quarterly
or annual period

Actions by regulatory authorities or changes in legislation and regulation in the
jurisdictions 1n which we operate may have an adverse effect on our business.

Our activities are subject to extensive regulation under the laws of the United States and its
varous states, the European Union and its member states, and the other junsdictions in which we
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operate Some of this regulation has only recently been instituted, for example, in January 2005, our
tnsurance and reinsurance services activities, as well as certain of our consulting activittes, n the
United Kingdom came under the junsdiction of the Financial Services Authonty Certain of the U S
laws and regulations to which we are subject relate to the conduct of business abroad by Amernican
companies, examples are the U S Foreign Corrupt Practices Act and the rules relating to trade
sanctions administered by the U S Office of Foreign Assets Control

In most jurisdictions, government regulatory authorities have the power to interpret or amend
applhcable laws and regulations, and have discretion to grant, renew and revoke varous licenses and
approvals we need to conduct our activites If we violate applicable laws or regulations in a particular
jurisdiction, we might be subject to adverse consequences, such as the loss of an operating license or
approval, the suspenston of individual employees, imitations on engaging in a particular business,
redress to clients or fines In some areas of our businesses, we act on the basis of our own or the
industry’s interpretations of applicable laws or regulations, which may conflict from state to state or
country to country In the event those interpretations eventually prove different from those of regulatory
authorities, we might be penalized or precluded from carrying on our previous activities Any significant
impairment of our ability to conduct our business as we histoncally have done could have a matenal
adverse effect on our business, results of operations or financial condiion

Improper disclosure of personal data could result in legal hability or harm our reputation.

One of our signficant responsibilities 1s to maintain the secunty and privacy of our clients’
confidential and proprietary information and the personal data of their employees and plan participants
We maintain policies, procedures and technological safeguards designed to protect the secunty and
privacy of this information Nonetheless, we cannot entirely eliminate the rnisk of improper access to or
disclosure of personally identifiable information Such disclosure could harm our reputation and subject
us to hability under our contracts and laws that protect personal data, resulting in increased costs or
loss of revenue

Further, data privacy ts subject to frequently changing rules and regulations, which sometimes
conflict among the various junsdictions and countries in which we provide services Qur faifure 1o
adhere to or successfully implement processes in response to changing regulatory requirements in this
area could result in legal hability or impairment to our reputation in the marketplace

International Operations

We are exposed to multiple risks associated with the global nature of our operations.

We do bustness worldwide In 2007, 51 percent of MMC’s total operating segments revenue was
generated from operations outside the United States, and over one-half of our employees are located
abroad We expect to expand our non-U § operations further

The geographic breadth of our activities subjects us to significant legal, economic, operational and
market nsks These include, among cthers, nsks relating to

®»  economic and pahtical conditions in foreign countries,
» local investment or other financial restrictions that foreign governments may impose,

= potential costs and difficulties In complying, or manitoring cormpliance, with rules relating to
trade sanctions administered by the U 8§ Office of Foreign Assets Control, the requirements
of the US Foreign Corrupt Practices Act, or other U S laws and regulations applicable to
business operations abroad,

& imtations that foreign governments may impose on the conversion of currency or the
payment of dividends or other remittances to us from our non-U S subsidianes,

= withholding or other taxes that foreign governments may impose on the payment of dividends
or other remittances to us from our non-U S subsidianes,

= the length of payment cycles and potential difficulties in collecting accounts recervable,
®  engagmg and relying on third parties to perform services on behalf of MMC,
= potential difficulhes in monitonng employees in geographically dispersed locations, and
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= potential costs and difficulties in complying with a wide vanety of foreign laws and regulations
{inctuding tax systems) admirustered by foreign government agencies, some of which may
conflict with U 8 or other sources of law

In addition, we are subject to exchange rate nsk because some of our subsidianes receive
revenue other than in their functional currencies, and because we generally must translate the financial
results of our foreign subsidiares into U S dollars For example, most of MMC’s total operating
segments revenue generated outside of the U S 1s denominated in currencies other than the U §
dollar As a consequence, significant changes in exchange rates may have a matenal effect on our
reported financial results for any given penod

Competitive Risks

Each of MMC’s businesses operates in a highly competitive environment. If we fail to
compete effectively, our business and results of operations will suffer.

As a global professional services firm, MMC expenences acute and continuous competition m
each of its operating segments Qur ability to compete successfully depends on a vanety of factors,
Including our geographic reach, the sophistication and quality of our services, and our pricing relative
to our competitors If we are unable to respond successfully to the competition we face, our business
and results of operations will suffer

In our nsk and insurance services segment, we compete intensely aganst two other major global
brokerage firms, Aon and Willis, for both client business and employee talent We also face
competition from a wide range of other insurance brokerage firms that operate on a regionat, national
or local scale, many of these firms, unlike Marsh, Aon and Willis, have not stopped using market
service arrangements, and thus may have greater pricing flexibility than we do We compete as well
with insurance and reinsurance companies that market and service their insurance products without
the assistance of brokers or other market intermedianes, and with vanous other companies that
provide rnisk-related services The above competition 1s intensified by an emerging industry trend
toward a “syndicated” or “distributed” approach to the purchase of insurance brokerage services,
whereby a client engages multiple brokers 1o service different portions of the client's account

In our consulting and nsk consulting and technology segments, we compete for business and
employee talent with numerous independent consulting firms and organizations affiliated with
accounting, information systems, technology and financial services firms around the world Kroll also
competes with law firms for certain of its services

The loss of key professionals could hurt our ability to retain existing client revenues and
generate revenues from new business.

Across all of our businesses, our personnel are crucial to developing and retaining the client
relationships on which our revenues depend It s therefore very important for us to retain significant
revenue-producing employees and the key managenal and other professionals who support them We
face numerous challenges in this regard, including

s the intense competition for talent in all of our businesses,
s the general mobilty of professionals in our businesses, and

= the difficulies we may face in offering compensation of a type and amount {including equity-
based compensation) sufftcient to attract, motivate and retain valuable employees

Losing employees who manage or support substantial client relationships or possess substantial
expenence or expertise could adversely affect our ability to secure and complete client engagements,
which would adversely affect our resuits of operations In addition, iIf any of our key professionals were
to Join an existing competitor or form a competing company, some of our chents could choose to use
the services of that competitor instead of our services
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Our businesses face rapid technological changes and our failure to adequately anticipate
or respond to these changes could adversely affect our business and results of operations.

To remain competitive n many of our business areas, we must identify the most current
technologies and methodologies and integrate them into our service offerings For example, Guy
Carpenter’s nsk-modeling services are increasingly dependent on implementing advanced software
and data-compration tools, Kroll’s e-discovery business depends on advanced search technology and
computenzed document processing, and Mercer's ability to price its outsourcing services competitively
15 highly dependent on technology If we do not make the correct technology choices or investmenis, or
if our chotces or investments are insufficiently prompt or cost-effective, our business and results of
operations could suffer

Financial Risks

Credit rating downgrades could negatively affect our financing costs and subject us to
operational risk.

Both Moody's and Standard & Poor’s downgraded MMC’s sernior debt credit rating in late 2004
and S&P announced a further downgrade in December 2007 Currently, MMC's senior debt s rated
Baa2 by Moody’s and BBB- by S&P These ratings are the next-to-lowest investment grade rating for
Moody’s, and the lowest investment-grade rating for S&P

If we need to raise capital in the future (for example, in order to fund maturing debt obligations or
finance acquisitions or other initiatives), any further credit rating downgrade could negatively affect our
financing costs, and likely would lirmit our access to financing sources Further, we believe that a
downgrade to a rating below investment-grade could result in greater operational nsks through
Increased operating costs and increased competitive pressures

Our pension obligations may cause MMC’s earnings to fluctuate.

MMC has significant pension obligations to its current and former employees, totaling
approximately $10 bilion at December 31, 2007 The magnitude of our worldwide pension plans
means that our earnings are comparatively sensitive to factors such as equity and bond market
returns, the assumed interest rates we use to discount our pension liabilities, rates of inflation and
mortalty assumphons Varnations in any of these factors could cause significant fluctuation in our
earnings from year to year

Acquisitions and Digpositions

We face rnisks when we acquire and dispose of businesses.

We have a history of making acquisitions, including our $1 9 billion acquisition of Kroll in July 2004
and a total of 31 acquisitons in the period 2005-2007 for aggregate purchase consideration of $427
milion We have also exited various businesses, including Putnam in August 2007 We expect that
targeted acquistions and dispositions will continue to be part of our business strategy Our success In
this regard will depend on our ability to identify appropnate acquisition and disposition candidates and
to complete with favorable results the transactions we decide to pursue

White we intend that our acquisitions will improve our competitiveness and profitability, we cannot
be certain that our past or future acquisitions will be accretive to earnings or otherwise meet our
operational or strategrc expectations Acquisitions involve special nsks, including the potential
assumption of unanticipated labilites and contingencres and difficuties in integrating acquired
businesses, and acquired businesses may not achieve the levels of revenue, profit or productivity we
anticipate or otherwise perform as we expect In addition, if the operating performance of an acquired
business deteriorates significantly, we may need to write down the value of the goodwill and other
acquisition-related intangible assets recorded on our balance sheet Given the significant size of
MMC’s goodwill and intangible assets, a write-down of this sort could have a materal adverse effect on
our results of operations in any given period As of December 31, 2007, MMC's consolidated balance
sheet reflected $7 8 billion of goodwill and intangible assets, representing approximately 45 percent of
MMC'’s total consohdated assets and allocated by reporting segment as follows nisk and insurance
services, $3 8 billion, consulting, $1 9 billion, and nsk consulting & technology, $1 7 billion
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When we dispose of businesses we are subject to the nsk, contractually agreed or otherwise, of
post-transaction llabilities For example, as described in Note 16 o our consolidated financial
statements included under Part Il, Item 8 of this report, we have retained certain contingent litigation
habilities relating to Putnam

RISKS RELATING TO OUR RISK AND INSURANCE SERVICES SEGMENT

Our nsk and insurance services segment, conducted through Marsh and Guy Carpenter and
including Risk Capital Holdings, represented 49 percent of MMC's total operating segments revenue In
2007 Our business in this segment is subject to particular risks

Volatility or declines in premiums and other market trends may significantly impede our
ability to improve revenues and profitability.

A significant portion of our nsk and insurance services revenue consists of commissions paid to us
out of the premiums that insurers and reinsurers charge our clients for coverage We have no control
over premium rates, and our revenues and profitability are subject to change to the extent that
premum rates fluctuate or trend in a particular direction The potential for changes in premium rates I1s
significant, due to the general phenomenon of pricing cyclhicality in the commerctal insurance and
reinsurance markets

For example, for several years through late 2000, competiion among insurers for market share
and increased underwriting capacity helped create a so-called “soft market,” in which premium rates
were driven downward and Marsh’s and Guy Carpenter's commission revenues were pressured
Subsequently, due in part to the events of September 11, 2001, the insurance industry transitioned into
a “hard market,” in which premium rates increased These rate increases continued until 2005, at
which point average U S commercial property-casualty rates began toc decline on a year-over-year
basis According to industry sources, these soft market conditions have contnued and generally
intensified through the end of 2007

In addition to movements in premium rates, our ability to generate premum-based commission
revenue may be challenged by the growing availabity of alternative methods for cltents to meet their
nsk-protection needs This trend includes a greater willingness on the part of corporations to “self-
tnsure,” the use of so-called “captive” nsurers, and the advent of capital markets-based solutions to
traditional insurance and reinsurance needs

We may not be as successful as we hope in implementing Marsh’s evolving business
model and otherwise coping with changing modes of compensation in the insurance brokerage
industry.

Since late 2004, Marsh has made significant changes to its business model, including the
eliminatron of market service agreements with insurers The elimination of market service revenue has
negatively affected our financial results In 2004, we recognized market service revenue of $516
million, relating to insurance placements made before October 1, 2004 By contrast, in 2005, 2006 and
2007 respectively, we recognized $114 milion, $43 milhon and $3 mullion of market service revenue
relating to placements made before October 1, 2004

Although Aon and Willis have similarly terminated the use of market service agreements, many
specialist, regional and local iInsurance brokers have not To date, there has been no regulatory action
to end the use of market service arrangements throughout the brokerage industry, and it ts therefore
unclear to what extent many of our compettors will continue to accept market service or contingent
commission revenue It 1s possible that Marsh will continue indefinitely to suffer competitive
disadvantage compared to the brokers that have not given up the use of market service arrangements
If that occurs, Marsh would continue to face pressure on its revenues, operating margin and market
share

In addition to the possibility of continued competitive disadvantage as described above, Marsh
faces nsks relating to the implementation of its post-2004 business model Marsh currently seeks to
Increase revenue through higher commissions and fees that are disclosed to its clients, and to
generate profitable revenue growth by focusing on the provision of value-added risk advisory services
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beyond traditional brokerage actvites Marsh’s current business and compensation model continues to
evolve and in some respects remains untested We cannct be certain that it will generate the profitable
revenue growth we are targeting The inability to derive adequate revenues from Marsh's current
business and compensation model may significantly impede improvement in our operating resuits and
profitability

Our operating income and margins in risk and insurance services may be affected by
quarterly changes in the value of Risk Capital Holdings’ investments in private equity funds.

Through its nsk and insurance services subsidiary Risk Capita! Holdings, MMC owns, among
other investments, minority interests in certain private equity funds Risk Capital Holdings records as
revenue Its proportionate share of changes in the quarterly fair value of these funds’ underlying
investments These changes in value, the size and timing of which Risk Capital Holdings generally
does not control, can have a significant effect on nisk and insurance services revenue from one quarter
to another [n turn, because a large proportion of Risk Capitat Holdings’ revenues flow directly to net
operating income in nsk and insurance services, changeas in the value of Risk Capital Holdings’ private
equity fund investments can have a significant effect on segment operating income and margins from
quarter to quarter

Results in our risk and insurance services segment may be adversely affected by a general
decline In economic activity.

Demand for many types of insurance and reinsurance generally nses and falls as economic
growth expands or slows This dynamic affects the level of commissions and fees generated by Marsh
and Guy Carpenter To the extent our clients become adversely affected by declining business
conditions, they may choose to imit their purchases of insurance coverage, which would inhibit our
ability to generate comrmussion revenue, and may decide not to purchase our nsk advisory services,
which would inhibit our ability to generate fee revenue Moreover, a growing number of insolvencies
associated with an economic downtum, especially insclvencies in the insurance industry, could
adversely affect our brokerage business through the loss of clients or by hampering our ability to place
insurance and reinsurance business

RISKS RELATING TO OUR CONSULTING AND RISK CONSULTING AND TECHNOLOGY
SEGMENTS

Our consulting segment, conducted through Mercer and Oliver Wyman Group, represented 43
percent of our total operating segments revenue 1n 2007 Our nsk consulting and technology segment,
conducted through Kroll, represented 9 percent of our total operating segments revenue in 2007 Our
busimesses n these two segments are subject to particular nisks

Demand for our services might decrease for various reasons, including a general economic
downturn, a decline in a client’s or an industry’s financial condition, or changes in government
regulation.

Our consulting and nsk consulting and technology segments generally have achieved significant
revenue growth over the last three years Despite this history, however, we cannot be certain that
demand for our consulting and nsk consulting and technology services will continue to grow The
evolving needs or financial circumstances of our clients also may challenge our abtlity to increase
revenues and profitabilty, in paricular, economic downturns affecting particular chients or industry
groups could reduce demand for our services

In addition, demand for many of Mercer's benefits services 1s affected by government regulation
and tax rules, which drive our clients’ needs for benefits-related services For example, significant
changes in government regulations affecting the value, use or delivery of benefits and human
resources programs, including changes in regulations relating to heaith and welfare plans, defined
contribution plans, or defined benefit plans, may adversely affect the demand for or profitability of
Mercer's services
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Our profitability may suffer if we are unable to achieve or maintain adequate utilization and
pricing rates for our consultants.

The profitability of our consulting and rnisk consulting and technelogy businesses depends in part
on ensuring that our consultants maintain adequate utihzation rates (1 e , the percentage of our
consultants’ working hours devoted to billable activities) Our utilization rates are affected by a number
of factors, including

= our abiity to transition consultants promptly from completed projects to new assignments, and
to engage newly hired consultants quickly in revenue-generating activities,

® our ability to continually secure new business engagements, particularly because a portion of
our work i1s project-based rather than recurring in nature,

® our ability to forecast demand for our services and thereby maintamn an appropnate headcount
in each of our geographies and workforces,

» unanticipated changes in the scope of client engagements,

= the potential for conflicts of interest that might require us to decline client engagements that
we otherwise would have accepted, and

= our need to devote time and resources to sales, traiming, professional development and other
non-billable activities

In recent penods, we have maintained a utiization rate that 1s high by our historical standards We
cannot be certain that we will maintain this level of utiization in future periods, particularly if economic
growth slows If the utihzation rate for our consulting professionals were to decline, our profit margin
and profitability could suffer

In addition, the profitability of our consultting and nsk consulting and technology businesses
depends on the prices we are able to charge for our services Our pricing power 1s affected by a
number of factors, including

= clients’ perception of our ability to add value through our services,

s market demand for the services we provide,

= our ability to develop new services and the introduction of new services by competitors,
s the pricing polictes of our competitors,

s changes in the extent to which our clients develop in-house or other capabilities to perform
the services that they might otherwise purchase from us, and

s general economic conditions
If we are unable to achieve and maintain adequate billing rates for our consultants, our profit
margin and profitabiity could suffer
Our quarterly revenues and profitability may fluctuate significantly.

Quarterly vanatons in Mercer's, Oliver Wyman Group's and Kroll's revenues and operating results
may occur due to several factors These include

= the significance of chent engagements commenced and completed dunng a quarter,
s the unpredictability of the timing and amount of success fees,

= the possibility that clients may decide to delay or terminate a current or anticipated project as
a result of factors unrelated to our work product or progress,

m fluctuations n consultant hinng and utiization rates and clients’ ability to terminate
engagements without penalty,

= seasonality at Mercer due to the impact of regulatory deadlines and other timing factors to
which our clients are subject,
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= the success of our strategic acquisitions, allances or investments, and

a general economic conditions, since results of operations in our consulting and nsk consulting
and technology businesses are directly affected by the levels of business activity of our
clients, which in turn are affected by the level of economic activity in the industries and
markets that they serve

A significant portion of total operating expenses at Mercer, Oliver Wyman Group and Kroll 1s
relatively fixed Therefore, a vanation in the number of client assignments or in the timing of the
iniation or the completion of chent assignments can cause significant vanations in quarterly operating
results for these businesses

Acceleration of the shift by employers from defined benefit plans to defined contribution
plans could adversely affect Mercer’s operating results.

Mercer currently provides clients with actuanial and consulting services relating to both defined
benefit and defined contribution plans Defined benefit penston plans generally require more services
than defined contnbution plans because defined benefit plans typically involve large asset pools,
complex calculations to determine employer costs, funding requirements and sophisticated analysis to
match liabilities and assets over long penods of time Recent regulatory iniatives in the United States
and certain European countnes may result in companies either discontinuing or curtaiing defined
benefit programs in favor of defined contribution plans If organizations shift to defined contribution
plans more rapidly than we anticipate and we do not successfully adjust our service offerings to take
account of that change, Mercer's operating results could be adversely affected

Item 1B. Unresolved Staff Comments.

There are no unresoclved comments to be reported pursuant to ltem 1B

Item 2 Properties.

MMC and ts subsidiaries maintain their corporate headquarters in and around New York City We
also mamtain other offices around the world, pnmanly in leased space In certain circumstances, we
may have space that we sublet to third parties, depending upon our needs in particular locations

MMGC and certain of its subsidianes own, directly and indirectly through special-purpose
subsidiaries, a 55% condominium interest covering approximately 900,000 square feet in a 44-story
building in New York City MMC'’s owned interest i1s financed by a loan that 1s non-recourse 1o MMC
(except in the event of certain prohibited actions) and secured by a first mortgage lien on the
condominium interest and a first priority assignment of leases and rents In the event of a default in the
payment of the loan and certain credit rating downgrade events, MMC would be obligated to pay rent
for the entire occupancy of the mortgaged property

item 3. Legal Proceedings.

Information regarding legal proceedings 1s set forth in Note 16 to the consolidated financial
statements appearing under Part |1, Item 8 (“Financial Statements and Other Supplementary Data”) of
this report

ltem 4. Submission of Matters to a Vote of Secunty Holders.
None
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PART Il

ltem 5. Market for MMC’s Common Equity, Related Stockholder Matters and Issuer
Purchases of Equity Securities.

For information regarding dividends patd and the number of holders of MMC’s common stock, see
the table entitled “Selected Quarterly Financial Data and Supplemental Information {Unaudited)” below
on the last page of Part ll, ltem 8 (“Financial Statements and Other Supplementary Data”) of this
report

MMC's common stock is listed on the New York, Chicago and London Stock Exchanges The
following table indicates the high and low prices (NYSE composite quotations) of MMC’s common
stock dunng 2007 and 2006 and each quarterly period thereof

2007

Stock Pnce Range Stock Pnce Range

High Low High Low

First Quarter $3175 2830 $3273 2894
Second Quarter $3390 2906 $3129 2590
Third Quarter $3160 2402 $2949 2400
Fourth Quarter $27 00 2312 $3247 2727
Full Year $3390 2312 $3273 2400

On February 26, 2008, the closing price of MMC’s common stock on the NYSE was $26 38

In 2007, MMC repurchased and placed into Treasury a total of 37,340,798 shares of its common
stock The table below sets forth infermation regarding MMC’s repurchases of its common stock during
the fourth quarter of 2007

(d)
{c) Maximum Number
Total Number of (or Approximate
Shares (or Units) Dollar Value) of

(a) Purchased as Shares (or Units)
Total Number (b) Part of Publicly that May Yet Be
of Shares Average Price Announced Purchased Under
{or Units) Paid per Share Plans or the Plans or
Period Purchased (or Unit) Programs Programs
Oct 1-31, 2007 —_ — —_ $700 milhen (1)(2)
Nov 1-30, 2007 — — — $700 million (1)(2)
Dec 1-31, 2007 — — — $700 million (13(2)
Total 4Q 2007 — — — $700 milion (1}{2)

(1) MMC’s Board of Directors announced a share repurchase authonzation m August 2007, allowing
up to $1 5 billion in repurchases In August 2007, MMC entered into an $800 milion accelerated
share repurchase agreement with a financial institution counterparty under this authorization
Pursuant to the repurchase agreement, MMC took delivery of an initial tranche of 21,320,530
shares in August 2007 MMC expects to take delivery of a second and final tranche of
approximately 10 7 milion shares under the repurchase agreement in March 2008, for no
addional payment

(2) The $800 milion accelerated share repurchase transaction described in note (1) was effected
under the $1 5 billion share repurchase authonzation announced in August 2007 Accordingly,
MMC remains authorized to repurchase further shares of its common stock up to a dollar value of
$700 millon There 1s no time mit on this authonzation
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Item 6. Selected Financial Data.

Marsh & McLennan Companies, Inc. and Subsidiaries
FIVE-YEAR STATISTICAL SUMMARY OF OPERATIONS

Compound
For the Years Ended December 31, Growth Rate
(In millions, excep!t per share figures) 2007 2006 2005 2004 2003 2002-2007
Revenue
Service Revenue $11,187 $10,350 $ 9,902 & 9877 $ 9,156 7%
Investment Income {Loss) 163 197 180 149 97 8%

Total Revenue 11,350 10,547 10,082 10,026 9,253 7%
Expenses
Compensation and Benefits 7,030 6,515 6,327 6,073 5,094 10%
Other Operating Expenses 3,301 2,877 3,135 2,853 2,226 12%
Requlatory and Other Settlements _ — 30 618 —

Total Expenses 10,331 9,392 9,492 9,644 7,320 10%
QOperating Income 1,019 1,155@ 5380 482 1,933 (9)%
Interest Income 95 60 44 20 23
Interest Expense (267) (303) (332) {219) {185)

Income Before Income Taxes and

Minority interest 847 912 302 283 1,771 (11)%
Income Taxes 295 272 a5 100 555
Minonty Interest, Net of Tax 14 B 6 8 8
Income From Continuing Operations 538 632 201 175 1,208 (12)%
Discontinued Operations, Net of Tax 1,937 358 203 1 332 39%
Net Income $2475 2§ 990 $ 404 $§ 176 $ 1540 13%
Basic Income Per Share Information

Income From Contnung Operations $ 1060 $ 115 § 037 §$ 033 §$ 227 {11)%

Income From Discontinued

Operations $ 360 $ 065 % 038 S — & 062 40%

Net Income $ 460 % 180 % 075 % 033 % 289 13%
Average Number of Shares Qutstanding 539 549 538 526 533
Diluted Income Per Share Information

Income From Contnuing Operations $ 099 % 114 § 037 $ 033 § 221 (11)%

Income From Discontinued

Operations $ 354 §$ 062 $ 037 3% — % 060 40%

Net Income $ 453 % 176 & 074 $ 033 % 281 13%
Average Number of Shares Outstanding 546 557 543 535 548
Dividends Paid Per Share $ 076 S 068 § 068 $ 130 & 118 (7)%
Return on Average Stockholders’ Equity 36% 18% 8% 3% 29%

Year-end Financial Position

Working capital $ 1,961 $1058 51,330 $ (258 § 920
Total assets $17,359 §18,137 $17,892 $18,498 $15,053
Long-term debt $ 3604 $3860 $5044 $4691 § 2910
Stockholders’ equity $7822 $5819 $5360 $ 5056 § 5451
Total shares outstanding (net of

freasury shares) 520 552 546 527 527
Other Information
Number of employees 56,100 52,600 51,800 58,300 55,200
Stock price ranges —

U S exchanges — High $ 3390 $ 3273 $ 3425 § 496% § 5497

— Low $2312 $ 2400 § 2667 § 2275 $ 3827

@ Includes net restructuning costs of $38 million, $87 million and $317 mullien in 2007, 2006 and 2005, respectively

See Management's Discussion and Analysis of Financial Condition and Results of Operations,
appearing under Part Il, ltem 7 of this report, for discussion of significant items affecting our results of

operations in 2007, 2006 and 2005
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Item 7. Management’s Discussion and Analysis of Financial Condition and Results of
Operations.

General

Marsh & McLennan Companies, Inc and Subsidianies (“MMC") 1s a global professional services firm
providing advice and solutions in the areas of nsk, strategy, and human capital MMC’s subsidianes
include Marsh, which provides nsk and insurance services, Guy Carpenter, which provides remsurance
services, Kroll, which provides nsk consulting and technology services, Mercer, which provides human
resource and related financial advice and services, and the Oliver Wyman Group, which provides
management consulting and other services MMC’s approximately 56,000 employees worldwide
provide analysis, advice and transactional capabilities to chents in over 100 countries

MMC's business segments are based on the services provided Risk and Insurance Services includes
nsk management and insurance and reinsurance broking and services, provided primarly by Marsh
and Guy Carpenter This segment also includes Risk Capital Heldings, which owns investments in
private equity funds and insurance and financial services firms Consulting, which comprises the
achvities of Mercer and Oliver Wyman Group, includes human resource consulting and related
services, and specialized management and economic and brand consulting services Risk

Consulting & Technalogy, conducted through Kroll, includes nisk consulting and related investigative,
intelhgence, financial, security and technology services

We describe the primary sources of revenue and categones of expense for each segment below, in our
discussion of segment financial results Management evaluates performance based on segment
operating income, which reflects expenses directly related to segment operations, but not MMC
corporate-level expenses A reconciliation of segment operating income to total operating income 1S
included in Note 17 to the consolidated financial statements included under Part |l, Item 8 of this report
The accounting policies used for each segment are the same as those used for the consolidated
financial statements

This MD&A contains forward-looking statements as that term is defined in the Private Securnties
Litigation Reform Act of 1995 See “Information Concerning Forward-Looking Statements” at the outset
of this report

Significant Developments
MMC's financial results and financial position reflect, among other tems

= the disposal of Putnam on August 3, 2007 MMC’s cash proceeds following the payment of
taxes approached $2 5 billton  An after-tax gain of $1 9 billon on the sale of Putnam along
with its 2007 and comparative results of operations are included in discontinued operations,

= the execution of two accelerated share repurchase transactions totaling $1 3 billion The first
transaction, for $500 milion, was initiated in May 2007 and completed in July 2007 with MMC
receiving a total of 16 02 million shares The second transaction, for $800 million, was
inthiated in August 2007 MMC received an initial delivery of 21 32 millon shares in August
2007, which were reftected as a reduction in shares ocutstanding upon receipt MMC expects
to receive an additional 10 7 mulion shares when the repurchase pernod for this transaction
concludes in March 2008,

® restructuring charges and savings related to a number of restructunng tnitiatives,

= the continued decline In market service revenues in the nsk and insurance services segment
for business placed prior to October 1, 2004 Market services revenue declined to $3 million in
2007 as compared with $43 million and $114 million in 2006 and 2005, respectively, and

= compensation charges resulting from the departure of MMC’s former CEQ and Marsh’s
former CEO
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Consolidated Results of Operations

For the Years Ended December 31,

(In millions, except per share figures) 2007 2006 2005
Revenue:
Service revenue $11,187 $10,350 $ 9,902
Investment income (loss) 163 197 180
Operating revenue 11,350 10,547 10,082
Expense-
Compensation and benefits 7,030 €,515 6,327
Other operating expenses 3,31 2,877 3,165
Operating expenses 10,331 9,392 9,492
Operating income $ 1,019 $ 1,155 $ 590
income from Continuing Operations $ 538 $ 632 $ 201
Discontinued Operations, net of tax 1,937 358 203
Net income $ 2475 $ 990 $ 404
income from Continuing Operations Per Share:
Basic $ 1.00 $§ 115 $ 037
Diluted $ 099 $ 114 $ 037
Net Income Per Share:
Basic $ 4.60 $ 180 $ 075
Diluted $ 4.53 $ 176 $ 074
Average number of shares outstanding:
Basic 539 549 538
Diluted 546 557 543
Shares outstanding at December 31, 520 552 546

Consolidated operating income was $1 bilion in 2007, a decrease of $136 mition or 12% from the pnior

year

An increase In consulting segment operating income of 30% to $606 million was more than offset by
decreases in nsk and insurance services and nsk consulting and technolegy In addition, corporate
expenses Increased $63 million over the prior year, primarily due to a credit of $74 million in the prior
year related to the gain on disposal of five floors in MMC’s New York headquarters building, and $14
milion of Incremental compensation costs in the current year related to the departure of MMC’s former

CEO

Consolidated net income increased to $2 5 billion in 2007 compared with $1 0 billion in the prior year,
resulting from a $1 9 billion gain on the disposal of Putham recorded in discontinued operations In
2006, the net gain from disposals of discontinued operations was $172 mullion, primarnly related to

SCMS
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Consolidated Revenues and Expenses

MMC conducts business in many countnes, as a result of which the impact of foreign exchange rate
movements may impact penod-to-penod comparisons of revenue Similarly, the revenue impact of
acquisitions and dispositions may impact penod-to-penod comparisons of revenue Underlying revenue
measures the change in revenue from one pericd to another by i1solating these impacts The impact of
foreign currency exchange fluctuations, acquisitions and dispositions on MMC'’s operating revenues by
segment s as follows

Year Ended Components of Revenue Change
December 31, % Change Acquisitions/
GAAP Currency Dispositions Underlying

(In mithons, except percentage figures) 2007 2006 Revenue Impact Impact Revenue
Risk and Insurance Services
Insurance Services $ 4,500 $ 4,390 3% 4% — (1)%
Reinsurance Services 902 880 2% 1% — 1%
Risk Capital Holdings ‘&) 163 193 {16)% — — (16)%

Total Risk and Insurance Services 5,665 5,463 2% 3% — {1)%
Consulting
Mercer 3,368 3,021 11% 4% — 7%
Oliver Wyman Group 1,516 1,204 26% 5% 3% 18%

Total Consulting 4,884 4,225 16% 5% 1% 10%
Risk Consulting & Technology 995 879 2% 2% (1)% 1%
Total Operating Segments $11,444 $10,667 7% 4% — 3%
Corporate/Elminations (94) {120)

Total Revenue $11,350 $10,547 8% 4% — 4%

Year Ended Components of Revenue Change
December 31, % Change Acquisitions/
GAAP Currency Dispositions Underlying

{In mithons, excep! percentage figures) 2006 2005 Revenue Impact Impact Revenue
Risk and Insurance Services
Insurance Services $ 4390 § 4,567 (4)% — (2)% (2)%
Reinsurance Services 880 836 5% — — 5%
Rigk Capital Holdings @ 193 189 2% — (5)% 7%

Total Risk and Insurance Services 5,463 5,592 (2)% — {2)% —
Consulting
Mercer 3,021 2,794 8% 1% —_ 7%
Oliver Wyman Group 1,204 1,008 19% 1% 2% 168%

Total Consulting 4,225 3,802 11% 1% 1% 9%
Risk Consulting & Technology 979 872 12% — 3% 9%
Total Operating Segments $10,667 $10,266 4% — —_ 4%
Corporate/Eliminations (120) (184}

Total Revenue $10,547 $10,082 5% — — 5%

&) Risk Capntal Holdings owns MMC's investments in private equity funds, insurance and financial services firms

Revenue

Consolidated revenue for 2007 increased 8% to $11 4 billion compared with 2006, reflecting a 4%
increase in underlying revenue and a 4% positive impact of foreign currency translation

Revenue n the nsk and insurance services segment increased 2% compared with 2006 Underiying
revenue decreased 1% for the total nsk and insurance services segment, reflecting a 1% increase In
Reinsurance Services, a 1% decrease in Insurance Services partially reflecting a $40 million decrease

25




in market service revenue, and a 16% decrease in Risk Capital Holdings Consulting revenue
ncreased 16%, resulting from an 11% increase in Mercer's businesses and 26% growth in the Oliver
Wyman Group businesses On an underlying basis, revenue increased 7% in Mercer, 18% in Oliver
Wyman Group and 10% for the consulting segment in total Revenue increased 2% in nsk consulting &
technology, 1% on an underlying basis

In 20086, nsk and insurance services revenue decreased 2% compared with 2005 and was flat on an
underlying basis A 5% increase i underlying revenue in remsurance services was offset by a 2%
decrease in insurance services, partly resulting from a $71 million decline in market service revenue
Risk consuiting & technology revenue increased 12% due to growth in Kroll’s corporate advisory and
restructunng, technology services and secunty businesses Consulting revenue increased 11%,
resulting from a 19% increase in the Oliver Wyman Group businesses and an 8% increase at Mercer

Operating Expenses

Consolidated operating expenses in 2007 increased 10% compared with 2006 Operating expenses
increased 5% on an underlying basis in 2007 compared with 2006 The Increase In underlying
expenses Is due to higher compensation and benefit costs dnven by consulting due to increased
volume across all operating companies, increased advertising, primarily in insurance services, and
favorable professional hability experience in 2006

Consolidated operating expenses in 2006 decreased 1% from 2005 The decrease in operating
expenses reflects cost savings from restructuring activities, a decrease In net restructurning and related
charges, lower settlement, legal and regulatory costs related to proceedings invoiving MMC and certain
of its subsidiaries, and lower costs related to employee retention awards, partly offset by higher
compensation costs, pnmarily in the consulting segment due to increased headcount and higher
Incentive compensation Expenses in 2008 also reflect lower costs related to professional liability
clams These decreases in 2006 were partly offset by higher expenses related to stock options Due to
the adoption of SFAS 123(R) on July 1, 2005, expenses related to stock options were recorded for only
six months in 2005 while 2006 includes stock option expense for the full year In 20086, the costs
related to stock options are included in segment results In 2005, the costs related to stock options are
included in Corporate

Restructuring and Related Activities

MMC initiated restructunng activites in the first quarter of 2005 (the “2005 Plan"} and the third quarter
of 2006 In 2007 we incurred net restructuring costs of $98 million and related charges of $21 million,

primarily accelerated amorhization, from actions taken under these restructuring plans The costs and

annualized savings relating to the plans are discussed below

2005 Plan

MMC's actions under the 2005 Plan are complete MMC is currently realizing annualzed savings of
approximately $400 million attributable to the 2005 Plan relating primarnily to the nsk and insurance
services segment |n early 2006, MMC began implementing its plan to eliminate excess space In its
corporate headquarters bullding in mid-town New York Costs related to its headquarters building
incurred through June 30, 2006 (approximately $40 million) and savings generated from those actions
(approximately $10 milhon) were recegnized as part of the 2005 Plan

2006 Cost-Savings Initiative

In September 2006, MMC announced a cost-savings initiative related to firm-wide infrastructure,
organization structure and operating company business processes The first phase of this intiative
began in September 2006

As previously reported, MMC's actions under the first phase are substantially complete, except for
certain actions related to MMC’s headquarters building From inception through December 31, 2007,
MMC incurred total costs of $56 million related to the first phase, consisting of $20 million of
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restructuring charges ($10 milion of which were incurred in 2007) and related charges totaling $36
million ($21 milien of which were incurred in 2007, pnmarily related to accelerated amortization of
leasehold improvements) The restructuning charges are net of a $74 million gain on the sale of 5 floors
of MMC’s New York headguarters building recorded in the fourth quarter of 2006 The actions
completed under this first phase of the 2006 cost-savings inbatives have resulted in annualized
savings of approximately $135 million

Separate from the 2008 cost-savings initiative, Marsh identified actions that resulted in the eimination
of approximately 170 employee positions through staff reductions and attrition These actions have
resulted in annualized savings of approximatety $40 millicn Through December 31, 2007 these actions
by Marsh have resulted in charges of $53 milion, $39 million of these charges were recorded in 2007

In the fourth quarter of 2007, Marsh took additional actions that resulted in the elimination of 84
positions and annualized savings of $12 millon These actions resulted in charges of $16 million for
severance and related benefits

Putnam Transaction

On August 3, 2007, Great-West Lifeco Inc completed its purchase of Putnam Investments Trust for
$3 9 billien in cash The purchase includes Putnam’s interest in the T H Lee pnivate equity business
After the payment of taxes in December 2007, the cash proceeds to MMC after minonty interest
approached $2 5 bilion The transaction resulted in a pre-tax gain of $3 0 billion ($1 9 billion after tax),
which 1s included in discontinued operations Putnam’s results of operations through August 2, 2007
and results for prior years are included in discontinued operations in the accompanying consolidated
statements of Income Putnam’s assets and ltrabilities are reported as discontinued operations in the
accompanying balance sheet at December 31, 2006

Other Businesses Exited

During 2006, MMC completed the sale of several businesses SCMS in January 2006, Price Forbes in
September 2006, and KSI in December 2006 The gain or loss on disposal of these businesses,
tnctuding any charges to reduce the carrying value to fair value less cost to sell, are included in
discontinued cperations 1n 2006

The operating results of each of the businesses, through the date of sale or disposal, are included in
discontinued operations in 2005 except for the 2005 results of Price Forbes, which were insignificant to
MMC's results for that year

In 2005, Marsh completed the sale of Crump Group Inc The gamn on disposal of Crump, as well as its
results of operations through the date of disposal, are included in discontinued operations in 2005

Risk and Insurance Services

In the Risk and Insurance Services segment, MMC's subsidiaries and other affilated entities act as
brokers, agents or consultants for insureds, insurance underwriters and other brokers in the areas of
nsk management, insurance broking and insurance program management services, pnmarnly under the
name of Marsh, and engage in reinsurance broking, catastrophe and financial modeling services and
related advisory functions, pnmanly under the name of Guy Carpenter Risk Capital Holdings owns
Investments in private equity funds and insurance and financial firms

Marsh and Guy Carpenter are compensated for brokerage and consulting services primarnly through
fees paid by clients and/or commissions paid out of premiums charged by insurance and reinsurance
companies Commission rates vary in amount depending upon the type of insurance or rensurance
coverage provided, the particular insurer or reinsurer, the capacity in which the broker acts and
negotiations with chents Revenues are affected by premium rate Jevels in the insurance/reinsurance
markets, the amount of nisk retained by insurance and reinsurance clients themselves and by the value
of the nisks that have been nsured since commission based compensation is frequently related to the
premiums paid by insureds/reinsureds In many cases, compensation may be negotiated in advance,
based on the types and amounts of nsks to be analyzed by MMC and ultimately placed into the
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insurance market or retained by the client The trends and compansons of revenue from one period to
the next will therefore be affected by changes in premium rate levels, fluctuations in client nsk
retention, and increases or decreases In the value of risks that have been insured, as well as new and
lost business, and the volume of business from new and existing clients

Effective October 1, 2004, Marsh eliminated contingent compensation, or market services agreements
with insurers, under which it had received revenues based upon such factors as the overall volume,
growth and, in some cases, profitability, of the total business placed by Marsh with a given insurer

Marsh and Guy Carpenter recewve interest income on certain funds (such as premiums and claims
proceeds) held in a fiduciary capacity for others The investment of fiduciary funds 1s regulated by state
and other insurance authorties These regulations typically provide for segregation of fiduciary funds
and imit the types of investments that may be made with them Interest income from these
nvestments vanes depending on the amount of funds tnvested and applicable interest rates, both of
which vary from time to time

Following the sale of MMC Capital's business in May 2005, we no longer receive fees in connection
with the private equity investments previously managed by MMC Capital, nor do we receive
management fees or ongination fees related to this business, except that MMC retained the night to
receive certain performance fees relating to the Tndent Il private equity partnership We continue to
receive dividends and to recognize capital appreciation or depreciation on the investments held by Risk
Capital Holdings, as well as revenue on Risk Capital Holdings’ sales of investments from time to time
Based on recent security market levels, revenue for Risk Capital Holdings 1s expected to continue to be
volatile on a quaner-to-quarter basis and substantially lower in 2008 as compared to 2007

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

(fn millrons of dollars) 2007 2006 2005
Service Revenue $5,402 $5,267 $5,412
Investment Income (loss) 163 196 180

Revenue 5,565 5,463 5,582
Compensation and Benefits 3,353 3,238 3,399
Other Operating Expenses 1,705 1,548 1,888

Expense 5,058 4,786 5,287
Operating Income $ 507 $ 677 $ 305
Operating Margin 9.1% 12 4% 55%
Revenue

Revenue in nsk and insurance services increased 2% in 2007 compared with 2006, reflecting the
positive impact of foreign currency exchange fluctuations, partly offset by a 1% decrease in underlying
revenue

In insurance services, revenue increased 3% from last year, reflecting a 4% positive impact of currency
translation and a 1% decrease in underlying revenue For the full year, Marsh’s new business
production increased 5% on an underlying basis in 2007 compared with 2006 Premium rate declines
in the commercial insurance marketplace continued to accelerate dunng the year On a geographic
basis, Marsh revenue included $2 4 billion in the Amencas, $1 7 billion in EMEA and $388 million in
Asia Pacific, compared with $2 4 billion, $1 6 billion and $348 million in the respective geographies in
2006

Reinsurance services revenue increased 2% in 2007 compared to 2006 and 1% on an underlying
basis These results were achieved despite a significant decline m U S property catastrophe rates as
well as higher nisk retentions by clients

Risk Capital Holdings' revenue was $163 million in 2007 compared with $193 million in 2006 Risk
Captal Holdings’ revenue in 2007 relates primanly to mark-to-market gains on private equity fund
investments and gains from the sales of investments Revenue from Risk Capital Holdings 1s expected
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to continue to be volatile on a quarter-to-quarter basis and substantially lower in 2008 as compared to
2007

Effective January 1, 2007, Marsh managed certain businesses (formerly part of Risk Consulting &
Technology) which had revenue of $16 milhlon in 2007 Revenue from these businesses was $25
milion in 2006, and 1s reflected as part of Risk Consulting & Technology

Revenue in nsk and insurance services decreased 2% 1n 2006 compared with 2005 and was flat on an
underlying basis Higher revenue in reinsurance services and Risk Capital Holdings was offset by a
decrease in Insurance services

In December 2006, MMC, through its subsidiary Risk Capital Holdings, contnbuted its hmited
partnership interest in Trident 111, valued at $182 million, to MMC’s U K pension fund The transaction
was recorded at the estimated fair value of MMC's investment on the date of the contribution Risk
Capital Holdings' revenue in 2006 included $38 million of mark-to-market gains for Trident Il
recognized through the date of the contribution

Expense

Expenses In the nsk and insurance services segment increased 6% in 2007 over the prior year The
mcrease In expenses reflects higher salary costs due to increased headcount during the second half of
the year, the impact of foreign currency exchange fluctuations, costs associated with Marsh's
advertising campaign iniated in the Spring of 2007, incremental expenses related to the departure of
Marsh'’s former CEQ, and the effact of favorable professional iability experience in 2006 These
increases were partly offset by lower restructuring and related costs versus 2006 and reduced
incentive compensation accruals

In 2006, expenses in the nsk and insurance services segment decreased 9% over the prior year The
decrease reflects cost savings from restructunng, a decrease n restructuring charges from $257
million in 2005 to $100 million in 2006, a decrease of $45 million in settlement, legal and regulatory
costs related to market services agreements and associated shareholder and pelicyholder liigation,
and a decrease of $78 million related to employee retention awards In addition, 2006 expenses reflect
lower incentive compensation costs and lower costs related to professional lrability claims Partly
offsetting these decreases were costs of $47 million in 2006 related to employee stock options which
were not charged to the segment in 2005

Consulting

MMC conducts bustness in its Consulting segment through two main business groups Mercer includes
practice groups specializing in retirement and investments, outsourcing, health and benefits and talent
The Ohver Wyman Group provides specialized management and economic and brand consuiting
services

The major component of Consulting’s revenue, in both Mercer and the Oliver Wyman Group, 1s fees
paid by clients for advice and services Mercer, principally through its health & benefits ine of
business, also eams revenue In the form of commissions received from surance companies for the
placement of group (and occasionally individual} insurance contracts, primarnly ife, health and accident
coverages Revenue for Mercer's discretionary investment management business and certain of
Mercer's outsourcing business defined contnbution administration services consists principally of fees
based on assets under administration

Revenue in the consulting segment i1s affected by, among cther things, global economic conditions,
including changes n clients’ particular industnes and markets Revenue 1s also subject to competition
due to the introduction of new products and services, broad trends in employee demographics, the
effect of government policies and regulations, and fluctuations in interest and foreign exchange rates
Revenues from the prowvision of discretionary tnvestment management services and retirement trust
and administrative services are significantly affected by secunties market perfformance
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The results of operations for the consulting segment are presented below

(In milhons of dollars) 2007 2006 2005
Service Revenue $4,884 54,224 $3,802
Investment Income — 1 —

Revenue 4,884 4,225 3,802
Compensation and Benefits 2,951 2,647 2,330
Other Operating Expenses 1,327 1,112 1,021

Expense 4,278 3,759 3,351
Operating Income $ 606 3 466 $ 451
Operating Margin 12.4% 110%  119%
Revenue

Consulting revenue i 2007 increased 16% compared with 2006 compnising 11% growth at Mercer and
26% growth at Oliver Wyman Group Revenue for the segment increased 10% on an underlying basis
Within Mercer, the revenue increase of 11%, reflects growth in retirement and investment of 13%,
health and benefits of 6%, outsourcing of 15% and talent of 10% Mercer grew 7% on an underlying
basis The Oliver Wyman Group grew 26%, or 18% on an underlying basis, compared with the same
perod last year Management, economic and brand consulting all produced double digit growth

Consulting revenue in 2006 increased 11% compared with 2005 Revenue for Mercer increased 8%, or
7% on an underlying basis driven by strong growth in rebrement and investments, and talent Oliver
Wyman Group revenues grew 19%, 16% on an underlying basis Each of the Oliver Wyman Group
practices contnibuted to this performance, led by management consulting which increased undetlying
revenues 18%

Expense

Consulting expenses increased 14% in 2007 compared with 2006, reflecting higher compensatton
costs due to an increased volume of business, higher iIncentive compensation commensurate with
improved operating performance and the impact of foreign currency translation

Consulting expenses increased 12% in 2006 compared with 2005 The expense increase reflects
restructuring charges of $27 million, the impact of acquisitions and higher compensation costs due in
part to increased staff levels In addition, expenses in 2006 include costs of $41 million related to
employee stock options which were not charged to the segment in 2005

Risk Consulting & Technology

MMC’s Risk Consulting & Technology segment primanly consists of Kroll and its subsidianes Kroll
services fall into two major product ines consulting services, which includes nsk consulting, corporate
adwisory & restructuning and security, and technology enabled solutions

Kroll recelves compensation prmarily in the form of fees paid by clients These fees are typically
earned on an hourly, project, fixed fee or per-unit basis Kroll's revenue 1s subject to changes In
international economic and regulatory conditions Some of Kroll's revenue sources are counter-cyclical
to the performance of the economy In general These sources may include, for example, fees from
restructuring, turnaround and forensic engagements relating to commeresal bankruptcies and bond
defaults Kroll s also subject to normal competitive forces such as pricing pressures, demand for
professional staff and new product development on the part of competitors, particularly in technology
services
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The results of operations for the nsk consulting & technology segment are presented below

{In milhons of dollars) 2007 2006 2005
Revenue $995 $979 §872
Compensation and Benefits 506 466 406
Other Operating Expenses 383 364 345

Expense 889 830 751
Operating Income $106 $149 $121
Operating Margin 10.7% 152% 13 9%
Revenue

Risk consulting and technology revenues increased 2% compared with 2006, and 1% on an underlying
basis Revenue in Kroll's technology operations rose 13% to $569 million, led by the Kroll Ontrack legal
technology unit and Kroll’'s background screening business Revenues in Kroll's consulting business
decreased 10% to $426 milion The dechne in Kroll's consulting revenue reflects continued weak
demand for Kroll's corporate restructuring services, including lower client success fees for completed
engagements compared with 2006

Risk consulting & technology revenues increased 12% in 2006 compared with 2005, and 8% on an
underlying basis The technology services group, Kroll’s largest business unit, increased révenues by
12%

Effective January 1, 2007, Kroll transferred to Marsh certain businesses which had revenue of $25
milhon in 2006 Revenue for the nsk consulting and technology segment in 2006 has not been restated
for this transfer

In the fourth quarter of 2006, Kroll completed the sale of KS|, an international security operation that
provided high-nsk asset and personal protection services The financial results of KSI are included in
discontinued operations and are not included in the segment’s results for any year presented

Expense

Risk consulting and technology expenses in 2007 increased 7% compared with 2006 partially due to
the impact of foreign exchange fluctuattons The increase reflects higher compensation related to the
increased volume of business for Kroll's Ontrack and background screening operations, as well as
higher compensation in the corporate advisory and restructuring business to retain key professional
staff in anticipation of future increased activity Also, expenses in 2006 included a credit related to the
early termination of a licensing agreement

Risk consulting & technology expenses increased 11% in 2006 compared with 2005 Approximately
half of the increase results from acquisitions and the impact of foreign currency fluctuation The
remaining increase reflects higher compensation in the corporate adviscry and restructuring and the
background screening businesses, as well as increased costs for outside services in the background
screening business due to a higher volume of business The increases discussed above are parily
offset by a credit in 2006 related to the early termination of a licensing agreement

Discontinued Operations

Results of discontinued operations includes the gain on the sale of Putnam as well as Putnam's
operating income through August 2, 2007 and the operating income from Putnam, SCMS, KSI and
Price Forbes for 2006 and 2005 The gain on the disposal of Crump and Crump’s operating income are
included In discentinued operations in 2005 In additton, discontinued operations in 2006 also includes
the gain on disposal of SCMS and a charge to reduce the carrying value of Pnce Forbes' assets to fair
value
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The following depicts the results of discontinued operations including revenue and expense detail for

Putnam
(In mithons of doliars) 2007 2006 2005

Putnam
Revenue $ 798 $1,385 $1,506
Expense 636 1,082 1,243
Operating Income 162 303 263
Minonty interest and other discontinued operations {2) 1 43
Provision for income tax 71 118 117
Income from discontinued operations, net of tax 89 186 189
Gain on disposal of discontinued operations 2,965 298 55
Provision for income tax 1,117 126 41
Gain on disposal of discontinued operations, net of tax 1,848 172 14

Discontinued operations, net of tax

$1,937 $ 358 $ 203

MMC’s gain on the Putnam transaction increased diluted eamings per share $3 38 for the year ended
December 31, 2007 In 2006, discontinued operations included an after-tax net gain of $179 million
related to the gain on disposal of SCMS and charges retated to Price Forbes and KSI, which increased
diluted earnings per share for the year ended December 31, 2007 by approximately $0 32
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Corporate ltems

Corporate Expenses

Corporate expenses were $200 million in 2007, compared to $137 milion in 2006 These costs include
$42 mullion for restructunng and related charges in 2007, compared with a credit of $31 milion of such
items in 2006 that included a $74 million gain on the sale of five floors in MMC's headquarters building
In 2007, corporate expenses included incremental costs of $14 milion related to the departure of
MMC’s former CEO that were offset by a credit from an accrual adjustment related to the separation of
former MMC senior executives

Corporate expenses of $137 milhon in 2006 ware $150 million lower than in 2005 The decrease I1s
pnmarily due to the impact of stock option expense, which was recorded as a corporate charge in 2005
and was charged to the business segments in 2006, and lower net restructunng charges, largely
resulttng from a gain on the disposal of five floors in MMC's headquarters building, partly offset by
higher professional services fees

Interest

Interest Income eamed on corporate funds amounted to $95 million in 2007, an increase of $35 million
from 2006 The increase In interest income reflects generally higher average interest rates in 2007
compared with 2006, and higher invested balances during the second half of the year resulting from
the recelpt of proceeds from the Putnam transaction Interest expense of $267 million in 2007
decreased from $303 million from 2006 The decrease in interest expense 1s pnmanly due to a
decrease in the average leve! of debt compared to the prior year

Interest iIncome earned on corporate funds amounted to $60 million In 2006, an increase of $16 million
from 2005 The increase in interest income reflected the combination of hugher average corporate cash
balances and generally higher average interest rates in 2006 compared with the prior year Interest
expense of $303 million in 2006 decreased from $332 million in 2005 The decrease In interest
expense s primarily due to $34 million recorded in the third quarter of 2005 for the prepayment charge
incurred in connection with the refinancing of the mortgage on MMC’s headquarters building In New
York

Income Taxes

MMC’s consolidated effective tax rate was 34 9% in 2007 compared to 29 8% n 2006 The change
primanly reflects the unfavorable impact of international tax law changes in 2007 and the release of
valuation allowances on certain deferred tax assets in 2006

MMC’s consolidated effective tax rate was 29 8% in 2006 compared to 31 4% in 2005 The change
prmarnly reflects the release of valuation allowances on certain deferred tax assets, partly offset by a
change in the geographtc mix of MMC's eamings and an adjustment of the 2005 tax provision
estimates to the tax return amount

The effective tax rate is sensitive to the geographic mix of MMC’s earnings, which may have a
favorable or unfavorable impact on the rate Furthermore, losses in certain junsdictions cannot be
offset by earnings from other operations, and may result in the need for valuation allowances against
deferred taxes which would affect the rate

MMC adopted the provisions of FASB Interpretation No 48, “Accounting for Uncertainty in Income
Taxes — an interpretation of FASB Staterment No 109" (“FIN 48", which clarifies the accounting for
uncertainty In income tax positions Uncertaun tax positions are evaluated based upon the facts and
circumstances that exist at each reporting pertod Subsequent changes in judgment resulting from new
information may lead to changes in recognition, derecognition, and measurement Adjustments may
result, for example, upon resolution of an 1ssue with the taxing authorities, or expiration of a statute of
hmitations barring an assessment for an issue Such adjustments could have a material impact on
MMC's effective tax rate, net income, and cash flows in a particular future period
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Liquidity and Capital Resources

MMC'’s routine liquidity needs are primanly for current operating expenses, capital expenditures,
servicing debt, penston obligations, paying dividends on outstanding stock and funding acquisitions As
a holding company, our pnmary source for meeting these requirements 1s cash flows from our
operating subsidiaries Qther sources of iquidity include borrowing faciities discussed below in
Financing Cash Flows

Cash on our consolidated balance sheets includes funds available for general corporate purposes
Funds held on behalf of chents in a fiduciary capacity are segregated and shown separately in the
consolidated balance sheet as an offset to fiduciary habilities Fiduciary funds cannot be used for
general corporate purposes, and should not be considered as a source of hquidity for MMC

Operating Cash Flows

MMC used $231 million of cash for operations in 2007 compared with generating $878 million in 2006
These amounts reflect the net Income eamed by MMC during those periods, excluding gains or losses
from the disposition of businesses and the gain on the sale of five floors from the MMC headquarters
bulding, adjusted for non-cash charges and changes in working capital which relate, primanly, to the
timing of payments for accrued habiliies or receipts of assets Payment of accrued habilities in 2007
includes approximately $170 million for regulatory settlements and tax payments of $333 million related
to the disposition of businesses, pnmarly Putnam Comparable items in 2006 include payments of
approximately $270 million for regulatory settlements and tax payments of $136 million related to the
disposttion of businesses Although the cash proceeds from the Putnam transaction are included in
investing cash flows, SFAS 95 specifies that the related payment of taxes be included in operating
cash flows and not allocated to other cash flow categones

MMC has funding requirements for its U S non-qualified and non-U S pension plans in 2008 of
approximately $20 million and $255 million, respectively MMC's policy for funding its tax qualified
defined benefit retirement plans :s to contribute amounts at least sufficient to meet the funding
requirements set forth iIn U S and applicable foreign law There currently 1s no ERISA funding
requirement for the U S qualified plan in 2007 or in 2008 Funding requirements for non-U S plans
vary by country Contnbution rates are determined by the local actuanes based on local funding
practices and requirements Funding amounts may be influenced by future asset performance, the
level of discount rates and other vanables impacting the assets and/or habilties of the plan In addition,
amounts funded In the future, to the extent not due under regulatory requirements, may be affected by
alternative uses of MMC's cash flows, including dividends, investments, and share repurchases

During 2007, MMC contributed approximately $20 milion to the U S pension plans and $189 million to
the significant non-U S pension plans, compared with $20 million for U S plans and $319 million for
significant non-U S plans in 2006 The contribution to the non-U § plans in 2006 includes a non-cash
contnbution of MMC's investment in Tndent I, a private equity imited partnership The contnbution
was recorded based on the estimated fair value on the date of the contribution of $182 million

In September 2006, the FASB 1ssued SFAS 158 SFAS 158 requires that MMC recogmize on a
prospective basis the funded status of its overfunded defined benefit pension and retiree medical plans
(the “Plans”) as a net benefit plan asset and its unfunded and underfunded Plans as a net benefit plan
hability The offsetting adjustment to the amount of assets and liabilities required to be recognized 1s
recorded in Accumulated Other Comprehensive Income, net of tax, iIn MMC’s 2006 year-end balance
sheet Subsequent changes in the funded status will be recognized through the income statement and
other comprehensive income n the year in which they occur as appropnate MMC adopted the
provisions of SFAS 158, prespectively, on December 31, 2006 The impact of adopting SFAS 158
resulted in a reduction in assets of $660 million and an increase In labilities of $245 milhion, including a
related adjustment to tax benefits of $423 millon The net impact of adopting SFAS 158 was a
reduction of MMC's stockholders’ equity of $905 million in 2006 (or $804 million including an
adjustment for the impact of recording a reducticn to the mirmimum pension liability prior to the adoption
of SFAS 158} In 2007, the improved funded status of the Plans resulted in a net increase to equity of
$708 million The change in funded status of the Pians 1s impacted by numerous items, including actual
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results compared with prior estimates and assumptions, contributiens to the Plans, and changes in
assumptions to reflect information available at the respective measurement dates In 2007, the funded
status of MMC’s Plans was significantly impacted by an increase in the discount rates used in the
measurement of the pension liabilities at December 31, 2007, reflecting a general widening of credit
spreads on high quality corporate debt obligations and by contributions and asset returns

Financing Cash Flows

Net cash used for financing activities was $2 6 billien in 2007 compared with $759 millien of net cash
used for financing activities in 2006 Dunng 2007, MMC repurchased $1 3 billion of its common stock
and reduced outstanding debt by approximately $1 1 bilion These actions are discussed more fully
below

Share Repurchases

In August 2007, MMC entered into an $800 muliion accelerated share repurchase agreement with a
financial institution counterparty Under the terms of the agreement, MMC paid the full $800 muthon
purchase price and tcok delivery from the counterparty of an initial tranche of 21,320,530 shares of
MMC common stock, which were reflected as an increase in Treasury shares (a decrease In shares
outstanding) on the delivery date This number of shares was the quotient of the $800 million purchase
price divided by a contractual “cap” price of $37 5225 per share Based on the final average share
pnce during the settlement penod less a discount, it 1s expected that approximately 10 7 million
additional shares will be delivered to MMC in March 2008 This transaction was effected under a $1 5
bilion share repurchase authonzation granted by MMC’s Board of Directors in August 2007 MMC
remains authonzed to repurchase additional shares of its common stock up to a value of $700 million
There 1s no time hmit on this authorization

In May 2007, MMC entered into a $500 million accelerated share repurchase agreement with a
financial institution counterparty Under the terms of the agreement, MMC paid the full $500 million
purchase price and took delivery from the counterparty of an initial tranche of 13,464,749 shares of
MMC common stock Based on the market price of MMC’s commaon stock over the subsequent
settlement penod, in July 2007 the counterparty delivered to MMC an additional 2,555,519 shares for
no additional payment and the transaction was concluded MMC thus repurchased a total of
16,020,268 shares In the transaction, for a total cost of $500 million and an average price per share to
MMC of $31 2105 The repurchased shares were reftected as an increase in Treasury shares (a
decrease In shares outstanding) on the respective delivery dates This transaction was effected under
a $500 million share repurchase authonzation granted by MMC’s Board of Directers in May 2007

MMC made no share repurchases :n 2006

Debt Repayment

Dunng 2007, MMC utiized commercial paper and bank borrowings, as well as cash cn hand, to
manage kquidity, including the funding of maturing bonds and the repurchase of shares In the first
quarter of 2007, MMC’s 5 375%, five-year $500 million senior notes matured MMC's three-year
floating rate $500 miilion senior notes matured in the third quarter of 2007 MMC used a portion of its
proceeds from the Putnam transaction to pay down cutstanding commercial paper and revolving credit
faciity borrowings At December 31, 2007, no commercial paper or revolving credit facility borrowings
were outstanding

MMC and certain of its foreign subsidianies maintain a $1 2 bilhon multi-currency revolving credit
facility Subsidiary borrowings under the facility are unconditionally guaranteed by MMC The facility
will expire In December 2010 There were no borrowings outstanding under this facility at
December 31, 2007

MMC's senicr debt 1s currently rated Baa2 by Moody's and BBB- by Standard & Poor's MMC's short-
term debt 1s currently rated P-2 by Moody’s and A-3 by Standard & Poor's MMC carnes a stable
outloak from both Moody's and Standard & Poor's In December 2007, Standard & Poor's lowered Its
rating ecn MMC’s long-term debt from BBB to BBB- and lowered the rating on MMC's short-term debt
from A-2 to A-3
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MMC also maintains other credit facilittes, guarantees and letters of credit with vanous banks, primarily
related to operations located outside the United States, aggregating $265 million at December 31,
2007 and $269 million at December 31, 2006 There were no outstanding borrowings under these
facilities at December 31, 2007

Dwidends

MMC paid total dvidends of $413 mullion in 2007 ($0 76 per share) and $374 millicn ($0 68 per share)
in 2006

In January 2008, the board of directors approved an ncrease to MMC’s quarterly cash dividend to 20
cents per share from 18 cents paid previously

Investing Cash Flows

Net cash provided by investing activities amounted to $2 8 bilhon in 2007 prnmarly due to the Putnam
transaction This compares with $136 million of net cash used for investing activities tn 2006 Cash
generated by the sale of SCMS totaled $326 mullion In 2006 Cash used for acquisitions totaled $206
million in 2007 compared with $221 million in 2006 Remaining deferred cash payments of
approximately $32 million related to acquisitions completed in 2007 and prior years are recorded n
Accounts payable and accrued habilities or in Other llabihties in the consolidated balance sheets at
December 31, 2007 Cash provided by the sale of securities of $78 million in 2007 was partly offset by
cash used to purchase ivestments of $44 million In 20086, cash used to purchase investments of $193
million was partly offset by the sale of securities of $118 million in 2007

MMC's additicns to fixed assets and capitalized software, which amounted to $378 milion in 2007 and
$307 million in 2006, primanly relate to computer equipment purchases, the refurbishing and
modernizing of office facilittes and software development costs

MMC has committed to potential future investments of approximately $81 million in connection with its
investments in Trident || and other funds managed by Stone Point Capital, LLC The majority of MMC'’s
investment commitments for funds managed by Stone Point Capital, LLC are related to Trident Il the
investment period for which 1s now closed for new investments Any remaining capital calls for Tndent
Il would relate to follow-on investments in existing portfolioc companies or for management fees or other
partnership expenses Significant future capital calls related to Trident Il are not expected Although it
Is anticipated that Trident 1l will be harvesting its remaining portfolio iIn 2008 and thereafter, the timing
of any portfolio company sales and caprtal distributions 1s unknown and not controlled by MMC

Commitments and Obligations

MMC's contractual obligations of the types identified in the table below were of the following amounts
as of December 31, 2007

Payment due by Pernod

Contractual Obligations Within 1-3 4-5 After

(in miilions of dollars) Total 1Year Years Years 5 Years
Current portion of long-term debt $ 260 $ 260 § — % — $ —
Long-term debt 3,608 —_ ge9 267 2,372
NYAG/NYSID settlement 170 170 — — —
Net operating leases 3,028 370 645 520 1,493
Service agreements 133 58 42 24 9
Other long-term obligations 39 26 13 — —
Total $7238 § 884 $1669 $811 $3,874

The above does not include unrecognized tax benefits of $351 million, accounted for under FIN 48, as
MMC i1s unable to reasonably predict the timing of settlement of these labilities, other than
approximately $86 million that may become payable during 2008 The above does not include habilites
established under FIN 45 as MMC 15 unable 1o reasonably predict the hming of settlement of these
habilities
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Market Risk and Credit Risk

Certain of MMC'’s revenues, expenses, assets and habilities are exposed to the impact of interest rate
changes and fiuctuations in foreign currency exchange rates and equity markets

Interest Rate Risk and Credit Risk

MMC has histonically managed 1ts net exposure to interest rate changes by utihzing a mixture of
vanable and fixed rate borrowings to finance MMC's asset base During 2007, virtually all of MMC's
varnable rate borrowings were repaid

Interest Income generated from MMC’s cash investments as well as invested friduciary funds will vary
with the general level of interest rates

MMC had the following investments subject to vanable interest rates

December 31,
{in muifltons of dollars) 2007
Cash and cash equivalents invested in
money market funds, certificates of deposit and time deposits (Note 1) $2,133
Fiduciary cash and investments (Note 1) $3.612

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

Based on the above balances, if short-term interest rates decrease by 10% or 45 basis points over the
course of the year, annual interest income, including interest earned on fiduciary funds, would
decrease by approximately $14 million

In addition to interest rate nsk, our cash investments and fiduciary fund investments are subject to
potental loss of value due to counterparty credit sk To minimize this nsk, MMC and its subsidianes
invest pursuant to a Board approved investment policy The policy mandates the preservation of
principal and liquidity and requires broad diversification with counterparty hmits assigned based
primarly on credit rating and type of investment MMC carefully monitors its cash and fiduciary fund
investments and will further restrict the portfolio as appropnate to market condittons The majority of
cash and fiduciary funds are invested in short-term bank deposits and liquid money market funds

Foreign Currency Risk

The translated values of revenue and expense from MMC’s international nsk and insurance services
and consulting operations are subject to fluctuations due to changes in currency exchange rates The
non-U S based revenue that 1s exposed to foreign exchange fluctuations 1s approximately 50% of total
revenue Note 17 detalls revenue by geographic area We penodically use forward contracts and
options to imit foreign currency exchange rate exposure on net income and cash flows for specific,
clearly defined transactions ansing in the ordinary course of business

Equnty Price Risk

MMC holds investments in public and private companies, as well as in certain pnivate equity funds
managed by Stone Point Capital Publicly traded investments of $23 million are classified as available
for sale under SFAS No 115 Non-publicly traded investments of $43 million are accounted for using
the cost method and $293 millicn are accounted for using the equity methad under APB Opinion

No 18, “The Equity Method of Accounting for Investments in Common Stock” The investments that
are classified as available for sale or that are not publicly traded are subject to nsk of changes In
market value, which if deterrmined to be other than temporary, could result in realized impairment
losses MMC penodically reviews the carrying value of such investments to determine if any valuation
adjustments are appropriate under the applicable accounting pronouncements
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Other

A significant number of lawsuits and regulatory proceedings are pending See Note 16 to the
consoldated financial statements

Management’s Discussion of Criticai Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States ("GAAP”) requires management to make estimates and judgments that affect
reported amounts of assets, labiliies, revenue and expenses, and disclosure of contingent assets and
habilties Management considers the policies discussed below to be ¢cntical to understanding MMC’s
financial statements because their applicatton places the most significant demands on management's
judgment, and requires management to make estimates about the effect of matters that are inherently
uncertain Actual results may differ from those estimates

Legal and Other Loss Contingencies

MMC and its subsidiaries are subject to numerous claims, lawsuits and proceedings GAAP requires
that habilities for contingencies be recorded when it 1s probable that a iability has been incurred before
the balance sheet date and the amount can be reascnably estimated Significant management
judgment i1s required to comply with this gwidance MMC analyzes its itigation exposure based on
avallabte information, including consultation with outside counsel handling the defense of these
matters, to assess its potential hability

In addition, to the extent that insurance coverage 1s available, significant management judgment 1s
required to determine the amount of recovenes that are expected under MMC’s vanous insurance
programs

Retirement Benefits

MMC maintains qualified and non-qualified defined benefit pension plans for its eligible U S employees
and a vanety of defined benefit and defined contribution plans for eligible non-U § employees MMC’s
policy for funding its tax qualified defined benefit retirernent plans 1s to contnibute amounts at least
sufficient to meet the funding requirements set forth in U § and applicable foreign laws

In September 2008, the Financial Accounting Standards Board (“FASB”) 1ssued SFAS No 158,
“Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans — an amendment
of FASB Statements No 87, B8, 106, and 132 (R)" (“SFAS 158") SFAS 158 requires that MMC
recognize the funded status of its overfunded defined benefit pension and retiree medical plans (the
“Plans”) as a net benefit plan asset and its unfunded and underfunded plans as a net benefit plan
habiity The gains or losses and prior service costs or credits that have not been recognized as
compeonents of net penodic costs are recorded as a component of Accumulated Other Comprehensive
Income {“AQCI"}, net of tax, iIn MMC’s consolidated balance sheets MMC adopted the provisions of
SFAS 158, prospectively, on December 31, 2006

The determination of net periodic pension cost 1s based on a number of actuanal assumptions,
including an expected long-termn rate of return on plan assets, the discount rate and assumed rate of
salary increase Significant assumptions used in the calculation of net pernodic pension costs and
pension habilities are disclosed in Note 8 to the consolidated financial statements MMC believes the
assumptions for each plan are reasonable and appropnate and will continue to evaluvate actuanal
assumptions at least annually and adjust them as appropnate Based on its current assumptions, MMC
expects pension expense to decrease by approximately $200 million in 2008 and currently expects to
contribute approximately $275 million to the plans during 2008

Dunng 2005 MMC made changes to the U S pension plan that were designed to reduce MMC's
benefits costs going forward The changes, which were effective January 1, 2006, include changing the
benefit formula from a final average salary to a career average salary as well as a change in the
calculation for early retirement benefits During 2006, MMC made similar changes to its U K pension
plans
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Future pension expense or credits will depend on plan provisions, future investment performance,
future assumptions, and vanous other factors related to the populations participating tn the pension
plans Holding all other assumptions constant, a half-percentage point change in the rate of return and
discount rate assumptions would affect net pertodic penston cost for the U S and U K plans, which
comprise approximately 89% of total pension plan habilities, as follows

0 5 Percentage 0 5 Percentage

Paoint Increase Point Decrease
(In mithons of dolars) us UK us UK
Assumed Rate of Return $5(152) $(280) $152 $28 0
Discount Rate $(285) $(554) $307 857 3

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

MMC contnibutes to certain health care and Iife insurance benefits provided to its retired employees
The cost of these postretirement benefits for employees in the United States 1s accrued during the
period up to the date employees are eligible to retire, but 1s funded by MMC as incurred This
postretirement Lability 1s included in Other habilities in the consolidated balance sheets The key
assumptions and sensitivity to changes in the assumed health care cost trend rate are discussed In
Note 8 to the consolidated financial statements

Income Taxes

MMC’s tax rate reflects its income, statutory tax rates and tax planning in the varnous junsdictions in
which it operates Significant judgment 1s required in determining the annual tax rate and in evaluating
uncertain tax posions On January 1, 2007 MMC adopted the provisions of FIN 48, to account for the
uncertainty In income taxes Accordingly, MMC reports a liability for unrecognized tax benefits resulting
from uncertain tax positions taken or expected to be taken in a tax return The evaluation of a tax
position In accordance with FIN 48 i1s a two-step process, the first step involves recognition We
determine whether it 1s more {ikely than not that a tax position will be sustained upon tax examination,
including resolution of any related appeals or lihgation, based on only the technical ments of the
position The technical ments of a tax position denve from both statutory and judicial authority
(legislation and statutes, legislative intent, regulations, rulings, and case law) and their applicability to
the facts and circumstances of the tax position If a tax position does not meet the more hkely than not
recognition threshold, the benefit of that nosition s not recognized in the financial statements The
second step 1s measurement A tax position that meets the more likely than not recognition threshold is
measured to determine the amount of benefit to recognize n the financial statements The tax position
Is measured as the largest amount of benefit that 1s greater than 50 percent likely of being realized
upon ultimate resolution with a taxing authonty

Uncertain tax positions are evaluated based upon the facts and circumstances that exist at each
reporting period and involve significant management judgment Subsequent changes in judgment
based upon new information may lead to changes in recognition, derecognitton, and measurement
Adjustments may result, for example, upon resolution of an 1ssue with the taxing authonties, or
expiration of a statute of imitations barring an assessment for an issue Prior to January 1, 2007, MMC
estimated its uncertain income tax obligations in accordance with SFAS 109 and SFAS 5 MMC
recognizes interest and penalties, if any, related to unrecognized tax benefits In Income tax expanse

Tax law requires items be included in MMC’s tax returns at different times than the items are reflected
in the financial statements As a result, the annual tax expense reflected in the consolidated
statements of Income s different than that reported in the tax retums Some of these differences are
permanent, such as expenses that are not deductible in the retumns, and some differences are
temporary and reverse over tme, such as depreciation expense Temporary differences create
deferred tax assets and liabiities Deferred tax liabilities generally represent tax expense recognized in
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the financial statements for which payment has been deferred, or expense for which a deduction has ‘
been taken already in the tax return but the expense has not yet been recognized in the financial 1
statements Deferred tax assets generally represent items that can be used as a tax deduction or credit
in tax returns in future years for which a benefit has already been recorded in the financial statements
In assessing the need for and amount of a valuation allowance for deferred tax assets, the Company
considers whether it 1Is more likely than not that some portion or all of the deferred tax assets will not be
realized and adjusts the valuation allowance accordingly MMC evaluates all significant avaifable
positive and negative ewvidence, including the existence of losses in recent years and its forecast of
future taxable income by junsdiction, in assessing the need for a valuation allowance MMC also
considers tax-planning strategies that would result in reahzation of deferred tax assets, and the
presence of taxable income In prior carryback years If carryback s permitted under the appropnate tax
law The underlying assumptions MMC uses in forecasting future taxable income require significant
judgment and take into account MMC's recent performance The ultimate realization of deferred tax
assets 1s dependent on the generation of future taxable income dunng the pernods in which temporary
differences are deductible or creditable Valuation allowances are established for deferred tax assets
when it 1s estimated that it 1s more likely than not future taxable income will be insufficient to fully use a
deduction or credit in that junsdiction

Fair Value Deterrminations

Investment Valuation — MMC holds investments in both public and private compantes, as well as
certain private equity funds The majonty of the public Investments are accounted for as available for
sale securties under SFAS No 115 Certain investments, primarly investments in private equity funds,
are accounted for using the equity method under APB Opinion No 18 MMC penodically reviews the
carrying value of its investments to determine If any valuation adjustments are appropriate under the
applicable accounting pronouncements MMC bases s review on the facts and circumstances as they
relate to each investment Fair value of investments in prnvate equity funds 1s determined by the Funds'
investment managers Factors considered in determining the fair value of private equity investments
include implied valuation of recently completed financing rounds that included sophisticated outside
investors, perfermance multiples of comparable public companies, restrictions on the sale or disposal
of the investments, trading charactenstics of the secunties, and the relative size of the holdings in
comparnson tc other private investors and the public market float In those instances where quoted
market prices are not availlable, particularly for equity holdings in prnivate companies, or formal
restrictions hmit the sale of secunities, significant management judgment 1s required to determine the
appropnate value of MMC's iInvestments MMC reviews with the fund manager the appropnaieness of
valuation results for significant private equity investments \

Goodwill Impairment Testing — Under SFAS 142, MMC 1s required to assess goodwill and any
indefinite-lived intangible assets for impairment annually, or more frequently If circumstances indicate
impairment may have occurred MMC performs the annual impaiment test for each of its reporting
units dunng the third quarter of each year Fair values of the reporting units are estimated using a
market approach or a discounted cash flow model Carrying values for the reporting units are based on
balances at the prior quarter end and include directly identified assets and lab:lities, as well as an
allocation of those assets and liabilities not recorded at the reporting unit level MMC completed s
2007 annual review In the third quarter of 2007 and concluded that goodwill 1s not imparred The far
value estimates used in this assessment are dependent upon assumptions and estimates about the
future profitability and other financial ratios of our reporting units, as well as relevant financial data,
recent transactions and market valuations of comparable public companies If in the future, the
performance of our reporting units vanes significantly from our projections or our assumptions or
estimates about future profitability of our reporting units change, the estimated fair value of our
reporting units could change matenally and could result in an impatrment of goodwill
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Share-based Payment

Effective July 1, 2005, MMC adopted SFAS 123(R) “Share-based Payment”, which requires, among
other things, that the estmated fair value of stock options be charged te earmnings Significant
management judgment 1s required to deterrnine the appropnate assumptions for Inputs such as
volatility and expected term necessary to esttmate option values In addition, management judgment is
required to analyze the terms of the plans and awards granted thereunder to deterrmine If awards will
be treated as equity awards or lability awards, as defined by SFAS 123(R)

As of December 31, 2007, there was $34 million of unrecognized compensation cost related o stock
option awards The weighted-average penods over which the costs are expected to be recognized i1s
1 4 years Also as of December 31, 2007, there was $289 million of unrecognized compensation cost
related to MMC's restnicted stock, restricted stock unit and deferred stock unit awards

See Note 9 to the consclidated financial staterments for additional information regarding the adoption of
SFAS 123(R)

New Accounting Pronouncements
New accounting pronouncements are discussed In Note 1 to MMC’s consclidated financial statements

On January 1, 2007, MMC adopted the provisions of FASB Interpretation No 48, "Accounting for
Uncertainty in Income Taxes — an interpretation of FASB Statement No 109" (“FIN 48"), which clarifies
the accounting for uncertainty in iIncome tax positions This interpretation requires that MMC recognize
In its consolidated financial statements the iImpact of a tax position when it 1Is more ikely than not that
the tax posihon would be sustained upon examination by the tax authorities based on the technical
merits of the pcsition As a result of the implementation of FIN 48, MMC recognized an increase in the
hiability for unrecognized tax benefits of approximately $13 million, which s accounted tor as a
reduction to the January 1, 2007 balance of retained earmings The term “unrecognized tax benefits” in
FIN 48 pnmanly refers to the differences between a tax position taken or expected to be taken in a tax
return and the benefit measured and recognized in the financial statements in accordance with the
guidelnes of FIN 48 Including this increase, MMC had approximately $272 milion of total gross
unrecognized tax benefits at the beginning of 2007 Of this total, $218 million represents the amount of
unrecognized tax benefits that, If recognized, would favorably affect the effective tax rate in any future
penods MMC classifies interest and penalties relating to uncertain tax positions in the financial
statements as income taxes The total gross amount of such accrued interest and penalties, before any
applicable federal benefit, at January 1, 2007 was $40 millon See Note 7 to the consolidated financial
statements for further discussion of FIN 48 and income taxes

In September 2006, the FASB i1ssued SFAS No 157, “Fair Value Measurements” (*“SFAS 157"), which
defines fair value, establishes a framework for measuring fair value, and expands required disclosures
about farr value measurements The provisions of SFAS 157 are effective as of the beginning of
MMC's 2008 fiscal year MMC does not expect the adoption of SFAS 157 to have a matenal impact on
its consolidated financial statements

In February 2007, the FASB 1ssued SFAS 159, “The Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS 159") SFAS 159 permits an entity to measure many financial assets and
financial lalities at fair value. Unrealized gains and losses on items for which the fair value option has
been elected are reported in eamings SFAS 159 is effective for fiscal years beginning after

November 15, 2007 The adjustment to reflect the difference between fair value and the carrying
amount would be accounted for as a cumulative-effect adjustment to retamned earnings as of the date
of adoption MMC did not elect to adopt the farr value option for any financial assets or habiliies as of
January 1, 2008

On December 4, 2007, the FASB issued SFAS 141 (revised 2007), “Business Combinations” (“SFAS
141(R)"), and SFAS 160, “Noncontrolling Interests in Consolidated Financial Statements” (“SFAS
160"
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SFAS 141(R) requires entities in a business combination to recognize all (and only) the assets
acquired and liabihties assumed in the transaction, establishes the acquisition-date fair value as the
measurement objective for all assets acquired and habilities assumed, and requires the acquirer to
disclose all information needed by investors and other users to evaluate and understand the nature
and financial effect of the business combination

SFAS 160 clanfies that a noncontrolling or minonty interest in a subsidiary 1s considered an ownership
interest and accordingly, requires all entittes to repont such interests In subsidiaries as equity in the
consolidated financial statements

Both standards are effective for fiscal years beginning after December 15, 2008 Early adoption ts not
permitted
ltem 7A. Quantitative and Qualitative Disclosures About Market Risk.

See the information set forth under the heading “Market Risk and Credit Risk” above under Part i,
ltem 7 (*Management’s Discussion and Analysis of Financial Condrtion and Results of Operations”™)
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ltem 8. Financial $tatements and Supplementary Data.

Marsh & McLennan Companies, Inc and Subsidianies
Consolidated Statements of Income

For the Years Ended December 31,

{In miflions, except per share figures) 2007 2006 2005
Revenue
Service revenue $11,187 $10,350 $ 9,902
investment income {loss) 163 197 180
Operating revenue 11,350 10,547 10,082
Expense
Compensation and benefits 7,030 6,515 6,327
Other operating expenses 3,301 2,877 3,165
Operating expenses 10,331 9,392 9,492
Operating income 1,019 1,155 590
Interest iIncome 95 60 44
Interest expense (267) (303) (332)
Income before income taxes and minority interest 847 912 302
Income taxes 295 272 a5
Minonty interest, net of tax 14 8 6
Income from continuing operations 538 632 201
Discontinued operations, net of tax 1,937 358 203
Net income $2475 $ 990 $ 404
Basic net income per share — Continuing operations $ 100 $ 115 % 037
— Net Income $ 460 3 180 $ 075
Diluted net income per share — Continuing operations $ 099 $ 114 $§ 037
— Net income $ 453 § 176 $ 074
Average number of shares outstanding — Basic 539 549 538
— Diluted 546 557 543
Shares outstanding at December 31, 520 552 546

The accompanying notes are an integral part of these consolidated statements
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Marsh & Mcl.ennan Companies, Inc and Subsidianes
Consolidated Balance Sheets

December 31,

{In milhons of dollars) 2007 2006
ASSETS
Current assets
Cash and cash equivalents $ 2133 5% 2,015
Receivables

Commussions and fees 2,614 2,340

Advanced premiums and claims 77 82

Other 302 452

2,993 2,874

Less — allowance for doubtful accounts and cancellations {119} {156)

Net receivables 2,874 2,718
Assets of discontinued operations —_ 1,921
Other current assets 447 322

Total current assets 5,454 6,976

Goodwill and intangible assets 7,759 7,595
Fixed assets, net 992 990
Pension related assets 1,411 613
Other assets 1,743 1,963
$17,359 $18,137
LIABILITIES AND STOCKHOLDERS' EQUITY
Current habilities
Short-term debt $ 260 S 1.1n1
Accounts payable and accrued habilities 1,670 2,486
Regulatory settlements — current portion 177 178
Accrued compensation and employee benefits 1,290 1,230
Accrued iIncome taxes 96 131
Liabthties of discontinued operations — 782
Total current liabihties 3,493 5918
Fiductary liabilities 3,612 3,587
Less — cash and investments held in a fiduciary capacity (3,612) (3,587)
Long-term debt 3,604 3,860
Regulatory settlements — 173
Pension, postretirement and postemployment benefils 709 1,085
Liability for errors and omissions 596 624
Other habilihes 1,135 658
Commitments and contingencies
Stockholders’ equity
Preferred stock, $1 par value, authonzed 6,000,000 shares, none 1ssued _ —
Common stock, $1 par value, authonzed 1,600,000,000 shares,

Issued 560,641,640 shares in 2007 and 2006 581 561
Additional paid-in ¢apital 1,242 1,138
Retained earnings 7,732 5,691
Accumulated other comprehensive loss {(351) (1,272)

9,184 6,118
Less — treasury shares at cost, 40,249,598 in 2007 and 8,727,764 in 2006 {1,362) {(299)

Total stockholders’ eguity 7,822 5819

$17,369 $18,137

The accompanying notes are an integral pan of these consolidated statements




Marsh & McLennan Companies, Inc and Subsidianes
Consolidated Statements of Cash Flows

For the Years Ended December 31,

{In milhons of dolfars) 2007 20086 2005
Operating cash flows
Net income $2,475 § 990 $ 404
Adjustments to reconcile net income to cash generated from operations
Depreciation of fixed assets and capntalized software 366 391 391
Amortization of intangible assets 76 97 99
Provision for deferred income taxes 12 60 36
Net (gains) losses on investments (176) (222) (183)
Disposition of assets (1,833} (218) (19}
Stock-option compensation 71 1i6 G4
Changes In assets and habilities
Net receivables (321) {(157) 57
Other current assets 370 {651) 122
Other assets 203 19 (229)
Accounts payable and accrued labilities (350) 682 (35)
Accrued compensaton and employee benefits (28) a4 {167)
Accrued iIncome taxes (1,141) (242) 4
Other liabiities (4) (184) (72)
Effect of exchange rate changes 49 103 {73)
Net cash (used for) provided by operations {231) 878 399
Financing cash flows
Net decrease in commercial paper — — (129)
Proceeds from issuance of debt 3 322 2,341
Other repayments of debt (1,120) (888) (1,990)
Purchase of treasury shares (1,300) — —
Issuance of common stock 186 181 269
Dwdends pad {413) (374) (363)
Net cash {used for) provided by financing activities (2,644) {759) 128
Investing cash flows
Capital expenditures {378) (307) (345)
Net sales {purchases} of long-term investments 57 (107) 318
Proceeds from sales related to fixed assets 11 136 46
Dispositions 3,357 375 156
Acquisitions (206) (221} {74}
Other, net 1 {(12) 52
Net cash provided by (used for) investing activities 2,842 {136) 153
Effect of exchange rate changes on cash and cash equwvalents 77 73 (43)
Increase in cash and cash equivalents 44 56 637
Cash and cash equivalents at beqinning of penod 2,089 2033 1,396
Cash and cash equivalents at end of penod 2133 2,089 2,033
Cash and cash equivalents — reported as discontinued operations — (74) {130)
Cash and cash equivalenis — continuing operations $2133 $2,015 $ 1,903

The accompanying notes are an integral part of these consolidated statements
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Marsh & McLennan Companies, inc and Substdiaries
Consolidated Statements of Stockholders’ Equity and Comprehensive Income

For the Years Ended December 31,

(In milhons, except per share figures) 2007 2006 2005
COMMON STOCK
Balance, beginning and end of year $ 561 § 561 § 561
ADDITIONAL PAID-IN CAPITAL
Balance, begtnning of year $1,138 §$ 1,143 $1,316
Acquisitions — — (15)
SFAS 123(R) penodic compensation costs and implementation

adjustment 155 90 202
Issuance of shares to MMC retirement plan — — (160)
Issuance of shares under stock compensation plans and employee stock

purchase plans and related tax benefits {51) (95) (200)
Balance, end of year $1,242 $1,138 $ 1,143
RETAINED EARNINGS
Balance, beginning of year $5,691 §$4,989 $5,044
Net income (a) 2475 990 404
Dividend equivalents paid 8 (8) 2)
Dividends declared — (per share amounts $ 76 in 2007, $ 51 1n 2006,

$ 85 1n 2005) (413) (280} (457)
FIN 48 cumulative charge (13) — —
Balance, end of year $7,732 $5691 $4,989
ACCUMULATED OTHER COMPREHENSIVE LOSS
Balance, beginning of year $(1,272) § (756) $ (370)
Foreign currency translation adjustments (b) 235 305 (271)
Unrealized investment holding losses net of reciassification

adjustments (c) (22) (17} (85)
Net changes under SFAS 158, net of tax (d) 708 — —
Imtial adoption of SFAS 158, net of tax —_ (905) —
Minimum pension habiity adjustment (e) — 101 (30}
Balance, end of year $ (351) $(1,272) § (756)
TREASURY SHARES
Balance, beginning of year $ (299) $ (577) $(1,495)
Purchase of treasury shares (1,300) — —
Acquisitions — 2 82
Issuance of shares to MMC retirement plan — — 365
Issuance of shares under stock compensation plans and employee stock

purchase plans 237 276 471
Balance, end of year $(1,362) § (299) $ (577)
TOTAL STOCKHOLDERS’ EQUITY $7822 $5819 § 5,360
TOTAL COMPREHENSIVE INCOME (a+b+c+d+e) $339% £1379 $ 18

The accompanying notes are an integral part of these consclidated statements
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Marsh & McLennan Companies, Inc and Subsidianes
Notes to Consolidated Financial Statements

1. Summary of Significant Accounting Policies

Nature of Operations Marsh & McLennan Companies, Inc (“MMC”), a global professional services
firm, 1s organized based on the different services that it offers Under this organizational structure,
MMC's three business segments are rnisk and insurance services, consulting and nsk consulting &
technology As noted below, on August 3, 2007 Great-West Lifeco Inc completed its purchase of
Putnam, MMC’s former investment management segment

As discussed in Note 5, MMC disposed of several businesses in 2007 and 2006, which are classified
as discontinued operations In these financial statements

The nsk and insurance services segment provides risk management and tnsurance broking,
reinsurance broking and nsurance program management services far businesses, public entities,
Insurance companies, associations, professtonal services organizations, and private clients MMC
conducts busmess in this segment through Marsh, Guy Carpenter and Risk Capital Holdings

The consulting segment provides advice and services o the managements of organizations in the
areas of human resource consulting, compnsing retirement and investments, health and benefits,
outsourcing and talent, and strategy and risk management consulting, compnsing management,
economic and brand consulting MMC conducts business in this segment through Mercer and Oliver
Wyman Group

The nsk consulting & technology segment provides vanous nisk consulting and related nsk mitigation
services to corporate, government, institutional and individual clients These services fall into two main
business groups consulting, which includes corporate advisory & restructuring services, consulting
services and secunty services, and technology-enabled services MMC conducts business in this
segment through Kroll

On August 3, 2007, Great-West Lifeco Inc completed the purchase of Putnam Investments Trust for
$3 9 bilbon in cash The purchase included Putnam’s interest in the T H Lee private equity business
The pre-tax gain of $3 O bilhon ($1 9 billion net of tax), Putnam’s results through August 2, 2007, and
Putnam’s comparative results are included in discontinued operations in the accompanying
consolidated statements of income

Principles of Consolidation: The accompanying consclidated financial statements include all wholly-
owned and majonty-owned subsidiaries All significant intercompany transactions and balances have
been elminated

Fiduciary Assets and Liabilities: Inits capacity as an insurance broker or agent, MMC collects
premiums from insureds and, after deducting its commissions, remits the premiums to the respective
insurance underwniters MMC also collects claims or refunds from underwnters on behalf of insureds

Unremitted insurance premiums and ctaims are held by MMC in a hiduciary capacity Interest income
on these fiduciary funds, included in service revenue, amounted to $193 milion in 2007, $180 million n
2006, and $151 mulion In 2005 Since fiduciary assets are not available for corporate use, they are
shown in the balance sheet as an offset to fiduciary habilities

Net uncollected premiums and claims and the related payables were $9 2 billion and $8 7 billion at
December 31, 2007 and 20086, respectively MMC 1s not a principal to the contracts under which the
nght to receive premiums or the right to receive reimbursement of insured losses arises Net
uncollected premiums and claims and the related payables are, therefore, not assets and liabilities of
MMC and are not included In the accompanying consolidated balance sheets

In certain instances, MMC advances premiums, refunds or claims to insurance underwriters or
thsureds prior to collechon These advances are made from corporate funds and are reflected in the
accompanying consolidated balance sheets as receivables

Revenue: Risk and Insurance Services revenue includes insurance commissions, fees for services
rendered, interest Income on certain fiduciary funds and market service fees from insurers earned on
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placements made pnor to October 2004 Effective October 1, 2004 Marsh agreed to eliminate market
service fees with insurers insurance commissions and fees for nsk transfer services generally are
recorded as of the effective date of the apphicable policies or, in certain cases (pnmanly in MMC’s
rensurance operations), as of the effective date or billing date, whichever ts later Commissions are net
of policy cancellation reserves, which are esttmated based on histonic and current data on
cancellations Fees for non-risk transfer services provided to clients are recogmized over the penod in
which the services are provided, using a proportional performance model Fees resulting from
achievement of certain performance thresholds are recorded when such levels are attained and such
fees are not subject to forferture In 2005, MMC sold MMC Capital’s private equity management
business to Stone Point Capital, LLC and therefore no longer receives management fees or onigination
fees related to the private equity business, except that MMC retained the nght to receive certain
performance fees related to the Trnident 1l private equity partnershipp MMC will continue to recesve
dividends and to recognize capital appreciation or depreciation on its investment holdings

MMC has deferred the recognition of performance fee revenue in connection with the management of
certain private equity funds of $54 million at December 31, 2007 This revenue I1s based on the
Investment performance over the life of each private equity fund, and future dechine in fund
performance from current levels may result in the forfeiture of such revenue As noted above, MMC
only recognizes performance fee revenue when such fees are no longer subject to forfeiture, which for
the $54 million noted above, may take a number of years to resolve

Consulting revenue includes fees patd by clients for advice and services and commissgions from
insurance comparnies for the placement of individual and group contracts Fee revenue for
engagements where remuneration 1s based on time plus out-of-pocket expenses 1s recognized based
on the amount of time consulting professionals expend on the engagement For fixed fee
engagements, revenue Is recognized using a proportional performance model Revenue from
Insurance commissions not subject to a fee arrangement Is recorded over the effective period of the
applicable policies Revenues for asset based fees are recognized on an accrual basis by applying the
dally/monthly rate as contractually agreed with the client to the net asset value On a limited number of
engagements, performance fees may also be earned for achieving certain pre-determined
performance cnteria Such fees are recognized when the performance criteria have been achieved and
agreed to by the chent Expenses incurred by professtonal staff in the generation of revenue are billed
to the client and included in revenue

Risk Consulting & Technology compensation consists of fees paid by clients Such fees are typically
charged on an hourly, project, or fixed fee basis, and sometimes on a per service or per unit basis
Revenue 15 recognized as the services are performed pursuant to the applicable contractual
arrangements Revenue related to time and matenals arrangements 1s recognized in the penod in
which the services are performed Revenue from hourly or daily rate engagements I1s recognized as
hours are expended at the agreed-upon biling amounts Revenue related to fixed price arrangements
15 recognized based upon a proportional perfermance model Revenue provided from credit services 1s
recognized when the information 1s delivered to the customer, either electronically or by other means
The impact of any revisions in estimated total revenue and direct contract costs 1s recognized in the
period in which they become known Expenses incurred by professional staff in the generation of
revenue are billed to the client and included in revenue Kroll records erther billed or unbilled accounts
receivable based on case-by-case invoicing determinations Revenue from sales of software 1s
recognized when the product 15 shipped, with the exception of royalty-based products, for which
revenue IS recognized as applicable royalty reports are received Revenue from software sales 1s
recorded net of estimated customer returns and allowances Contingent fees are recognized as eamed
and upon satistaction of all conditions to their payment

Cash and Cash Equivalents: Cash and cash eguivalents primarily consist of certificates of deposit
and time deposits, with original matunties of three months or less, and money market funds

Fixed Assets: Fixed assets are stated at cost less accumulated depreciation and amortization
Expenditures for improvements are capitalized Upon sale or retirement, the cost and related
accumulated depreciation and amortization are removed from the accounts and any gain or loss 1s
reflected in Income Expenditures for maintenance and repairs are charged to operations as incurred
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Depreciation of buildings, bullding improvements, furniture, and equipment 1s provided on a straight-
line basis over the estimated useful lives of these assets Leasehold mprovements are amortized cn a
straight-line basis over the periods covered by the applicable leases or the estimated useful life of the
improvement, whichever i1s less MMC penodically 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,
('n mullrons of dollars) 2007 2006
Furniture and equipment $1,257 $ 1,290
Land and buildings 410 397
Leasehold and building improvements 699 719
2,366 2,406
Less — accumulated depreciation and amortizatign (1,374) {1,416)
$ 992 $_ 990

Investment Secunities: MMC holds investments in both public and private companies, as well as
certain private equity funds Publicly traded investments are classified as available for sale in
accordance with SFAS No 115, “Accounting for Certain Investments in Debt and Equity Securities”
(“SFAS 1157), and carried at market value Non-publicly traded investments are carried at cost in
accordance with APB Opinion No 18 (“APB 18") Changes in the far value of available for sale
secunties are recorded in stockholders’ equity, net of applicable taxes, until reahized Secunties
classified as available for sale under SFAS 115, or carned at cost under APB 18, are considered long-
term nvestments and are included in Other assets in the consolidated balance sheets

Certain investments, primarily investments in private equity funds, are accounted for using the equity
method under APB 18 using a consistently applied three-month lag pencd The underlying private
equity funds follow investment company accounting, where secunties within the fund are carned at farr
value MMC records its proportionate share of the change in fair value of the funds in eamings
Securittes recorded using the equity method are included in Other assets in the consolidated balance
sheets

Gains, net of Incentive compensation, or losses recognized in earnings from the investment secunties
described above are included in Investment income (loss) in the consolidated statements of iIncome
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: Goodwill represents acquisition costs in excess of the fair
value of net assets acquired Goodwill 1s reviewed at least annually for mparment MMC performs an
annual impairment test for each of its reporting units during the third quarter of each year Fair values
of the reporting units are estimated using a market approach or a discounted cash flow model
Carrying values for the reporting units are based on balances at the prior quarter end and include
directly identified assets and liabilities as well as an allocation of those assets and liabilities not
recorded at the reporting unit level Other intangible assets that are not deemed to have an indefinite
Iife are amortized over their estimated lives and reviewed for impairment upon the occurrence of
certain tnggernng events in accordance with applicable accounting literature

Capitalized Software Costs: MMC capitalizes certain costs to develop, purchase, or modify software
for the internal use of MMC These costs are amortized on a straight-line basis over periods ranging
from three to ten years Costs incurred during the preliminary project stage and post implementation
stage are expensed as incurred Costs incurred durnng the application development stage are
capitalzed Costs related to updates and enhancements are only capitahized if they will result in
additional functionality Computer software costs of $242 million and $229 million, net of accumulated
amortization of $450 million and $465 million at December 31, 2007 and 2006, respectively, are
included in Other assets in the consohidated balance sheets
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Legal and Other Loss Contingencies: MMC and its subsidianes are subject to a significant number
of claims, lawsuits and proceedings MMC records liabilities for contingencies including legal costs
when It 1s probable that a lability has been incurred before the balance sheet date and the amount can
be reasonably estmated To the extent such losses can be recovered under MMC'’s insurance
programs, estimated recoveries are recorded when losses for insured events are recognized
Significant management judgment is required to estimate the amounts of such contingent liabiliies and
the related insurance recovenes MMC analyzes iis liigation exposure based on available information,
ncluding consultation with outside counsel handling the defense of these matters, to assess its
potential habiity Contingent habihties are not discounted

Income Taxes: MMC'’s tax rate reflects ts ncome, statutory tax rates and tax planming in the various
junisdictions in which it operates Significant judgment i1s required in determining the annual tax rate
and in evaluating uncertain tax positions On January 1, 2007 MMC adopted the provisions of FASB
Interpretation No 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48"), to account for the
uncertainty in income taxes Accordingly, MMC reports a hability for unrecognized tax benefits resulting
from uncertain tax positions taken or expected to be taken in a tax return The evaluation of a tax
position in accordance with FIN 48 15 a two-step process, the first step involves recognition We
determine whether it 1s more likely than not that a tax position will be sustained upon tax examination,
including resolution of any related appeals or litigation, based on only the technical merits of the
position The technical ments of a tax posiion denve from both statutory and judicial authority
(legislation and statutes, legislative intent, regulations, rulings, and case law) and their applicability to
the facts and circumstances of the tax position [f a tax position does not meet the more likely than not
recogrition threshold, the benefit of that position 1s not recognized in the financial statements The
second step 1Is measurement A tax position that meets the more likely than not recognition threshold 1s
measured to determine the amount of benefit to recogmize in the financial statements The tax position
15 measured as the largest amount of benefit that 1s greater than 50 percent likely of being realzed
upon ultimate resolution with a taxing authonty

Uncertain tax positions are evaluated based upon the facts and circumstances that exist at each
reporting penod Subsequent changes in jJudgment based upon new iInformation may lead to changes
in recognition, derecognition, and measurement Adjustments may result, for example, upon resolution
of an 1ssue with the taxing authorities, or expiration of a statute of lmitations barnng an assessment for
anissue Prior to January 1, 2007, MMC estimated its uncertamn income tax oblhigations in accordance
with SFAS No 109, “Accounting for Income Taxes” (“SFAS 109"), and SFAS 5 MMC recognizes
interest and penalties, if any, related to unrecognized tax benefits in Income tax expense

Tax law requires items be included in MMC’s tax returns at different times than the items are reflected
in the frnancial statements As a result, the annual tax expense reflected in the consolidated
statements of income 15 different than that reported in the tax returns Some of these differences are
permanent, such as expenses that are not deductible 1n the returns, and some differences are
temporary and reverse over time, such as depreciation expense Temporary differences create
deferred tax assets and habilittes Deferred tax assets generally represent tems that can be used as a
tax deduction or credit in tax returns in future years for which benefit has afready been recorded in the
financial statements Valuation allowances are established for deferred tax assets when it 1s estimated
that future taxable income will be insufficient to use a deduction or credit in that junisdiction Deferred
tax habiliies generally represent tax expense recognized in the financial statements for which payment
has been deferred, or expense for which a deduction has been taken already in the tax return but the
expense has not yet been recognized in the financial statements

U S Federal iIncome taxes are provided on unremitted foreign eamings except those that are
considered permanently reinvested, which at December 31, 2007 amounted to approximately $1 8
billon However, if these earnings were not considered permanently reinvested, the incremental tax
hability which otherwise might be due upon distnibution, net of foreign tax credits, would be
approximately $90 million

Derivative Instruments- All derivatives, whether designated in hedging relationships or not, are
recorded on the balance sheet at fair value If the derivative 1s designated as a fair value hedge, the
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changes in the fair value of the denvative and of the hedged item attnbutable to the hedged risk are
recognized in eamings If the derivative 1s designated as a cash flow hedge, the effective portions of
changes in the fair value of the denvative are recorded in other comprehensive income and are
recognized In the income statement when the hedged item affects earnings Change tn the fair value
attnbutable to the ineffective portion of cash flow hedges are recognized in eamings

Concentrations of Credit Risk Financial instruments which potentially subject MMC to
concentrations of credit nsk consist pnmanly of cash and cash equivalents, commissions and fees
receivable and insurance recoverables MMC maintains a policy providing for the diversification of cash
and cash equivalent investments and places its nvestments in a large number of high qualty financial
institutions to himit the amount of credit sk exposure Concentrations of credit nsk with respect to
recelvables are generally imited 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 and income from continuing operations per share are
calculated by dividing the respective after tax income by the weighted average number of shares of
MMC’s common stock outstanding, excluding unvested restricted stock Diluted net income per share
and income from continuing operations per share are calculated by dividing the respective after tax
income by the weighted average common shares outstanding, which have been adjusted for the
dilutive effect of potentially iIssuable common shares Reconciliation of net income to net income for
diluted eamings per share and basic weighted average common shares outstanding to dituted
welghted average common shares outstanding 1s presented below The reconciling items, related to
the calculation of diluted weighted average common shares outstanding, are the same for continuing
operations

For the Years Ended December 31,

(in mifiions) 2007 2006 2005
Net income $2,475 $ 990 $ 404
Less Potential minonty interest expense associated with Putnam Class B

common shares {4) (13) (5)
Add Dividend equivalent expense related to common stock equivalents — —
Net income for diluted earnings per share $247t § 977 § 400
Basic weighted average commeoen shares outstanding 539 549 538
Dilutive effect of potentially issuable common shares 7 8 5
Diluted weighted average common shares outstanding 546 557 543
Averaqge stock price used to calculate common stock equivalents $28.59 $2906 $2965

There were 58 8 milion, 64 4 mithon and 66 3 million stock options outstanding as of December 31,
2007, 2006 and 2005, respectively The calculation above includes 3 million of common stock
equivalents related to stock options in each of three years presented

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 habihities and disclosure of assets and lhabiihes at the date of the
financial statements, and the reported amounts of revenues and expenses durnng the reporting period
Actual results may vary from those estimates

New Accounting Pronouncements: On January 1, 2007, MMC adopted the provisions of FASB
Interpretation No 48, “Accounting for Uncertainty in Income Taxes — an interpretation of FASB
Statement No 109" (“FIN 48"), which clanfies the accounting for uncertainty in income tax positions
This Interpretation requires that MMC recognizes in its consolidated financial statements the impact of
a tax position when it i1s more likely than not that the tax position would be sustained upon examination
by the tax authonties based on the technical menits of the position As a result of the implementation of
FIN 48, MMC recognized an increase in the hability for unrecognized tax benefits of approxmately $13
million, which i1s accounted for as a reduction to the January 1, 2007 balance of retained eamings The
term “unrecognized tax benefits” in FIN 48 primanly refers to the differences between a tax position
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taken or expected to be taken in a tax return and the benefit measured and recognized in the financial
statements in accordance with the guideiines of FIN 48 Including this increase, MMC had
approximately $272 million of total gross unrecognized tax benefits at the beginning of 2007 Of this
total, $218 million represents the amount of unrecognized tax benefits that, if recognized, would
favorably affect the effective tax rate in any future penods MMC classifies interest and penalties
relating to uncertain tax positions in the financial statements as income taxes The tota! gross amount
of such accrued interest and penalties, before any applicable federal benefit, at January 1, 2007 was
$40 mithion See Note 7 for further discussion of FIN 48 and income taxes

MMC adopted the provisions of SFAS 158, prospectively, on December 31, 2006 SFAS 158 requires
recognition of the funded status of defined benefit pension and retiree medical plans (the “Plans™) as a
net benefit plan asset and its unfunded or underfunded Plans as a net benefit plan habiity The
offsetting adjustment to the amount of assets and lhabibities was recorded in Accumulated Cther
Comprehensive Income in MMC’s 2006 year-end balance sheet The impact of adopting SFAS 158
resulted in a reduction of assets of $660 million and an increase In habilities of $245 million and a
reduction in stockholders’ equity of $305 mithon in 20086 (or $804 million, including an adjustment for
the impact of recording a reduction to the minimum pension hability prior to the adoption of SFAS 158)
In 2007, the improved funded status of the Plans resulted in a net increase to equity of $708 million

In September 2006, the FASB 1ssued SFAS No 157, “Fair Value Measurements” (“SFAS 157"), which
defines fair value, establishes a framework for measurning fair value, and expands required disclosures
about farr value measurements The provisions of SFAS 157 are effective as of the beginning of
MMC’s 2008 fiscal year MMC does not expect the adoption of SFAS 157 to have a matenal impact on
its consolidated financial statements

In February 2007, the FASB 1ssued SFAS 159, “The Fair Value Option for Financial Assets and
Financial Liabilities” (“SFAS 159" SFAS 159 permits an entity to choose to measure many financial
assets and financial habilihes at fair value Unrealized gains and losses on tems for which the fair
value option has been elected are reported in earnings SFAS 159 1s effective for fiscal years
beginning after November 15, 2007 The adjustment to reflect the difference between far value and the
carrying amount would be accounted for as a cumulative effect adjustment to retained earnings as of
the date of adeption MMC did not elect to adopt the fair value option for any financeal assets or
habihties as of January 1, 2008

On December 4, 2007, the FASB issued SFAS 141 (revised 2007), “Business Combinations” (“SFAS
141(R)"), and SFAS 160, “Noncontrolling Interests in Conschidated Financial Staterments” (“SFAS
160")

SFAS 141(R) requires entities in a husiness combination to recognize all (and only) the assets
acquired and habiities assumed in the transaction, establishes the acquisition-date fair value as the
measurement objective for all assets acquired and abilities assumed, and requires the acquirer to
disclose all nformation needed by investors and other users to evaluate and understand the nature
and financial effect of the business combination

SFAS 160 clanfies that a noncontrolling or minonty interest in a substdiary 1s considered an ownership
Interest and accordingly, requires all entities to report such interests in subsidianes as equity In the
consolidated financial statements

Both standards are effective for fiscal years beginning after December 15, 2008 The impact on MMC'’s
financial statements will depend on the number and/or size of acquisitions completed in penods
subsequent to the standards’ effective date Early adoption 1s not permitted
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2. Supplemental Disclosures

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

For the Years Ended December 31,

{In milions of dolars) 2007 2006 2005
Purchase acquisitions
Assets acquired, excluding cash $ 173 $200 $ 68
Liabilities assumed — —_ —
Issuance of debt and other obligations (11) (32) (8)
Deferred purchase consideration 44 53 80
Shares Issuable — — (66)
Net cash outflow for acquisitions $ 206 $221 $ 74
Interest paid $ 290 $300 $307
Income taxes paid $1,192 $597 $156

The consolidated cash flow statements include the cash flow impact of discontinued operations in each
cash flow category The cash flow impact of discontinued operations from the operating, financing and
investing cash flow categones 1s as follows

For the Years Ended December 31,

(in miihons of dollars) 2007 2006 2005
Net cash provided by (used for) operations $17 $22 $(18)
Net cash (used for) provided by financing activities $(8) 3$(52) %24
Net cash provided by (used for) investing activities $ 8 $(26) $(20)

An analysis of the allowance for doubtful accounts Is as follows

For the Years Ended December 31,

(in mithons of dollars) 2007 2006 2005
Balance at beginning of year $156 $157 $142
Prowvision charged to operations 4 11 49
Accounts written-off, net of recovenes (22) (23) (25)
Effect of exchange rate changes and other {19) 11 (9
Balance at end of year $119 $156 $157

In December 2006, MMC contributed its imited partnership interest in the Trident Il private equity
fund, valued at $182 million, to its pension plan in the United Kingdom

In September 2005, MMC contrnibuted 8 million shares of MMC commeon stock valued at $205 million,
to the U S qualified retirement plan
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3 Other Comprehensive Income (Loss)

The components of other comprehensive income (loss) are as follows

For the Years Ended December 31,

(in rulhons of dollars) 2007 2006 2005 |
Foreign currency translation adjustments $235 $305 $(271)
Unrealized investment holding gains, net of income tax liability of $2,

$2 and $10.n 2007, 2006 and 2005, respectively 4 7 18

Less Reclassification adjustment for realized gains included in
net income, net of Income tax hability of $8, $14 and $55 In

2007, 2006 and 2005, respectively (26) (24) (103)
Net changes under SFAS 158, net of iIncome tax habiity of $327 in
2007 708 — —_
Mintmum pension hability adjustment, net of iIncome tax hability
{benefit) of $51 in 2006 and $(3) in 2005 — 101 (30)
$921 $389 $(386)

The components of accumulated other comprehensive loss are as follows

December 31,

{In millions of dollars) 2007 2006 |
Foreign currency translation adjustments $512 § 278 |
Net unrealized investment gains 14 36
Net changes under SFAS 158 (877) (1,586)

$(351) $(1,272)

4. Acquisitions and Dispositions

During 2007, MMC made six acquisitions, for total purchase consideration of $159 million and also
paid $14 million of contingent purchase consideration related to prior acquisitions The allocation of
purchase consideration resulted in acquired goodwill and other intangible assets, amounting to $119
million and $36 million, respectively, and other assets of $18 milion Estimated fair values of assets
acquired and habilittes assumed are subject to adjustment when purchase accounting 1s finalized

5. Discontinued Operations

On August 3, 2007, Great-West Lifeco Inc completed its purchase of Putnam Investments Trust The
pre-tax gain of $3 0 billon ($1 9 killion net of tax), Putnam’s results through August 2, 2007, and
comparative results are included in discontinued operations in the accompanying consolidated
statements of Income Putnam’s assets and hab:ities are reported in discontinued operations Iin the
accompanying consolidated balance sheets at December 31, 2006

As part of the disposal of Putnam, MMC provided indemnities to GWL with respect to certain Putnam-
related htigation and regulatory matters described in Note 16, and certain indemnities related to
contingent tax habilities (the “indemnified matters™ In accordance with the guidelines of FASB
interpretation No 45 (“FIN 45"), MMC estimated the “tair value” of the indemnities based on a

(1) probability weighted assessment of possible outcomes, or, (1) In circumstances where the
probability or amounts of potential outcomes could not be determined, an analysis of similar but not
identical circumstances prepared by an MMC-affilated professional economic valuation firm As
required by FIN 45, the amounts recognized are the greater of the estimated fair value of the indemnity
or the amount required to be recorded under SFAS No 5 or FIN 48 (for tax-related matters) MMC
recorded a hability of approximately $257 million related to these indemnities {the “FIN 45 liability™)
The FIN 45 labihty considers the potential settlement amount as well as related defense costs The
matters for which indemnities have been provided are inherently uncertamn as to their eventual
outcome The process of estimating “fair value” as required by FIN 45 entaills necessanly uncertain
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assumptions about such future outcomes Consequently, the ullimate resolution of the matters for
which indemnittes have been provided may well vary significantly from the liabilities calculated under
FIN 45

The indemnities described above do not have a stated expiration date MMC 1s released from nisk
under the indemnity as the indemnified matters are settled or otherwise resolved Since MMC 1s not
released from nsk under the Indemnities simply based on the passage of time, future costs of
settlements and/or legal fees related to the indemnified matters will be charged against the FIN 45
hability, so long as they are consistent with the estimated exposure contemplated for such matters 1n
establishing the FIN 45 habiity MMC will assess the status of the indemnsified matters each reporting
penod to determine whether to cease reduction of the FIN 45 hability and/or whether additional
accruals are appropnate under either SFAS 5 (for non-tax related matters) or FIN 48 (for tax related
matters) Any future charges or credits resulting from the settlement or resolution of the indemnified
matters, or any adjustments to the liabilities related to such matters will be recorded in discontinued
operations, in accordance with SFAS 144

Dunng 2006, MMC completed the sale of several businesses SCMS in January 20086, Price Forbes in
September 2006, and KSIin December 2006 The gain or loss on disposal of these businesses,
including any charges to reduce the carrying value to fair value less cost to sell, 1s included in
discontinued operattons tn 2006

The operating results of each of the businesses, through the date of sale or disposal, are included In
discontinued operations in 2005 except for the 2005 results of Pnce Forbes, which were insignificant to
MMC’s results for that year

In 2005, Marsh completed the sale of Crump Group Inc The gain on disposal of Crump, as well as its
results of operations through the date of disposal, are included In discontinued operations in 2005

Price Forbes, Crump and SCMS were part of MMC’s rnisk and insurance services segment, while KSI
was part of MMC’s nsk consulting & technology segment Putnam represented the entire investment
management segment

Summarnzed Statements of Income data for discontinued operations are as follows

For the Year Ended December 31,

(In milffions of dollars) 2007 2006 2005
Revenue $ 798 §1,533 $2,037
Income before provision for Income tax $ 160 § 304 $ 306
Provision for income tax 71 118 117
Income from discontinued operations, net of tax 89 186 189
Gain on disposal of discontinued operations 2,965 298 55
Prowvision for income tax 1,117 126 41
Gain on disposal of discontinued operations, net of tax 1,848 172 14
Discontinued operations, net of tax $1,937 $ 358 $ 203

MMC's gain on the Putnam transaction increased diluted earnings per share by $3 38 for the twelve
months ended December 31, 2007 In 2006, discontinued operations included an after-tax net gain of
$179 million related to the gain on disposal of SCMS and charges related o Price Forbes, which
increased diluted eamings per share for the twelve months ended December 31, 2006 by
approximately $0 32
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Summarized Balance Sheet data for discontinued operations i1s as follows

For the Year Ended December 31,

(in milhons of dollars) 2007 2006
Assets of discontinued operations
Current assets $— $ 779
Fixed assets, net — 53
Goodwill and mtangible assets — 180
Long-term investments — 473
Other assets —_ 436
Total assets of discontinued operations $— $1,921
Liabiities of discontinued operations $— $ 782

6. Goodwill and Other Intangibles

Under SFAS 142, MMC 1s required to assess goodwill and any indefinite-ived intangible assets for
impairment annually, or more frequently If circumstances tndicate impairment may have cccurred

MMC performs the annual impairment test for each of its reporting units dunng the third quarter of each
year Fair values of the reporting units are estimated using a market approach or a discounted cash
tlow model Carrying values for the reporting units are based on balances at the pnior quarter end and
include directly identified assets and habilities as well as an allocation of those assets and liabilities not
recorded at the reporting unit level MMC completed its 2007 annual review n the third quarter of 2007
and concluded that goodwill 1s not impaired Other intangible assets that are not deemed to have an
indefinite ife are amortized over their estimated lives and reviewed for impairment upon the occurrence
of certain triggernng events in accordance with applicable accounting literature

Changes in the carrying amount of goodwill are as follows

(In muiions of dollars) 2007 2006
Balance as of January 1 $7,206 $7,121
Goodwill acquired 119 132
Other adjustments @ 63 (47)
Balance as of December 31 $7,388 $7,206

@  Pnmanly foreign exchange and purchase accounting adjustments

Geodwill allocable to each of MMC's reportable segments Is as follows Risk and Insurance Services
$3 8 billion, Consulting $1 9 billton, and Risk Consulting & Technology $1 7 bilion Amortized intangible
assets consist of the cost of client lists, chent relationships and trade names acquired The gross cost
and accumulated amortization by major intangible asset class i1s as follows

2007 2006
Net Net
December 31, Gross Accumulated Carrying Gross Accumnulated Carrying
(In milhions of dollars) Cost Amoruzation Amount Cost Amortization Amount
Total amortized intangibles $706 $335 $371 $655 $266 $389
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Aggregate amortization expense for the years ended December 31, 2007, 2006 and 2005 was
$66 milion, $80 milhion and $82 million, respectively, and the estimated future aggregate amortization
expense is as follows

For the Years Ending December 31,

('n mithons of dollars) Estimated Expense
2008 $ 65
2009 55
2010 47
2011 40
2012 38
Subsequent years 126
$371

7. Income Taxes

Income before Income taxes and minority interest shown below i1s based on the geographic location to
which such income 1 attributable Although income taxes related to such iIncome may be assessed in
more than one junsdiction, the Income tax provision corresponds to the geographic location of the
income

For the Years Ended December 31,

{in rmillions of dofiars) 2007 2006 2005
Income before income taxes and minmorty interest
us $ 66 $233 $(120)
Cther 781 679 422

$847 $912 $302

Income taxes

Current —

U S Federal $(29) $(68) $(158)
Other nationa! govermments 208 224 123
U S state and local 67 65 35
246 221 —_

Deferred —
U S Federal 39 140 105
Other national governments 39 (59) @
U S state and local (29) {30) (3)
49 51 95
Total income taxes $295 $272 $§ 95
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The significant components of deferred income tax assets and liabilities and their balance sheet
classiftcations are as follows

December 31,

(/n rithons of dolfars) 2007 2006

Deferred tax assets:
Accrued expenses not currently deductible $ 704 $ 544
Differences related to non-U S operations 332 30
Accrued retirement & postretirement benefits — non-U S operations -— 240
Net operating losses @ 11 96
Income currently recognized for tax 51 57
Other 58 31

$1,246  $1.269

Deferred tax liabilities-

Unreahzed investment holding gains $ 8 § 13
Differences related to non-U S operations 160 134
Depreciation and amortization 82 180
Accrued retirement & postretirement benefits—non-U S operations 66 —_
Accrued retirement benefits 91 12
Other 73 126

$ 480 $ 465

®  Net of valuation allowance of $38 milion and $15 million, respectively

December 31,

(In milhons of dollars) 2007 2006
Balance sheet classifications:
Current assets $247 %128
Other assets $519 $687
Other habiliies $ — 5 11

A reconcihation from the U S Federal statutory income tax rate to MMC’s effective income tax rate is
shown below

For the Years Ended December 31, 2007 2006 2005
% Yo %
U S Federal statutory rate 350 350 350
U S state and local income taxes— net of U S Federal income tax benefit 29 25 70
Differences related to non-U S operations (3.0) (79 (103)
Meals and entertainment 11 11 26
Dividends paid to employees (8) (5 (22
Other (3) (49 (N
Eftective tax rate 349 298 314

Valuation allowances had a net increase of $23 million in 2007 compared with a net decrease of $53
million in 2006 Dunng the respective years, adjustments of the beginning of the year balances of
valuation allowances increased income tax expense by $13 mithon in 2007 and decreased income tax
expense by $26 milion in 2008 None of the cumulative valuation allowances relate to amounts which
if realized would reduce goodwill or Increase contnbuted capital in the future Approximately 80% of
MMC’s net operating loss carryforwards expire over vanous penods from 2008 through 2027, and
others are unlimited In assessing the realizability of deferred tax assets, MMC considers whether it s
more likely than not that some portion or all of the deferred tax assets will not be realized and adjusts
the valuation allowance accordingly MMC evaluates all significant avallable positive and negative
evidence, including the existence of losses in recent years and its forecast of future taxable income, in
assessing the need for a valuation allowance The underlying assumptions MMC
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uses In forecasting future taxable income require significant judgment and take into account MMC’s
recent performance The ultimate realization of deferred tax assets I1s dependent on the generation of
future taxable income durning the pericds in which temporary differences are deductible Based on the
level of histoncal taxable income and projections for future taxable income over the periods in which
the deferred tax assets are deductible, and availlable tax planming strategies, MMC believes it 1s more
likely than not that it will realize the benefits of the deferred tax assets, net of existing valuation
allowances at December 31, 2007 The amount of the deferred tax assets considered realizable,
however, could be reduced in the near term If estimates of future taxable mncome during the
carryforward penod are reduced

The American Jobs Creation Act (the “Act™), adepted on QOctober 22, 2004, provided for a special
one-time tax deduction, or dwvidend received deduction, of 85% of qualifying foreign eamings that are
repatnated in either a company’s last tax year that began before the enactment date or the first tax
year that begins durning the one-year pariod beginning on the enactment date In the fourth quarter of
20085, MMC recorded an income tax benefit of $8 million, attnbutable to the repatriation of
approximately $585 million of qualifying earnings under the provisions of the Act The $8 mullion tax
benefit resulted from the reversal of deferred tax liabilittes previously provided under SFAS No 109,
which were in excess of the tax habilities from repatniation of these qualifying earnings

On January 1, 2007, MMC adopted the provisions of FASB Interpretation No 48, “Accaunting for
Uncertamnty in Income Taxes — an interpretation of FASB Statement No 109" (“FIN 48"), which clanfies
the accounting for uncertainty In Income tax positions This interpretation requires that MMC recognize
in 1ts consolidated financial statements the impact of a tax position when it 1s more lkely than not that
ihe tax position would be sustained upon examination by the tax authonties based on the techmical
merts of the position As a result of the implementation of FIN 48, MMC recognized an increase in the
hability for unrecognized tax benefits of approximately $13 million, which 1s accounted for as a
reduction to the January 1, 2007 balance of retained earnings The term “unrecognized tax benefits” i
FIN 48 primanly refers to the differences between a tax position taken or expected to be taken in a tax
return and the benefit measured and recognized in the financial statements in accordance with the
guidelines of FIN 48 Including this increase, MMC had approximately $272 million of total gross
unrecognized tax benefits at the beginning of 2007 Of this total, $218 million represents the amount of
unrecognized tax benefits that, if recognized, would favorably affect the effective tax rate in any future
periods MMC classifies interest and penalties relating to uncertain tax positions in the financial
statements as income taxes The total gross amount of such accrued interest and penalties, before any
apphicable federal bepefit, at January 1, 2007 was $40 million

Following 1s a reconciiation of MMC’s total gross unrecognized tax benefits for the year-to-date period
ended Dacember 31, 2007

{In millions of dollars)

Balance at January 1, 2007 $272
Additions, based on tax positions related to current year 83
Additions for tax positions of prior years 70
Reductions for tax positions of prior years (21)
Reductions due to reclassification to FIN 45 on the sale of Putnam (26)
Settlements (23)
Lapses in statutes of imitation {4)
Balance at December 31, 2007 $351

Of the total $351 million of unrecogmized tax benefits at December 31, 2007, $228 million represents
the amount that, if recognized, would favorably affect the effective tax rate in any future periods The
total gross amount of accrued interest and penalties at December 31, 2007, before any applicable
federal benefit, was $44 miliion

As discussed In Note 5, MMC has provided certain indemnities related to contingent tax liabiities as
part of the disposal of Putnam The balance of gross unrecognized tax benefits at January 1, 2007 in

59




the chart above includes balances related to Putnam Following the close of the Putnam transaction,
the unrecognized tax benefits of $26 miliion related to stand alone tax returns filed by Putnam (not as
part of an MMC consolidated tax group) have been reclassified and are included as part of the farr
value hability for contingent tax indemnities established in accordance with FIN 45 In addition, at
January 1, and December 31, 2007, balances of $22 millton and $80 million, respectively, included in
the chart above relate to Putnam issues included in consolidated MMC tax returns Since MMC
remains primartly hable to the taxing authonties for resclution of uncertain tax positions related to
consolidated retums, these balances will remain as part of MMC’s consolidated lability for uncertain
tax positions Any future charges or credits that are directly related to the disposal of Putnam and the
indemnified contingent tax issues, including interest accrued in accordance with FIN 48, will be
charged or credited to discontinued operations as icurred

MMC 1s routinely examined by the junsdictions in which it has significant operations The Internal
Revenue Service is expected to complete its examination of 2003 through 2005 during 2008 New York
IS examining years 2003 through 2005 for vanous subsidianes Califorma 1s examining years 2003
through 2005 and years 2000 through 2002 are I1n vanous stages of appeal Massachusetts I1s
examining years 2000 through 2004 for various subsidiaries Inland Revenue in the United Kingdom s
exarmining tax years 2002 through 2005 for various subsidianes Earlier years are closed in all of the
foregoing junsdictions MMC regularly considers the likelihood of assessments in each of the taxing
junsdictions resulting from examinations MMC has established appropriate liablities for uncertain tax
positions in relation to the potential assessments MMC believes the resolution of tax matters will not
have a materal effect on the consolidated financial condition of MMC, although a resolution could have
a material impact on MMC’s net income or cash flows and on its effective tax rate in a particular future
period As of December 31, 2007 changes to our uncertain tax posittons that are reasonably possible
in the next 12 months are not estimated to be matenal

8. Retirement Benefits

MMC maintains qualified and non-qualified defined benefit pension plans for its eligible U § employees
and a vanety of defined benefit and defined contribution plans for eligible non-U S employees MMC'’s
policy for funding its tax qualified defined benefit pension plans Is to contribute amounts at least
sufficient to meet the funding requirements set forth In U S and applicable foreign law

Combined U 8 and non-U 8§ Plans

The weighted average actuanal assumptions utilized for the U § and significant non-U S defined
benefit plans as of the end of the year are as follows

Postretirement

Pension Benefits Benefits

2007 2006 2007 2006
Weighted average assumptions
Discount rate (for expense) 54% 51% 5.8% 56%
Expected return on plan assets 8 2% 8 2% — —
Rate of compensation increase (for expense) 3.8% 38% —_ —
Discount rate (for benefit obligation) 61% 54% 6.5% 58%
Rate of compensation increase (for benefit obligation) 3.8% 3 8% — —

MMC uses Mercer actuaries to perform the valuations of its pension plans The long-term rate of return
assumption 1s 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 utiizes a model
developed by its actuanes to assist in the setting of this assumption The model takes into account
several factors, including actual and target portfolio allocation, tnvestment, admnistrative and trading
expenses incurred directly by the plan trust, historical portfohio performance, relevant forward-looking
economic analysis, and expected returns, variances, and correlations for different asset classes All
returns utihzed and produced by the model are geometric averages These measures are used o
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determine probabilities using standard statistical techniques to calculate a range of expected returns
on the portfolio MMC generally does not adjust the rate of return assumption from year to year if, at
the measurement date, it 1s within the best estimate range, detined as hetween the 25% and 75"
percentile of the expected long-term annual retums in accordance with the “American Academy of
Actuaries Pension Practice Council Note May 2001 Selecting and Documenting Investment Return
Assumptions” and consistent with Actuanal Standards of Practice No 27 The histornical five- and
ten-year average asset retumns of each plan are also reviewed to ensure they are consistent and
reasonable compared with the best estimate range The expected return on plan assets I1s determined
by applying the assumed long-term rate of return to the market-related value of plan assets as defined
by SFAS No B7 This market-related value recognizes investment gains or losses over a five-year
pertod from the year in which they occur Investment gains or losses for this purpose are the difference
between the expected return calculated using the market-related value of assets and the actual return
based on the market value of assets Since the market-related value of assets recognizes gains or
losses over a five-year penod, the future market-related value of the assets will be impacted as
previously deferred gains or losses are recorded

The target asset allocation for the U S plans 1s 70% equities and 30% fixed income, and for the U K
plans, which compnse approximately 83% of non-U S plan assets, 1s 58% equities and 42% fixed
income As of the measurement date, the actual allocation of assets for the U S plan was 73% to
equities and 27% to fixed income, and for the U K plans was 56% to equities and 44% to fixed income
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 nsk parameters MMC uses threshold-based portfolio rebalancing to ensure the actual
portfolio remains consistent with target asset allocation ranges

The U S qualified plan contains 8 million shares of MMC common stock The shares were contnbuted
in Septemher 2005 Prior to this contribution, the U § qualified plan held no MMC secunties

The discount rate selected for each U S plan 1s based on a model bond perifolio with coupons and
redemptions that closely match the expected liability cash flows from the plan Discount rates for
non-U S plans are based on appropnate bond indices such as the Markit 1Boxx £ Corporates 15+
index in the U K Projected compensation increases reflect current expectations as to future levels of
inflation

The components of the net penodic benefit cost for combined U S and non-U § defined benefit plans
and other postretirement plans are as follows

For the Years Ended December 31, Pension Benefils Postretirement Benefits
(in milfions of dollars) 2007 2006 2005 2007 2006 2005
Service cost $230 $ 235 $ 245 $6 $6 $9
Interest cost 565 494 472 15 14 18
Expected return on plan assets (799) (695) (640) - — —
Amortization of prior service credit (56) (54) (41) (13) (14) (3)
Recognized actuanal loss 207 237 177 2 4 1
Net periodic benefit cost $ 147 3217 $213 $10 $10 $25
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US Plans

The following schedules provide information concerming MMC’s U S deftined benefit pension plans and

postretirement benefit plans

U S Pension U S Postretirement
December 31, Benefits Benefits
{In miflions of dollars) 2007 2006 2007 2006
Change in benefit obligation
Benefit obligation at beginning of year $3,264 $3,094 $ 192 $ 194
Service cost 82 83 4 4
Interest cost 196 182 11 11
Amendments — — — —
Actuarial (gamn) loss (297) 33 (19) (5)
Benefits paid ~ (134) (128) {15) (12)
Benefit obligation at end of year $3,111 $3,264 $ 173 $ 192
Change 1n plan assets
Fair value of plan assets at beginning of year $3,382 $3,015 $ — $ —
Actual return on plan assets 264 475 —_ —_
Employer contnbutions 20 20 15 12
Benefits paid (134) (128) (15) {12)
Fair value of plan assets at end of year $3,532 $3,382 $ — $ —
Funded status $ 421 $ 118 $(173) $(192)
Net asset (lability) recognized $ 421 $ 118 $(173) $(192)
Amounts recognized in the consolidated balance
sheets under SFAS 158
Noncurrent assets $ 747 $ 454 $ — $ —
Current llabilities {20) (19 (13) {13)
Noncurrent liabilities (306) (317) {160) (179
$ 421 $ 118 $(173) $(192)
Amounts not yet recognized in net periodic cost
and included in accumulated other
comprehensive income
Unrecognized pnior service credit $ 174 $ 228 $ 65 $ 78
Unrecognized net actuarnal loss {195) {572) (9) {29)
Total amounts included in AQCI $ (21) $ (344) $ 56 $ 49
Cumulative employer contnibutions in excess of
net periodic cost 442 462 (229) {241)
Net amount recegnized in consclidated balance
sheet $ 421 $ 118 $(173) $(192)
Accumulated benefit obligation at December 31 $3,015 $3,160 $ — $ —
US Pension U S Postretirement
December 31, Benefits Benefits
{In millions of dollars) 2007 2006 2007 2006
Reconciliation of unrecognized prior service credit
Amount disclosed as of prior year end $228 $282 $78 $92
Recognized as component of net penodic benefit cost (54) 54) (13) (14)
Amount at end of year 3174 $228 $ 65 $78
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U S Pension

US Postretirement

December 31, Benefits Benefits

{in millrons of dollars) 2007 2006 2007 2006
Reconchation of unrecognized net actuanal loss

Amount disclosed as of pnior year end $(572) $(858) $(29) $(37)

Recognized as component of net pencdic beneft
cost 82 96 2 3

Changes in plan assets and benefit obligations

recognized in other comprehensive income
Liability expenence 297 (33) 18
Asset experience {2) 223 -— —

Total amount recognized as change in plan assets
and benefit obligations 295 190 18 5

w

Amount at end of year $(195) $(572) $ (9) $(29)
U S Pension U S Postretirement
Benefits Benefits

For the Years Ended December 31,
{in milions of dollars) 2007

Total recognized in net periodic benefit cost and other
comprehensive lgss (iIncome)

2006 2005 2007 2006 2005

$(284) $55 $63  $(4) $4 $20

Estimated amounts that will be amortized from accumulated other comprehensive iIncome in the next
fiscal year

US Pension U S Postretirement
Benefits Benefits
{in millions of dolfars) 2007 2008 2007 2006
Prior service cost {credit) $(54) $(54) 5(13) $(13)
Net actuanal loss 20 79 — 2
$(34) $25 $(13) $(11)

The weighted average actuanal 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

US Pension U S Postretirement
Benefits Benefits
2007 2006 2007 2006
Weighted average assumptions
Discount rate {for expense) 6.1% 59%% 6.1% 59%
Expected return on plan assets B.75% 8 75% —_ —
Rate of compensation increase (for expense) 3.4% 3 4% - —
Discount rate (for benefit obligation) 6.9% 6 1% 6.9% 61%
Rate of compensation increase (for benefit obligation) 3.4% 3 4% — —

The projected benefit obligation, accumulated benefit obligation and aggregate fair value of plan assets
for U S pension plans with accumulated benefit obigations in excess of plan assets were $326 million,
$312 million and $0, respectively, as of December 31, 2007 and $337 million, $322 millon and $0,
respectively, as of December 31, 2006

The projected benefit obligation and fair value of plan assets for U S pension plans with projected
benefit obligation in excess of plan assets was $326 million and $0, respectively, as of December 31,
2007 and $337 million and $0, respectively, as of December 31, 2006
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The components of the net penodic benefit cost for the U S defined benefit and other postretirement
benefit plans are as follows

For the Years Ended December 31 U S Pension U S Postretrement Benefits
{In mithons of dollars) 2007 2006 2005 2007 2006 2005
Service cost $ 82 § 83 $ 88 §$ 4 $ 4 $8
Interest cost 196 182 176 11 11 15
Expected return on plan assets (267) (252) (233) — — —
Amorthization of pnior service credit (54) (54) 40y (13) (14} (3)
Amortization of transition asset — - — -_ — —
Recognized actuanal loss 82 96 78 2 3 1
Net perodic benefit cost 39 55 689 4 4 21
Curtallment gain — — — — — (1)
Total expense $ 39 § 55 § 69 $ 4 $ 4 $20

In December 2003, the Medicare Prescription Drug, Improvement and Modermization Act of 2003
became ltaw The net penodic benefit cost for 2007, 2006 and 2005, respectively, shown above
includes the subsidy

The assumed health care cost trend rate for Medicare eligibles was approximately 11% in 2007,
gradually declining to 5% 1n 2019, and the rate for non-Medicare ehgibles was 10% in 2007, gradually
dechning to 5% in 2017 Assumed health care cost trend rates have a small effect on the amounts
reported for the U S health care plans because MMC caps its share of healthcare trend at 5% A one
percentage point change in assumed health care cost trend rates would have the following effects

1 Percentage 1 Percentage

(In mithons of dollars) Point Increase  Paint Decrease
Effect on total of service and interest cost components $— $—
Effect on postretirement benefit obligation $— 5 (4)

Non-U S Plans

MMC’s financial statements have always reflected pension expense and additionatl minimum habilities
for its non-U S plans based on the provisions of SFAS 87 and SFAS 132(R)




The following schedules provide information concerning MMC's non-U S defined benefit pension plans

and non-U S postretirement benefit plans

Non-U § Pension

Non-U S Postretirement

December 31, Benefits Benefits
{In milhons of doflars) 2007 2006 2007 2006
Change n benefit obligation
Benefit obligation at beginning of year $7,194 $6,288 $78 $70
Newly disclosed plans — 142 —_ —_
Service cost 148 152 2 2
Interest cost 369 312 4 3
Employee contributions 29 33 — —
Actuanal (gain) loss {(779) (238) 5 —
Effect of settliement (10) (5) — —
Effect of curtailment (2) (35) — -
Special termination benefits 2 5 — —
Benefits paid (238) (223) (4) (3)
Foreign currency changes 207 752 6 6
Other 4 11 — —
Benefit obligation at end of year $ 6,924 $7,194 $ 91 $ 78
Change In plan assets
Fair value of plan assets at beginning of year $ 6,895 $ 5,470 $ — $ —
Newly disclosed plans —_ 83 —_ —
Actual return on plan assets 384 534 — —
Effect of settlement (10) (5) — —
Company contnbutions 189 319 4 3
Employee contrnbutions 29 33 — —
Benefits paid (238) (223) 4) (3)
Acquisitions/divestitures 4 _ —_ —
Foreign currency changes 192 684 — —
Fair value of plan assets at end of year $ 7,445 $ 6,895 $ — $ —
Funded status $ 521 $_(299) $(91) $(78)
Net asset (hability) recognized $ 521 $ (299) $(91) $(78)
Amounts recognized Iin the consolidated

balance sheets under SFAS 158
Noncurrent assets $ 663 $ 158 $— $—
Current habilities (8) (3) (4) (3)
Noncurrent hiabilities (134) (454) (87) (75)

$ 521 $ (299) $(91) 3(78)

Amounts not yet recogrnized in net penodic

cost and included in accumulated other

comprehensive iIncome
Unrecogruzed prior service credit $ 28 3 26 $ 2 $ 2
Unrecognized net actuaral loss (1,317) {2,020) (24) {18)
Total amounts included in AOCI $(1,289) $(1,994) $(22) 3(16)
Cumulative employer contnbutions in excess

of net periodic cost 1,810 1,695 {69) {62)
Net amount recognized in consolidated

balance sheet $ 521 $ (299) $(91) $(78)
Accumulated benefit obligation at

December 31 $ 6,348 $ 6,507 $ — s —
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Non-U S Pension

Non-U & Postretirement

December 31, Benefits Benefits
{In miflions of dollars) 2007 2006 2007 2006
Reconciliation of pnor service credit
Amount disclosed as of pnor year end $26 $24 $2 g2
Recognized as component of net periodic benefit cost (2) — —_ —
Effect of curtailment —_ 3 —_ —
Changes in plan assets and benefit obligations

recognized in other comprehensive income
Plan amendments —_ (1) —_ -
Exchange rate adjustments 4 — —_ —
Amount at end of year $28 $26 $2 2

Non-U S Pension

Non-U S Postretirement

December 31, Benefits Benefits
(in milhons of dollars) 2007 2006 2007 2006
Reconciliation of net loss
Amount disclosed as of prior year end $(2,020) $(2,286) $(18) $(17)
Recognized as component of net periodic benefit

cost 125 140 1 1
Effect of settlement {3) (1) — —
Changes in plan assets and benefit obigations

recognized In other comprehensive Income
Liability experience 779 238 (5) {1)
Asset expenence (147) a0 — —
Effect of curtaiment — 40 —_ -
Other 2 — — —
Total amount recognized as change in plan assets

and benefit obligations 634 368 (5) (1)
Exchange rate adjustments (53) {241) (2) (1}
Amount at end of year $(1,317) $(2,020) $(24) $(18)

Non-US Pension  Non-U S Postretirement
Benefits Benefits

For the Years Ended December 31,
{in mithons of dollars) 2007 2006 2005 2007 2006 2005
Total recognized in net penodic benefit cost and other

comprehanswe loss ((ncome) $(599) $174 $160 $12 $6 $4

Estimated amounts that will be amortized from accumulated other comprehensive iIncome in the next

fiscal year
Non-U S Pension Non-U S Postretirement
December 31, Benefits Benefits
{In mithons of dollars) 2007 20086 2007 2006
Prior service (credit) $(2) $ (2@ 5— 5—
Net loss 52 120 1 1
$50 $118 $1 $1

The weighted average actuanal assumption utilized in determining the above amounts for the non-U S
defined benefit and other non-U S postretirement plans as of the end of the year are as follows

Neon-U S Pension

Non-U $ Postretirement

December 31 Benefits Benefits

(In muflions of dollars) 2007 2006 2007 2006
Weighted average assumptions

Discount rate (for expense) 51% 47% 5.2% 4 8%
Expected return on plan assets 8 0% 7 9% — —
Rate of compensation increase (for expense) 4.0% 4 0% — —
Discount rate (for benefit obhigation) 57% 51% 57% 52%
Rate of compensation Increase (for benefit obligation) 4.0% 4 0% — —




In December 2006, MMC contributed its imited partnership interest in the Tndent HIl private equity
fund, valued at $182 million, to its pension plan in the United Kingdom

The non-U § defined benefit plans do not have any drect or indirect ownership of MMC stock

The benefit obligation, accumulated benefit obligation and fair value of plan assets for the non-U S
penston plans with accumulated benefit obligations in excess of plan assets were $338 million, $291
million and $207 million, respectively, as of December 31, 2007 and $3 6 billion, $3 4 billion and $3 2
billion, respectively, as of December 31, 2006

The projected benefit obligation and fair value of plan assets for non-U S pension plans with projected
benefit obligation in excess of plan assets was $430 million and $288 million, respectively, as of
December 31, 2007 and $4 7 billlon and $4 2 billion, respectively, as of December 31, 2006

The components of the net penodic benefit cost for the non-U S defined benefit and other
postretirement benefit plans and the curtailment, setilement and termination expenses under SFAS 88
are as follows

Non-U § Postretirement

For the Years Ended December 31, Non-U S Pension Benefits Benefits

{In millions of deilars) 2007 2008 2005 2007 2006 2005
Service cost $148 $ 152 $157 $2 g2 $1
Interest cost 369 312 296 4 3 3
Expected return on plan assets {532) (443) (407) — — —
Amortization of prior service credit (2) — (1) —_ — -
Recognized actuanal loss 125 141 Q99 — 1 —
Net periodic benefit cost $ 108 $ 162 $ 144 $6 $6 $ 4
Settlement (gain)/loss (2) 4 (1) — — —
Curtailment (gain)/loss {2) 3 — —_ —_ -
Special termination benefits 2 5 17 — — —
Total expense $ 106 $ 174 $ 160 $6 $6 $4

The assumed health care cost trend rate was approximately 6 6% in 2007, gradually declining to 4 0%
In 2011 Assumed health care cost trend rates have a significant effect on the amounts reported for the
non-U S health care plans A one percentage point change in assumed health care cost trend rates
would have the following effects

1 Percentage 1 Percentage

{In millons of dollars) Point Increase  Point Decrease
Effect on total of service and interest cost components $ 1 $ ()
Effect on postretirement benefit obligation $14 $(11)

Estimated Future Benefits Payments

MMC’s estimated future benefit payments for its penston and postretirement benefits (without reduction
for Medicare subsidy recetpts) at December 31, 2007 are as follows

Postretirement

December 31, Pension Benefits Benefits

{in milhons of dollars) us Non-U S us Non-U 8§
2008 $ 156 $ 417 $13 $ 4
2009 165 243 13 4
2010 176 245 14 4
2011 188 260 15 5
2012 200 274 15 5
2013-2017 $1,203 $1,599 $87 $27
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Contribufion Plans

MMC maintains certain defined contribution plans for its employees, including the Marsh & McLennan
Companies 401{K) Savings & Investment Plan (“SIP”), that are qualified under U S tax laws Under
these plans, eligible employees may contribute a percentage of their base salary, subject to certain
kmitations For the SIP, MMC matches a fixed portion of the employees’ contributions and may also
make additional discretionary contributions The SIP contains an Employee Stock Ownership Plan
under U S tax law and plan assets of approximately $365 million at December 31, 2007 and $483
milion at December 31, 2006 were invested in MMC stock If a participant does not choose an
investment direction for hus or her future MMC matching contributions, they are automatically invested
in the Putnam Fixed Income Fund The cost of these defined contribution plans related to continuing
operations was $46 million, $45 million, and $64 milion for 2007, 2006 and 2005, respectively

9. Stock Benefit Plans

MMC maintains multiple share-based payment arrangements under which employees are awarded
grants of restrnicted stock, stock options and other forms of stock-based payment arrangements Prior
to July 1, 2005, MMC accounted for these awards under the recognition and measurement provisions
of Accounting Principles Board Opinion No 25, “Accounting for Stock Issued to Employees” (‘APB
25"), as permitted under SFAS No 123, “Accounting for Stock-Based Compensation” ("SFAS 1237)
Accordingly, compensation cost for stock options was not recognized as long as the stock options
granted had an exercise price equal to the market price of MMC’s common stock on the date of grant,
the effect of forfetures on restncted stock, restricted stock units and deferred stock units was
recognized when such forfeitures occurred and dividend equivalents on restncted stock units and
deferred stock units were expensed in the period incurred In addition, MMC'’s stock purchase plan was
not considered compensatory under APB 25, therefore, no expense was required to be recognized
Effective July 1, 2005, MMC adopted the recognition and measurement provisions of SFAS No 123
{revised 2004}, “Share-Based Payment” (“SFAS 123 (R)"), using the modified-prospective transition
method Under this transition method, compensation cost recognized beginning July 1, 2005 includes
compensation cost for all share-based payment arrangements granted prior to but not yet vested as of
July 1, 2005, based on the grant date far value and expense attribution methodology determined in
accordance with the onginal provisions of SFAS 123, and compensation cost for all share-based
payment arrangements granted subsequent to June 30, 2005, based on the grant-date fair value and
expense attnbution methodology determined in accordance with the provisions of SFAS 123 (R) In
adchition, MMC's stock purchase plan was considered compensatory during the third quarter of 2005,
the effect of forfeitures on restricted stock, restrnicted stock units and deferred stock units 1s required to
be estmated when recognizing compensation cost and dividend equivalents on restricted stock units
and deferred stock units expected to vest are required to be classified as dvidends Results for penods
prior to July 1, 2005 have not been restated

Prior to the adoption of SFAS 123 (R), restncted stock units and deferred stock units were classified as
habilittes and measured at their respective grant date fair values Prepaid compensation cost was
recognized for the unearned portion of such awards Upon implementation of SFAS 123 (R), such
awards were adjusted to therr respective accrued grant date fair values totaling approximately $110
million and were reclassified to equity

Effective October 1, 2005, certain features in the MMC stock purchase plan were changed so that
shares of MMC common stock will be purchased at a price that 1s 95% of the average market price of
the stock on each quarterly purchase date In accordance with SFAS 123 (R), the stock purchase plan
15 no longer compensatory beginning October 1, 2005
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If compensation cost for all MMC’s share-based payment arrangements had been recognized based
on the fair value method prescnbed by SFAS 123 for the penods prior to the adoption of SFAS 123

(R) on July 1, 2005, MMC’s net iIncome and net income per share in 2005 would have been reduced to
the pro forma amount indicated in the table below

{In millons of dollars, except per share figures) 2005
Net Income:
As reported $ 404
Adjustment for fair value method, net of tax (69)
Pro forma net income $ 335
Net Income Per Share
Basic
As reported $075
Pro forma $0 62
Diluted
As reported $074
Pro forma $0 61

The pro forma information reflected above includes stock options issued under MMC’s incentive and
stock award plans and the Putnam Investments Equity Partnership Plan and stock 1ssued under
MMC's stock purchase plan In addition, the pro forma information reflected above 1s based on
recognizing the costs of employee stock option awards granted prior to July 1, 2005 to retiree-eligible
individuals over the full vesting term of the award Effective July 1, 2005, MMC began recognizing new
employee stock option awards granted to retiree-eligible individuals over a shorter period, consistent
with the retirement vesting acceleration provisions of these grants If the costs of employee stock
option awards granted prior to July 1, 2005 to retiree-eligible individuals had been recognized for these
individuals under this accelerated method, pro forma net income for the year ended 2005 would have
amounted to $340 milon

MMC Incentive and Stock Award Plans

In 2000, the Marsh & McLennan Companies, Inc 2000 Employee Incentive and Stock Award Plan (the
“2000 Employee Plan"} and the Marsh & McLennan Companies, Inc 2000 Senior Executive Incentive
and Stock Award Plan (the “2000 Executive Plan”) were adopted The types of awards permitted under
these plans include stock options, restricted stock, stock bonus units, restncted and deferred stock
units payable in MMC common stock or cash, and other stock-based and performance-based awards
The Compensation Committee of the Board of Directors (the "Compensation Committee”) determines,
at its discretien, which affilates may participate in the plans, which eligible employees will receive
awards, the types of awards to be received, and the terms and conditions thereof The nght of an
employee to receive an award may be subject to perfermance conditions as specified by the
Compensation Committee The 2000 Plans contain provisions which, in the event of a change in
control of MMC, may accelerate the vesting of the awards Awards relating to not more than
80,000,000 shares of common stock may be made over the Iife of the 2000 Employee Plan plus shares
remamning unused under pre-existing employee stock plans Awards relating to not more than
8,000,000 shares of common stock may be made over the Iife of the 2000 Executive Plan plus shares
remaining unused under pre-existing executive stock plans

Stock Options Options granted under the 2000 Plans may be designated as either incentive stock
options or non-qualified stock options The Compensation Committee determines the terms and
conditions of the option, including the time or times at which an option may be exercised, the methods
by which such exercise price may be patd, and the form of such payment Options are generally
granted with an exercise price equal to the market value of MMC's stock at the date of grant These
option awards generally vest 25% per annum and have a contractual term of 10 years On March 16,
2005, MMC began granting options that provide for a market-based triggenng event before a vested
option can be exercised The terms and conditions of these stock option awards provide that (1) options
will vest at a rate of 25% a year beginning one year from the date of grant and (1) each vested tranche
will only become exercisable if the market price of MMC'’s stock appreciates to a level of 15% above
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the exercise price of the optron and maintains that level for at least ten (10) consecutive trading days
after the award has vested MMC accounts for these awards under SFAS 123(R) as market-condition
options The effect of the market condition 1s refiected in the grant-date fair value of such awards
Compensation cost 1s recognized over the requisite service period and i1s not subsequently adjusted if
the market condition 1S not met For awards without a market-based tnggering event, compensation
cost 1s generally recognized on a straight-line basis over the requisite service period which 1s normally
the vesting penod

At the May 2005 Annua! Meeting, MMC'’s shareholders approved a stock option exchange offer Under
the exchange offer, eligible employees could exchange certain deeply underwater options for new
options with an estimated fair value equal to 90% of the value of options surrendered in exchange,
calculated using the Black-Scholes pricing model Effective July 1, 2005, employees elected to
exchange 42 milhion options for 16 million new options The exchange resulted in the retirement of

26 million options and no incremental compensation expense was incurred in connection with the new
option grants The exercise price of the new options of $27 86 1s equal to the market price of MMC's
comimon stock as of the new grant date The new coptions were unvested when granted and will vest on
the later of the second anniversary of the new option grant or the vesting date of the tendered option
The other terms and conditions of the new options are substantially similar to those of the tendered
options they replaced

The estimated fair value of options granted without a market-based triggenng event is calculated using
the Black-Scholes option prnicing valuation model This model takes into account several factors and
assumptions The nisk-free interest rate 1s based on the yield on U S Treasury zero-coupon issues with
a remaining term equal to the expected life assumption at the time of grant The expected life
(estimated pericd of time outstanding) s estimated using the contractual term of the option and the
effects of employees’ expected exercise and post-vesting employment termination behavior Expected
volatibty prior to July 1, 2005 was calculated based on histoncal volatiity for a penod equal to the stock
option’s expected lfe, calculated cn a monthly basis Subsequent to June 30, 2005, MMC began using
a blended volatility rate based on the following (1) volatiity denved from daily ¢closing price
observations for the 10-year period ended on the valuation date, (1) implied volatility denved from
traded options for the penod one week before and one week after the valuation date and () average
volatihty for the 10-year penods ended on 15 anniversaries prior to the valuation date, using daily
closing price observations The expected dividend yield 1s based on expected dividends for the
expected term of the stock options

The assumpticns used in the Black-Scholes option pricing valuation model for options granted by MMC
in 2007, 2006 and 2005 are as follows

2005
2007 2006 Post 6/30/05 Pre 7/1/05
Risk-free interest rate 454% 4 2%-50% 3 9%-4 3% 37%
Expected Iife (in years) 5.0 50 50 50
Expected volatility 29.9% 29 0%-30 0% 29 0% 18 5%
Expected dividend yield 2.37% 2 1%-2 7% 2 3% 2 2%

The estimated fair value of options granted with a market-based tnggenng event was calculated using
a binomial valuation model. The factors and assumptions used in this model are similar to those
utized n the Black-Scholes option pricing valuation model except that the nsk-free interest rate is
based on the U S Treasury zero-coupon yield curve over the contractual term of the option, and the
expected life 1s calculated by the model
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The assumptions used in the binormial option pncing valuation model for options granted during 2007,
2006 and 2005 are as follows

2005
2007 2006 Post 6/30/05 Pre 7/1/05
Risk-free interest rate 3.2%-5.0% 47%-53% 40%41% 41%-45%
Expected life (in years) 5.2-7.4 5071 5265 6768
Expected volatility 27.8%-30 0% 29 0% 29 0% 17 98%
Expected dividend yield 2.6%-2 9% 2 3% 23% 22%

A summary of the status of MMC’s stock option awards as of December 31, 2007 and changes during
the year then ended Is presented below

Weighted Weighted Average Aggregate

Average Remaining Intrinsic Value
Shares Exercise Price Contractual Term ($000)

Balance at January 1, 2007 64,368,884 $34.30
Granted 3,562,904 $29.50
Exercised (2,255,499) $23.29
Canceled or exchanged — —
Forfeited (6,866,510) $36.33
Expired —_ —
Balance at December 31, 2007 58,809,779 $34.20 4.8 years $50,113
Options vested or expected to

vest at December 31, 2007 58,098,107 $34.25 4.9 years $45,389
Options exercisable at

December 31, 2007 36,618,774 $36.58 3.0 years $903

The weighted-average grant-date fair value of MMC’s option awards granted during the years ended
December 31, 2007, 2006 and 2005 was $7 79, $8 55, and $6 51, respectively The total intrnsic value
of options exercised during the same perods was $8 million, $31 million, and $36 million, respectively i

As of December 31, 2007, there was $34 million of unrecognized compensation cost related to MMC’s
option awards The weighted-average period over which that cost 15 expected to be recognizedis 1 4
years Cash recewved from the exercise of stock options for the years ended December 31, 2007, 2006
and 2005 was $53 million, $52 million, and $45 million, respectively

MMC’s policy 15 to 1ssue treasury shares upon optien exercises or share unit conversion MMC intends
to 1ssue treasury shares as long as an adequate number of those shares are available

Restnicted Stock Restncted shares of MMC’s common steck may be awarded under MMC’s incentive
and stock award plans and are subject to restrictions on transferability and other restnictions, if any, as
the Compensation Committee may impose The Compensation Committee may also determine when
and under what circumstances the restrichons may lapse and whether the participant receives the
nghts of a stockholder, including, without imitation, the nght to vote and receive dividends Unless the
Compensation Commiitee determines otherwise, restricted stock that 1s still subject to restrictions I1s
forfeited upon termination of employment Shares granted generally become unrestncted at the earlier
of (1) January 1 of the year following the vesting grant date anniversary or (2) the later of the !
recipient’s normal or actual retirement date For shares granted prior to 2004, the grant date
anniversary 1s ten years For shares granted during 2004 and 2005, the grant date anniversary 1s 7
years and 5 years, respectively However, certain restncted shares granted in 2005 vest on the third
anniversary of the grant date There were no restricted shares granted in 2007 and 2006
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A summary of the status of MMC’s restricted stock awards as of December 31, 2007 and changes
during the penod then ended Is presented below

Weighted Average

Grant Date

Shares Fair Value
Non-vested balance at January 1, 2007 777,655 $37.12
Granted — —
Vested (24,600) $15.84
Forfeited (228,186) $37.14
Non-vested balance at December 31, 2007 524 869 $38.10

The weighted-average grant-date far value of MMC'’s restncted stock awards granted dunng the years
ended December 31, 2005 and 2004 was $28 B7 and $46 12, respectively The total fair value of
MMC'’s restricted stock distributed durning the years ended December 31, 2007, 2006 and 2005 was
$0 8 million, $1 8 million, and $9 8 million, respectively

Restncted Stock Umnits  Restncted stock units may be awarded under MMC's Incentive and Stock
Award plans The Compensation Committee determines the restnctions on such units, when the
restrictions lapse, when the units vest and are paid, and upon what terms the units are forfeited The
cost of these awards 1s amortized over the vesting period, which i1s generally three years Beginning
with awards granted in 2006, awards to senior executives and other employees may include three-year
performance-based restncted stock units and three-year service-based restncted stock units The
payout of performance-based restricted stock units (payable in shares of MMC common stock) may
range from 0—-200% of the number of units granted, based on the achievement of objective,
pre-determined MMC or operating company performance measures over a three-year performance
pericd MMC accounts for these awards as performance condition restricted stock units The
performance condition is not considered In the determination of grant date farr vatue of such awards
Compensation cost 1s recognized over the performance pernod based on management's estimate of
the number of units expected to vest Compensation cost will be adjusted to reflect the actual number
of shares patd out at the end of the three-year performance penod Dividend equivalents are paid on
both performance-based and service-based restricted stock units prior to payout, based on the initial
grant amount

A summary of the status of MMC's restncted stock unit awards as of December 31, 2007 and changes
during the period then ended 1s presented below

Weighted Average

Grant Date

Shares Fair Value
Non-vested balance at January 1, 2007 1,715,477 $33.14
Granted 2,799,619 $29.60
Vested {293,681) $41.16
Forfeited {250,153) $30.04
Non-vested balance at December 31, 2007 3,971,262 $30.22

The weighted-average grant-date fair value of MMC's restricted stock units granted dunng the years
ended December 31, 2006 and 2005 was $30 30 and $29 43, respectively The total fair value of
MMC’s restricted stock units distnbuted during the years ended December 31, 2007, 2006, and 2005
was $7 4 million, $5 8 milien and $18 0 mullion, respectively

Deferred Stock Units  Deferred stock units may be awarded under MMC's incentive and stock award
plans The Compensation Committee determines the restnctions on such units, when the restnctions
lapse, when the units vest and are paid, and upon what terms the units are forfeited The cost of these
awards 1s amortized over the vesting period, which i1s generally three years
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A summary of the status of MMC’s deferred stock unit awards as of December 31, 2007 and changes
during the penod then ended 1s presented below

Weighted Average

Grant Date

Shares Fair Value
Non-vested balance at January 1, 2007 8,213,838 $34.55
Granted 5,076,099 $28.83
Vested {(2,698,186) $42.87
Forfeited (773,004) $30.47
Non-vested balance at December 31, 2007 9,818,747 $29.60

The weighted-average grant-date far value of MMC's deferred stock units granted during the years
ended December 31, 2006 and 2005 was $29 36 and $29 88, respectively The total fair value of
MMC’s deferred stock urits distnibuted dunng the years ended December 31, 2007, 2006, and 2005
was $75 6 million, $53 5 milion, and $48 2 million, respectively

As of December 31, 2007, there was $289 milhon of unrecognized compensation cost related to
MMC’s restricted stock, restricted stock units and deferred stock unit awards

MMC Stock Purchase Plans

In May 1999, MMC's stockholders approved an employee stock purchase plan (the “1999 Plan") to
replace the 1994 Employee Stock Purchase Plan (the “1994 Plan”), which terminated on

September 30, 1999 following its fifth annual offering Effective October 1, 2004, certain features in
these plans were changed Under these new features, shares are purchased four times durning the plan
year (instead of one annual purchase on the last businass day of the plan year as was done
previously) Beginning October 1, 2005, shares are purchased at a price that 1s 95% of the average
market price on each quarterly purchase date Under the 1999 Plan, after including the avaiable
remaining unused shares in the 1984 Plan and reducing the shares available by 10,000,000 consistent
with the MMC Board of Directars’ action in March 2007, no more than 35,600,000 shares of MMC's
common stock may be sold Employees purchased 1,570,440 shares duning the year ended
December 31, 2007 At December 31, 2007, 9,926,396 shares were avallable for 1Issuance under the
1995 Plan Under the 1995 MMC Stock Purchase Plan for International Employees (the “International
Pian”}, after reflecting the additional 5,000,000 shares of common stock for issuance approved by the
MMC Board of Directors in July 2002, and the addition of 4,000,000 shares due to shareholder action
in May 2007, no more than 12,000,000 shares of MMC’s common stock may be sold Employees
purchased 302,776 shares during the year ended December 31, 2007 At December 31, 2007,
3,976,773 shares were available for issuance under the Internattonal Plan Based on the terms in
effect as of October 1, 2005, the plans are considered non-compensatory under SFAS 123(R)

10. Long-term Commitments

MMC leases office facilities, equipment and automobiles under noncancelable operating leases These
leases expire on varying dates, in some instances contain renewal and expansion options, do not
restrict the payment of dividends or the incurrence of debt or additional lease obligations, and contain
no significant purchase options In addition to the base rental costs, occupancy lease agreements
generally provide for rent escalations resulting from increased assessments for real estate taxes and
other charges Approximately 98% of MMC’s lease obligations are for the use of office space

The consolidated statements of Income include net rental costs of $511 million, $509 million and $448
million for 2007, 2006 and 2005, respectively, after deducting rentals from subleases ($23 millton In
2007, $26 million 1in 2006 and $20 million in 2005)
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At December 31, 2007, the aggregate future minimum rental commitments under all noncancelable
operating lease agreements are as follows

Gross Rentals Net

For the Years Ending December 31, Rental from Rental
(in mullions of dollars) Commutrnents Subleases Commitments
2008 $ 413 $ 43 $ 370
2009 382 41 341
2010 343 39 304
2011 305 36 269
2012 287 36 251
Subsequent years 1,747 254 1,493
$3,477 $449 $3,028

MMC has entered into agreements with vanous service companies to outsource certain information
systems activities and responsibilities, and processing activiies Under these agreements, MMC 15
required to pay mmmimum annual service charges Additional fees may be payable depending upon the
volume of transactions processed, with all future payments subject to increases for inflatton At
December 31, 2007, the aggregate fixed future minimum commitments under these agreements are as
follows

Future
For the Years Ending December 31, Minimurm
{in mithons of dollars) Commitments
2008 $ 58
2009 24
2010 18
Subsequent years 33

$133
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11. Debt
MMC’s outstanding debt 1s as follows

December 31,

(In muthons of dollars) 2007 2006

Short-term:
Bank borrowings — International $§ — & 8
Current portion of long-term debt 260 1,103
$ 260 $1,111

Long-term:
Senior notes — 7 125% due 2009 $ 400 $ 399
Senior notes — 5 375% due 2007 (4 0% effective interest rate) —_ 501
Senior notes — 6 25% due 2012 (5 1% effective interest rate) 260 262
Senior notes — 3 625% due 2008 250 250
Senior notes — 4 850% due 2013 249 249
Senior notes — 5 875% due 2033 296 295
Senior notes — 5 375% due 2014 647 647
Senior notes — 3 year floating rate note due 2007 (5 51% at December 31, 2006) — 500
Senior notes — 5 15% due 2010 548 548
Senior notes — 5 75% due 2015 746 746
Mortgage - 5 70% due 2035 461 467
Bank borrowings — International —_ 94
Other 7 5
3,864 4,963
Less current portion 260 1,103

$3,604 $3,860

MMC's 5§ 375% five-year fixed rate $500 million senior notes and three-year floating rate $500 million
senior notes matured in 2007 MMC used commercial paper borrowings and borrowings from its
revolving credit facility, as well as cash on hand to manage liquidity, including the funding of the
maturing bonds The commercial paper and revolving credit facility borrowings were repaid using
proceeds from the Putnam transaction There were no commercial paper borrowings outstanding at
December 31, 2007 and December 31, 2006

In December 2005, MMC and certain of its foreign subsidianes entered into a $1 2 billion muiti-
currency revolving credit facility Subsidiary borrowings under the facility are unconditionally
guaranteed by MMC The facility expires in December 2010 The interest rate on this facility vanes
based upon the level of usage of the facility and MMC’s credit ratings The facility requires MMC to
mamntain certain coverage and leverage ratos tested quarterly There was no amount outstanding at
December 31, 2007 and $94 million outstanding under this facility at December 31, 2006

In September 2005, MMC entered intc a 30-year $475 mullion fixed rate non-recourse mortgage loan
agreement due 2035, bearing an interest rate of 5 7%, in connection with its interest 1n its worldwide
headquarters bullding 1n New York City In the event the mortgage 1s foreclosed foilowing 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 MMC utilized a portion of the proceeds to prepay
its existing $200 million 9 8% mortgage due 2009 Mortgage prepayment costs of $34 million related to
this transaction are included in interest expense in the consohdated statement of income for the year
ended December 31, 2005

Addtional credit facilities, guarantees and letters of credit are maintained with vartous banks, pnmarnly
related to operations located outside the United States, aggregating $265 milion at December 31,
2007 and $269 milion at December 31, 2006 There were no outstanding borrowings under these
facilities at December 31, 2007 and $8 million outstanding under these faciliies at December 31, 2006

Scheduled repayments of long-term debt in 2008 and in the four succeeding years are $260 muliion,
$408 mulhon, $558 million, $8 million and $259 million, respectively
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12. Financial Instruments

The estimated fair value of MMC’s significant financial instruments 1s provided below Certain
estimaies and judgments were required to develop the fair value amounts The fair value amounts
shown below are not necessarily indicative of the amounts that MMC would realize upon disposition,
nor do they indicate MMC's intent or ability to dispose of the financial instrument

2007 2006
December 31, Carrying Fair Carrying Fair
{Iin muthons of dollars) Amount  Value Amount Value
Cash and cash equivalents $2,133 $2,133 32,015 $2,015
Long-term investments $ 66 $§ 66 S 124 § 124
Shont-term debt $ 260 $§ 260 $1,111 $1,111
Long-term debt $3,604 $3.616 $3.860 $3,810

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 include available for sale secunties recorded at
quoted market prices as discussed below MMC also has certain additional long-term investments, for
which there are no readily available market prices, amounting to $43 million and $75 mullion at
December 31, 2007 and 2006, respectively, which are carmed on a cost basis MMC monitors these
investments for iImpaimMment and makes appropriate reductions in carrying values when necessary

MMC had available for sale securities with an aggregate farr value of $23 millton and $50 million at
December 31, 2007 and 2006, respectively, which are carried at market value under SFAS 115 Gross
unrealized gains amounting to $22 million and $53 million at December 31, 2007 and 20086,
respectively, have been excluded from earnings and reported, net of deferred income taxes, in
accumulated other comprehensive loss, which 1s a component of stockholders’ equity

MMC recorded net gains associated with its available for sale secunties of $20 million, $35 million and
$157 mulion, in 2007, 2006 and 2005, respectively Proceeds from the sale of available for sale
securities for the years ended December 31, 2007, 2006 and 2005 were $29 millton, $52 milion and
$236 million, respectively Gross realzed gaing on available for sale securities sold durng 2007, 2006
and 2005 amounted to $20 million, $35 mitkon and $157 millien, respectively Dunng 2007, 2006 and
2005, MMC did not record any losses related to the decline in value of available for sale secunties that
were other than temporary The cost of secunties sold 1s determined using the average cost method for
equity secunties The gains and losses descnbed above are included in Investment income (loss) in
the consolidated statements of income

MMC also holds investments in certain pnvate equity fund partnerships which are accounted for using
the equity method MMC’s share of gains from such investments, and from trading secunties and
investments held at cost, of $148 million, $166 million and $27 milion in 2007, 2006 and 2005,
respectively, 15 included in Investment income (loss) in the consclidated statements of income
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In 2007, MMC’s investment n Tndent Il, L P met the thresholds which require disclosure of
summarized financial information under Regulation S-X The consolidated financial information
presented below reflects the most recently available financial statements at September 30, 2007

September 30, December 31,
{in mithons of dollars) 2007 2006
Assets
Investments at fair value $1,076 $1,004
Other assets 55 152
Total assets $1,131 $1,156
Liabihties —_ —
Net assets (Partners’ Capital) $1.131 $1,156
For the nine months ended September 30,
(In mithons of dollars) 2007 2006
Investment income $ 19 $ 19
Expenses 2 3
Net investment income 17 16
Realized gains 154 202
Unrealized appreciation 112 59
Net increase in net assets $ 283 $ 277

A portion of Insurance fiduciary funds which MMC holds to satisfy fiduciary obligations 1s invested n
high quality debt securties which are generally held to maturty The difference between cost and farr

value of these investments 1s not materal

Short-term and Long-term Debt The fair value of MMC’s short-term debt, which consists primarily of
term debt matuning within the next year, approximates its carrying value The estimated fair value of
MMC’s long-term debt 1s based on discounted future cash flows using current interest rates available

for debt with similar terms and remaining matunties
13. Integration and Restructuring Costs

2007 Actions

In the fourth quarter of 2007, Marsh implemented restructuring activities which resulted in the
eliminaticn of 84 positions These actions resulted in restructuring charges of $16 million for severance

and related benehis

2006 Cost-Savings Inihative

In September 2006, MMC announced a cost-savings initiative related to firm-wide infrastructure,
organization structure and operating company business processes The {irst phase of this imtiative
began in September 2006 In connection with this first phase, MMC incurred net restructunng charges
of $10 milhon during 2007 pnmanly related to severance and benefits, as follows nsk and insurance
services - $2 milion, consulting - $3 mdlien and corporate - $5 million Utiization of these charges 1s

summanzed as follows

Additions/
Accrued Uthzed Utlized Changes in Remaining
n in n Estimates Liability at
{In milhons of dollars) 2006 2006 2007 2007 12/31/07

Severance and benefits $589 $(21) %37 $10 $11
Future rent on non-cancelable leases 6 (6) {3) 3 —
Other exit costs (credits) (55) 58 — (3) —
$10  $31  $(40) $10 $11
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MMC’s actions under the first phase of the 2006 cost-savings inhative are substantially completed,
except for certain actions related to MMC's New York headguarters building

In the fourth quarter of 2006, Marsh identfied additional actions that resulted in the elimination of
approximately 170 employee posthons through staff reduchons and attrition Dunng 2007, Marsh
incurred costs of $39 million related to these actions, pnmarily related to severance and exit costs for
facilites Utilization of the charges Is as follows

Additions/
Accrued Utihzed Utilized Changes in Remaining
n n in Estimates Liability at
{In miflions of dollars) 2006 2006 2007 2007 12/31/07
Severance and benefits $7 S—  $(23) $37 $21
Future rent on non-cancelable leases 7 (2) (3) 2 4
$14 $(2) $(26) $39 $25

These actions are substantally complete

2005 Plan

In March 2005, MMC announced that it would undertake restructunng inittatives involving staff
reductions and consolidations of facilities in response to MMC’s business environment (the “2005
Plan™ In connection with the 2005 Plan, MMC recorded an expense of $4 million in the twelve-months
ended December 31, 2007 in nsk and insurance services Utlization of the 2005 Plan charges Is
summarized as follows

Accrued Utiized Additions/
n n Changes
2005 2005  Utilized in Remaining
and and in Estimates Liability at
(in milhons of dollars) 2006 2006 2007 2007 12/31/07
Severance and benefits $228 3$(215) $(10) S$— $3
Future rent on non-cancelable leases 145 (80) (22) 5 48
Other exit costs {credits) 3 6 (2) (1) 6
$376  $(289) $(34) $ 4 $57

The actions under the 2005 Plan are completed

The expenses assoclated with the restructunng plans are included in Compensation and benefits or in
Other operating expenses n the consolidated statements of income, and liabilities associated with
these intiatives are classified on the consolidated balance sheets as Accounts payable, Other
habilities, or Accrued salanes, depending on the nature of the tems

14. Common Stock

In August 2007, MMC entered into an $800 million accelerated share repurchase agreement with a
financial institution counterparty Under the terms of the agreement, MMC padd the full $800 milkon
purchase price and took delivery from the counterparty of an inttial tranche of 21,320,530 shares of
MMC common stock, which were reflected as an increase in Treasury shares (a decrease in shares
outstanding) on the delivery date This number of shares was the quotient of the $800 million purchase
pnice divided by a contractual “cap” price of $37 5225 per share Based on the final average share
pnce during the settlement pencd less a discount, it 1s expected that approximately 10 7 million
additional shares will be delivered to MMC in March 2008 This transaction was effected under a $1 5
billon share repurchase authonzation granted by MMC's Board of Directors in August 2007 MMC
remains authonzed to repurchase additional shares of its common stock up to a value of $700 million
There 15 no time himit on this authonzation

In May 2007, MMC entered into a $500 million accelerated share repurchase agreement with a
financial institution counterparty Under the terms of the agreement, MMC paid the full $500 mithcn
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purchase pnice and took delivery from the counterparty of an inhal tranche of 13,464,749 shares of
MMC common stock Based on the market price of MMC's commaon stock over the subsequent
settlement period, In July 2007 the counterparty delwered to MMC an additional 2,555,519 shares for
no additional payment and the transaction was concluded MMC thus repurchased a total of
16,020,268 shares in the transaction, for a total cost of $500 milion and an average price per share to
MMC of $31 2105 The repurchased shares were reflected as an increase in Treasury shares (a
decrease in shares outstanding) on the respective delivery dates This transaction was effected under
a $500 million share repurchase authorization granted by MMC’s Board of Directors in May 2007

15. Stockholder Rights Plan

On September 29, 2007, MMC’s Amended and Restated Rights Agreement, dated as of January 20,
2000 between MMC and the Hams Trust Company of New York, as rights agent, expired pursuant to
its terms

16. Claims, Lawsuits and Other Contingencies

MMC and Marsh Litigation and Regulatory Matters

Brokerage Compensation Practices

In January 2005, MMC and its subsidiary Marsh Inc entered into an agreement with the New York
State Attorney General ("NYAG”) and the New York State Insurance Department to settle a civil
complaint filed in New York State court by NYAG in October 2004 {the "NYAG Lawsuit”) and a related
citation 1ssued by the Insurance Department Among other things, the NYAG Lawsuit and the citation
had alleged that Marsh’s use of market service agreements with various Iinsurance companies entailled
fraudulent business practices, bid-ngging, illegal restraint of trade and other statutory violations The
specific terms of the settlement agreement are descnbed in detail in MMC’s previous Forms 10-Q and
10-K

Following the filing of the NYAG Lawsuit, vanous state requlators and attorneys general intiated
investigations relating to the conduct alleged in the NYAG Lawsuit Actions have been filed against
MMC, Marsh and certain Marsh subsidiaries by the states of Connecticut in January 2005, Florda in
March 2006 and Ohio in August 2007 The civil complaints seek a vanety of monetary damages and
injunctive and other equiiable relief and are based on a vanety of legal theores, including unfair trade
practices, antitrust, negligent misrepresentation, breach of fiduciary duty and state RICO laws
Discovery has commenced in the Florida action MMC has been contacted by certain of the other state
entties conducting investigations indicating that they may file civil actions or otherwise seek additional
monetary or other remedies from MMC

Numerous private party lawsuits have been commenced against MMC, one or more of its subsidianes,
and their current and former directars and officers, relating to matters allegad in the NYAG Lawsuit
These lawsuits include the following

Policyholder Claims

= Various putative class achions purportedly brought on behalf of policyholders have been
consolidated into two actions in the federal court In New Jersey (one on behalf of a purported
class of “commercial” policyholders and the second on behalf of a purported class of
“employee benefit” policyholders) The actions alleged a vansty of legal theornes, including
those related to state tort, contract, fiduciary duty, federal and state antitrust and RICO
theories, and sought a varety of remedies, including unspecified monetary damages, treble
damages, disgorgement, restitutton, punitive damages, declaratory and injunctive relief, and
attormeys’ fees and costs The court has dismussed with prejudice all of the federal antitrust
and RICO claims and has dismissed without prejudice all of the state law claims asserted in
both actions The plaintffs have appealed
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s InJuly 2007, two putative class actions against MMC, Marsh, certain insurers and other
msurance brokers purportedly brought on behalf of policyheolders were filed in federal courts in
the Southern District of Flanda and the Southern District of New York These actions relate to
the same practices alleged in the NYAG Lawsuit, but with respect to insurance coverage
placed with Certain Underwnters at Lloyd's, London These actions have been transferred to
the District of New Jersey

= Four class or representative actions on behalf of policyholders are pending in state courts
Twenty-five actions have been instituted by individual policyholders and others in federal and
state courts relating to matters alleged in the NYAG Lawsuit Two putative class actions and
an individual policyhalder action are pending in Canada

Shareholder Claims

Foliowing the announcement of the NYAG Lawsuit and related actons taken by MMC, MMC’s stock
price dropped from approximately $45 per share to a low of approximately $22 75 per share

m A purported securities class action against MMC, Marsh and certain of their former officers 1s
pending in the United States Distrnict Court for the Southern District of New York Plaintiffs
make factual allegations similar to those asserted in the NYAG Lawsuit, including that MMC
arntificially inflated its share prnice by making misrepresentations and omissions relating to
Marsh's market service agreements and business practices Plaintffs also allege that MMC
falled to disclose alleged anti-competitive and illegal practices at Marsh, such as “bid-ngging”
and soliciting hichitious quotes Plaintiffs seek unspecified damages MMC has responded to
the complaint and discovery in this matter has commenced

s Two indwidual shareholder achons against MMC and others are pending in state courts

s A purported ERISA class action 1s pending against MMC and various current and former
employees, officers and directors in the United States District Court for the Southern District
of New York on behalf of participants and beneficianes of an MMC retirement plan The
complaint alleges, among other things, that in ight of the alleged misconduct descrbed in the
NYAG Lawsuit, the defendants knew or should have known that the investment of the plan’s
assets in MMC stock was imprudent, that certain defendants failed to provide plan
participants with complete and accurate information about MMC stock, that certain defendants
responsible for selecting, removing and monitoring other fiducianes did not comply with
ERISA, and that MMC knowingly participated in other defendants’ breaches of fiduciary
duties The complaint seeks, among other things, unspecified compensatory damages,
Injunctive reltef and attorneys’ fees and costs Discovery 1s underway in this matter

s Several shareholder denvative actions are pending against MMC’s current and former
directors and officers Most of these actions have been consolidated into two proceedings,
one n the Court of Chancery of the State of Delaware, and one in the United States District
Court for the Southern District of New York These actions allege, among other things, breach
of fiduciary duties with respect to the alleged misconduct described in the NYAG Lawsuit, and
that the defendants are hable for and must contnbute to or indemnify MMC for any related
damages MMC has suffered The consolidated action in federal court in New York has been
stayed in favor of the state denvative action in Delaware, which remains in its preliminary
stages

Other Claims

= A shareholder derivative suit pending in the Delaware Court of Chancery against the directors
and officers of Amencan International Group, Inc {“AlG™) names as additional defendants
MMC, Marsh, certain Marsh subsidiaries and certain former officers and employees The suit
alleges that the MMC and Marsh defendants engaged in conspiracy and fraud with respect to
the alleged misconduct descnibed in the NYAG Lawsuit, and that the MMC and Marsh
corporate defendants aided and abetted current and former directors and officers of AlG in
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breaching their fiduciary duties to AlG with respect to AlG’s participation in the alleged
misconduct The complaint seeks damages including the return of all contingent commissions
paid by AIG to MMC and Marsh The MMC and Marsh corporate defendants have moved to
dismiss the claims Plaintiffs’ counsel in a federal secunties fraud purported class action
against AIG and others (to which MMC 1s not a party) relating to price declines in AlG's stock
has indicated that plaintiffs may assert claims against MMC in that action

Other Governmental Inquiries and Claims Relating to MMC and its Subsidianes

In December 2007 the Alaska Retirement Management Board filed a civil lawsuit against
Mercer (US) Inc for alleged professional negligence In actuarial services that Mercer provided
to the Alaska Public Employees Retirement System and Alaska Teachers Retirement System
The complaint alleges damages of at least $1 8 billon Mercer has filed an answer to the
complant

In October 2007, the State of Connecticut brought a civil action against Guy Carpenter in
Connecticut state court, alleging violations of the state’s antitrust and unfair trade practices
taw by allegedly engaging in aliocation of markets, price-fixing and other improper conduct in
the operation of several reinsurance facilities over a perod of decades The complaint alleges
damages to Guy Carpenter’s insurance company clents and their customers, as well as to
the general economy of Connecticut, and seeks monetary damages, civil penalties, attorneys’
fees and costs and inunctive and other equitable relief

In February 2005, the U S Department of Labor served a subpoena on MMC seeking
documents pertaining to services provided by MMC subsidiaries to employee benefit plans,
including documents retating to how such subsidianes have been compensated for such
services The request also sought information concerning market service agreements and the
solicitation of bids from insurance companies In connection with services to employee benefit
plans MMC has cooperated with the Department of Labor

in December 2004, MMC received a request for information pursuant to a formal investigation
commenced by the SEC seeking documents concerming MMC’s histoncal disclosure of
transactions in which an MMC director, executive officer or 5% stockholder had a matenal
interest MMC cooperated in the investigation On February 15, 2008 the SEC notified MMC
that it does not intend to pursue any enforcement or other action against MMC in connection
with this matter

Since early 2003, the SEC has issued two subpoenas to MMC or its affilates and has made
addrtional requests for information relating to the SEC’s invastigation of loss mitigation
products MMC and its subsidianies have received similar inquines regarding certain
reinsurance products and finite insurance placements from regulators and other authorities in
several states, including Flonda, Georgia and Connecticut MMC and its subsidianes have
cooperated with these and other informal inquines refating to loss miigation products

Our activities are regulated extensively under the laws of the United States and its various
states, the European Union and its member states, and the other junsdictions in which we
operate Therefore, in the ordinary course of business, in addition to private party lawsuits, we
may be subject to investigations, lawsuits and/or other regulatory actions taken by
governmental authontes
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Putnam-Related Matters

On August 3, 2007, Great-West Lifeco Inc (“GWL") completed its purchase of Putnam Investments
Trust Under the terms of the stock purchase agreement with GWL, a copy of which was included as
an exhibit to MMC’s Current Report on Form 8-K filed on February 1, 2007, MMC agreed to indemnify
GWL n the future with respect to certain Putnam-related liigation and regulatory matters The matters
described below directly involve MMC and/or may be subject to these indemnification obligations

“Market-timing” Related Matters

In 2003 and 2004, Puinam entered into settlements with the SEC and the Commonweaith of
Massachusetts with respect to excessive short-term trading by certain former Putnam employees in
shares of the Putnam mutual funds (the “Putnam Funds”)

MMC and Putnam received a substantial number of civil complaints, filed in various state and
federal courts, based on allegations of “market-tming” and, iIn some cases, “late trading”
activities All of the actions filed in federal court have been transferred, along with actions
against other mutual fund complexes, to the United States District Court for the District of
Maryland The following summanzes the matters pending in the District of Maryland

® Two putative class actions by investors in certain Putnam Funds are pending aganst
Putnam One action asserts claims under Sections 10{b) and 20(a) of the Exchange Act,
and Section 36(b) of the Investment Company Act of 1940 The parties are engaged in
discovery In this action The other action purports to assert derivative clams on behalf of
all Putnam Funds under Section 36(b) of the Investment Company Act Both suits seek to
recover unspecified damages aliegedly suffered by the Putnam Funds and their
shareholders as a result of purported market-iming and late trading activity in certain
Putnam Funds

e A complaint asserting shareholder derwvative claims, purportedly on behalf of MMC, was
filed against current and former members of MMC’s Board of Directors, two of Putnam's
former officers, and MMC as a nominal defendant This action alleges violation of
fiduciary duties In failing to provide oversight regarding market-timmg in the Putnam
Funds This action has been stayed pursuant to an agreement of the parties

e  MMC, Putnam, and certain of thewr current and former officers, directors and employees
are defendants in purported ERISA class actions, one brought by participants in an MMC
retirement plan and the other brought by participants in a Putnam retirement plan The
actions allege, among other things, that, in view of the market-timing that was allegedly
allowed to occur at Putnam, the investment of the plans’ funds in MMC stock and the
Putnam Funds was imprudent and constituted a breach of fiduciary duties to plan
participants Both actions seek unspecified damages and equitable relief In September
20086, the action regarding the Putnam plan was dismissed against all defendants, the
plaintiff 1s appealing the decision The action regarding the MMC plan has been stayed

Certain Putnam entities have been named as defendants in a suit brought in the District Court
of Travis County, Texas by a former institutional client, the Employee Retirement System of
Texas Plaintff alleged that Putnam breached its investment management advisory
agreement and did not make appropriate disclosures regarding alleged market-timing activity
at the time the investment management advisory agreemeni was executed As a result of the
trial court’s grant of partial summary judgment in favor of Putnam in January 2008, the
majonty of Plaintiff’s claims ansing out of these allegations were dismissed The remaining
claims for breach of contract and a violation of the state secunties act wilt be resolved on
motion by the court

“Excessive Fee” Related Litigation

Putnam Investment Management LLC and Putnam Retail Management Limited Partnership
have been sued in the United States Distnict Court for the District of Massachusetts for
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alleged viclations of Section 36(b} of the Investment Company Act of 1940 in connection with
the receipt of purportedly excessive advisory and distnbution fees paid by certain Putnam
Funds in which plaintiffs purportedly owned shares Plaintiffs seek, among other things, to
recover certain advisory and distnbution fees paid to defendants, rescission of the
management and distrnbution agreements between defendants and the funds, and a
prospective reduction in fees The parties concluded fact discovery in December 2007

Other Contingencies Relating to MMC and its Subsidianes

Errors and Omissions Claims

MMC and its subsidianes are subject to a significant number of other claims, lawsuits and
proceedings in the ordinary course of business Such claims and lawsuwits consist pnncipally
of alleged errors and omissions in connection with the performance of professicnal services
Some of these claims seek damages, including pumtive damages, in amounts that could, if
awarded, be significant MMC provides for these exposures by a combination of third-party
insurance and self-nsurance To the extent that expected losses exceed MMC's self-insured
retention In any policy year, MMC records an asset for the amount that MMC expects to
recover under its third-party insurance programs The policy imits and coverage terms of the
third-party insurance vary to some extent by policy year, but MMC 15 not aware of coverage
defenses or other obstacles to coverage that would imit recoveries in years prior to policy
year 2000-2001 in a matenal amount In policy years subsequent to 2000-2001, the
avallability of third-party insurance has declined substantially, which has caused MMC to
assume increasing levels of self-nsurance MMC utihzes internal actuanal and other
estimates, and case level reviews by inside and outside counsel, to establish loss reserves
which it believes are adequate to provide for this self-insured retention These reserves are
reviewed quarterly and adjusted as developments warrant

Guarantees

In connection with its acquisition of U K -based Sedgwick Group 1n 1998, MMC acquired
several insurance underwnting businesses that were already in run-off, including River
Thames Insurance Company Limited (“River Thames”), which MMC sold in 2001 Sedgwick
guaranteed payment of claims on certain policies underwntten through the Institute of London
Underwniters (the “ILU") by River Thames The policies covered by this guarantee are
reinsured up to £40 million by a related party of River Thames Payment of claims under the
reinsurance agreement 1s collateralized by segregated assets held in a trust As of
December 31, 2007, the reinsurance coverage exceeded the best estimate of the projected
hability of the policies covered by the guarantee To the extent River Thames or the reinsurer
Is unable to meet its obligations under those policies, a claimant may seek to recover from
MMC under the guarantee

From 1980 to 1883, MMC owned indirectly the English & American Insurance Company
("E&A”), which was a member of the ILU The ILU required MMC to guarantee a portion of
E&A’s obligations After E&A became insofvent in 1993, the ILU agreed to discharge the
guarantee in exchange for MMC’s agreement to post an evergreen letter of credit that i1s
available to pay claims by policyholders on certain E&A policies 1ssued through the ILU and
incepting between July 3, 1980 and October 6, 1983 In April 2006, a lawsuit was commenced
in the Commercial Court in London against MMC and the ILU by an assignee of an E&A
policyholder that purported to have a claim against the MMC letter of credit in the amount of
approximately $8 5 milion and sought a judicial declaration of its rights as an assignee of a
policyholder claim MMC contested the claim and the lawsuit was discontinued by the plantiff
in May 2007 MMC expects the plantiff or others to continue to pursue this claim against the
MMC letter of credit MMC anticipates that additional clamants may seek to recover against
the letter of credit
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The proceedings and other matters descrnibed in this Note 16 on Claims, Lawsuits and Other
Contingencies may expose MMC to liability for significant monetary damages and other forms of relief
Where a loss 1s both probable and reasonably estimable, MMC has established reserves in
accordance with SFAS No 5, “Accounting for Contingencies” Except as specifically set forth above,
MMC’s management 1s unable, at the present ime, o provide a reasonable estimate of the range of
possible loss atinbutable to the foregoing matters or the impact they may have on MMC’s consclidated
results of operations or financial position (over and above MMC’s existing [oss reserves) or MMC's
cash flows (to the extent not covered by insurance) This 1s pnmarily because many of these cases
remamn In their early stages and only imited discovery has taken place Adverse determinations in one
or more of the matters discussed above could have a matenal mpact on MMC’s financial condition or
the results of MMC’s operations in a future period

t7. Segment Information

MMC’s organization structure and segment reporting 1s based on the types of services provided Under
this organizational structure, MMC’s business segments are

s Risk and Insurance Services, comprising Insurance services (Marsh), reinsurance services (Guy
Carpenter), and Risk Capital Holdings,

s Consulting, comprising Mercer and Oliver Wyman Group, and
s Risk Consulting & Technolagy (Kroll)

The accounting policies of the segments are the same as those used for the consolidated financial
statements described in Note 1 The information in the following table excludes the results of Putnam,
Kroll Securty International, Crump, Price Forbes and SCMS, which are classified as discontinued
operations as described in Note 5 Revenues are attributed to gecgraphtc areas on the basis of where
the services are performed Segment performance is evaluated based cn segment operating income,
which includes investment income and losses atinbutable to each segment, directly related expenses,
and charges or credits related to integration and restructuring but not MMC corporate-level expenses
Starting in the first quarter of 2006, segment results also include stock option expense, descrnbed n
more detatl below

Change in Segment Measurement

MMC adopted SFAS 123(R), “Share-Based Payment” effective July 1, 2005 As a result, MMC incurred
incremental costs, primanly related to stock options, of $64 milhon for the third and fourth quarters of
2005 These costs are recorded in Corporate Starting in the first quarter of 2006, MMC changed the
measurement of its segment results to include the cost of stock options For the twelve months ended
December 31, 2006, expenses charged to continuing operations related to stock options totaled $102
milion Risk and Insurance Services - $47 million, Consulting - $41 million, Risk Consulting &
Technology - $2 million, and Corporate - $12 million
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Selected information about MMC's operating segments and geographic areas of operation follows

Depreciation

For the Years Ended December 31, Operating Total and Capital
{(In milltons of doflars) Revenue Income Assets Amortization Expenditures
2007 —

Risk and Insurance Services $ 5,565 § 507 $ 9,091 $214 $136
Consulting 4,884 ® 606 4,438 94 99
Risk Consulting & Technology 995 () 106 2,538 80 43
Total Operating Segments $11,444 $1,219 $16,067 $388 $278
Corporate/Eliminations (94) {260) 1,292 (=) 19 85
Assets of Discontinued Operations — — — — —
Total Consolidated $11,350 81,019 $17,359 $407 $363
2006 —

Risk and Insurance Services $ 54630 § 677 $ 9,651 $230 $133
Consulting 4,225 ) 466 3,804 92 88
Risk Consulting & Technology 979 ©© 149 2,363 90 46
Total Operating Segments $10,667 $1,292 $15,818 $412 $267
Corporate/Ehminations (120) (137) @ 398 @ 11 6
Assets of Discontinued Operations — — 1,921 — 34
Total Consolidated $10,547  $1,155  $18,137 $423 $307
2005 —

Risk and Insurance Services $ 5,592@ § 305 $11,465 $221 $153
Consulting 3,802 ® 451 3,595 g6 83
Risk Consulting & Technology 872 © 121 2,524 84 54
Total Operating Segments $10,266 $ 877 $17,584 $401 $290
Corporate/Eliminations (184) (287) @ (1,165) 11 2
Assets of Discontinued Operations — — 1,473 — 53
Total Consolidated $10,082 $ 590 $17,892 $412 $345

@  |ncludes inter-segment revenue {$7 milhon in 2007, $0 million in 2006 and $3 milion in 2005) and interest

income on fiduciary funds ($193 million in 2007, $180 million in 2006 and $151 milion n 2005)

® |ncludes inter-segment revenue {$79 milion in 2007, $108 million in 2006 and $154 million 1n 2005)

© Includes inter-segment revenue {($8 million in 2007, $12 milhon in 2006 and $27 million 1n 2005)

@ Corporate expenses in 2008 include a $74 million credit for the gain from the sale of five (5) floors of MMC’s
New York headquarters bullding Corporate expenses in 2005 include $64 millicn of iIncremental expense,
primanly related to stock options, resulting from the implementation of SFAS 123(R) effective July 1, 2005

e} Corporate assets pnmanly mclude insurance recoverables, pension related assets, the owned portion of
MMC’s headquarters building and intercompany ehminaticns
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Operating Segment Revenue by Product 15 as follows

For the Years Ended December 31,

(in mithons of dollars) 2007 2006 2005
Risk and Insurance Services
insurance Services $ 4500 % 4,390 $ 4,567
Reinsurance Services 902 880 836
Risk Capital Holdings 163 193 189
Total Risk and Insurance Services 5,565 5,463 5,592
Consulting
Mercer 3,368 3,021 2,794
Oliver Wyman Group 1,516 1,204 1,008
Total Consulting 4,884 4,225 3,802
Risk Consulting & Technology 995 979 B72
Total Operating Segments $11,444 $10,667 $10,266
Corporate/Eliminations (94) (120) (184)
Total $11,350 $10,547 $10,082

Information by geographic area 1s as follows

For the years ended December 31,

(in miflions of dollars) 2007 2006 2005
Revenue
United States $ 5552 §$ 5436 $ 5,351
United Kingdom 2,099 1,990 1,941
Continental Europe 1,794 1,540 1,452
Other 1,999 1,701 1,522
$11,444 $10,667 $10,266
Corporate/Eliminations (94) {120) (184)

$11,350 $10,547 $10,082

December 31,
{in millons of dollars)

Fixed Assets

United States $§ 6585 $ 593 § 715
United Kingdom 208 224 229
Continental Europe 90 80 74
Other 109 93 90

$§ 0992 $§ 990 § 1,108
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Marsh & McLennan Companies, Inc
New York, New York

We have audited the accompanying consohdated balance sheets of Marsh & McLennan Companies,
Inc and subsidianes (the “Company”) as of December 31, 2007 and 2006, and the related
consolidated statements of income, stockholders’ equity and comprehensive income, and of cash flows
for each of the three years in the period ended December 31, 2007 These financial statements are the
responsibility of the Company’s management Our responsibility 1s to express an opinion on the
financial statements based on our audits

We conducted our audits in accordance with the standards of the Public Company Accounting
Oversight Board (United States) Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of matenal misstatement An
audit Includes examirung, on a test basis, evidence supporting the amounts and disclosures in the
financial statements An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement

presentation We believe that our audits provide a reasonable basis for our opinion

In our opinton, such consolidated financial statements present fairly, in all matenal respects, the
financial position of Marsh & McLennan Companes, Inc and subsidianes as of December 31, 2007
and 2006, and the results of therr operations and their cash flows for each of the three years in the
period ended December 31, 2007, in conformity with accounting principles generally accepted in the
United States of Amenca.

As discussed in Note 1 to the consolidated financial statements, the Company adopted the recognition
and disclosure provisions of Statement of Financial Accounting Standards ("SFAS™) No 158,
“Employers’ Accounting for Defined Benefit Pension and other Postretirement Plans — an amendment
of FASB Statements No 87, 88, 106 and 123(R),” effective December 31, 2006

We have alsc audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the Company's internal control over financial reporting as of December 31,
2007, based on the cntena established in Internal Control — Integrated Framework 1ssued by the
Committee of Sponsoring Organizations of the Treadway Commussion and our report dated

February 28, 2008 expressed an ungualified opinion on the Company's intemal control over financial
reporting

/s/ DELOITTE & TOUCHE LLP
New York, New York
February 28, 2008
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Marsh & McLennan Companies, Inc. and Subsidiaries
SELECTED QUARTERLY FINANCIAL DATA AND
SUPPLEMENTAL INFORMATION (UNAUDITED)

First Second Third Fourth
Quarter Quarter Quarter Quarter
{In millions of dollars, except per share figures)
2007:
Revenue $2,812 $2,819 $2,794 $2,925
Operating Income $ 387 $ 273 $ 194 $ 165
Income from continuing operations $ 228 $ 140 $ 80 $ 90
Income (loss) from discontinued operations $ 40 $ 37 $1,865 $ (9
Net income $ 268 $ 177 $1,945 $ 85
Basic Per Share Data:
Income from continuing operations $ 0.41 $ 0.26 $ 0.15 $ 0.17
Income from discontinued operations $ 0.08 $ 0.06 $ 3.49 $ —
Net income $ 0.49 $ 0.32 $ 3.64 $ 0.17
Diluted Per Share Data
Income from continuing operations $ 0.41 $ 0.25 $ 0.15 $ 017
Income (loss) from discontinued operations $ 0.06 $ 0.06 $ 345 $(0.01)
Net income $ 047 $ 0.31 $ 3.60 $ 0.16
Dividends Paid Per Share $ 0.19 $ 0.19 $ 019 $019
2006
Revenue $2,674 $2,634 $2,532 $2,707
Operating Income $ 337 $ 263 $ 244 $ 311
Income (loss) from continuing operations $ 200 $ 131 $ 133 $ 168
Income from discontinued operations $ 216 § 4 $ 43 $ 58
Net income $ 416 $ 172 $ 176 $ 226
Basic Per Share Data
Income (loss) from continuing operations $ 037 $ 024 $ 024 $ 031
Income from discontinued operations $ 039 $ 007 $ 008 $010
Net income $ 076 $031 $ 032 504
Diluted Per Share Data
Income (loss) from continuing operations $ 036 $ 024 $ 024 $ 030
Income from discontinued operations $ 039 $ 007 $ 007 $010
Net iIncome $075 $ 031 $ 031 $ 040
Dividends Paid Per Share $ 017 $ 017 $ 017 $ 017

As of February 20, 2008, there were 8,994 stockholders of record
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ltem 9. Changes in and Disagreements with Accountants on Accounting and Financial
Disclosure.

None

Item SA. Controls and Procedures.

Disclosure Controls and Procedures Based on their evaluation, as of the end of the penod
covered by this annual report on Form 10-K, MMC’s chief executive officer and chief financial officer
have concluded that MMC's disclosure controls and procedures (as defined in Rules 13a-15(e) or
15d-15(e) under the Securities Exchange Act of 1934) are effective

Internal Control over Financial Reporting

(a) Management's Annual Report on Internal Control Over Financial Reporting

MANAGEMENT’S ANNUAL REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

The management of Marsh & McLennan Companies, Inc 1s responsible for establishing and
maintaining adequate internal control over financial reporting for MMC MMC's internal control over
financial reporting 1s designed to provide reasonable assurance regarding the rehiability of financial
reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles

MMC's internal control over financial reporting includes those policies and procedures relating to the
maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of MMC, the recording of all necessary transactions to permit the preparation
of MMC'’s consolidated financial statements in accordance with generally accepted accounting
principles, the proper authonzation of receipts and expenditures in accordance with authonzations of
MMC’s management and directors, and the prevention or timely detection of the unauthornzed
acquisitton, use or disposition of assets that could have a matenal effect on MMC’s consolidated
financial statements

Because of its inherent imitations, internal control over financial reporting may not prevent or detect
misstatements Also, projections of any evaluation of effectiveness to future penods are subject to the
nsk that controls may become inadequate because of changes in conditions, or that the degree of
complhance with the policies or procedures may deteriorate

Management evaluated the effectiveness of MMC’s internal control over financial reporting as of
December 31, 2007 In making this evaluation, management used the criteria set forth by the
Committee of Sponsoring Organizations of the Treadway Commussion {CQOS0) in internal Control —
Integrated Framework Based on its evaluation, management determined that MMC maintained
effective internal control over financial reporting as of December 31, 2007.

Deloitte & Touche LLP, the Independent Registered Public Accounting Firm that audited and reported
on MMC'’s consolidated financial statements included in this annual report on Form 10-K, also 1ssued
an attestation report on the effectiveness of MMC's internal contro! over financial reporting as of
December 31, 2007
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(b} Attestatron Report of the Registered Public Accounting Firm
REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Marsh & McLennan Companies, Inc
New York, New York

We have audited the internal control over financial reporting of Marsh & McLennan Comparies, Inc
and subsidianes ({the “Company”) as of December 31, 2007, based on cntena established in Internal
Control — Integrated Framework 1ssued by the Committee of Sponsoring Organizations of the
Treadway Commission The Company’s management I1s responsible for maintaining effective intemal
centrol over financial reporting and for its assessment of the effectiveness of internal control over
financial reporting, included in the accompanying management’s annual report on internal control over
financial reporting Our responsibility I1s to express an optnion on the Company’s internal control over
financial reporting based on our audit

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight
Board (United States) Those standards require that we plan and perform the audrt to obtain
reasonable assurance about whether effective internal control over financial reporting was maintamned
in all matenal respects Our audit included obtaining an understanding of internai control over financial
reporting, assessing the risk that a matenal weakness exists, testing and evaluating the design and
operating effectiveness of internal control based on the assessed risk, and performing such other
procedures as we considered necessary in the circumstances We believe that our audit provides a
reasonable basis for our opinion

A company’s internal control over financial reporting 1s a process designed by, or under the supervision
of, the company’s principal executive and principal financial officers, or persons performing similar
functions, and effected by the company’s board of directors, management, and other personnel to
provide reasonable assurance regarding the rehability of financial reporting and the preparation of
financial statements for external purposes in accordance with generally accepted accounting
principles A company’s intemnal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detall, accurately and fairly reflect the
transachions and dispositions of the assets of the company, (2) provide reaseonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are
being made only in accordance with authonzations of management and directors of the company, and
(3) provide reasonable assurance regarding prevention or timely detection of unauthonzed acquisition,
use, or disposition of the company’s assets that could have a matenal effect on the financial
statements

Because cof the inherent imitations of internal control over financial reporting, including the possibility of
collusion or improper management overnde of controls, material misstatements due te error or fraud
may not be prevented or detected on a timely basis Also, projections of any evaluation of the
effactiveness of the internal contral over financial reporting to future penods are subject to the nsk that
the controls may become inadequate because of changes in conditions, or that the degree of
compliance with the policies or procedures may detenorate

In our opimion, the Company maintained, in all matenal respects, effective internal contro! over financial
reporting as of December 31, 2007, based on the criteria established in Internal Controi — Integrated
Framework issued by the Committee of Sponsonng Organizations of the Treadway Commussion

We have also audited, in accordance with the standards of the Public Company Accounting Oversight
Board {United States), the consolidated financial statements as of and for the year ended

December 31, 2007 of the Company and our report dated February 28, 2008 expressed an unqualfied
opinion on those financial statements and included an explanatory paragraph regarding the Company’s
changes in accounting for pension and postretirement benefits

DELOITTE & TOUCHE LLP
New York, New York
February 28, 2008
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(c) Changes in Intemal Control Over Financial Reporting

There have been no changes in MMC’s internal control over financial reporting dunng the quaiter
ended December 31, 2007 that have matenally affected, or are reasonably likely to matenally affect,
MMC'’s internal contro! over financial reporting

Item 9B. Other Information.

None

PART Ili

Item 10. Directors, Executive Officers and Corporate Governance.

Information as to the directors and nominees for the board of directors of MMC 1s incorporated
herein by reference to the maternal set forth under the heading “ltem 1 — Election of Directors” in the
2008 Proxy Statement

The executive officers of MMC are Matthew B Bartley, Peter J Beshar, M Michele Bumns, Mathis
Cabiallavetta, John Drzik, Bnan Duperreault, Stmon Freakley, E Scott Gilbert, Daniel S Glaser, David
Nadler, Michael A Petrullo and Peter Zaffino Information with respect to these indwiduals I1s provided
in Part |, Item 1 above under the heading “Executive Officers of MMC”

The information set forth in the 2008 Proxy Statement in the sections “Transactions with
Management and Others, Other Information — Section 16(a) Beneficial Ownership Reporting
Comptiance”, “Corporate Governance — Codes of Conduct” and “Board of Directors and Commitiees -
Committees — Audit Commuttee™ 1s incorporated herein by reference

Item 11. Executive Compensation.

The information set forth In the sections “Board of Directors and Commiitees — Director
Compensation” and “Compensation of Executive Officers” in the 2008 Proxy Statement 1s incorporated
herein by reference

item12. Security Ownership of Certain Beneficial Owners and Management and Related
Stockholder Matters.

The information set forth in the sections “Stock Ownership of Management and Certain Beneficial
QOwners” and “Equity Compensation Plan Information” in the 2008 Proxy Statement 1s incorporated
herein by reference

ltem 13. Certain Relationships and Related Transactions, and Director Independence.

The information set forth in the sections “Corporate Governance — Director Independence”,
“Corporate Governance — Review of Related-Person Transactions” and “Transactions with
Management and Others, Other Information” in the 2008 Proxy Statement 1s incorporated herein by
reference

Item 14. Principal Accountant Fees and Services.

The information set forth under the heading “Ratification of Selection of Independent Registered
Public Accounting Firm — Fees of Independent Registered Public Accounting Firm” in the 2008 Proxy
Statement 1s incorporated herein by reference
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PART IV

Item 15. Exhibits and Financial Statement Schedules.
The following documents are filed as a part of this report
1 Consolidated Financial Statements

Consoldated Statements of Income for each of the three years in the pernod ended
December 31, 2007

Consoldated Balance Sheets as of December 31, 2007 and 2006

Consolidated Statements of Cash Flows for each of the three years in the period ended
December 31, 2007

Consolidated Statements of Stockholders’ Equity and Comprehensive Income for each of
the three years in the penod ended December 31, 2007

Notes to Consolidated Financial Statements
Report of Independent Registered Public Accounting Firm
Other

Selected Quarterly Financial Data and Supplemental Information (Unaudited) for the year
ended December 31, 2007

Five-Year Statistical Summary of Operations

2 Al required Financial Statement Schedules are included in the Consolidated Financial
Statements or the Notes to Consolidated Financial Statements

3 The following exhibits are filed as a part of this report

21) Stock Purchase Agreement, dated as of January 31, 2007, by and between Marsh &
McLennan Compantes, Inc and Great-West Lifeco Inc (incorporated by reference to
MMC’s Current Report on Form 8-K dated January 31, 2007)

31) MMC’s Restated Certificate of Incorporation (incorporated by reference to MMC's
Annual Report on Form 10-K for the year ended December 31, 2003)

(32) MMC’s By-Laws (incorporated by reference to MMC’s Current Report on Form 8-K
dated December 14, 2006)

41) Indenture dated as of June 14, 1999 between MMC and State Street Bank and Trust
Company, as trustee (incorporated by reference to MMC’s Registration Statement on
Form S-3, Registration No 333-108566)

(4 2) First Supplemental Indenture dated as of June 14, 1999 between MMC and State
Street Bank and Trust Company, as trustee (incorporated by reference to MMC's
Quarterly Report on Form 10-Q for the quarter ended June 30, 1998)

(43) Second Supplemental Indenture dated as of February 19, 2003 between MMC and
U S Bank Nattonal Association (as successor to State Street Bank and Trust
Company), as trustee (incorporated by reference to MMC’s Quarterly Report on
Form 10-Q for the quarter ended March 31, 2003)

(4 4) Third Supplemental Indenture dated as of July 30, 2003 between MMC and U S
National Bank Association (as successor to State Street Bank and Trust Company),
as trustee (incorporated by reference to MMC’s Quarterly Report cn Form 10-Q for
the quarter ended June 30, 2003)

{4 5) Indenture dated as of March 19, 2002 between MMC and State Street Bank and
Trust Company, as trustee (incorporated by reference to MMC's Registration
Statement on Form S-4, Registration No 333-87510)
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(4 6)

(47)

(4 8)

(10 1)

(102)

(10 3)

(10 4)

(105)

(10 6)

(107)

(10 8)

Indenture, dated as of July 14, 2004, between MMC and The Bank of New York, as
trustee (incorporated by reference to MMC’s Quarterly Report on Form 10-Q for the
quarter ended June 30, 2004)

First Supplemental Indenture, dated as of July 14, 2004, between MMC and The
Bank of New York, as trustee (iIncorporated by reference to MMC’s Quarterly Report
on Form 10-Q for the quarter ended June 30, 2004)

Second Supplemental Indenture, dated as of September 16, 2005, between MMC
and The Bank of New York, as trustee (incorporated by reference to MMC’s Current
Report on Form 8-K dated September 13, 2005)

Agreement between the Attorney General of the State of New York and the
Superintendent of Insurance of the State of New York, and Marsh & McLennan
Companies, Inc , Marsh Inc and their subsidiaries and affliates dated January 30,
2005 (incorporated by reference to MMC’s Current Report on Form 8-K dated
January 31, 2005)

Amendment No 1, effective as of January 30, 2005, to Agreement between the
Attorney General of the State of New York and the Supenntendent of Insurance of
the State of New York, and Marsh & Mcl.ennan Companies, Inc , Marsh Inc and
therr subsidianes and affiliates dated January 30, 2005 (incorporated by reference to
MMC'’s Quarterly Report on Form 10-Q for the quarter ended March 31, 2005)

Amendment No 2, dated September 27, 2005, to Agreement between the Attorney
General of the State of New York and the Superintendent of Insurance of the State
of New York, and Marsh & McLennan Companies, Inc , Marsh Inc and their
subsidiaries and affiiates, dated January 30, 2005 (incorporated by reference to
MMC’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2005)

Amendment No 3, dated August 17, 2006, to the Agreement, dated January 30,
2005, as amended, among Marsh & McLennan Companies, Inc , Marsh Inc and
their subsidianies and affiliates, the Attorney General of the State of New York and
the Superintendent of Insurance of the State of New York (incorporated by reference
to MMC’s Current Report on Form 8-K dated August 17, 2008)

Amendment No 4, signed August 6, 2007, to the Agreement, dated January 30,

2005, as amended, ameng Marsh & McLennan Companies, Inc , Marsh Inc and

their subsidiaries and affiliates, the Attorney General of the State of New York and w
the Supenntendent of Insurance of the State of New York (incorporated by reference |
to MMC’s Current Report on Form 8-K dated August 6, 2007)

*Marsh & McLennan Companies, Inc 2000 Senior Executive Incentive and Stock
Award Plan (incorperated by reference to MMC’s Annual Report on Form 10-K for
the year ended December 31, 1999)

*Amendments to Marsh & McLennan Companies, Inc 2000 Senior Executive
Incentive and Stock Award Plan and 2000 Employee Incentive and Stock Award
Plan {incorporated by reference to MMC's Quarterly Report on Form 10-Q for the
quarter ended June 30, 2005)

*Form of Awards under the 2000 Senior Executive Incentive and Stock Award Plan
(incorporated by reference to MMC'’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2004)

* Management contract or compensatory plan or arrangement required to be filed as an exhibit pursuant to
Iltem 15(b} of Form 10-K
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(10 9)

(10 10)

(10 11)

(1012)

(1013)

(10 14)

(10 15)

(10 16)

(1017)

(10 18)

(10 19)

(10 20)

(10 21)

(10 22)

*Additronal Forms of Awards under the 2000 Senior Executive Incentive and Stock
Award Plan (incorporated by reference to MMC's Quarterly Report on Form 10-Q for
the quarter ended March 31, 2005)

*Form of Restncted Stock Award under the MMC 2000 Senior Executive Incentive
and Stock Award Plan (incorporated by reference to MMC'’s Current Report on Form
8-K dated May 18, 2005)

*Marsh & McLennan Companies, Inc 2000 Employee Incentive and Steck Award
Plan (incorporated by reference to MMC's Annual Report on Form 10-K for the year
ended December 31, 2001)

*Form of Awards under the 2000 Employee Incentive and Stock Award Plan
{incorporated by reference to MMC’s Quarterly Report on Form 10-Q for the quarter
ended September 30, 2004)

*Additional Forms of Awards under the 2000 Employee Incentive and Stock Award
Plan (incorporated by reference to MMC's Quarterly Report on Form 10-Q for the
quarter ended March 31, 2005)

*Form of Long-term Incentive Award under the 2000 Senior Executive Incentive and
Stock Award Plan and the 2000 Employee Incentive and Stock Award Plan
(incorporated by reference to MMC'’s Quarterly Report on Form 10-Q for the quarter
ended March 31, 2008)

*Form of 2007 Long-term Incentive Award under the 2000 Senior Executive
Incentive and Stock Award Plan and the 2000 Employee Incentive and Stock Award
Plan (incorporated by reference to MMC's Quarterly Report on Form 10-Q for the
quarter ended March 31, 2007)

“Form of Deferred Stock Unit Award under the 2000 Senior Executive Incentive and
Stock Award Plan and the 2000 Employee Incentive and Stock Award Plan

*Marsh & McLennan Companies Stock Investment Supplemental Plan (incorporated
by reference to MMC’s Annual Report on Form 10-K for the year ended December
31, 1994)

*Amendment to Marsh & McLennan Companies Stock Investment Supplemental
Plan dated June 16, 1997 {(incomporated by reference to MMC's Annual Report on
Form 10K for the year ended December 31, 1897)

*Amendment to Marsh & McLennan Companies Stock Investment Supplemental
Plan dated Novemnber 20, 1997 (incorporated by reference to MMC’s Annual Report
on Form 10-K for the year ended December 31, 2000)

*Amendment to Marsh & McLennan Compantes Stock Investment Supplementai
Plan dated January 1, 2000 (incorporated by reference to MMC's Annual Report on
Form 10-K far the year ended December 31, 2000)

*Marsh & McLennan Companies Special Severance Pay Plan (incorporated by
reference to MMC's Annual Report on Form 10-K for the year ended December 31,
1996)

*Marsh & McLennan Companies Supplemental Retirement Plan {incorporated by
reference to MMC'’s Annual Report on Form 10-K for the year ended December 31,
1992)

* Management coniract or compensatory plan or arrangemant required to be filed as an exhibit pursuant to
Itemn 15(b) of Form 10-K
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{10 23)

(10 24)

(10 25)

(10 26)

(10 27)

(10 28)

(10 29)

(10 30)

(10 31)

(10 32)

{10 33)

{10 34)

(10 35)

(10 36)

*Amendment to Marsh & McLennan Companies Supplemental Rettrement Plan
(incorporated by reference to MMC's Quarterly Report on Form 10-Q for the quarter
ended March 31, 2003)

*Marsh & McLennan Companies Senior Management Incentive Compensation Plan
{incorporated by reference to MMC's Annual Report on Form 10-K for the year
ended December 31, 1894)

*Marsh & McLennan Companies, Inc Directors Stock Compensation Plan
{incorporated by reference to MMC’s Quarterly Report on Form 10-K for the quarter
ended March 31, 2007)

*Description of compensation arrangements for non-executive directors of MMC
(incorporated by reference to MMC’s Quarterly Report on Form 10-K for the quarter
ended March 31, 2007)

*Putnam Investments, Inc Executive Deferred Compensation Plan {incorpeorated by
reference to MMC’s Annual Report on Form 10-K for the year ended December 31,
1994)

*Putnam Investments, LLC Executive Deferred Bonus Plan {incorporated by
reference to MMC's Annual Report on Form 10-K for the year ended December 31,
2000)

*Putnam invesiments Trust Equity Partnership Ptan (incorporated by reference to
MMC's Annual Report on Form 10-K for the year ended December 31, 2005)

*Employment Agreement, dated as of July 20, 2005, by and between Marsh &
McLennan Companies, Inc and Michael G Cherkasky (incorporated by reference to
MMC’s Current Report on Form 8-K dated July 25, 2005)

*Employment Agreement, amended and restated November 7, 2005, effective as of
September 9, 2005, by and between Marsh & McLennan Companies, Inc and Bnan
M Storms (incerporated by reference to MMC'’s Quarterly Report on Form 10-Q for
the quarter ended September 30, 2005)

*Employment Agreement, dated as of December 19, 2005, between Marsh &
McLennan Companies, Inc and M Michele Burns {incorporated by reference to
MMC's Current Report on Form 8-K dated December 16, 2005)

*Amendment No 1, dated as of September 25, 2006, to Employment Agreement,
dated December 19, 2005, between Marsh & McLennan Companies, Inc and M
Michele Burns (incorporated by reference to MMC’s Quarterly Report on Form 10-Q
for the quarter ended September 30, 2006)

*Employment Agreement, dated as of February 27, 2006, between Marsh &
McLennan Companies, Inc and Charles E Haldeman Jr (incorporated by reference
to MMC's Annual Report on Form 10-K for the year ended December 31, 2005)

*Employment Agreement, dated as of September 25, 2006, between Marsh &
McLennan Companies, Inc and Matthew B Bartley (ncorporated by reference to
MMC’s Quarterly Report on Form 10-Q for the quarter ended September 30, 2006)

*Employment Agreement, dated as of July 1, 2005, by and between Marsh &
McLennan Companies, Inc and David H Spiller {incorporated by reference to
MMC’s Quarterly Report on Form 10-Q for the guarter ended March 31, 2007)

* Management contract or compensatory plan or arrangement required to be filed as an exhibit pursuant to
ltem 15(b) of Form 10-K
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(10 37) *Employment Agreement, dated as of January 29, 2008, between Marsh &
McLennan Companies, Inc and Brian Duperreault (incorporated by reference to
MMC’s Current Report on Form 8-K dated January 29, 2008)

(10 38) “Separation and Release Agreement, dated February 15, 2008, between Marsh &
McLennan Companies, Inc and Michael G Cherkasky (incorporated by reference to
MMC's Current Report on Form 8-K dated February 15, 2008)

(10 39) *Amended and Restated Limited Partnership Agreement of Marsh & McLennan
Affiliated Fund, L. P dated October 12, 1999 (incorporated by reference to MMC's
Annual Report on Form 10-K for the year ended December 31, 2001)

(12) Statement Re Computation of Ratio of Earmings to Fixed Charges

(14) Code of Ethics for Chief Executive and Senior Financial Officers (incorporated by
reference to MMC’s Annual Report on Form 10-K for the year ended December 31,
2002)

{21) List of Subsidianes of MMC (as of 2/15/2008)

(23) Consent of Independent Registered Public Accounting Firm

(31 1) Rule 13a-14(a)/15d-14{a) Certification of Chief Executive Officer
(312) Rule 13a-14(a)/15d-14(a) Certification of Chief Financial Officer
(32) Section 1350 Certifications

* Management contract or compensatory plan or arrangement required to be filed as an exhibit pursuant to
ltem 15(b) of Form 10-K
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the undersigned, thereunto duly

authonzed

Dated February 29, 2008

By /s/ Bnan Duperreault

MARSH & McLENNAN COMPANIES, INC

Bnan Duperreault*

President and Chief Executive Officer

Each person whose signature appears below hereby constitutes and appoints Luciana Fato, Scott
Budtong and Jean McConney, and each of them singly, such person’s lawful attorneys-in-fact and
agents, with full power to them and each of them to sign for such person, in the capacity indicated
below, any and all amendments to this Annual Report on Form 10-K filed with the Securties and

Exchange Commission

Pursuant to the requirements of the Secunities Exchange Act of 1934, this report has been signed
below by the following persons on behalf of the registrant and in the capacities indicated this 29th day

of February, 2008

Name

Title

Date

/s/ Bnan Duperreault

Bnan Duperreault*

/s/ Matthew B Bartlay

Matthew B Bartley
/s/ Robert J Rapport

RobertJ Rapport
/s/ Lesle M Baker, Jr

Leshe M Baker, Jr
fs/ Zachary W Carer

Zachary W Carter

/s/ Oscar Fanjul

Oscar Fanjul

/s/ Stephen R Hardis

Stephen R Hardis

/s/ Gwendolyn S King

Gwendolyn S King

/s/ The Rt Hon Lord Lang of Monkton, DL

The Rt Hon Lord Lang of Monkton, DL

fs/ Bruce P Nolop

Bruce P Nolcp*

Director, President &
Chief Executive Officer

Executive Vice President &
Chief Financial Officer

Vice President & Controller

(Chief Accounting Officer)

Director

Director

Director

Director

Director

Director

Director

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

February 29, 2008

* Mr Duperreault became a director and MMC’s president and chief executive officer on January 29,

2008

* Mr Nolop became a director on January 16, 2008




Name Title Date

fs/ Marc D Oken Director February 29, 2008
Marc D Oken

/s/ David A Qlsen Director February 29, 2008
David A Olsen

/s/ Morton O Schapiro Director February 29, 2008
Morton O Schapiro

/s/ Adele Simmons Director February 29, 2008

Adele Simmons




Exhibit 31 1
CERTIFICATIONS
I, Bnan Duperreault, certify that

1 | have reviewed this annual report on Form 10-K of Marsh & McLennan Companies, Inc (the
“registrant™),

2 Based on my knowledge, this report does not contain any untrue statement of a material fact or
omit to state a matenal fact necessary to make the statements made, in light of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report,

3 Based on my knowledge, the financial statements, and other financial information included in
this report, farrly present in all matenal respects the financial condition, resutts of operations and cash
flows of the registrant as of, and for, the perods presented in this report,

4 The registrant's other certifying officer(s) and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f}) and 15d-15(f)) for
the registrant and have

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that matenal information relating to
the registrant, including its consolidated subsidiaries, s made known to us by others within those
entities, particutarly during the penod in which this report 1s being prepared,

b) Designed such intemnal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes In accordance with generally accepted accounting principles,

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report our conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the penod covered by thig report based on such evaluation, and

d) Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred during the registrant's most recent fiscal quarter (the registrant's fourth
fiscal quarter in the case of an annual report) that has matenally affected, or Is reasonably likely to
matenially affect, the registrant's internal control over financial reporting, and

5 The registrant's other certifying officer(s) and | have disclosed, based on our most recent
evaluation of intemal control over financial reporting, to the registrant's auditors and the audit
committee of the registrant's board of directors (or persons performing the equivalent functions)

a) All significant deficiencies and material weaknesses in the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial information, and

b) Any fraud, whether or not matenal, that involves management or cther employees who
have a sigmficant role in the registrant's internal control over financial reporting

Date February 29, 2008 /s/ Bran Duperreault

Brnan Duperreault
President and Chief Executive Officer




Exhibit 31 2
CERTIFICATIONS
|, Matthew B Bartley, certify that

1 | have reviewed thus annual report on Form 10-K of Marsh & McLennan Companies, Inc (the
“registrant”),

2 Based on my knowledge, this report does not contain any untrue statement of a materal fact or
omit to state a matenal fact necessary to make the statements made, in hight of the circumstances
under which such statements were made, not misleading with respect to the period covered by this
report,

3 Based on my knowledge, the financial statements, and other financial information included in
this repont, fairly present in all matenal respects the financial condition, results of operations and cash
flows of the registrant as of, and for, the penods presented in this report,

4 The registrant's other certifying officer(s) and | are responsible for establishing and maintaining
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for
the registrant and have

a) Designed such disclosure controls and procedures, or caused such disclosure controls and
procedures to be designed under our supervision, to ensure that matenal information relating to
the registrant, including its coensolidated subsidianes, 1s made known to us by others within those
entities, particularly during the penod in which this report 1s being prepared,

b) Designed such internal control over financial reporting, or caused such internal control over
financial reporting to be designed under our supervision, to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for
external purposes In accordance with generally accepted accounting principles,

c) Evaluated the effectiveness of the registrant's disclosure controls and procedures and
presented in this report cur conclusions about the effectiveness of the disclosure controls and
procedures, as of the end of the penod covered by this report based on such evaluation, and

d) Disclosed in this report any change in the registrant's internal control over financial
reporting that occurred dunng the registrant's most recent fiscal quarter (the registrant's fourth
fiscal quarter in the case of an annual report) that has materally affected, or 1s reasonably likely to
materially affect, the registrant's internal control over financial reporting, and

5 The registrant's other certifying officer(s) and | have disclosed, based on our most recent
evaluation of internal control over financial reporting, to the registrant's auditors and the audit
committee of the registrant's board of directors (or persons performing the equivalent functions)

a} All significant deficiencies and matenal weaknesses In the design or operation of internal
control over financial reporting which are reasonably likely to adversely affect the registrant's
ability to record, process, summarize and report financial information, and

b) Any fraud, whether or not matenal, that involves management or cther employees who
have a significant role in the registrant’s internal control over financial reporting

Date February 29, 2008 /s/ Matthew B Bartley

Matthew B Bariley
Executive Vice President and
Chief Financial Officer




Exhibit 32 1
Certification of Chief Executive Officer and Chief Financial Officer

The certification set forth below 15 being submitted in connection with the Annual Report on Form
10-K for the year ended December 31, 2007 of Marsh & McLennan Companies, Inc (the “Report”) for
the purpose of complying with Rute 13a-14(b) or Rule 15d-14{b) under the Secunties Exchange Act of

1934, as amended (the "Exchange Act"), and Section 1350 of Chapter 63 of Title 18 of the Urited
States Code

Brian Duperreault, the President and Chief Executive Officer, and Matthew B Bartley, the
Executive Vice President and Chief Financial Officer, of Marsh & McLennan Companies, Inc each
certifies that, to the best of his knowledge

1 the Report fully complies with the requirements of Section 13(a) or 15(d) of the Exchange Act,
and

2 the information contained in the Report fairly presents, in all matenal respects, the financial
condition and results of operations of Marsh & McLennan Companies, Inc

Date February 29, 2008 /s/ Bnan Duperreault

Brian Duperreault
President and Chief Executive Officer

Date February 29, 2008 /s/ Matthew B Bartley

Matthew B Bartley
Executive Vice President and
Chief Financial Officer




STOCK PERFORMANCE GRAPH

The following graph compares the annual cumulative steckholder return for the five-year period ended
December 31, 2007 on MMC common stock, the Standard & Poor's 500 Stock Index, and two
management-constructed composite industry indices The graph assumes an investment of $100 on
December 31, 2002 in MMC common stock and each of the three indices, with dividends reinvested
Returns on each industry index reflect allocation of the total amount iInvested among the constituent
stocks on a pro rata basis according to each i1ssuer's start-of-the-year market capitalization

The members of the industry indices are companies that participate in one or more MMC line of
business and that have been publicly traded throughout the five-year pernod portrayed in the graph
The Prior Compostite Industry Index, which MMC previously used in constructing the stock
performance graph, consists of Aon Corporaticn, Arthur J Gallagher & Co, Franklin Resources, Inc ,
T Rowe Price Group, Inc, Watson Wyatt Worldwide, Inc , and Willis Group Holdings Limited The
Rewised Composite industry Index, which we are introducing this year, adds Hewiit Associates, Inc,
which has now been public for five years, and deletes Frankin Resources, Inc and T Rowe Price
Group, Inc , each of which were competitors of a ine of business MMC disposed of in 2007

COMPARISON OF CUMULATIVE TOTAL STOCKHOLDER RETURN
($100 invested 12/31/02 with dividends reinvested)

300

200

100 . \- - -

0 . ) ; . . .

2002 2003 2004 2005 2006 2007

=& MMC $100 $107 $ 76 $ 75 $ 74 $ 65

== S&P 500 $100 $129 $143 $150 $173 $183
== FPrior Composite

Industry Index $100 $140 $172 $218 $249 $287

=4 Revised Composite
Industry Index $100 $118 $128 $147 $153 $184




Board Of Directors And Executive Officers

BOARD OF DIRECTORS

Leshe M Baker, Jr
former Chairman and Chief Executive Officer,
Wachovia Corporation

Zachary W Carter
Partner, Dorsey & Whitney LLP

Brian Duperreault
President and Chief Executive Officer

Oscar Fanjul
Vice Chairman and Chief Executive Qfficer,
Omega Capital

Stephen R Hardis

Mon-Executive Chairman

Former Charrman and Chief Executive Ofiicer,
Eaton Corporation

Gwendolyn S King
President, Podium Prose
Former Commissioner,

Sooal Security Administration

The Rt Hon Lord Lang of Monkton, DL
Former Member of British Parliament
Former British Secretary of State for

Trade and Industry

Bruce P Nolop

Former Executive Vice President and
Chief Financial Officer,

Pitney Bowes

Marc D Oken

Managing Partner,

Falfurnas Capital Partners
Former Cheef Financial Ofiicer,
Bank of Amenica Corporation

David A Olsen
Former Chairman and Chief Executive Officer,
Johnson & Higgins

Morton O Schapiro
President, Williams College

Adele Stmmons
Vice Chair, Chicago Metropolis 2020
President, Global Philanthropy Partnership

COMMITTEES OF THE BOARD

Audnt

Marc D Oken, Chair
Leshe M Baker, Jr
Zachary W Carter
Bruce P Nolop
David A QOlsen

Compensation

The Rt Hon Lord Lang of Monkton, DL, Char
Oscar Fanjul

Stephen R Hardis

Marton O Schapiro

Compliance

Zachary W Carter, Chair
Leshe M Baker, Jr
Dawid A Qlsen

Directors and Governance
Gwendolyn S King, Chair

Stephen R Hardis

The Rt Hon tord Lang of Monkten, DL
Morton Q Schapiro

Adele Simmons

Executive

Stephen R Hardis, Char

Zachary W Carter

Bnian Duperreault

Gwendolyn 5 King

The Rt Hon Lord Lang of Mankton, DL
Marc D Oken

Finance

Leshe M Baker, Jr, Char

Brnan Duperreault

Oscar Fanjul

Stephen R Hardis

The Rt Hon Lord Lang of Monkton, DL
Bruce P Nolop

Marc B Oken

EXECUTIVE OFFICERS

Ben Allen
President and Chief Executive Officer, Kroll

Matthew B Bartley
Executive Vice President and
Chief Finanaal Officer

Peter ) Beshar
Executive Vice President and General Counsel

M Michele Burns
Chairman and Chief Executive Officer, Mercer

Mathis Cabiallavetta

Vice Chatrman, Office of the CEQ
Chairman, MMC International
Chairman, International Advisory Board

John P Drzik
President and Chief Executive Officer,
Olwver Wyman Group

Simon Freakley
Chief Executive Officer,
MMC Corporate Advisory and Restructuring

E Scott Gilbert
Senior Vice President and
Chief Compliance Officer

Daniel $ Glaser
Chairman and Chief Executive Officer, Marsh

Dawvid A Nadler
Vice Charrman, Office of the CEQ

Peter Zaffino
President and Chief Executive Officer,
Guy Carpenter




Shareholder Information

Annual Meeting

The 2008 annual meeting of shareholders will be held at 10 a m , Thursday, May 15, in the 2™ floor auditorium of the McGraw-Hil Bulding,

1221 Avenue of the Amencas, New York City

Financial and Investor Information
Shareholders of record inquinng about reinvestment and payment of
dwvidends, consolidation of accounts, and stock certificate holdings
should contact

BNY Mellon Shareowner Services
Shareholder Relations Department

PO Box 11258

Chuech Sireet Station

New York, NY 10286

Telephone 800 457 8968 or 212 815 3700

BNY Mellon’s website www stockbny com
E-mall inquines shareowners@bankofny com

Requests for and inquines about stock certificate transfers and address
changes should be directed to

BNY Mellon Shareowner Services

Recewve and Deliver Department

P O Box 11002

Church Street Station

New York, NY 10286

Telephone 800 457 8968

E-matl inquines shareowners@bankofny com

Stock Listings

For these services, shareholders of record in the United Kingdom and
Europe should contact

Computershare Investor Services

Overseas Team

P O Box 82, The Paviions

Brndgwater Road, Bnstol BS99 7NH
England

Telephone 0870 7020003

E-mall web queries@computershare co uk

Shareholders wheo hold shares of MMC beneficially through a broker,
bank or other intermediary organization should contact that
organization for these services

Copies of MMC's annual reports and Forms 10-K and 10-Q are
avallable on the MMC website These documents also may be
requested by contacting

Marsh & McLennan Companies, Inc
Investor Relations

1166 Avenue of the Amencas

New York, NY 10036

Telephone 212 345 5475

MMC’s website www mmc com

MMC’s common stock (ucker symbo! MMC} s listed on the New York, Chucago, and London Stock Exchanges

Officer Certifications

The company has filed the certifications required under Section 302 of the Sarbanes-Oxley Act of 2002 as Exhibit 31 to MMC’s Annual Report
on Form 10-K for the year ended December 31, 2007 1n 2007, after cur annual meeting of shareholders, the company filed with the New York
Stock Exchange the CEO certification regarding its comphance with the NYSE corporate governance listing standards as required by NYSE

Rule 303A 12(a}

Procedures for Reporting Complaints and Concerns Regarding Accounting Matters

MMC 1s committed to complying with all applicable accounting standards, internal accounting controls, audit practices, and securiues laws and
regulations (collectively, *Accounting Matters™) To report a complaint or concern regarding Accounting Matters, you may contact the company by
mail or telephane You may review the company’s procedures for handling complants and concerns regarding Accounting Matters at

WwWw mmc com

By mail

Marsh & McLennan Companies, Inc
Audit Committee

c/o Corporate Secretary

1166 Avenue of the Amenicas

New Yark, NY 10036

By telephone

MMC Ethics & Comphiance Line

In Canada and the United States 800 381 2105

Outside Canada and the Urited States Use your country’s AT&T
Direct® Service number to reach the MMC Ethics & Comphance
Line toll-free




