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Marsh & McLennan Companies, Inc.

Solid Fourth-Quarter Results, Segment Performance Mixed; ri"ancial | Commerecial P/C
Cutting 2009 Estimate nsurance

February 12, 2009
e Marsh & McLennan Companies, Inc. reported respectable fourth-quarter
results given the challenging environment. Adjusted earnings per share, Stock Rating: Market Perform
excluding restructuring charges and other nonrecurring expenses, were Company Profile: Core Growth
$0.37, compared with our estimate of $0.36 and consensus of $0.32.

. . . Symbol: MMC (NYSE)
The outperformance relative to our estimate was not driven by any Price: $21.41 (52-Wk.: $19-$37)
single factor—stronger performance in insurance brokerage, a one-time ' o h
. . - . Market Value (mil.): $9,618
tax benefit ($0.02), and private-equity gains ($0.02) offset much weaker . .
Its in th icall =2 Iting busi h Fiscal Year End: December
results in the more economically sensitive consulting business. The Long-Term EPS Growth Rate: 14%

outperformance relative to consensus was driven largely by tax and Dividend/Yield: $0.80/3.7%
private-equity gain, in our view.
2008A 2009E  2010E

e Organic revenue growth in risk and insurance services (roughly 85% of Estimates
risk and insurance services) was 1%, or 3% excluding reinsurance EPS Q1 $0.46  $0.43 NA
brokerage. Our estimate was 2%. New business growth and client Q2 $0.41  $0.42 NA
retention continued to improve in the insurance brokerage business 82 igg% ig'ig m
unde_r new Ieadershjp. We expect .modest org_anic growth in 2009 _ Fy $1:45 $1:60 $1.90
despite the economic headwinds likely offsetting most of the benefit cy $1.60  $1.90
from a stabilization in commercial property-casualty insurance pricing.

Valuation

e The adjusted insurance brokerage operating margin was 14.8%, up FY P/E 148x  134x  11.3x
from 6.8% in fourth quarter 2007 and compared with our 12.0% CY PIE 134x  11.3x
estimate. The improvement compared from the prior year was driven by
cost savings from aggressive expense management including the Trading Data (Thomson Financial)
benefits from formal restructuring. We expect margins to move higher in Shares Outstanding (mil.) 514
2009 as well given the benefit from formal restructuring efforts and Float (mil.) 511
better expense management away from the formal restructuring Average Daily Volume 5,351,947
program.

Financial Data (Thomson Financial)
. . L . Long-Term Debt/Total Capital (MRQ) 32.5

. Con.sultmg results were d|s§pp0|ntlng given pressure on revenue, Book Value Per Share (MRQ) 147
particularly in more economically sensitive practice areas, and the Enterprise Value (mil.) 13,1504
adverse impact on foreign exchange. Organic revenue growth was EBITDA (TTM) 1,281.0
negative 3%—negative 10% at Oliver Wyman—and the operating Enterprise Value/EBITDA (TTM)  10.3x
margin declined to 10.1% from 12.3%. Headcount reduction efforts were Return on Equity (TTM) -1.0

initiated during the quatrter.
Two-Year Price Performance Chart

e Marsh & McLennan remains well capitalized, in our opinion. We

estimate total net debt to a run-rate of adjusted EBITDA of only 1.26; ol
however, given the uncertain economic times, we believe management o]
will likely remain conservative with its capital management in the near s
term. o

o We maintain our Market Perform rating and our lowering our 2009 EPS
estimate to $1.60 from $1.75, principally due to weaker results in
consulting including the negative impact from foreign-currency Source: Thomson Financial, William Blair &
translations. We have established a 2010 EPS estimate of $1.90. Company estimates
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Discussion

Respectable Results Given Challenging Environment

Adjusted EPS, excluding restructuring charges and other nonrecurring expenses, were $0.37,
compared with our estimate of $0.36 and consensus of $0.32. The outperformance relative to our
estimate was not driven by any single factor—stronger performance in insurance brokerage, a one-
time tax benefit ($0.02), and private-equity gains ($0.02) offset much weaker results in the more
economically sensitive consulting business. Marsh & McLennan recorded $19 million of investment
income in the fourth quarter attributed to mark-to-market gains in its private-equity portfolio (results are
reported on a one-quarter lag). Management estimates that given market conditions year-to-date, it
anticipates an investment loss of $20 million in first quarter 2009. Stronger margins internationally also
contributed to a lower tax rate relative to our expectations ($0.02 per share benefit), but we view that
as operationally driven and sustainable—all else equal. The outperformance relative to consensus
was driven largely by tax and private-equity gain, in our view. GAAP EPS were $0.15, or $0.14 from
continuing operations. The difference between adjusted EPS and GAAP EPS is for restructuring
charges and a loss on the disposal of the U.K. corporate advisory and restructuring business within
the risk consulting and technology segment. Adjusted EPS from continuing operations for 2008 were
$1.45, up from $1.18 in 2007, compared with GAAP EPS from continuing operations of ($0.13) and
$0.99, respectively.

Marsh & McLennan
Q408 - Actual Versus William Blair & Company Estimate
Adjusted Basis
(in millions except per share)

Actual WB Estimate Difference

Segment operating income

Risk and insurance services $189 $167 $22
Risk consulting and technology 11 25 (14)
Consulting 121 176 (55)
Corporate 42 (38) 4
Total segment operating income 279 330 (51)
Interest income 8 10 (2)
Interest expense (55) (52) 3)
Investment income 19 0 19
Pretax income from continuing operations 251 288 (37)
[Provision for income taxes 56 98 (42)]
Effective tax rate 22.3% 34.0% -11.7%
Minority interest, net of tax 3 4 (D)
Net income from continuing operations 192 186 6
Net income per share $0.37 $0.36 $0.01
Average diluted shares 521 523 (2)
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Organic Growth Respectable; Brokerage Operating Margin Benefiting From Aggressive
Expense Management—Facing Headwinds in 2009

Organic revenue growth in risk and insurance services (roughly 85% of risk and insurance services)
was 1%, or 3% excluding reinsurance and in line with major competitor Aon (AOC $40.08). Our
estimate was 2%. Management stated that client retention increased in the quarter, continuing a trend
running through the first nine months of the year, culminating in a 3-percentage-point increase in client
retention for 2008—reaching its highest level in five years. Management attributes higher client
retention to better sales discipline and improved client service. New business production in 2008 was
also strong, exceeding $900 million. Management indicated that the turmoil in the market due to the
degradation of larger competitors is not affecting client retention per se, but is arguably driving new
client relationships as Marsh & McLennan is positioned to benefit from a general flight-to-quality in the
marketplace.

Reinsurance broker Guy Carpenter had negative 2% organic growth in the fourth quarter, a substantial
improvement from the first three quarters of 2008 despite the absolute decline. Guy Carpenter
underwent a management change in late February 2008 and is starting to see the benefits of the
establishment of a new sales group and seeing growth benefiting from the expansion into underserved
markets (United Kingdom, Europe, and Japan as well as specialty lines: marine and energy, aviation,
etc.). Related to pricing, management expressed guarded optimism that the market would begin to
harden in 2009 and stated that the company is already seeing evidence of this in reinsurance,
particularly in the property segment; however, the primary segment remains soft and the adverse
impact from a weak economy could significantly impair rate increases in the near term, in our view. We
believe growth will be restrained by continued competitive pressure on commercial property-casualty
insurance pricing, coupled with a weaker economy, which will likely limit exposure growth and increase
clients’ resistance to price increases. While tighter capital markets should pressure capital supply,
demand will also wane in a softening economy, and we do not believe pricing will turn in any material
way until commercial underwriters start to fall short of profit expectations, as the industry is only a few
guarters away from record profitability. We expect modest organic growth in 2009 after 0% organic
growth for 2007 and negative 2% organic growth despite the economic headwinds likely offsetting
most of the benefit from a stabilization of pricing, in our opinion.

The adjusted insurance brokerage operating margin was 14.8%, compared with 6.8% in fourth quarter
2007 and our 12.0% estimate. The improvement in profitability compared with the prior year was
largely attributed to significant cost savings from aggressive expense management. Cost-cutting
initiatives during the year included a reduction in Marsh headcount by 2,200 personnel (including 700
outsourced positions), reductions in travel and entertainment expenses, reduction in marketing and
advertising costs, and reductions in information technology and outside consulting fees. Guy
Carpenter also executed a number of restructuring activities—resulting in an 8% decline in operating
expenses for the year. We expect margins to continue to move higher in 2009 through continuing
improvement in operating efficiencies. The adjusted insurance brokerage operating margin improved
to 13.3% in 2008, from 8.6% in 2007, and over time should move closer to 20% as top-line growth
improves.

Pension expense in 2009 is estimated to be similar to 2008, with the U.S. plan showing a funding
deficit as of year end (no contribution is required), and in the United Kingdom (Marsh & McLennan’s
largest plan) had a decrease in pension liabilities during the year, resulting in the company making a
discretionary pension contribution of $70 million to the plan in January 2009.

Consulting Revenue—Lower Visibility Given Economic Slowdown

Organic revenue growth in consulting was fairly weak, with negative 3% organic growth and
deterioration in the adjusted operating margin to 10.1%, from 12.3% in fourth quarter 2007. The core
Mercer business was flat, and Oliver Wyman, which includes the specialty consulting businesses and
is more economically sensitive, declined 10% up against a difficult comparison. According to
management, retirement, which is Mercer’s largest business line, experienced a near-term decline in
client project volume; however, client demand appears strong and the company anticipates low-single-
digit growth in this segment in 2009. Outsourcing experienced a 6% decline in organic growth in the
guarter, as 25% of revenue in this business is tied to assets under administration and therefore
positively correlated with equity market performance. Offsetting these declines, Mercer’s health and
benefits business grew 3% in the quarter, other consulting lines grew 3%, and investment consulting
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and management increased 7%. In response to the weakening economy, Mercer executed cost-
cutting initiatives in the quarter, including a 400-employee headcount reduction (cost of $39 million
with estimated expense savings of $45 million) and restricted adjusted operating expense growth to
1%.

Results for Mercer were also negatively affected by the strengthening dollar—during the fourth
guarter, the British pound declined 23% versus the U.S. dollar. Management estimates that if foreign-
exchange rates in January between the U.S. dollar, British pound, euro, and Canadian dollar hold for
the balance of 2009, it could result in a $60 million to $80 million negative impact to Mercer’s 2009
operating income. Cost-cutting initiatives in the Oliver Wyman business, which also experienced a
marked slowdown in demand for projects, reduced headcount by 6% across multiple sectors and
geographies. Organic revenue was 4% for the year and the adjusted operating margin declined to
11.5%, from 12.6% in 2007. This business should be able to produce midteens percentage operating
margins over time, in our view, but we expect further pressure on growth in the near term and flattish
margins in 2009 with the benefit from cost-savings efforts.

Kroll, risk consulting and technology business, had negative 8% organic growth in the quarter,
attributed to the adverse impact from a weak economy on its employment and mortgage screening
businesses as well as M&A-related consulting. The litigation and data recovery business also declined
in the quarter, which management believes to be an anomaly as litigation activity has historically been
unaffected by weakening economic conditions. Kroll executed some headcount reductions in the
quarter; however, the benefit was not fully realized in the fourth quarter, adversely affecting
profitability. Organic revenue was 2% for 2008.

Capital Is Not an Issue—Will Likely Remain Conservative in the Near Term

Marsh & McLennan remains well capitalized, in our opinion. We estimate total net debt to a run-rate of
adjusted EBITDA of only 1.26 and more than adequate for its ratings level; however, given the
uncertain economic times, we believe management will likely remain conservative with its capital
management in the near term. The company has $400 million of bonds maturing in June 2009;
however, if market conditions remain disadvantageous, the company could fund the maturity through
its existing cash position and bank lines—the company maintains a $1.2 billion revolving credit facility
that is currently untapped.

Estimates Coming Down Given Weak Consulting Results; Rating Remains Market Perform

We our lowering our 2009 EPS estimate to $1.60 from $1.75, principally due to weaker results in
consulting including the negative impact from foreign-currency translations. We have established a
2010 EPS estimate of $1.90. While we believe the new management team at Marsh & McLennan is
headed in the right direction and the company has very valuable assets, we view multiples as
relatively full in the near term. We tend to be more negative than consensus on both the prospects for
price improvements and the likely adverse impact on growth from the weak economy—nboth putting
pressure on organic growth and margins this year. That said, this was a strong quarter and the shares
are getting more interesting given that Marsh & McLennan has no balance-sheet risk, no business
model risk, and pricing is stabilizing, albeit at a more gradual pace. The shares trade at 13.4 times our
2009 EPS estimate of $1.60. We would be more aggressive in the 10- to 12-times 12-month-forward
P/E multiple range in the current environment.

Mark Lane (312) 364-8686 4



WILLIAM BLAIR & COMPANY, L.L.C.

Operating revenue:

Risk & Insurance Services
% change annual
% organic growth

Risk Consulting & Technology
% change annual
% organic growth

Mercer Consulting
% change annual
% organic growth

Total operating revenue
% change annual

Corporate eliminations
% change annual
Total revenue
% change annual

Operating income:
Risk & Insurance Services

% change annual

% operating segment revenue
Risk Consulting & Technology

% change annual

% operating segment revenue
Mercer Consulting

% change annual

% operating segment revenue
Total operating income

% change annual

% total operating revenue

Corporate expenses

Interest income

Interest expense

Investment income

Pretax operating income
% change annual

Income tax expense
Effective tax rate

Minority interest, net of tax

Jq'

Op ing income from
% change annual

Operating EPS
% change annual
Average diluted shares

*Excludes all nonrecurring expenses/changes in all segments.
Source: Company reports and Willam Blair & Company estimates

2007
Actual

$462
-46%
8.6%
$98
-34%
9.9%
$614
25%
12.6%
$1,174
21%
10.4%

172
95
267
173
$1,003

7%

$348
34.7%

$14

$642
-13%

$1.18
1%

546

Marsh & McLennan Companies, Inc.
Condensed Income Statement Comparison
($ in millions, except per share data)

1Q08

$264

17.6%

$16
-33%
6.2%

$151
7%
11.7%

$431
14.1%

45

18

56

$356
-5%

$112
31.5%

$3

$241
6%

$0.46
3%

519

2Qo8

$207

14.6%
$33
10%

11.7%

$165

12.0%

$405
32%

13.2%

45
12
55

(16)
$301

24%

$88
29.2%

$2

$211
51%

$0.41
%

518

3Qo08
$1,275
1%
-1%
$254

23

$150
-20%

$36
24.0%

$3

$111
39%

$0.21
15%

523

4Q08

$189
105%)
14.8%
$11
-27%
5.5%)|
$121
-25%
10.1%
$321
19%|
12.0%

42
8
55
19
$251
26%|

$56
22.3%

$3

$192
113%)

$0.37
51%)

521

2008
Actual
$5,466
1%

0%)
$993
%|

(12)
$1,058

5%
$292

27.6%
$11

$755
40%)

$1.45
23%)

520

(20)

$323
-9%

$94
29.3%

$3

$225
-205%

$0.43
7%

520

2QO09E

3Q09E

$260
73%

$76
29.3%

$3

$181
905%

$0.35
64%

520

4Q09E

$1,311
3%
3%

($20)
43%)

$2,705
2%

$216
14%
16.5%
$21
91%
11.0%
$147
21%
12.0%
$384
20%
14.1%

41
6
51
0
$298
19%)

$87
29.3%

$3

$208
185%)

$0.40
8%

520

2009
Estimate

$5,360
-2%
3%
$943
-5%
-5%
$5,020
-3%
-1%
$11,324
-3%

($80)

18
$11,244
-3%

$855
17%
16.0%
$106
21%)
11.3%
$602
1%
12.0%
$1,564
11
13.8%
165
24
210
(20)

$1,193
13%

$349
29.3%

$12

$832
-1306%)

$1.60
10%

520

2010
Estimate

$998

17.9%
$108

11.5%
$672
12%
13.0%
$1,779
14%
15.2%
168
32
215

$1,428
20%)

$428
30.0%)

$12

$988
19%

$1.90
19%

520
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William Blair & Company, L.L.C. is a market maker in the security of Marsh & McLennan Companies, Inc. and may
have a long or short position.

Additional information is available upon request.

Marsh & McLennan Cos. (MMC)

Current Rating: Market Perform

Feb 13, 2004 - Feb 11, 2009 Previous Close: $21.41
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Source: William Blair & mmmmgmﬂ:a.anmm@ = Dropped, R = Restricted, NR = Not Rated @ = Analyst Change

Current Rating Distribution (as of 01/31/09)

Coverage Universe Percent Inv. Banking Relationships* Percent
Outperform (Buy) 55 Outperform (Buy) 3
Market Perform (Hold) 44 Market Perform (Hold) 1
Underperform (Sell) 1 Underperform (Sell) 1

*Percentage of companies in each rating category that are investment banking clients, defined as companies for
which William Blair has received compensation for investment banking services within the past 12 months.

Mark Lane attests that 1) all of the views expressed in this research report accurately reflect his/her personal views
about any and all of the securities and companies covered by this report, and 2) no part of his/her compensation was,
is, or will be related, directly or indirectly, to the specific recommendations or views expressed by him/her in this
report.

Stock Rating: William Blair & Company, L.L.C. uses a three-point system to rate stocks. Individual ratings reflect
the expected performance of the stock relative to the broader market over the next 12 months. The assessment
of expected performance is a function of near-term company fundamentals, industry outlook, confidence in
earnings estimates, valuation, and other factors. Outperform (O) — stock expected to outperform the broader
market over the next 12 months; Market Perform (M) — stock expected to perform approximately in line with the
broader market over the next 12 months; Underperform (U) — stock expected to underperform the broader market
over the next 12 months; Not Rated (NR) — the stock is currently not rated.

Company Profile: The William Blair research philosophy is focused on quality growth companies. Growth
companies by their nature tend to be more volatile than the overall stock market. Company profile is a
fundamental assessment, over a longer-term horizon, of the business risk of the company relative to the broader
William Blair universe. Factors assessed include: 1) durability and strength of franchise (management strength
and track record, market leadership, distinctive capabilities); 2) financial profile (earnings growth rate/consistency,
cash flow generation, return on investment, balance sheet, accounting); 3) other factors such as sector or industry
conditions, economic environment, confidence in long-term growth prospects, etc. Established Growth (E) —
Fundamental risk is lower relative to the broader William Blair universe; Core Growth (C) — Fundamental risk is
approximately in line with the broader William Blair universe; Aggressive Growth (A) — Fundamental risk is higher
relative to the broader William Blair universe.

The ratings and company profile assessments reflect the opinion of the individual analyst and are subject to
change at any time.
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The compensation of the research analyst is based on a variety of factors, including performance of his or her
stock recommendations; contributions to all of the firm’s departments, including asset management, corporate
finance, institutional sales, and retail brokerage; firm profitability; and competitive factors.

THIS IS NOT IN ANY SENSE A SOLICITATION OR OFFER OF THE PURCHASE OR SALE OF SECURITIES.
THE FACTUAL STATEMENTS HEREIN HAVE BEEN TAKEN FROM SOURCES WE BELIEVE TO BE
RELIABLE, BUT SUCH STATEMENTS ARE MADE WITHOUT ANY REPRESENTATION AS TO ACCURACY
OR COMPLETENESS OR OTHERWISE. OPINIONS EXPRESSED ARE OUR OWN UNLESS OTHERWISE
STATED. FROM TIME TO TIME, WILLIAM BLAIR & COMPANY, L.L.C. OR ITS AFFILIATES MAY BUY AND
SELL THE SECURITIES REFERRED TO HEREIN, MAY MAKE A MARKET THEREIN, AND MAY HAVE A
LONG OR SHORT POSITION THEREIN. PRICES SHOWN ARE APPROXIMATE. THIS MATERIAL HAS BEEN
APPROVED FOR DISTRIBUTION IN THE UNITED KINGDOM BY WILLIAM BLAIR INTERNATIONAL, LIMITED,
REGULATED BY THE FINANCIAL SERVICES AUTHORITY (FSA), AND IS DIRECTED ONLY AT, AND IS
ONLY MADE AVAILABLE TO, PERSONS FALLING WITHIN COB 3.5 AND 3.6 OF THE FSA HANDBOOK
(BEING “ELIGIBLE COUNTERPARTIES” AND “PROFESSIONAL CLIENTS"). THIS DOCUMENT IS NOT TO BE
DISTRIBUTED OR PASSED ON TO ANY “RETAIL CLIENTS.” NO PERSONS OTHER THAN PERSONS TO
WHOM THIS DOCUMENT IS DIRECTED SHOULD RELY ON IT OR ITS CONTENTS OR USE IT AS THE
BASIS TO MAKE AN INVESTMENT DECISION. “WILLIAM BLAIR & COMPANY” AND “WILLIAM BLAIR &
COMPANY (SCRIPT)” ARE REGISTERED TRADEMARKS OF WILLIAM BLAIR & COMPANY, L.L.C. Copyright
2009, William Blair & Company, L.L.C.

Please contact us at 1-800-621-0687 or consult http://www.williamblair.com/pages/eqresearch_coverage.asp for
all disclosures.
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